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WEDNESDAY, MAY 20, 1964
U.S. SENATE,

SuBCOMMITTEE ON FrRAUDS AND MISREPRESENTATIONS
ArrecTING THE ELDERLY OF THE SPECIAL COMMITTEE ON AGING,
Washington, D.C.

The subcommittee met at 10:05 a.m., pursuant to recess, in room
4232, New Senate Office Building, Senator Harrison A. Williams, Jr.
(chairman of the subcommittee), presiding.

Present: Senators Williams and Neuberger.

Also present: William E. Oriol, professional staff member; Gerald
P. Nye, minority professional staff member; Patricia Slinkard, chief
clerk; Mary Keeley, staff assistant; and Marion Keevers, minority
chief clerk.

genator Wirniams. Our subcommittee deliberations will come to
order.,

Our first witness this morning will be Chief Inspector H. B. Mon-
tague, of the Post Office Department, a very important man in the
field we have been analyzing for the last 2 days.

STATEMENT OF HENRY B. MONTAGUE, CHIEF INSPECTOR, POST
OFFICE DEPARTMENT; ACCOMPANIED BY WILLIAM CALLAHAN,
DIRECTOR, DIVISION OF FRAUD AND MAILABILITY INVESTIGA-
TIONS, BUREAU OF THE CHIEF INSPECTOR; AND ADAM G.
WENCHEL, ASSOCIATE GENERAL COUNSEL

Senator WiLLiams. Mr. Montague, you have Mr. Callahan and
Mr. Wenchel with you?

Mr. MoNTAGUE. Yes, sir.

Senator WiLriams. These gentlemen are Director and Mr. Wenchel
is the——

Mr. WeNcHEL. Associate General Counsel.

. Senator WrLriams. Division of Fraud and Mailability Investiga-
tions.

Mr. WencHEL. Mr. Callahan is Director of that Division in the
Chief Inspector’s Office.

Senator WirLiams. We welcome you back before this committee.
You have been helpful before and I know you will be helpful this
morning. You may proceed, Mr. Montague.

Mr. MonTaguE. I have a statement, Senator. Is it all right if I
read it?

Senator WiLiams. Fine.
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Mr. MoxTacue. The opportunity to again report to this committee
concerning the status of our investigations of alleged fraud in mail
order land sales is appreciated. These investigations are made by us
under authority of 18 U.S.C. 1341 and 39 U.S.C. 4005, which impose
a duty on the Postmaster General to prevent the use of the Postal
Establishment in the perpetration of schemes to defraud the public.

There are many facets to these land fraud schemes. In most cases,
the promoters launch a lavish advertising campaign in media through-
out the Nation in which extravagant claims are made depicting nearly
worthless land as suitable for homesites or retirement or investment
pur -

The principal inducement to buy is usually a seemingly low price.
Buyers are seldom near enough to the property to personally inspect
it without spending more for transportation than the price of the land
warrants. is, coupled with the appeal to the “bargain instinct”
present in most people is an integral part of the scheme.

A variation of this theme is practiced by some promoters who peddle
worthless land at fairs, flower shows, and other similar public events
at which the land is disposed of by a so-called free drawing in which
practically everyone who registers 1s a “winner.”

Such “winners” are then separately notified that each has won a
valuable lot which may be obtained simply by paying so-called nominal
closing costs which actually represent far more than the land is worth.

Based on the great number of victims these closing costs provide a
vast profit for the promoters. Another gimmick frequently used in
a promotion is the promise of improvements in the form of clubhouses,
recreational facilities, roads, sewers, and utilities which are never
furnished.

Many instances have been found where promoters have skipped
without fulfilling such commitments after disposing of the land. In
other cases unscrupulous promoters have advertised and accepted pay-
melnts Afrom victims for land to which they could not convey a clear
title.

The following statistics dating from July 1, 1962, are indicative of
the scope of the land investigative program being conducted by the
postal inspection service:

Land fraud investigations authorized____._ - - 358
Cases Closedo o oo e 165
Cases currently under investigation____________________________________ 193
Cases presented to U.S. attorneys______________________ . ____ . ____. 35
Cases in which indictments returned____.______________________________ 22
Number of defendants indicted__ - — - - 60
Cases in which convictions obtained ... ________________________________ 7
Number of defendants convieted_ ... ____________ e 13
Cases wherein indictments are outstanding. _.___________________________ 15

Prosecutive action in these cases is closely coordinated with the
Criminal Division, Department of Justice, and U.S. attorney through-
out the Nation.

In view of this committee’s concern with frauds in general, many of
which particularly affect the elderly, we should bring to attention that
in the first 10 months of this fiscal year, through Epril 1964, postal
inspectors made 548 arrests for mail fraud violations of all types.

This was an increase of 7.2 percent over the same period last year.
Also, while it is not within our jurisdiction to cause adjustments to be
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made, a total of $5,224,340 was restored to victims as a result of mail
fraud investigations.

Thank you.

Senator WiLriams. How did these restorations come about? It is
not within your jurisdiction. Wasit voluntary ?

Mr. MonTaGUE. Some of them, Senator, were -court ordered and
others were voluntary.

Senator WiLLiams. You say 35 cases were presented to the U.S. at-
torneys, the number of defendants indicted, 60 ¢

Mr, MoONTAGUE. Yes, sir.

Senator WrLiams. Is this more than 1 individual involved in the
35 cases or how do you account for that.?

Mr. MonTAGUE. In some instances there was only one. In other in-
stances there were as many as three or four or more.

Senator WiLiams. I would like to know more about how your -

statutory authority works and what kind of cases you have been able
to bring into court, prosecute, and get convictions. When you give us
this statement it doesn’t really get into the core of our business here.
What is all this about? How did these atrocities of the land fraud
cases get into court? Who are the people? How do youdoit? What
is your jurisdiction? Where is it inadequate? Can you give us the
whole story ?

Mr. MonrtacuE. The mails have to be used. They have to be an
integral part of the scheme.

Senator WiLriams. Well,if they mail advertising to the X YZ paper,
Newark, N.J ., is that sufficient?

Mr. Mo~TacuE. Usually it is.

Senator WiLLiams. What do you have to prove.

Mr. MonTacue. We have to prove that there is an intent to defraud,
that a scheme has been devised. We have to depend to a great extent
on complaints from the public. When we receive such complaints, if
it appears from the nature of the information given that there is a
possibility of fraud, we authorize an investigation by an inspector.
I-ga tal;% the advertising, analyzes it, compares it with what is actually
offered.

If there seems to be misrepresentations he may talk to the promoters
at that point; he may not. It will depend on the circumstances.

Senator WiLLiaMs. You are using the word misrepresentation.

Mr. MoNTAGUE. Yes, sir.

Senator Wririams. As I understand it, the mail fraud statutes do
not permit you to go to court and prosecute on the basis of misrepre-
sentation ?

Mr. MonTaGUE. That is correct. We have to prove that there is an
intent to defraud.

Senator WiLLiams. When one of these promoters gets up a brochure
. talking about the land with the blue sky and the sun shining every day,
and the trout fishing, and near water, and all that, and it turns out
to be a desert mesa—is this fraud?

Mr. Mo~nTaGUE. Not necessarily, Senator. Many communities have
been erected from desert land, from land such as you describe. We
would have to be able to prove that there has been a scheme devised.

Senator WirLiams. I would like to understand what this scheme
to defraud is.
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Mr. MonTacuE. The promoters have no intention of furnishing what
they advertise they are going to furnish. And in order to prove that,
you would have to check into——

Se;nator WiLLiams. You would have to wait 100 years, wouldn’t
you?

Mr. MonTaGUE. No. In these cases, we haven’t had to wait 100
years, that is where we have had indictments and convictions. Court
action has been obtained in a matter of months. We have to be able
to show that the persons who are promoting the development did not
intend to furnish what they advertised they would furnish. We can
do this from personal examination of the land itself, from checking
with the utility companies which would be involved, through checking
the disposition of the moneys which are received in response to the
advertisement.

All of these matters are facets which have to be covered and taken
into consideration in the investigation.

Senator WiLLiams. You convicted 13 people since July 1, 1962.

Mr. MoNTAGUE. Yes, sir.

Senator WiLriams. In that period, they tell us billions of dollars
have been invested in worthless land, worthless for the purposes sold.
What is wrong with our system here of finding these people who are
defrauding the public and bringing them to the bar of justice, pro-
tecting thousands and thousands of people who are throwing away
.billions of dollars?

Mr. Mo~nTacue. They are brought to justice, Senator.

Senator WiLriams. At the rate of 13 scoundrels in what is almost
a 2-year period. There is something wrong here. There is some miss-
ing element in our legal framework. Show Mr. Montague that fiesta
brochure. We are authorities on that particular development, because
Mr. Oriol of the staff has been there.

Mr. MoNTAGUE. Yes, sir.

Senator WiLLiams. You see the claims, the sly innuendo?

Mr. Mo~Tacue. This is quite similar to brochures which have been
disseminated by other promoters in this line.

Senator WiLrLiams. That looks as if that is a very promising place
to live from that brochure.

Mr, MoNTAGUE. Yes, sir.

Senator Wirriams. It happens to be almost inaccessible. Right, Bill
Oriol?

Mr. OrroL. Yes.

Senator WiLLiams. Explain to Mr. Montague just what that is.

Mzr. Orror. The development is on top of a mesa approximately
1,400 feet above the valley. Luckily I was in a rented compact car.
I felt that the road was just about wide enough for this. And to
travel that 1,400 feet—I clocked it—it was 3 miles on a road which
made 20 what I call hairpin turns, because they were almost right
angle turns.

am not including curves or cattle that stopped me three times.
But that is what it took to get up there. Yesterday a witness from
the New Mexico attorney general’s office, which enforces the New
Mexico law, said that a few days ago at our request he went to this
area and he said he found out where that photograph had been taken.
It had been taken from about halfway up the road to the top of that
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mesa and it had been taken in the opposite direction. It shows the
Rio Grande which passes by in the valley there.

There, of course, is no river on top of the mesa and he said that they
recently drilled about a thousand-foot well which caved in. They
are now down to about 840 feet and they are not sure they are going
to get water from this well.

Senator Wirriams. They have already spent $10,000 or $12,000 on
this well. Here is the point, just on water. You see that brochure.
Everything is lush: water, water, water, trout streams, and all the
rest. Surely there are trout streams somewhere. But not up where
these folks are buying that land. I have forgotten all of the fingers
of fraud, but this, in my judgment, is the grossest kind of misrepre-
sentation that should put you in a prosecuting position. And if you
are not in a position to prosecute this kind of misrepresentation there
is a gap in the law. How do you feel about that? Or do you have any
questions about that?

Mr. MonTacue. On the face of it, Senator, and from what you said,
this is quite similar to developments which have been under indict-
ment and convicted. However, the facts which we discuss here do
not mean that, per se this is a scheme to defraud. We have to be very
careful in all of these investigations not to harm legitimate business.
And in that connection, I call your attention to an article in this
week’s issue of a nationwide magazine which talks about “boom in
the desert” and it mentions New Mexico. It tells how the population
in New Mexico has grown in these last few years. And why has it
grown? Because, among other things, they have been able to develop
some of this desertland and make it habitable and do some of the
things which are pictured in this brochure.

We have to be able to prove that this is a scheme to defraud, that
thisis not a legitimate development.

Senator WiLLiamMs. How many men do you have across the country
investigating these situations?

Mr. MoNtacue. We have, in all, 1,028 inspectors to make all of our
investigations. These investigations include inspections of post of-
fices, thefts from the mails, robberies, holdups, obscenity, mail fraud,
and all of the other responsiioi]ities we have.

We are able to devote the time of about 100 inspectors, that is about
one-tenth of our force, to this type of investigation throughout the
(f:gunctlry. That is all frauds, not just land frauds, but all categories of

aud.

Senator WrLLiams. Let us break this into manpower, or man-days,
or men that are available to go to New Mexico or Florida, down where
you have the swamp merchants describing this great retirement or
investment opportunity of land near Canaveral and all of the bit to
be developed and all that and it-is worthless. It is4 feet under water
in the swamp. :

We have pictures here. This is a picture of the great investment
opportunity. That can never, in our time, be reclaimed as usable land.
How many men do you have who are going into where the swamp mer-
chants are operating, the mesa merchants are operating ?

Mr. MonTague. As I mentioned, we are ab'e to devote the time of
about 100 of our inspectors to mail fraud of all kinds. Each of our
inspectors last year worked an average of about 54 hours per week. To
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handle this type of case, taking into considcration that we have all
other types of fraud, medical frauds, vending machine cases, work
at home schemes of all kinds, I would say that consistently we are
probably not able to devote more than the time of 20 inspectors to
this particular type of investigation.

Senator WiLLiams. I would just think/;you would have been up here
screaming loud and clear long ago, “Give us help; we want to get
these merchants of fraud and find them and prosecute them.”

You know, when I say billions of dollars, the estimate is about $700
million a year. You have 13 convictions in 2 years. That is why I
wasn’t loosely saying billions. If you multiply that out, that is in
the billion-dollar category. And you know the people who are
losing the money on some of those subdivisions$?

Mr. Mo~nTacUE. Yes,sir; we do.

Senator WrLLiams. The people who can least afford it. We had
individuals before us; patrolmen from the city of New York. Asa
group, they got swindled. Some post office workers—or one particu-
lar one, M>1,' Sewalk from Hicksville, Long Island—he was the last
person in the world who can afford to lose the $500 that he threw
away on one of these things. Why don’t you come up here and let
us really know what this is all about and what you need?

Mr. MoNTAGUE. Senator, I was thinking about the question on man-
power which you proposed be raised. Of course, this is not the com-
mittee to which we go for our appropriations. We have to be guided
by what other people think we should have to operate. And we op-
erate within our budget.

We realize this situation exists. We have put all the manpower
that we could into this problem during these last couple of years.

Senator WiLrLiams. I realize that, but it seems like very inadequate
manpower for a massive job.

Mr. Mo~nTacUE. We think that a great deal of good has been done.
We feel that the indictments and fhe convictions which have been
obtained have had a salutary effect. We think that the hearings of
this committee in January 1963 and presently are helping to inform
the people. This is a great need—informing them as to what is
going on—a preventative measure. That is more beneficial than any
other sort of action one can take.

Our records show that in the seven cases where we have had convie-
tions the take was about $800,000; that in the cases we have under
indictment, those cases that have not yet been to trial, the take was
in the neighborhood of probably $4 million. Therefore in these 20
cases, from actual figures that the inspectors compiled as a result
of their investigations, there was a take of about $5 million.

We feel that the action taken has caused a change in this whole sit-
uation in the last couple of years, that substantial advertising has been
changed to conform with the facts, that some of the promoters who
perhaps would have acted differently are now keeping the promises
they make.

This does not mean that the swindle has been brought to an end,
because we will always have swindlers in all areas of the economy.
It seems that wherever there is progress, be it medicine, be it land
development, that there are people who want to ride along on the
coattails of the legitimate promoters and pick up whatever easy money
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there is to be had. That has been the history of fraud not only in the
mails but in any other area where fraud has been perpetrated.

And this is why the land frauds: The tremendous growth in this
country over the years since World War II, the development of desert
land, the development of such places as Las Ve as, and Reno, and
Phoenix, Ariz., and Albuquerque, N. Mex. Swinflers take advantage
of legitimate operators in such situations.

We feel we have weeded a good many of them out. We have in-
dicted many of the biggest fraudulent promotions, and we have con-
victed a number of them. We feel that this situation has changed
because of our actionsin the last few years.

Senator NEuBERGER. Do you think this sort of thing would be cur-
tailed and practically done away with if each State had a law like
the California law? :

Mr. MonTaGUE. Senator, we think that adequate State regulation
is the prime need. We feel that the California law is a good example
and we base this on experience. We have only to refer to the savings
and loan cases in Maryland. Why was it possible to perpetrate those
swindles? Because Maryland didn’t have sufficient State regulation.
Because Maryland passed needed laws, and they now have the regula-
tion, I don’t think we will see that condition again in Maryland.

And I say the same thing with regard to these land swindles. If
the States would take needeg action, and if we could educate the people
the way you are doing here, and then with the mail fraud statutes to
1l.:)ackdit up, I think we would go a long way toward controlling land

rauds.

Senator NeusercER. We have people who come from those States
where they have good laws and say, “We have a good law, but we don’t

- want any kind of Federal law.” “They don’t want this to be carried

out from the national level.

And why is it that legitimate real estate people and people in the
States, who are really affected adversely by frauds, don’t come here
and beg us for some national legislation on this? It is the most pe-
culiar phenomena I have ever encountered.

Mr. Mo~TacUE. Senator, I think this has been conducted in accord-
ance with the free enterprise system, as has all other %)rogress in this
country, and I just wonder whether the same degree of progress could
have been made, if we had had Federal regulation. I don’t know. We
know what has been accomplished without it. But we don’t know
whether that same thing could have been accomplished with it.

Senator NEuBErGeER. We know a lot of people have been swindled
without it, too. If it is in the name of free enterprise, maybe we
should just fold up and go home and let these people carry on and let
free enterprise prevail. .

Mr. MonTague. I don’t mean to imply that, Senator, I think the
work that this subcommittee has been going is very beneficial and as
Isaid, it has had a very good effect. .

I believe the hearings which this committee conducted in January
1963 and which were publicized throughout the country by news-
papers, radio, TV, amdp magazines helped make the people alert to
these swindles.

I think the stories that have been printed in the last few days about
these hearings are well worthwhile, and whatever this committee de-
cides as a result of these hearings will be helpful.
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Senator Neupercer. We can’t just keep on meeting here month after
month, and year after year to educate people. The time has come now
to get legislation, it seems to me. I am a great believer in education
and I admit that this has a very good effect. But the time comes when
you have to clinch this thing. Free enterprise doesn’t look very good
to me in this business. :

I can’t see where the legitimate real estate people are doing enough
to help us get rid of these phonies that come in and it really casts
a pall over all real estate. This is outside of your field, I know you
are in the postal business. But it seems to me that your work would
be helped if we did have some strong Federal legislation in this area.

Mr. Mo~nTaguE. We feel, Senator, that these hearings have served
as a catalyst toward having the States take corrective action. Many
of them have already done that in these last couple of years and we
feel a lot of the action is due to the testimony that has been given by
a variety of people here.

Senator NEUBERGER. Senator Williams’ asking you about your man-
power, reminded me of the shortsightedness of the Congress in cur-
tailing the number of personnel in the Bureau of Internal Revenue.
It has been proved that each investigator can bring in many more
times his own salary. I am sure this would be true with additional
inspectors. »

Mr. Monrtacue. That is true, Senator. The Congress did give us
25 additional inspectors this year to have assigned to fraud work.
We now have them on our rolls and we are training them and they
will be available.

Senator NEUBERGER. What salary do they get ?

Mr. MonTacue. Inspectors start at about $7,000 a year. We could
use many more. ‘

Senator NeuBerger. Thank you.

Senator WiLLiams. While Senator Neuberger was presiding over
the Senate yesterday, we had a classic example of what I would call
fraud. I don’t know if it would meet your test before the court. This
was the sale of swampland. Of course, it wasn’t described in the bro-
chure as swampland. It was pretty, lush, rolling meadows, but the
fact of the matter is most of the property is inaccessible, under 3 to 4
feet of water, cypress forests in a swamp.

One of the purchasers of the lot wanted to find her lot. And in order
to find her lot she would have to have a survey. So she went to the
civil engineers and the civil engineers told her it would cost $20,000
to find her lot through a survey. The reason—to find her lot they
had to survey the whole business. What was it, 4,000 or 5,000 acres of
swampland ?

If thatis not fraud, I don’t know what is. )

Mr. MonTague. It sounds as though it very well could be, Senator.
But on the other hand, other developments in the State of Florida have
been recovered from swampland and through development by legiti-
mate real estate operators.

Senator WirLiams. This was sold as an investment opportunity.
If it costs you $20,000 for a survey for your acre and a quarter it 1s
an acre and a quarter, because if you get over an acre it falls out of
the subdivision platting regulations—how long would you have to
live to make a profit on an acre and a quarter that costs you $20,000
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plus the purchase price of $695¢ It would take 100 years. Now on
the face of it, that, to me, is a fraud. Is it a fraud within the law?

Mr. MonTaGuE. I believe that we have presented the evidence with
regard to the promotion which you mentioned to the U.S. attorney.
It 1s being considered by the U.S. attorney’s office at the present time.
I think I know what development that is.

Senator WiLLiams. Good. They are still selling those lots, though.
How long do you put one of these fellows away for?

Mr. MonTacUE. Of course, that is a matter for the courts to decide.
Sometimes the sentence seems rather lenient. And, as we indicated
earlier, the court sometimes does too, instruct that restitution be made.
In one case where conviction was returned, that is the Comstock Land
Co., the court ordered restitution which could be up to as much as
$60,000. In general, the prison sentences on the first offense are not
too heavy. Just glancing at these, I see 6 months imprisonment ; 414
years suspended with 414 years probation. Two years; 7 months and
fined $700; 1-year probation; 3 years imprisonment suspended; pro-
bation for 3 years; 2 years imprisonment; probation for 2 years, sen-
tenced to 3 years.

Of course, these probation cases mean that the promoters are going
to be careful not to commit any further offenses during the probation
period. We think that the criminal statute is the proper one to ap-
ply, because promoters who create a scheme are doing the same thing
as a group who might plan a holdup. It is more sophisticated, but
they take the people’s money just as surely as if it were a holdup.
We feel the criminal statute is the one which gives the justice that 1s
warranted in a case of this kind.

Senator WiLttams. Do you have anything further, Senator
Neuberger ¢

Senator NEUBERGER. No.

Senator Wirriams. Have you developed any suggestions for the
Congress as to ways the statutes could be inproved, from your stand-
point, to make your work more efficient ?

Mr. Mo~nTague. Not so far as the criminal statute is concerned. We
believe it is equitable, that we have to prove that there has been a
scheme devised. With regard to the administrative procedures, I
would ask Mr. Wenchel if he would address himself to that feature.

Mr. WexcHEL. The one feature in our administrative proceedings
law, which is section 4005 of title 39, on which some attention has
been focused is the requirement in that law that intent be established.
There has been a considerable amount of discussion as to whether this
law should not be so amended as to allow us to issue a fraud order on
the basis of false advertising or false representations, even though we
cannot establish that they were intentionally fraud. ]

This involves a great many considerations. We have been dis-
cussing this matter with the Department of Justice and other agen-
cies, but we have not yet formulated any legislation to present to the
Congress on that.

One other minor aspect. At present we have no subpena powers
to use in our fraud order proceedings. There are provisions in the
various bills which are under consit‘(iration now for amending the
Administrative Procedure Act which would give us that subpena
power which would be of some assistance to us 1n these fraud cases.
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Senator WiLLrams. For our better understanding of your present
statutory authority, could you take the 13 cases where you have had
convictions and prepare for us just a description of the factual base
on which you obtained these convictions?

Mr. MoNTAGUE. Yes, sir.

(The information referred to above follows:)

(Text continues on p. 245.)

Post OFFICE DEPARTMENT,
CHIEF PosTAL INSPECTOR,
Washington, D.C., May 26, 196}.
Hon. HARRISON A. WILLIAMS,
U.8. Senate,
Washington, D.C.

Dear SENATOR: In accordance with your request, we are attaching a listing

of the particulars of our land fraud cases wherein there were convictions and
also where indictments are pending, for violation of the postal fraud statute
(18 U.8.C. 1341).
Your interest in this matter is deeply appreciated.
Sincerely yours,
H. B. MoNTAGUE, Chief Inspector.

SALE OF LAND

MAIL FRAUD CONVICTIONS (18 U.S8.C. 1341)

Central Vermont Land Association, Inc.,, White River Junction, Vt. Galvin J.
Van Stratum convicted February 13, 1964, and sentenced to 3 years imprison-
ment. He obtained an option of questionable value on 40 acres of land located
in Vermont and offered lots for sale via newspaper ads, for $28.30 each. Van
Stratum had previously conducted a land scheme at Atlanta, Ga., using the name
Upper Chattahooche Land Corp. and offered for sale land located in northern
Georgia. Due to prompt action by postal inspectors, Van Stratum was arrested
after having realized a total of approximately $30,000, but stated that had he
been allowed to continue for just 2 more weeks, he would have taken in another
$100,000. His prison sentence for the Georgia operation was 2 years, making a
total of 5 years for both convictions.

Comstock Land Co., San Francisco, Calif. Edward Henry Johnston was con-
victed October 8, 1963, sentenced to 6 months imprisonment, 414 years suspended,
and 4% years probation to commence, at end of imprisonment. He was also
ordered by Court to make restitution to all purchasers and it is estimated this
will amount to nearly $60,000. Johnston sold desert land near Elko, Nev.. to
50 victims who were led to believe they were buying part of the famous Com-
stock Ranch.

Harney County Land Development Corp., Burns, Oreg. Convictions handed
down December 13, 1963. Richard Dale Walker received a 3-year sentence
suspended. and placed on probation for 3 years; fined $16,000, plus proportionate
share of court costs of approximately $12,000. John M. Phillips received a
2-year sentence, suspended, and placed on probation for 2 years; fined $12,000
plus proportionate share of court costs. Jack C. Cherbo received u 2-year
sentence suspended, and placed on probation for 2 years; fined $10,000, plus
proportionate share of court costs. These men charged $395 an acre for land
near Burns, Oreg., assessed at $5.60 an acre and made false statements as to its
value and condition.

Lakeview Estates, Coeur d'Alene, Idaho. Convictions handed down on Sep-
tember 26, 1963. Raymond E. Robertson sentenced to 7 months imprisonment
and $700 fine; F. Darold Windsor fined $420; Carl A. King, fined $700; John H.
Griebel, fined $700; Bertil G. Olsen, acquitted. They sold land in Idaho to be
used as building lots but made fraudulent representations as to streets and water
and sewage systems.

National Sales & Development Corp., Heber Springs, Ark. Henry Thomas
Settles and Julian Ebbert both convicted on January 24, 1964, but sentencing
postponed until the fall, apparently to determine whether the promised improve-
ments to the land are met. They operated from booths at fairs and other public
events, offering so-called free lots located near Heber Springs, Ark., with only
closing costs to pay. Practically all who registered became a “winner,” and were
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pressured to buys lots at a more expensive price; in either event, the land and
costs were misrepresented. These same two men are also currently under
indictment at Springfield, Mo., incident to their operation of a similar scheme
known as the Cloverdale addition by Southwest Development Corp.

Scenic Land Hawaii, Chicago, Ill. Richard N. Nishikawa, a native Hawaiian
operating out of Chicago, sold land in Hawaii that he did not own and which
did not meet the claims he made for it. The known sales totaled about $100,000.
He was convicted April 6, 1964, and the judge suspended sentence and placed him
on probation for 1 year.

LAND FRAUD PENDING INDICTMENTS
GREAT SOUTHWESTERN LaND Co., INC., ALBUQUERQUE, N. MFX,

Defendants: Robert N. Golubin, Lenn E. Allen, George E. Walker, indicted
April 26, 1963

This promeotion is typical of many land schemes carried out at fairs, home
shows, and other public events that are attended by thousands of persons. A
booth was rented at such public events and everyone attending was offered a free
registration for a chance on a ‘“free lot.” Nearly every person that registered
was a “winner” except where it was obvious to the promoters that such would be
to their disadvantage, such as those at same address, similar names, etc. The so-
called winners received a “Congratulations” letter, informing them that the land
was available simply for the payment of “closing costs”—usually about $49. This
amount, of course, represents more than the land is actually worth and, in addi-
tion, various misrepresentations as to the usefulness of the land were made. This
group had a booth at the Seattle World’'s Fair and reached persons from virtually
every State of the Nation and 28 foreign countries. The trial of these three
recently held resulted in a hung jury and retrial is now being given consideration.

GAMBLE RANCH, BEVERLY HiLLs, CALIF.

Defendants: Arnold Clejan, Joseph Benaron, J. J. Byrnes, Samuel Reisman,
Maurice Weiss, Norman Rockel, Charles Escarzaga, Robert L. Stein, Frank
Gillhouse, Robert Jaffee, Stanley Weiss, indicated April 2, 1964

These men operated out of Beverly Hills, Calif., in the sale of Iand in Nevada
wherein various false and fraudulent representations were made. The operation
ceased in July 1962 after the investigation commenced, but already the promotion
had contracts for a total of approximately $6 million, of which about $2 million
had been paid and the remainder due under the various contracts. The land
in this case was crossed by the first wagon train to the West and at one time
comprised the largest ranch in the United States.

Aspen Acres, Wichita, Kan. Promoters are Roger L. Eaton and Donald G.
Peacock. Indicted June 11, 1963. Land located in Colorado and Minnesota.
They purchased cheap land for subseguent resale as building sites and disposed
of it by conducting drawings at fairs and other public events and advising the
numerous “winners” that they had only to pay the $39.50 closing costs to receive
lots. A further part of the plan was to sell lifetime memberships in the com-
munity center for $20, promising various recreational facilities which were never
provided. Same two men also under indictment at Denver with a third man
(Darrell Hofmann) having operated a promotion there known as Bonded Land
Developers.

Bonded Land Developers, Inc., Denver, Colo. Promoters are same as two men-
tioned above (Eaton and Peacock) plus Darrell H. Hofmann. These men oper-
ated booths at fairs and other such public events and offered everyone an oppor-
tunity to register for a ‘“free” lot. Those who registered became “winners’” and
were required to pay the so-called closing costs of $39.50. All three men were
indicted May 3, 1963. The land was located in a barren section of Saguache
County, Colo., and about 750 persons invested approximately $30,000 in this
land for which the promoters made various misrepresentations as to its location
and usefulness. Hofmann was sentenced May 1, 1964, to 1 year and 1 day plus
3 years’' probation.

Horsemen-Cattlemens Co-Op, Burbank, Calif. Promoters are Curtis W. Ivey
and Clifford J. Emmich who were indicted on April 1, 1964. They advertised
Oregon land for sale and promised purchasers clear titles but promoters did not
own the land and owners had not consented to sales. Ivey was arrested in
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October 1963 by the Oakland, Calif., Police Department and charged with grand
theft incident to his activities in this operation, and his trial is pending in that
case.

Lake Mead Land & Water Co., Phoenix, Ariz. Promoter is Marvin Lustiger.
He was indicted October 25, 1963. He purchased unimproved rangeland in Ari-
zona and offered it for sale, at prices starting at $395 a lot, under various fraudu-
lent representations, via advertising in newspapers, magazines, and other
publications throughout the United States.

Big Bend Frontier, Alpine, Tex. Elvyn Eugene Boggs, promoter, was indicted
May 5, 1964. He operated a booth at fairs, trade shows, etc., inducing general
public to register for so-called free lots located in Brewster County, Tex., with
closing costs of $18.90. The free lot winners were encouraged to purchase addi-
tional lots at $89.90 each but in either event, the land was not as represented.

Lake Mead Rancheros, Kingman, Ariz. Dory Auerbach, David P. Randell, and
Irving Gottlieb, indicted March 14, 1963. They continue to operate from Miami,
Fla., in the sale of desert land near Kingman, Ariz., holding it forth as not only an
ideal investment, but suitable for living now, despite the absence of individual
water supply and other utilities and the various conveniences that go to make
a normal existence.

Lakeside Estates, Inverness, Fla. Promoter Robert Douglas Craft, indicted
January 15, 1964. He operated from booths at State fairs, home and flower
shows, etc., and encouraged visitors to take a chance on a free lot located in Ala-
bama, although the literature was prepared to indicate the land was in Florida.
Virtually all who registered became “winners” and were required to pay closing
costs varying from $59.50 to $129.85. The lots cost the promoter $25 and their
value and usefulness, as well as their location, were misrepresented. Craft is
also under indictment with three other persons operating as Rio Grande Land Co.,
Inc., and Ranches of the Rio Grande, Inc., from Memphis, Tenn., in the disposal
of 1and located in New Mexico. (See separate listing.)

Land Lists, Phoenix, Ariz. Promoter Thomas T. Cohen indicted February 27,
1963, for sale of land formerly under the Great Salt Lake and not accessible by
auto any closer than 10 miles. He operated at fairs and other public events using
the free lot gimmick.

Ronald Dale McCaw, Santa Ana, Calif. Operating under his own name, this
man was indicted April 13, 1964, for the sale of land in Imperial County, Calif., to
which he did not have title. At least 33 vietims invested over $13,000. McCaw
carried out his campaign by direct mailings to prospects.

Rio Grande Land Co., Inec., and Ranches of the Rio Grande, Inec., Memphis,
Tenn. Robert D. Oraft, Bert Latimore, Dorothy R. Pugh, and Rosalie D. Sander-
lin indicted February 17, 1964. They also operated from booths at fairs and
similar public events offering the so-called free lots, subject to closing costs of
$49.30, which represented more than the land was actually worth, and in addition,
made various misrepresentations as to the condition and usefulness of said land,
located in New Mexico.

Southwest Development Corp., Springfield, Mo. Promoters Henry Thomas
Settles, Julian E. Ebbert, Cecil Aubrey Hughes, and Ned W. Vail, indicted No-
vember 7, 1963. They operated the usual so-called free lot gimmick at fairs and
other public events and the “winners” were not only required to pay so-called
closing costs of about $50 but were high pressured into signing contracts for lots
costing over $700 on which promises of various improvements were made but
which were never carried out. Land in Missouri. Settles and Ebbert have been
convicted for sale of land near Heber Springs, Ark., under names of National
Sales & Development Corp., and Heber Springs Development Corp., and are
awaiting sentence.

The Last Frontier, El Paso, Tex. Promoters William M. Scott, Raybon E.
Hubbard, and Gerald P. O'Leary, indicted May 5, 1964. They induced public to
register for free lots while visiting fairs and other public events for land located
in Presidio County, Tex. Virtually all registrants, except duplicate names, sub-
sequently received notices of award subject to usual closing costs of $30. Land
is located in mountains with ravines and approximately 4 miles over winding,
hilly, and almost impassable roads from nearest town on a U.S. highway.

Western States Mailing Lists, Inc., and Tristate Title & Escrow, Inc., Phoenix,
Ariz. Jacob Walz, Robert M. Walz, Lido J. Peduzi, and Roger Engler, all in-
dicted May 20, 1964. They disposed of land located in Kane County, Utah, by
offering free lots by registration at supermarkets and other public places, with
the usual proviso of the closing costs, in this instance, $29. A further part of the
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scheme was to contact the so-called winners and sell them warranty deeds under
the name of Tristate Title & Escrow, Inc. Some warranty deeds were issued from
unreleased parts of subdivision constituting a fraud also on original landowners
who had conveyed title in deed of trust to Tristate. Thus the scheme had the
potential of triple injury—the original sale of land to buyer under the free lot
gimmick, the sale of warranty deed to these persons, and the illegal issuance of
warranty deed affecting the original owner.

Land Management Corp., Abilene, Tex. Promoters Mr. and Mrs. William M.
Scott indicted October 1, 1983. They induced persons visiting fairs and similar
events to register for the so-called free lot situated in Presidio County, Tex., in
an area designated by them as ‘“the last frontier.” Practically all registrants
were “winners” but were required to pay the so-called closing costs, in this case
usually $19.80 for the virtually worthless land involved, and which they claimed
was valued at $395 a lot.

Senator WiLLiams. Beyond that, we are in the early exploratory
period, and we have been through this before with you folks, using
the full disclosure technique to make it easier to stop the worst of these
misrepresentations, in saﬂes not only here in land but in other areas,
too.

That doesn’t really deal with your situation, but the SEC, most of
its purifying effect in the investment and securities industry is on the
basis of it has a requirement that new issues be accurately described
in the prospectus prior to sale. The same with land.

‘We might be abll)e here on a national basis to require a fair descrip-
tion and a full description of just what is being sold. We have dis-
cussed this in the health area. Have you thought further about that?

Mr. Callahan, we have discussed this, haven’t we?

Mr. CarrasaN. Yes; from time to time we have given it considera-
tion. Very frankly, we had discussed this matter with the people in
the Department of Justice and as Chief Montague says, insofar as
the criminal statute goes, we feel that the law as presently written is
adequate. In connection with the SEC regulation of securities swin-
dles, every year we investigate numerous security frauds, many of
which involve millions of dollars. So this in itself is not a panacea.
Very frankly I think that in view of our past conversations that this
State regulation would be the thing. I gather from talking to various
groups from time to time that one thing that the real estate industry
probably fears in any broad Federal regulation would be an avalanche
of questionnaires and other supervisory provisions which might im-
pede their progress.

I know that in our investigations here, of course, we investigate
wherever fraud has been charged and wherever we are not certain
that fraud has not been perpetrated. For instance, we have had in-
vestigations on some very well established firms like the Sun City
operation in Arizona which is a very fine operation. But people
have charged fraud there. I think any regulatory legislation that was
written would have to be in such a form that it wouldn’t impede. these
people from going into the desert and really setting up a legitimate
operation.

In other words, if it were like some of these things where they might
have to wait 2 or 3 or 4 years to get a Federal permit to operate, it
might very well impede the free enterprise system and I think this is
what they fear.

We are certainly not opposed to it at all. At least I am speaking
just personally. I am not authorized to speak for the Department,
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of course. But I think it is a matter that has to be approached with
great caution.

Senator NEuBercEr. Wouldn’t that be the easiest thing in the world
for a legitimate operation to demonstrate it? It seems to me that the
burden of proof is on them to show responsibility.

Mr. MoxnTacue. Senator, I think you Woufd encounter the same
problem which we have in getting the manpower to investigate these
cases. Here we are hearing only about the frauds. We haven’t heard
about the thousands of legitimate developments and operations which
are helping to build this country. Every one of them would have to
come in here as well as those that might be frauds.

Senator NEUBERGER. If you have an IBM system, that would help.
I would think the fact they had to file reports it would help cut out
the bad ones.

Senator WiLLiams. We had testimony yesterday that in the land
development barrel of apples, 10 percent of the apples are rotten in
Florida. Now that isa pretty high perceniage.

Senator NEUBERGER. Eut it could be like the Bureau of Internal
Revenue. They can’t look over every return that comes in. But the
fact that they pick out some makes everyone be good.

Mr. MoNTAGUE. Senator, because they are not able to look at every
income tax return, you do have fraud in income tax returns, too. We
had no information that would verify the 10-percent figure men-
tioned. I think that the figures that we gave as to the amount filched
f}l;om the public in these cases are accurate, and we can stand behind
them.

I don’t know whether anyone can stand behind the figure of 10 per-
cent, but we can support the figures that we gave.

Senator WiLLiams. How many States are involved in the 13
convictions?

Mr. Moxtacue. Nine States are in the open indictments; seven
States in the cases where we have had convictions.

Senator Wirtiams. This man that gave us that testimony yesterday
his name was McWhirter. Is he here? I had gone out when you
made that statement yesterday, Mr. McWhirter. Did I say it
accurately ?

Mr. McWarTER. Noj; I said 90 percent were registered with us and
10 percent were not. It doesn’t mean that they are committing fraud
because they are not registered.

Senator WiLLiams. I am glad you were here to correct that state-
ment.

To clear Florida here, are any convictions from Florida ?

Mr. MoNTAGUE. One indictment on a case in Florida.

Senator WiLLiams. You know another way these operators are
doing business these days, some of the swamp merchants—we had
some very good testimony on this yesterday, too—are using the tele-
phone, long-distance telephone calls.

Mr. MonTacUE. Yes, sir.

Senator WrLLiams. You don’t reach the operator who is dealing
with interstate commerce through the telephone.

Mr. Mo~TaGUE. Yes, we could, Senator, because usually a telephone
call of this kind would cause the use of the mails as it could cause the
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receiver of the telephone call to send an order through the mail or
something of that kind so the mails would be brought into the picture.

Senator WiLLiams. Yes, I see your point. Because one of the staff
members at my request took a newspaper ad for one of these develop-
ers in Florida. She was getting a call a day and sometimes two. She
received at least six or seven calls. Mr. Paulson from Florida yester-
day stated that he did that, too. He said that the pitch got better all
the time.

And then a fellow called and said, “We just learned that the power
company is going to run a powerline down there.” This was old news
indeed. The company 2 years before had said that they were going
to do it but didn’t say when. Then he fixed a deadline but even after
the 24-hour deadline had passed he still got calls from the salesman.

Mr. MonTacueE. We did this with burial insurance for a dollar.
And we can’t get this poor fellow off the list. We have had all kinds
of certificates and I expect somebody to come walking in someday to
try to get that insurance.

Senator WirLtams. Well it has been very interesting, gentlemen.
We are much appreciative to you for being with us. Thank you for
your help between hearings, too.

Mr. Mo~nTacue. Thank you, Senator.

Senator WiLLiams. Now it is my privilege to introduce two distin-
guished constituents from New Jersey—Alton W. Van Horn, com-
missioner of the New Jersey Real Estate Commission, and Robert R.
Peacock, secretary-director, who is becoming a regular commuter to
Washington. We are honored, gentlemen.

I can’t get home with this filibuster so we bring you here. Anyway
you want to proceed at all, the floor is yours.

STATEMENT OF ALTON W. VAN HORN, COMMISSIONER, NEW
JERSEY REAL ESTATE COMMISSION, NEWARK; ACCOMPANIED
BY ROBERT R. PEACOCK, SECRETARY-DIRECTOR, LIVINGSTON,
NJ.

Mr. Vax Horn. Mr. Chairman and Senator, may I work from my
prepared statement and my notes and perhaps some exhibits?

Senator Wrrrranms. Yes.

Mr. Vax Hor~. Our experience with the interstate promotional sale
of subdivided lands is the basis of considerable, continuing concern—
not with the many developers who fairly portray their product and
deliver what the promotional material promises, but with the great
number who do otherwise.

From the viewpoint of the densely populated, highly urbanized
“investor” State like New Jersey, a number of interrelated factors
become significant.

Typically the offering is 1,000 to 2,000 or more miles from the
buyer. The distance, time, and cost make prepurchase inspection
impractical. Hence almost total reliance, deservedly or not, falls on
the promotional material. The result is the sight-unseen purchase—
something ordinarily not done even with a $2 necktie; let alone an
investment or retirement purchase running to several hundreds or
thousands of dollars.
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The difference between the impression created by the promotional
material and the true fact is of the greatest concern.

Artists’ conceptions not labeled as such and alleged or suggestedly
nearby—but actually quite distant—scenes are routinely used, instead
of on-site or accurately labeled photos.

What pass to the uninformed as maps are too frequently prepared
with shocking disregard to scale and proportion. Recreational areas,
water bodies, and places where shopping, schools, and other facilities
might be available, are pictured much closer than they are.

Distances tend to be indicated as “minutes away” instead of hours
(at legal speeds) or in miles over travelable roads. One illustration
was where you would have had to drive 68 miles in 45 minutes which
is a little beyond the driving capability of most people.

The fact that flash floods, windstorm, sandstorms, temperature ex-
tremes and other weather phenomena affect some areas is not usually
revealed; nor are such things as water depth (and cost to reach it),
and the absence of vital services.

Another factor is the contract often used. The small downpayment
makes it easy to take. The long term postpones the day of discovery
(of just what one has purchased). This is like a long-delayed fuse
on a potentially explosive situation.

Quite generally is the nonacceleration clause which prevents tak-

.ing of title and delivery of deed before it meshes with the developer’s
convenience or his ability to release his mortgage or get subdivision
approval. Some would take the money and give a certificate of own-
ership because they can’t deliver a recordable deed.

The matter of a firm declaration of exactly what improvements
will be installed—and when—is omitted more often than not and
seems a very painful area even for discussion.

The usual money refund and transfer guarantee are far more use-
ful to the promoter than to the investor or the retiree. They lull one
into thinking it must be safe but, on close scrutiny, the money is re-
turnable only on inspection and often only at the property, rather
than at the point of sale. The exercise of the switch privilege—in
order to reduce by many miles the distance between your lot and
the nearest human abode, a water source or power line—may add to
or multiply your cost.

The guarantees are sometimes amusing. One even makes the gen-
erous guarantee that the “full one acre rancho” embraces 43,560 square
feet, a little like guaranteeing the foot to be 12 inches.

Speaking of fine print—a new twist is the back-of-the-contract pale
gray, fine print. The things the developer wants read are in bold
black, before you sign. Other things are on the reverse in pale gray.
It often takes strong light, real diligence and optimum visual acuity
to penetrate that verbiage.

New Jersey’s law plus its regulations require that anyone physical-
ly within New Jersey, selling such land, must be real estate licensed ;
must seek release of the promotion; must file certain data ; must sub-
mit to an at-site investigation of the land and must operate under con-
ditions and restrictions which the Real Estate Commission may im-

ose.

P A recent law change provides for a commission-produced public

report to be furnishe§ the buyer before the purchase. We have de-



INTERSTATE MAIL ORDER LAND SALES 249

veloped and use a rather lengthy and rather searching questionnaire
to begin to get the facts and to determine what they intend to do,
and if they are truthful or not.

New Jersey’s regulatory philosophy is that a New Jersey resident
should be able to buy anything, regardless of its nature or value,
provided he isn’t being substantially misinformed or left materially
uninformed.

Of course, the public’s gullibility plays a big part and we've de-
veloped a cautionary, advisory piece in cooperation with the New
Jersey Division on Aging, giving some do’s and some suggested don’ts,
some methods of getting at what the true facts may be from official
services. The attempt 1s to get it in the buyer’s ﬁa.nds before the
purchase, rather than after the complaint. New Jersey’s regulatory
process has resulted in a number of releases and a number of denials,
the latter usually based on an opinion of misimpression and insuf-
ficient revelation which I'll detail later in an actual case.

Inexplicit contracts and other things may contribute; however, re-
gardless of the reasons, denial by New Jersey or any other investor

tate stops only a trickle. The main current and volume of this busi-
ness is carried on across State lines by mail. If the promoter is denied,
he simply pulls back across State lines and continues to pound away
by mail, radio, and phone—the last with a boiler-room technique.

Usually one on the mail list gets not one piece of material, but the
saturation approach—a shower of pamphlets, brochures, expert opin-
ions, statements on leverage, growth potential, “reliable statistics”—
so they say, news clips (often from the developer’s own newspaper)
and much other material designed to influence the purchase.

The developer often leaves half-hidden outs for himself from some
of his claims and implications. One interesting escape device (or
way of juggling price at will) is to indicate lot prices by color coding
and then say, “Not responsible for errors in color printing. We re-
serve the right to correctly price such categories as may be improperly
color printed.” :

Some idea of magnitude, and the developer’s atmosphere, may be
had from the plea-in mitigation of one who had just pleaded himself
guilty of a number of violations of New Jersey law and regulations.
It was, “When an organization grows from a volume of $5 million
a year to $68 miilion a year over a period of 6 years, as we have, nat-
urally it’s difficult to keep everybody under control.”

From the record indeed it must have been difficult to keep them
under control.

The committee has indicated an interest in an actual investigation—
specifically one in Sandoval County, N. Mex.—made on reapplication
and where the principal issue was promotional material, some 19
pieces of which were reviewed.

The material received I have here, if it is of interest. These com-
ments, necessarily in some detail, are from or about material in the
public record in New Jersey after a late 1963 investigation. Changes
may have occurred in the meantime.

This is by no means an exaggerated, extreme, or bad situation. It
is unlike the swamplands and we have had them, too. It is much of a
middle-of-the-road approach. Much of the promotional material is
fairly done; however, the facts and material reviewed caused denial
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becanse of the opinion that it leaves significant facts unrevealed and
would tend to create in the mind of a typical and reasonable reader an
impression substantially at variance with the facts observed at and
in the vicinity of the premises.

Some of the unrevealed items include any indication of the true
nature of some of the land that is actually being sold—the arroyos, the
washes, the gullies. The beautiful photographs show the developed
area and give absolutely no idea of the nature of the underdeveloped
area now being marketed.

Further, the fact that the elevation reaches 6,100 feet, is nowhere
made plain. That is a little like living at the summit of Mount Wash-
ington, give or take 280 feet.

This could have medical implications to some retirees and certainly
has financial implications, when one realizes that it is 1,000 feet, in
my understanding, above known water levels—meaning a very con-
siderable drilling depth and cost in order to obtain a water supply.

Extremes of climate are glossed over by dealing with average maxi-
mum temperatures and the fact that the sun shines every day—which,
incidentally, is negated by U.S. Weather Bureau reports and I have
been there personally during snowstorms and sandstorms. So I know
it happens in the area but it is nowhere indicated.

The opinion of warranted denial was grounded on the following
reasons stated as comments on the material presented and obtained or
furnished in the course of the investigation.

This very colorful brochure contains statements which exceed allow-
able “puffing” and are insupportable. The only basis which the Al-
buquerque office manager can cite for the claim that “choice properties
are bringing 20 times what they brought short years ago” lies in the
fact that certain large bulk parcels—in certain instances running into
thousands of acres—were sold at very low figures per acre and sub-
sequently there were sales of very small portions thereof at figures
Wl}lll(‘gl were higher on a per acre basis to the degree indicated in the
exhibit.

At one point the brochure refers to Rio Rancho Estates as a beauti-
ful piece of property on the banks of the romantic Rio Grande. In-
vestigation of Sandoval County records gives no indication of any
ownership of any land fronting on the Rio Grande by Rio Rancho.
This manager’s response to this is that the property is under a contract
or option arrangement and that Rio Rancho can pick it up any time
they desire.

Any reference to being on the banks of the Rio Grande at the present
time 1s felt objectionable on two counts. First, that no property on
the banks of the Rio Grande is in fact being offered, and second, that
Rio Rancho is in no position to deliver it at the present time. As a
practical matter it simply is not on the Rio Grande.

It makes reference to a free property owner’s kit with certified land
map showing the exact location of your homesite. The “kit” sent to the
property buyer consists of a colorful, unscaled map, a very small scale,
nearly unreadable map, and a metes and bounds description of the
property. It is inadequate as a basis, in our opinion, for deciding
whether to make a purchase or not, and it is inadequate as a basis for
decision regarding the exercise of the switch option or transfer option.
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This “kit” gives no indication of whether the land sold is near such
limited development as does exist or perhaps 10 miles from it.

It refers to an exchange privilege, which occurs again and again.
It occurs in the purchase contract in a somewhat broader form, in
that the time limit of 5 years does not apply if the purchaser is about
to build—in which event the exchange can be made at any time, if
read one way. Read another way, the privilege of switchihg at no
added cost into a piped water area would appear inapplicable unless
the purchase price is paid in full within 30 days from the signing of
the contract. :

The agreement—gray print and all—is here if anyone desires to
try to construe it.

This provision on its face seems a very generous one; however, upon
analysis it is felt objectionable for the reason that it offers an ex-
change for any other available homesite at the same size and value
and at no increase, et cetera, and yet the promotional material taken
as a package fails to give clear indication as to which properties are
developed areas within reasonable reach of the things that people
need in order to live there and where utilities are available.

Thus a prospective purchaser would have no way of knowing
whether he was buying 9 or 10 miles removed from such an area or
whether he was buying adjacent to such an area.

Neither is there any indication given that the price is some $900
higher in the area where the utilities are available. This is according
to the manager who quoted figures of $995 and $1,895, respectively.

One whole block within this brochure contains a number of ob-
jectionable features. Reference is made in the opening paragraph to
the fact that centrally piped water, piped gas, power and phone lines
are available to each home in residential area now under construction,
but gives no indication of how remote—chronologically or geographi-
cally—this situation is with respect to certain areas of the tract which
are presently being sold.

No statement is made with respect to the fact that the purchaser
who buys in a remote area would, if he desired to have the use of
water, have to drill his own well. It would appear to be an absolute
minimum requirement with respect to the water situation that a plain
statement be made to this effect and that it be accompanied by a reliable
estimate of the depth to which one would have to drill and what the
cost of that drilling would be.

This paragraph refers also to the matter of the exchange and then
goes on and assures the individual of a homesite with utilities “at
all times”—without mentioning the limitations.

It is this reviewer’s belief that the sum total effect would be to
lead prospective purchasers to believe either that they will be in an
area serviced by utilities or that they are assured of an exchange at
any time whatsoever with no problem and at no increase in money.

Another part of the brochure, again, refers to Rio Grande River
to which objection has earlier been noted. Reference is next made
to police and fire protection. Full-time police protection is in the
form of two men—a sheriff and an assistant who must serve the
entire of Sandoval County. The sheriff states to this reviewer that he
has a number (perhaps 50) of deputies but that none are in the Rio
Rancho area, some 55,000 acres or thereabouts.
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The fire protection is a little less realistic—the claim here being
based on, er;at appears to this reviewer to be, a rather informal agree-
ment on the part of the town of Bernalillo, stating that they have
two fire engines and stating that they can respond to calls but not
committing them to respond to fires.

It is unrealistic in terms of adequacy and it is unrealistic in terms
of distance—the drive from Bernalillo being as much as approxi-
mately 13 miles to some portions of the tract.

Under the heading of “Taxes,” reference is made to “an amazingly
low current rate of about $1 per lot per year.” The assessor for this
taxing district showed this reviewer a number of lot assessments and
the resulting tax bills which run many times the quoted $1 per year.

State and School
Lot Block Unit county district
tax tax
B e 46 3 +8$2.70 $3.27
B e e 6 8 43.20 3.88
D 43 3 +5.98 7.25

These were checked at random and appear to make the statement
in the brochure plainly erroneous.

The assessor states that the procedure is to assess at 25 percent of
the purchase price and then to apply local and State rates plus school
district rates. Following this by simple arithmetic suggests that in
no event could a tax bill o%$1 or thereabouts per year result.

The manager stated that the $1 estimate was based on the $30 per
lot assessment which the unsold lots carry while still in the hands
of the developer. ’

Another brochure is believed to be broad in some of its statements,
for example, where it refers to price increases up to “even 50 times or
more in the past 20 years.”

This promotional piece refers to the land as being well suited for
homesites. Yet the prospective purchaser is not adequately made
aware of the fact that utilities may be very remote indeed and that
therefore, while the land itself may be physically suitable for home-
sites, it is not so suited in terms of availability of things necessary to
the modern way of life.

The surprise here could be a shock, particularly to an eastern urban-
ite used to all services as a matter of course. 'T'his piece, again, makes
reference to the exchange feature and at another point deals again
with the 50 times increase in value and in this instance makes it since
1946.

This piece also makes reference to the fire and police protection
which has already been commented on. It also refers to Rio Rancho
as being bordered by several luxury communities and the Rio Grande.
At best, there is only one luxury community generally close to the
property in one direction, namely, Paradise Hills to the south. Much
of the surrounding lands are what is known as Malpai.

The offering statement required by another State is submitted as
promotional material yet the sales pitches which have gone through
the mail, and been brought to the commission with the seal unbroken,
did not contain this factual verified statement.
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As a matter of fact, the mailings did contain certain brochures gen-
erally, but only generally, like some we’ve just discussed. They dif-
fered in the use of artists’ sketches, tinkered pictorial maps, et cetera.
This offering statement is fine, if made available, for a stock analyst
and does clear up certain questions if you stay with it. However, it
Elaces too much of a reading burden and too much of a comprehension

urden upon the typical prospective purchaser.

I believe the colorful brochures and catchy ideas they hold would
completely overpower it, so to speak, and cause it to have little or no
effect in the hands of the typical prospective buyer and reader.

The statement about lovely water underground is fine up to the

oint where it doesn’t tell how far down and how much cost to reach
1t and how you pump it out in the back lots where there is no electricity.

The offering statement required by another State says that the
company owns fee title, which does not jibe with Sandoval County
information or with the manager’s statement. It also says that the
property is divided into approximately 9,200 lots which does not coin-
cide with the county tax record indication of 28,251 lots taxed as un-
sold. These conflicting bits of information do not make judgment any
easier.

Deeds reviewed in the Sandoval County courthouse involve trans-
actions to individual purchasers in remote portions of the tract (that
is, remote from utilities and present development). Yet not one piece
of the out-and-out promotional material makes this remoteness
apparent.

Viewed as a total package, the material submitted (or gathered) and
the investigation clearly suggested, to me, the need for a procedure
where a competent, impartially prepared, public report answering
simply the questions of vital interest to the purchaser is put in the
purchaser’s hands before he buys. The verified offering statement may
contain the facts but in my opinion it places too much of a reading and
comprehension burden on the particular prospective purchaser of this
sort of property. We should have something which strips the problem
to its essentials rather than a flowery prospectus type of thing where
the true facts may be buried in it.

The public is entitled to know what it is buying, know what the
project has to offer and what it clearly lacks, and is entitled to see
pictures of the rough parts that are actually being sold as well as the
photogenic areas which are not for sale, or—which if they are—cost
several times as much.

Senator WiLrrams. That is a magnificant statement, Mr. Van Horn,
a very comprehensive compendium of a lot of things we have heard
here. It is very helpful for us. I wonder if you could amplify a little
on just how the New Jersey Commission operates and how it becomes
operative in any of these cases where an out-of-State seller wants to do
business in selling this out-of-State land in New Jersey.

Mr. Vax Horn. Under our law, 45-16-15-1 he is required to seek
release of the State. Fundamentally, he must work under a New
Jersey licensee or become licensed himself. He is required to file
through the channels of the New Jersey licensee a request seeking
release of the subdivision, seeking the right to physically come into
New Jersey to promote the land. And then he must submit the data
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required by the questionnaires that I demonstrated earlier which is a
rather searching thing.

He must file certain other documentary material with it and then
submit to an on-site examination of the property. After the on-site
examination of the property, the commission has the right—and as
we see 1t, the mandate—to Impose restrictions and conditions, where
warranted, and he must submit to those restrictions and conditions in
order to promote the land within the State of New J. ersey.

Senator Wirrrans. Is this true of any seller, no matter how he wants
to come in, by mail, or ad, or phone ?

Mr. Vax HorN. We haven’t yet determined any way in which we
have any legal right to require a person to do it unless he comes
physically into the State of New Jersey. So the great mail flood goes
just observed but untouched by us.

Senator WiLrams. So there is a gap? You cannot reach all of the
sellers from out of State who are indeed selling in New Jersey ?

Mr. Vax Horx. The gap, Senator, is much wider than the fence.
It is practically all gap.

Senator WiLriams. Do you want to address yourself to that?

Mr. Pracock. Yes, sir. "I would like to comment on that. I think,
in our opinion, we are trying to keep up with this situation in New
Jersey with the enactment of new legislation early this year which we
consider full disclosure legislation which will require the commission
to file a public report after we have investigated a development and
have released. In New Jersey a copy of that report must be turned
over to every purchaser and signed for.

We feel that we have almost complete control of the developer who
is physically going into New Jersey to sell his lands. But when it
comes to the mail-order type of operation, we are almost helpless here.
We are of the opinion that this is where the Federal Government
should step into the picture and try to develop some legislation that
would restrict or control this type of advertising, if it is fraudulent,
of course, but also if it is misleading and misrepresents the case.

Because a great number of people, not only in New Jersey, but in
other States, are buying land through the mails on a $10 down basis
and $20 a month, as you have probably heard in testimony many,
many times. But I think this is the area where legislation is needed.

New Jersey, I don’t believe, can produce this type of legislation, be-
cause we can’t go beyond our borders. But I think the Federal Gov-
ernment can. And I think it is a question here of filling a very big
loophole in this whole operation of land development throughout the
country.

I believe Congress should address itself to this problem.

Senator NEuBERGER. I thought a most succinet line in your testi-
mony, Mr. Van Horn, was that where you said :

New Jersey’s regulatory philosophy is that a New Jersey resident should be
able to buy anything, regardless of its nature or value, provided he isn’t being
substantially misinformed or left materially uninformed.

This, it seems to me, says in a nutshell everything about these pro-
motional things. If you just left him on his own to go out and buy a
lot for his retirement, he would do all right. But when you over-
persuade him, or misinform him with these colorful brochures, then
he is a victim.
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One of the tenets of our Constitution is to promote the general wel-
fare. We have established in the minds of our citizens that we protect
them from frauds. They know that they are very likely to be sure
they can eat food that is put up in cans, because our Department of
Agriculture and Food and Drug Administration assures that it is safe.

e are doing this on drugs. And they can buy, as the chairman said,
securities with impunity.

I don’t see what is to keep us from moving on into this area to pro-
vide for the public welfare, to assure them their safety in this thing.
Just assume that if this goes through the mail that it is legitimate.
You know I think it is like uying an automobile.

What do I know about what 1s under the haod of an automobile ?
I just know if it doesn’t run and I buy on faith from some automobile
company. We ought to believe that these people could buy on faith
from a legitimate outfit. The Government has a right, I think, to see
that they are protected.

Senator Wirrianms. I certainly agree and you spoke the views that
I have. Of course, Barnum will never be disproved in our time. A
lot of this worthless land is sold not sight unseen, but in full view of
the purchaser. He goes there, sees it, and still buys it. Well, that is
fine. At least if he %oes not go he ought to have a fairly accurate de-
scription of what he is buying. It is Ironic, but I know a man, a very
good friend of mine, who happened to be the registrar of deeds and
mortgages in Unien County. Throngh the conrthonse one dav went.
like wildfire the great investment opportunity of buying acreage in
New Hampshire. So Jim Delaney Eought his acre for §30. I went
with him up to New Hampshire to try to find the property. Well we
couldn’t find the property, and I don’t think he will ever find the prop-
erty. But heisstill as happy as alark. He still owns an acre in New
Hampshire. -

Do you have any further ideas to help us on just how we could ap-
proach this problem, so far as a nationanurifying Interstate land sale
situation by Federal law and regulation ?

Mr. Van HornN. Senator, we believe—and I speak for everyone in
New Jersey who has grappled with this problem, this has been thor-
oughly discussed at all affected levels of government in the State of
New Jersey—that some sort of Federal registration legislation is
necessary.

The differences in regulatory philosophy of the various States and
regulatory practices of the various States, even those with the same
laws has geen redundantly told and I won’t go through that. But we
believe it can’t be coped with at any way other than the Federal level.

We believe that a registration type law is the answer and one
which would require a public report. We would like to make the sug-
gestion that the public report be required to be in the possession of
the individual before the purchaser, rather than shown to the indi-
vidual.

The industry balks at this on the camel’s nose in the tent theory. I
am a practicing real estate broker and I know both sides of the story.
I cannot seeit. None of us can see it.

Nonetheless, we know that the industry balks, because they feel
it will go far beyond subdivision promotions, and begin to control
all interstate real estate practices. I don’t believe that is so. There
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are one or two small suggestions. It would appear that some of the
resistance to it might be reduced if the number of lots that make the
cleavage point, five lots, was increased quite a little bit because no
five-lotter is going to practice in interstate commerce by mail with
this many-thousand-dollar printing operation. It would appear to
offer a little alleviation there. Another thought that has been con-
sidered is that in order to meet the objection to impeding the opera-
tion the developer might conceivably submit a proposed public report
on a standard format, simply dealing with the salient points, the
Ehysical and climatological things, and things of that sort, and suf-
clently illustrative that the man will know what it is all about, but
stripped of all the flowery words they like to put in the prospectus.

He mi%ht submit a thing of that sort in tentative fashion for ap-
proval, thereby eliminating some of the delay in its preparation. Of
course, it would be assumed that this would be done at the expense of
the developer so that this would appear to meet some of the objection
to the idea that this throws a great deal more burden on the Federal
Treasury.

Regardless of the methods, I might say, something of this sort, in
our experience, is very, very necessary now.

Senator WiLLiams. You have relieved the State of some of the
expense by requiring the developer to pay some of the expense of an
on-site inspection ?

Mr. Vax Horx. The reasonable out-of-pocket expense; yes, sir.

Senator WiLriams. These developers are physically coming to New
Jersey and establishing resident agencies for the sale of their prop-
erty, 1s that right ?

Mr. Van Horx. They are using resident New Jersey agents. They
are not necessarily coming into the State. You have this three- or
four-way reach to get at them sometimes.

Senator WiLLrams. How long have we had the law ?

Mr. Vax Horn. Longer than I have been on the real estate com-
mission.

Senator WiLriams. This particular requirement ?

Mr. Van Horn. This 45-16-15-1 has been on since 1953. That I
know for certain.

Senator WiLLiams. Do you have any idea how many developers
have come to the commission and requested the opportunity to sell ¢

Mr. Vax Horx. I am about to fail you, sir.

Senator WiLLiams. Is it tenscore—hundreds?

Mr. Peacock. Noj it is nowhere in that area. I would venture a
guess, without checking the files. I would say it is close to 30 or 40
who have probably applied to the State under the statute.

Senator WirLiams. Would you judge and speculate how many de-
velopers are selling through the mails, by use of the telephone, or
through advertising in various media ?

Mr. Pracock. I think the only answer I could give to you along
those lines, Senator, would be some months ago one of the New York
newspapers ran an article on the New Jersey commission with respect
to what it was doing in the out-of-State land development operation.

They said, “If you have any questions, if you are a New Jersey
resident call or write to the commission.” We were absolutely flooded
with mail. And I would say that 90 percent of the letters we re-




INTERSTATE MAIL ORDER LAND SALES 257

ceived were about developments that were not released in the State
of New Jersey, nor had they applied to the State of New Jersey.
Tht;ly were strictly dealing with New Jersey residents through the
mails.

Mr. Vax Horn. They are so numerous I wouldn’t venture a guess.
It is just a flood, as we see it, from complaints and inquiries.

Senator NEUBERGER. You know when some old person has been taken
in by one of these promotions, do they tell on themselves, or do they
feel gmilty about it? It seems to me there would be a real campaign
among these old folks to say, “I got taken in by one of these things.”
But they don’t do it. They don’t seem to want anyone to know they
were so stupid.

Mr. Vax HorN. Senator, some have come forth and very angrily
indicated that they were taken in. They always preface it with “I
was a sucker, but,”—then they go on about it. May I point out the
long fuse, the delayed contract. The 6- to 10-year contract is the
reason why we haven’t seen the beginning of this thing really at the
complaint stage.

Senator NEuBeRGER. It is kind of like a gambler. He always tells
you about how much he won and not how much he lost.

Mr. Vax Horn. If anyone is able to say that he won on this proposi-
tion.

Senator Wirriams. We found this psychology operative in this
prenesd burial scrvice. Poople are very reluctant when the need
comes, the family is very reluctant, to admit that they were hoaxed
on this particular type of “insurance.”

Well, we certainly have been helped tremendously, Mr. Van Horn
and Mr. Peacock. We are grateful and I have a feeling that the
pebble you have thrown into the pond will ripple out for long dis-
tances to come.

Mr. Vaxn Horn. Thank you very much for your interest in this
matter.

( Fm)'ther information supplied by Mr. Van Horn follows; also see
p- 350.
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STATE OF NEW JERSEY
Department of Banking & Insurance ,
DIVISION OF THE NEW JERSEY REAL ESTATE COMMISSION
1100 Raymond Boulevard Newark

PROMOTIONAL SALES QUESTIONNAIRE
Combined With
APPLICATION FOR INVESTIGATION

And
REQUEST FOR PUBLIC REPORT

Property known as

Situded in State of

County of

New Jersey broker

New Jersey broker's license Reference No.

New Jersey broker's address

New Jersey broker's telephone no. (include Area Code)

'Filing date

Filed by
SEE APPLICABLE STATUTE, REGULATIONS & INSTRUCTIONS, Pages 20-2.
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101 PROMOTIONAL SALES QUESTIONNAIRE & APPLICATION
102 (Type or print legibly)

103 NAME OF DEVELOPMENT

104 OWNER OF RECCRD

105 ADDRESS OF OWNER

106 LOCATION OF DEVELOPMENT

107 (Submit as a supplemental exhibits an officially approved county map showing
108 the location of the tract. This exhibit must portray the outline of the tract
109 with reasonable scale accuracy.)

bl State of

m County of & v eve®eieia o 4 oie ovs -
112 Town or of + « . &

113 Distance in miles from nearest

1) established City or Town . . . . . . Road miles Lirline miles

115 Name of above City or Town . + . . »

116 Population * " neoon L.

117 Source of population data . . . . .

118 ACCESS

119 Are all the lots, or parcels of land,
120 in this tract presently accessible by
121 automobile over existing roads?. . .

122 If "No", is any portion of the sub-
123 division accessible by automobile
12h over existing roads? . ., . . .. .
125 If "Yes", give name of road and

126 describe briefly its condition.

127 If "No", how is access to said

128 subdivision obtained?

129 PUBLIC TRANSPCRTATION
130 State type, location and distance
131 from tract and name of carrier/s . ,

132 #To be submitted in the manner, form, etc., provided in instruction.
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133 PUBLIC SCHOOLS (Nearest schools avail-

Lh able to tract residents. In each
135 case furnish name of school district.)
136 High school - Location and distance
137 from farthest lot in tract . . . . .
138 Junior high school -~ Location and
139 distance from farthest lot in tract
10 Grammar school - Location and dis-
pEn ] tance from farthest lot in tract . .
12 SCHOOL BUS

3 Is it available? . . . .

pi N T¢ grammar school? . .

145 To junior high school?
16 To high school? ., . .
7 Is it free? . . . ..

.
« s e
« s e e

« s 8 s e

DS B

« s e s

P R Y
.

148 SHOPPING FACILITIES

1h9 State distance from farthest lot in
150 tract to nearest community shopping
151 center. Give location, scope and

152 MAME & « & o o o o o o o & o o o & &

153 HOSPI fAL FACILITIES

5L Nearest hospital (name of) . . . . .
155 Distance from farthest lot -im tract
156 inroad miles .+ .+ 4 4 4 . . 4 4 . .
157 Bed capacity « . + . . . . . 0 o .
158 Public or private . . . . . ... . .

159 MEDICAL & DENTAL SERVICES

160 Distance from farthest lot in tract
161 to nearest doctor . . .+ . . . . . .
162 Distance from farthest lot in tract
163 to nearest dentist . . . . . . . ..

164 FIRE PROTECTION

165 What provision is available for fire
166 protection?. o ¢ o ¢ 4 4 4 4 00 .
167 Distance from farthest lot in tract
168 to nearest fire station . . . . . .

169 (If tract is not in an incorporated city but {ire protection is to be made availe
170 able, letter from the fire protection agency stating what protection is provided.)

171 POLICE PROTECTION

172 Furnished by « . . « v + v o v v .
173 Distance from farthest lot in tract
174 to nearest sub-station . . . . . . .

175 #To be submitted in the manner, form, etc., provided in instruction.
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17

178
179
182

181
182

183
184
185

186
187
188
189
190
191

192
193

194
195
196
197
198
199
200

201
202
203
20k
205
206
207
208

209
21y

211
212

213
21y
215
216

217
218
219
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"WATER SUPPLY

State whether water supply company
will be municipal, public utility,
mutual, irrigation district, ete. . .

‘

261

Name and address of company . + . . .

¥ho will pay costs of installation
of water?

DI T S S

what costs, if any, will lot pur-
chasers have to pay for installation
of service to his house?

If mufual water company is to supply
water, answer the following:
a. When was company formed?

b. Does owner of tract already
own shares of stock sufficient
to supply each parcel in tract?

¢, Are shares appurtenant to the
land? . . . . ... .

D Y

d. What cost, if any, will lot
purchaser have to pay for a
share of stock?

D Y

e. when was a permit issued by
the local health department or
the State Board of Public
Health? .

If piped water is not presently
available to every lot in the tract,
what depth can water be found by
drilling? . . . .. v . 0 e e ..

What is cost of drilling? . . . . . .

(Submit proof of last two statements#.

If piped water exists, submit, as a

supplemental exhibit*3 a map of tract showing clearly the area/s served by

existing water mains.

PUBLIC UTILITES

Electricity - Is it available?. . . .

If so, state name and address of

company to supply it . . . . . . . .

Where are present facilities in
relation to tract? e e s e e e

When will it be installed to indi-~
vidual lots? . .. ., .. ..

What costs will lot purchaser have
to pay for extension of facilities
in order to receive service?

220 #To be submitted in the manner, form, etc., provided in instruction.

34-856 0—64—pt. 3— 3
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221 Gas - Is it available? . . « « & + .«
222 If so, state name and address of
223 company to supply it . . + ¢ . . ¢
22} Where are present facilities in

225 relation to tract? . . ¢« i - ¢+ . 4 .
226 When will it be installed to indi-
227 vidual 10tS? « ¢ . 4 4 4 e e 00 oo
228 What costs will lot purchaser have
229 to pay for extension of facilities
230 in order to receive service? . . . .
231 Telephone - Is it available? . . . .
232 If so, state name and address of
233 company to supply it . . . + . . . .
23k Where are present facilities in

235 relation to tract? . . . . . . . . .
236 When will it be installed to indi-~
237 vidual 1ots? « « v 4 4 e 0 4 e . e s
238 What costs will purchaser have to
239 pay for extension of facilities in
2L0 order to receive service? . . . . .

241  SANITATION

22 Are public sewers now installed? . .
243 If not, will they be installed? . .
2Lk When? .« ¢ v o v v o v o v v o 0 o
2L5 Who will pay cost of installation of
2h6 sewer system? . . . . ¢ v 4 4 e o a
2L7 Will lots be subject to a service
248 charge for Sewerage? « « « « « « « »
249 Who is to pay the cost of the sewer
250 extension to the house? . . .. . .
251 Into what sewer system will tract
252 sewers discharge? . . . . « « 4 o
253 Will lots be subject to assessment
254 for outfall sewerage? . « « + « « o
255 If public sewers are not to be

256 installed, are cesspools or septic
257 tanks to be used? . . . . . . . .
258 Is cost of septic tank or cesspool
259 to be borne by lot purchaser? . . .

260 (If public sewers are not available, letter from local health authority stating
what sewage disposal methods will be permitted must be furnished aleng with
reports of percolation tests#.)

261 #To be submitted in the manner, form, etc., provided in instruction.
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242 BLEVATION (In feet above sea level)
263 What is the maximum elevation within

264 the tract? + « ¢ 4 ¢ ¢ v v v v v o W feet
265 The minfmum? + « . . . . o . .., . feok _
266 Seurce of these elevatians? . . ., .

267 TOPOGRAPHY (Applicant is reminded that a
268 tapographical map is required.

269 See Rule 25(R) - 6.)

270 Level, rnlling, hilly er rocky?. . .
271 List all 1nts cut by erosions . . .
272 Has any draining, or filling, of said

273 lands heen neeessary or will it he
274 necessary to render them uszable? . .

275 List all lots eantaining, mr to con-
276 tain, filled ground . . .. . .. .

277 Give maximum depth ~f £i1l . . . . .

278 (If there is, or will be, any filled ground in excess of 2 feet in the tract,
279 furnish letter as a supplemental exhibit# fram a qualified engineer as te suit-
280 abil:l).ty for intended use, method ~f filling, compactinn obtained and depth per
281 1lot.

282 SOIL CONDITION (Applicant is reminded that
283 a snil map is required. See Rule 25(A) - 6.)

28k Soil is suitable for what use? . . . __
285 (Submit a report of soil analysis)

286 COVER
287 Describe the type of shrubs, trees or
288 other plants and shrubs found on the

289 lands in their natural state . . . .

290 USE POTENTIAL
29 For what use, or uses, will preperty be offered: / /Residential; /_/Industrial;
292 L Tngricuitural; [ JRecreational; /~ JInvestment and/or speculatien;

223 [/ /Other - Describe

294 If the property is to be offered for a use ather than residential, submit, as a
295 supplement®*, evidence that will permit the CAmmission te make a determination as
296 to whether lands offered are, in fact, suitable for the use, or uses to be made.

207 (NOTE: All Public Reports issued will specify the exact use, or uses, for which
298 the land will be offered, and for any other use an amended report will be required.)

299 #To be submitted in the manner, form, etc., provided in instruction.
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300 DRAINAGE (Applicant is reminded that flood
301 and drainage report is also requireds.
302 See Rule 25(4) - 8.)

303 Are artificial drains, storm sewers,

30h dikes, dams or diversion works to be

305 installed? . . . . 4 v e b . e 0.

306 At whose expense are any such instal- .
307 lations to be made? . . . . . . . . -
308 Is land subject to flooding? . . . .

309 Under normal conditions are the lands,

310 or any portion thereof, washed or

311 covered by surface waters in any

312 portion of the year? . . . . . . . .

313 STREETS & ROADS

31 Are streets bounding tract public

315 StreetS? o v 4 ek e e e i e e w0

316 (If not, explain on separate sheet# how purchasers will have legal access to the
317 tract.)

318 Are streets within tract now dedie
319 cated? o+ v v v v 4 e e e 0 e e e 4
320 When will they be dedicated? . . . .
321 Are streets within the tract now
322 completely graded? . . + . .« « ¢ . .
323 Have they been accepted? . . . . . .
324 Are streets within tract now sur-
325 faced? ¢« 4 v 4 v e b e e e e e e
326 What type of surface? . . . . « +
327 If not, will they be surfaced? . . .
328 When? o v v v o v 4 i e e e e v
329 Who will pay for surfacing? . . . .
330 If streets are surfaced, who will
331 maintain them? . « « « ¢ v ¢« ¢+ o .

332 Submit, as supplement#, proof of any representation that maintenance will be by
333 any public agency. Such supplement should be a certified copy of the germane
33L resolution.

335 Submit, as supplemental exhibit#, a map showing all streets within the tract and
336 clearly identifying those which are surfaced as of date of this filing and, in a
337 separate and distinct manner, those whigh are graded as of the date of this filing.

338 IMPROVEMENT DISTRICT
239 Is property within an existing or
3ko proposed improvement district? . . .

341 What is the name of the district?

342 #To be submitted in the manner, form, etc., provided in instruction.
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3h3 Bonds have been, or are to be, issued
3hk pursuant to what Improvement Act?

3L5 Have the bonds been sold? . . . . .

346 What is, or will be, the annual
347 assessment levied against each
348 Parcel? . . . . e v b e e e e e .

3L What is, or will be, the term in
350 Years? . . . 4 e e bt et e e e e e

351 Will the amount of the assessment be
352 included in the sale price of each
353 parcel? . . . . L i 4 e ie .

35k Explain + v v v v o 4 v v 0 0w 0

355 INCOMPLETE Li{PROVEMENTS

356 State the anticipated completion date

357 of any presently incomplete improve- *
358 ment which is promised, proposed or

359 yrise relcrred to in any repre-

360 sentation or in any material

361 distributed to buyers . . . . . ..

352 CLIMATE

363 What is maximum summer temperature? degrees -
36h What is minimum summer temperature? degrees
365 What is maximum winter temperature? degrees
366 What is minimum winter temperature? degrees
367 What is annual precipitation? . ., .

368 Does part of this fall as snow? . .

369 If so, howmuch? . . . . . ... ..

370 Is areca subject to windstorms? . . .

371 Is area subject to sandstorms? . . .

372 Is area subject to any other weather

373 phenoimena? . . . . . . 0 v e . e .

374 Explain . . . . . . . . .. ...

375 (Submit as supplement#* hereto U. S. Weather Bureau bulletin known as "Local
376 Climatological Data with Comparative Data" ~- a bulletin showing normals, means,
377 extremes, aver~ges, precipitation, degree days, etc.)

378 #To be submitted in the manner, form, etc., provided in instruction.
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379 SITUS STATE & ARFA REGULATION & COMPLIANCE
380 Does the subdivision of these lands

381 require approval of any (situs) State
382 AENCY? ¢ v v e v e e e e e e e e

383 Any County Agency? . « « « o + + o

38k Any Municipal Agency? . . . . . . .

385 Any District Agency of any kind? . .

386 Have required approvals been
387 obtained? . . . 4 ¢ 4 e e e e 0 0.

388 (iIf so, attach coples as supplements heretok.)
389 Is any building law, code, ordinance
3%0 or restriction of any kind whatsoever
391 applicable to construction on these
392 1andS? & & ¢ ¢ 4 4 e s 4 4 e e e ..
393 If so, state all such conditions and
394 furnish copies of germane documents
395 If so, name agency or officer vested
396 with jurisdiction . . .+« .« ¢ . &
397 Address of Same + « o v o ¢ s o s o
398 what undertakings or obligations

399° have the owners or developers

Loo entered into with a Governmental

Lo1 Agency or for the benefit of pur-

wo2 - chasers to assure the completion of
Lo3 the improvements listed elsewhere

Lok herein « « « « « « v ot v e 4w ..

L0S APPROVAL/S OR PUBLIC REPORT/S BY OTHER THAN SITUS STATE

406 Have any such approvals or reports
Lo7 been isSuUEd? « + « 4+ b 4 e o0 e e e
Lo8 By what States? . . . . . . . . 4

409 TAXES/ASSESSMENTS

L10 Are any lots within the tract or sub-
k11 division presently taxed as individual
k12 lots (as opposed to bulk assessment
413 t0 developer)? . v « 4 o s o 0 . e s
Lih How many agencies, districts or other
k1S agencies are empowered to tax lands
116 within this tract or subdivision?

L17 Name them « « o o o o o ¢ o o « o

418 #To be submitted in the manner, form, etc.,

provided in instruction.
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L1y What is maximum total tax bill per
k20 year (current) on any individually
k21 taxed lot within the tract or devel-
L22 OpmMENt? . 4 . 4 b s e b e e e e .. $

L23 On what lot? « « + & + &

Lk (Identified by Lot #, Block #, etc.)

425 What is mindmum? . . . .. . .. .. $

126 On what lot? (Identified) .. . . .

L27 If no lots are individually taxed,

428 what is your estimate of maximum .
L2g total? « . . .. o 0w ... .08
L30 Minimum total? . . . . . . . .. .. $

431 (Submit as a supplement* data on which you base this estimate.)

k32 OTHER COSTS
L33 Will purchasers be required to pay any
L3y sum other than actual purchase price

L35 in connection with their purchase, or
L36 ownership of lots in the subdivision,
L37 except taxes and assessments at

138 approximately the levels above indi-

L39 cated? . . . vt . e e e e ..

Lho If "Yes", state the nature and amount
Lhl of BAME & ¢ v v 4 4 4 s 4 e e ..

LL2 PRESENT DEVELOPMENT & OCCUPANCY STATUS
Lh3 How many lots or plots are in the

LLk entire development bearing the name
LS first appearing hereon? . ... ..

LLé How many have been conveyed by deed
Lh7 to individual lot buyers? . . .. .
LL8 How many sold on contracts presently
khe in force? . . . . . . . .0 ...
450 How many dwellings have been com-

L51 pleted? . .. ... ...... ..
hs2 How many dwellings now occupied? . .
hs3 How many persons now residing? . . .

LSk  #To be submitted in the manmer, form, etc., provided in instruction.
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LS5 Are any lots or plots for which release
L56 and Public Report are herein sought
L57 more than 1000 yards removed from

Ls58 presently completed dwellings? . . .

L59 From presently occupied dwellings?

L60 What is the greatest distance from the
Lé1 farthest lot offered to an area of com~
L62 pleted and occupied dwellings? . . .

k63 TITLE/FINANCING (Furnish copy of deed into

L6k present owner# unless same be fully

165 embodied in title policy required under
L66 Rule 25(A) - 13.)

L67 Can owners convey merchantable title in
L68 said lands to purchasers, free and clear
L69 of all liens and defects, immediately?

470 If "No", why not? . & v v v o v a .

471 What liens or encumbrances presently

L72 exist against the lands? « « « « « .

L73 (Furnish photostatic copy of instruments creating same#*, unless same be
L7h embodied in title policy required under Rule 25(A) ~ 13.)
L75 Are any lands being offered which are

476 held under anything other than fee

L77 ownership (i.e., by option, uncon-

478 summated contract, etc.)? . . . . .

L79 If so, explain fully and attach, as

L8o supplements#*, copies of the applicable

L81 documents .+ . v a4 4 s s e e 4 oe s

4,82 . FINANCING

483 Describe what financing plan has been used or is to be used by you in financing

L8L the off-site improvements.

485 #To be submitted in the manner, form, etc., provided in instruction.
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L86 Describe what plan of financing has been used or is to be used by you in
487 constructing on-site improvements. (Please distinguish between financing
488 affecting more than one parcel and that affecting individual parcels.)

L89 Describe what plan of financing is to be used, and by whom, in the offering of
Leo parcels for sale in this tract. If you contemplate arranging or providing for

ko1 secondary or other junior financing, give details.
Lg2 Describe fully any other plan of financing, and with whom, which may affect
L93 title to this property which is not covered above.

Lok Are purchase moneys and deposits paid

L95 in held in trust or escrow pending
e’ actual delivery of title? . . . . .
497 If so, by whomT . . 4+ . 4 0 v . . .
L98 Name of bank or depository . . . . .
L99 In case of default by owners or devel-
500 opers on obligations, what provisions
501 have been made to assure that pur-

502 chasers will receive title to lots

503 purchased, or in the alternative, a
sol full refund of all moneys paid? . .
505 (Attach ccpies of applicable agreements#.)
506 Has the subdivision been approved or
507 disapproved by any mortgage lending
508 institutions or agencies for mortgage
509 loans on individual parcels? . . . .

510 If "Yes", state names of those
s11 approving and those disapproving . .

5§12 #To be submitted in the manner, form, etc., provided in instruction.
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513 CONTRACTS/RECEIPTS, ETC. (Applicant is

Slh reminded that all papers and documents
515 to be used are required to be submitted# --
516 see Rule 25(A) - L.)

| 517 Does deed fully recite all restrictions

| 518 and reservations of any kind and

| 519 NAbUXe? ¢ 4 4 4 e e b e e e e e e
520 Or does it refer to them as being on
521 TECOTA? & o ¢ « 4 o s s s e e s e
522 Does contract fully recite all
523 restrictions and reservations of any
(30 kind and nature? . . . . ¢« . . o ..
525 Or does it refer to them as being on
526 TeCOTA? + 4 o o o 6 s e e e e 8 e
527 Is it proposed that any instrument of
528 conveyance other than a deed be used?
529 If so, what? « « 4 ¢« ¢ ¢ s ¢ ¢ o o
530 Furnish as supplement# a copy hereof.
531 Does deposit receipt plainly state
o what improvements are presently
533 installed immediately available to
s3l the parcel being sold to that buyer
S35 and included in the purchase price?
536 Does it plainly state what improve-
537 ments are to be installed in the
538 future by and at the expense of the
639 developer? « . « o+ 4 . 4 s e . oo
SO Does it plainly state when these
skl improvements are to be completed?
sh2 Does it provide for time to be of the
543 essence for any performiance of any act
Shly or acts by either buyer or seller?
5Ls If so, explain fully . . . . . . .
Shé Does the deposit receipt provide for
5L7 the retention of deposit moneys by the
Si8 broker or the seller under any set of
SL9 circumstances? « « « ¢ o o 0 0 o o s
S50 If so, detail and explain .. . . .

551 #To be submitted in the manner, form,

etc., provided in instruction.
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PROMOTIONAL MATERTAL, APPROACHES, PROCEDURES, METHODS & DEVICES

Applicant is reminded that certain advertising and promotional material is
requested to be submitteds — see Rule 25(A) - 9.

Applicant 1s advised that advertising and promotional material is construed to
include advertisements, circulars, brochures, printed or reproduced material of

any kind whatsoever, photographs, photo slides for projection or use in a device
commonly known as a viewer, motion pictures and--in the case of slides and motion
pictures—any sound track or narrated comments used with these photographic devices.

If it is proposed to use in New Jersey any of the devices or material enumerated
in the immediately preceding paragraph, same must be furnished for review and will
remain part of the public record with respect to this application. Where sound
tracks are to be used, a verbatim script must be furnished in typed form.

Will the promotion of this property in
New Jersey include--by writing or oral
statement--any promise, offer, repre-
sentation or stipulation concerning:

Installation of a club house? . . .
Installation of a recreational area?
Money-back guarantee? . .. . . ..
Transfer privilege? . . . ... ..
Other warranty or inducement? . . .
A free trip to the property? . . . .
An allegedly reduced rate for a trip
to the property? . . . . . . . . ..
A prize of any kdnd? . . . . . . . .
A free offering of any kind? . . . .
A rebate of any kind? . . . .. ..

If the answer to any of these questions is "Yes", explain each proposal in full
detail including the financial and other arrangements made for the performance
of these representations. ({The applicant is advised that cortain of the cffers
and procedures referred to may be violative of certain provisions of

R. 5. 45:15-17 and the Commissions Rules & Regulations.)

584 #To be submitted in the manner, form, etc., previded in instruction.
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Is it proposed to use group meetings,
dinner meetings, anniversary meetings
or any kind of group presentation
where prospective purchasers are to
be invited? . . . . . . 0 4 o .

(1If "Yes", give full details of the program, the presentation to be made and the
devices and materials to be used in a supplemental® statement.)

Does promotional material picture areas
which are not being offered for sale
and/or which are not covered by this
application? . . . ¢ v ¢ 4 00

If so, does it boldly and plainly
state that these areas are not being
offered for sale in New Jersey? . .

Are pictures used to portray lands
offered or conditions within the
tract? ... 0. 0 o0 0 000

If so, were they actually taken
within the tract? . . .. . .. . .

Can the broker'!'s or owner's repre-

sentative on the tract point out the
precise scene/s to this Commission's
investigator? . . . . . .. .. ..

Are distances to various facilities,
services, towns, etc., stated in
actual road miles over open and
travelable year-round roads? . . . .

Are the distances given from the
farthest lot or parcel? . . . ...

Does the promotional material contain
references to past growth, predictions
or promises of future growth, rise in
value, rise in economic activity, etc?

Is the source material for such
statements cited? . . . .. . . ..

(The applicant is advised that claims, statements, predictions, promises, etc.,
—--not supported either in the promoticnal material or by supplement* hereto—
may cause the Commission's Public Report to refer to unsupported and/or
apparently unsupportable claims, or words to that effect.)

Are "artists! conceptions" used? . .

If so, are they plainly marked as
BUCh? &« ¢« 4 4 ¢ 4 ¢ s 4 e o 0 s s

627 #To be submitted in the manner, form, etc., provided in instruction.
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Are any maps used which pertray dis-
tances, relationships, etc., in other
than true proportion or scale? . . .

273

Are any lands--shown by picture, map,
sketch, artists! conceptions or other-
wise as being within the develepment——
held under anything other than fee'.
ownership (i.e., by option, contract,
ete.,)? ... . L L. L. e e

If so, explain fully and attach, as

supplementsi, copies of the applicable

documents . . 4 .. .4 i e e 4 ...

SALES RECORDS )
Where are they to be kept? . . . . .
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APPLICATION

The undersigned

(Owner/Developer)
hereby tenders this application and completed questionnaire together with

exhibits numbered to sinclusive, through a New Jersey licensed

real estate broker, namely:

{ Broker)
for the purpose of inducing the New Jersey Real Estate Commission to investigate

the development to which it pertains, to issue a Public Report thereon and to
release the promotional sale of said lands in New Jersey pursuant to New Jersey
R. S, 45:15-16.1 and Rule 25.

The parcels, plots and tracts for which this application is made
are specifically identified as follows:

These parcels consist of individual platted lots and embrace
a total area of acres. :

These parcels do /_ / do not /_/ include the entire of the development
known as

first herein located.

SIGNATURES -- OWNER/DEVELOPER & LICENSED REAL ESTATE EROKER

Owner/Developer
I hereby certify that the foregoing answers, including attached statements
and.exhibits, are true and correct.

Signed this day of , A. D. 19 .

Residence address:

(Owner/Developer)

If owner is a corporation, Business address:
state capacity.




670

671
672
673
670

675
676

677
678

679
680

681
682

683
68,

685
686

687
688
689

690
691
692
693

695
696

697
698
699

700
701

INTERSTATE MAIL ORDER LAND SALES 275

Licensed New Jersey Real Estate Broker

I hereby certify:

That I have reviewed all documents and promotional
material proposed to be used by me in New Jersey in the promotional sale
of this development,

That I have reviewed this questionnaire and application
including supplemenial statements , exhibits and documents,

That the caitent of this questionnaire and application as
supplemented is accurate,

That the promotional material reasonably portrays the
facts observed at and in the vicinity of the development, and

That I base these statements on knowledge gained by me
in the following manner:

Signed this day of » A. D, 19 .

Residence address:

Licensed New Jersey Broker
License Reference #

Business address:

AFFIDAVIT OF OWNER/DEVELOPER

STATE OF
COUNTY OF

» who being by me first

duly cautioned and sworn, deposes and states: that he is the person who
signed the foregoing questionnaire and that the answers and information sub-
mitted therein, including attached statements and exhibits number )
through s are true and correct, and that this affidavit is made for
purpose of verifying the same under oath.

On this day personally appeared before me, the undersigned authority

Affiant

day of , A. D. 19 .

Notary Public

Sworn to and subscribed before me this |
My commission expires
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702 AFFIDAVIT OF LICENSIZD MEW JERSEY RTAL ESTATE BROKSR

703
704

705
708
707
708
709
70
711

712
713
71k

715
7né

STATE OF
COUNTY OF

On this day personally appeared before me, the undersigned authority,

, who being by me first
duly cautioned and sworn, deposes and states: that he is the person who
signed the foregoing questionnaire and that the answers and information
submitted therein, including attached statements and exhibits number

through 5 are true and correct, and that this affidavit is made for
the purpose of verifying thé same under oath,

Affiant
Sworn to and subscribed before me this
day of s w.D. 1% .

Yotary Public
My commission expires
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717 STATUTE: Title LS, Chapter 15, Section 16.1 as amended

718 Promotional Sales of Property Located Outside State; Investigation

79 Any broker who proposes to engage in sales of a pramotional nature in this

720 State of property located outside of this State must submit to the commission,
721 before doing so, full particulars regarding such property and the proposed terms
722 of sale, accompanied by a filing fee of $50.00, and said broker and his salesman
723 wmust comply with such rules, regulations, restrictions and cenditions pertaining
724 thereto as the cammission in its discretion may impose. The commission shall

725 4investigate all such matters, and all expenses incurred by the commission in

726 investigating such property and the proposed sale thereof in this State shall be
727 borne by the broker. No broker or salesman shall in any manner refer to the New
728 Jersey Real Estate Cammission, or to any officer or employee thereof, in selling,
729 "offering for sale, or advertising, or otherwise promoting the sale, mortgage or
730 1sase of any such property except in the manner provided for by this section.

731 The findings of the commission's investigation of any such property shall be
TBld contained in a public report, which the commission may have published. A clearly
7312 identified copy of the commission's public report on such property shall be given
713 to each prospective purchaser or lessee by the broker prior to the execution of a
Bl contract for the sale or lease of any perticn of the said property. A receipt for
731.5 a copy of the report from the purchaser shall be taken by the broker and, if a
Bl contract of sale or a lease shall be entered into, the receipt shall be kept in
731.7 the brokerfs files for a period of 3 years and shall be subject to inspection by
Pl.8 the cammission.

Bl.9 Any such public report of the commission shall not be used for advertising or
Tl.l0sales promotional purposes unless it is used in its entirety. No portion of the
‘Bl report shall be underscored, italicized or printed in larger or heavier type than
TAL12 the balance of the report, unless the copy of the report furnished by the commissien
Tl.13 so indicates.

A Every broker or employee who knowingly authorizes, directs or aids in the pub-
73235 lication, advertisement, distribution or circulation of any false statement or
T4 material misrepresentation or who with knowledge that any advertisement, pamphlet,
T3L17 prospectus or letter concerning such property or subdivision contains any written
7318 statement that is false or fraudulent, or causes the same to be issued, circulated,
TBLY or distributed, concerning any such property or subdivision thereof offered for
73120 sale or lease in this State, shall be guilty of a misdemeanor, and upon conviction
LA thereof shall be punished by a fine of not more than $2,500.00 or by imprisonment -
TA2 for not less than 2 years or more than 3 years, or by both such fine and imprison-
T 23ment.

732 RULES & REGULATIONS: Rule 25 as amended

733 Promotional Sales of Out of State Property -- Requirements

7314’ The following Regulations are applicable to promotional sales of out of
735 State property in this State in accordance with the provisions of N. J. S. A.
736 L5:15-16.1.

37 No person, firm or corporation other than a culy licensed New Jersey real
738 estate broker may apply for an investigotica of a property located outside
739 this State as proviced in N. J. S, A. 45:16-16.1.

740 The Commission shall require an applicant to submit certain documents prior
741 to inspection, which shall, together with review of the tract, form basis for
742 the Commission's judgment whether to permit the offering of these lands or

743 grant a hearing upon request, to determine whether or not the offering of these
7Ll lands should be denied in the best interests of the general public,

745 (A) The Cormission shall require that a questionnaire shall be completed

746 under oath by the developer and that the documents , statements and data listed
747 below shall be furnished to the Commission prier to review. Furthermore, the

748 1licensed New Jersey real estate broker representing and presenting the offering
749 of said developer shall certify that he has reviewed all documents and promotional
750 material proposed to be used in New Jersey; and that he certifies to the aceuracy

751 thereof and to the fact that the Fromotional material reasonably portrays the facts
752 observed at and in the vicinity of the development.
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Required documents, statements and data:

1.
2.

9.

1.

12..

13.

Certified Title Policy covering subdivision.

If there is a trust deed or mortgage on the land with conditional
release clauses, a copy thereof to be furnished.

A statement of the method of the handling of all deposit moneys
from purchasers until the closing of title.

Papers to be used in sale, such as deed, trust deed, contract,
lease, option, receipts of deposits, etc.

Conditions and restrictions affecting the lots, including mineral
rights or reservations of any nature whatsoever. ‘

Gopies of approved maps or plats showing property to be offered for

sale and maps depicting topography and soil. |
Documentation by any appropriate governmental authority with respect

to the availability and potability of water, and with respect to

sanitary disposal of human waste.

Report of flood hazards and drainage from flood control engineer or
other qualified authorities.

Copies or proofs of advertising and promotional material which shall
cover a detailed description of lands offered, any reservation in
connection therewith, the plan under which it is to be sold, and such
other factors as the review herein provided for may indicate.

Price list covering specific plots to be sold, and terms and conditions
under which purchaser is to be induced to agree to buy.

A financial statement covering individual, copartnership or corperation
holding title, together with bank references.

List and addresses of all officers or individual owners of the property
being sold. This is construed to mean all parties in interest to said
promotional sale, including all others having an indirect interest
therein. A certified statement in respect to these individuals shall
be furnished and shall set forth in detail any prior arrests or con-
victions in any jurisdiction, or any license revocation or suspension.
If the answer is "None", this fact shall be indicated and similarly
certified.

A certified copy of any report of review, inspection, approval or
release which may be required by the State in which the lands to be
promoted are situated.

(B) The Gommission designee shall render a report of his findings on a uni-
form form provided for such purpose.

(C) where the Commission denies the request for authorization to engage in
the sale of a promotional nature in this State of property located outside of
this State, the broker may request a hearing before the Commission.

The foregoing sections of the Statute and the New Jersey Real Estate Commission's
Rules & Regulations are here inserted for the ready reference of the applicant/s
and affiant/s.

Their inclusion does not relieve the applicants and affiants from compliance with
other laws and regulations.
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INSTRUCTIQNS~-PLEASE READ CAREFULLY

GENERAL

Bil questions must be answered and all documents requested——including those
provided for in Rule 25(A) 1 to 13, in certain referrnces thereto and elsewhere
herein--must be submitted,

‘

FILING OF DOCUMENTS, EXHIBITS AND SUPPLRIENTAL MATIRIAL: i1aNNER--FORM

to be submlttao——and vwhere the answer to any question requires greater space

than provided in this questionnaire and application--such documents, exhibits,
supplements or continued answers shall be submitted permanently fastened into a
firm binder not smaller than this questionnaire and not greater than 93" x 1L*3/L"
in size. Such permanent fastening shall be by post or similar type binding
devices (loose leaf rings not acceptable) and (such fastening) shall be installed
at the top or short axis of the page,

The exhibits and cocuments required by sections 1 to 13 of Rule 25(A) shall be
the first ‘o appear in the binder herein required,

Any doc\ment, exhibit or other material which exceeds the size of the binder in
whizh it is subtmitted shall be fimmly fastened to a binder strip so that no part
of the exhibit'!s content is covered by the binding device and shall be folded in
*h a fashiod the® th: entiré of the exhibit may bé examined without removal
from the binder and so that the (folded) size roughly equals, but does no exceed,
the sizz of the binder,

A opecial exception to the immediately foregoing folding and size requirement shall
zpply {only) to maps--the area of which exceeds 6 times the size of the binder
submitted and which maps shall have: (1) been prepared by or for an agency of
government or (2) been prepared (and signed by) a licensed engineer frr the
purpose of depicting plot sizes and dimensions, roads, streets, drainage, topogra-
-y and othar physical conditions or (3) been prepared (and identified by)
recognized air meppers,

Mans fallingz within the size and origin categories immediately above stated may
b2 submitted rolled.

Whare any exhibit is printed on 2 sides, it shall be submitted in duplicate with
each copy bcund into the binder as herein provided for, One such copy shall be
inserted fecc up and the other, reverse side up.

DOCUMIENTS. EXHIBRITS +ND SUPPLENINTAL MATFRIAL: LABELLING & IDENTIFICATION

Each documaut, exhibit and supplemental sheet submitted shall bear a legend
stating the number of the subsection of Rule 25(A) or the instruction or question
referring t> it and, if ihere be more than one sheet submitted in connection with
any given number, such 2dditional sheets shall bear consecutive letters of the
alphebet following the number.

211 identilying numbers and letiers shall appear in the lower right comer of the
sheat, Where a sheest is folded, as herein provided for, such lettering shall
appear both on the fully opened face of the sheet and on the portion exposed when
folded,

Katerial above permitted to be submitted unfolded and unbound (limited to certain
maps as above defined) shall bear indentification in the manner provided above;
shall be identified on both face and reverse and shall be delivered properly
protected against damayge by crushing.

A1 idLifiTying nuavers and letters shall be so affixed as not to obscure any
of the content of the exhibit,

I the portion of the exhibit--where the identification here required to be
plzced-~shall be other than white in color, a white pressure-sensitive label shall
Z.rct be affixcd and the identification shall be placed on such white label,
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852 FEES-GOSTS

853 A filing fee in the amount of $50 by check or money order, payable to the
85k State Treasurer of New Jersey, shall accompany this application and ques-
855 tionnaire.

856 If and when this application and questionnaire shall have been examined by
857 the Real Estate Commission and found to be complete and in proper form, the
858 Commission shall furnish the applicant with an estimate of the cost of

859 investigation. The applicant shall then forward the estimated amount, with
860 the understanding that any unexpended portion of such funds advanced will be
861 returned to the applicant and that any deficiency will be made up by the
862 applicant when advised of such deficiency.

863 REQUIRED RECEIPT F(R PUBLIC REPORT

86L Approved Form for Receipt of Public Report. The following form shall be
865 used by the broker as the receipt to be taken from prospective purchasers for
866 the copy of the Public Report which must be given to prospective purchasers.
867 : RECEIPT FOR PUBLIC REPORT M

865 . The broker is required to give you an opportunity to read .

869 . the Public Report before you enter into a binding agreement to .
870 . purchase. :

871 M Do not sign unless you have read the Report. .

872 . I have read the New Jersey Real Estate Cemmission Repert en: :

873 . (Res. No.) (Tract No. or Name) :

874 . The date of the copy of said report which I received and read is: &

87= . Name :

876 : Address :

877 H Date .

878 . Broker is required to retain this receipt for three years. .

879 The border ‘used above is not required on the receipt form; it merely sug-
8§0 gests a size you might want to use for your form, However, the wording in
871 your form must be exactly as thal appearing within the border except thal you
882 may add your firm name at the top if you care Lr. Relative type size must
883 adhere to thal displayed in the sample above.

88L CHANGE REQUIRES NEW APPLICATIOK

885 Any change in promotional plan, promotional material, scope of development,
886 physical facts at the premises or legal status of the project shall if
887 material require the furnishing of a new application and such other data as

888 the Commission may require.
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889 OMISSION OF AVICE--REMINDER DOES NOT RELIEVE

8%
891
892
893
89k

895
896
897
898
899

To facilitate completion of this questionnaire and application, there has
been inserted advice regarding certain specific questions and certain
reminders. Failure of this document to advise or remind with respect te
any specific requirement or construction shall not relieve the applicant
of the requirement of compliance.

PUBLIC REPORT--DELIVERY AND REPRODUCTION OF

The Commission, upon completion of its Public Report, will furnish one copy
to each applicant named in the questionnaire and the application.

The applicant will thereafter cause the Report to be reproduced in its
entirety for use as prescribed in L5:15-16.1.
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Senator Wirrtiams. It was scheduled that the American Realty &
Petroleum Co., represented by the chairman of the board, James H.
Cromwell, would be here at this point. We have a wire of regret
which I would like to read into the record.

Regret that a sudden conflict of schedule makes it impossible for our company
to have a representative in Washington on Wednesday, May 20. We sincerely
regret this unfortunate circumstance.

And I, of course, regret this, too. If you will remember this com-
pany was described in some detail on Monday by Mr. Caro, and we
%ust heard additional commentary. It was also reported to staff mem-

ersfl;’y representatives of that company that the company wanted to
testify.

We were told that the company would support Federal legislation
and that the company wished to make a statement urging high ethical
standards for the industry. Needless to say, we will keep the record
open and again ask the company to submit the statement that it had
requested permission to make.

(Statement in appendix material, p. 338.)

Rio Grande, incidentally, is the gevelopment named by American
Realty & Petroleum Co. that Mr. Van Horn was describing.

Mr. John R. Hoffman, vice president of the National Better Busi-
ness Bureau. We welcome you to our subcommittee, Mr. Hoffman.
The BBB has been very helpful tous. We have had other spokesmen
for the BBB and we welcome you.

STATEMENT OF JOHN R. HOFFMAN, VICE PRESIDENT, NATIONAL
BETTER BUSINESS BUREAU

Mr. HorrmaN. Thank you. Mr. Chairman, committee members, we

%reatly appreciate the invitation from this committee to appear be-

ore you today and are pleased to discuss the present state of real
estate activities thoughout the country as reﬂecteg by our records.

The files of the National Better Business Bureau extend back over
50 years, and precede the, Florida land boom of the 1920’s. We have
files on “Muscle Shoals,” “Boulder/Dam,” and other real estate ven-
tures popular in the 1920’s, unknown to most of us today, as well as the
Florida properties. 'Indeed, we have an example of advertising that
appeared in 1908 seeking parties to invest $3 a week for 10 acres of
land in Texas at a total cost of $483.

Almost 10 years ago the current boom in buying land by mail got
underway and seemingly reached a crescendo more than a year ago.
This bureau has received thousands of requests during this 10-year

eriod for information on projects ranging from the Laurentian

ountains of Canada to Costa Rica, from the British Leeward Islands
of the Caribbean, to Hawaii.

This boom reached such proportions and the volume of inquiry
became such, a_few years ago, that we repared a general bulletin
entitled “Real Estate Promotions” to a,idp parties in conducting their
own investigation if we had no report to furnish them. A copy of this
bulletin is appended to my statement.

While recognizing the need for more attention to this field we sought
help in coping with the problem. A committee of the Association of
Better Business Bureaus explored the situation and first approached
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a trade association in the real estate field for help in dealing with the
overwhelming demands made upon the better business bureaus. Our
efforts in formulating a program with the trade association did not
meet with success.

In October 1962, we promulgated our recommended standards for
land advertising as a guide for the industry in the use of appropriate
language in advertising and what should be included in the advertis-
ing. The crux of the recommended standards was full disclosure of
the basic nature of the land offered.

We think that the widespread distribution of the standards has been
helpful in getting more accurate advertising offered. We have worked
closely with media in interpreting and commenting on advertising and
giving opinions on it when invited. We believe that our standards
have been helpful to media in gaging the accuracy of advertising.

The better business bureau tried to enlist the cooperation of the land
developing industry in the implementation of these standards through
voluntary self-regulation and, while a number of legitimate developers
were cooperative, the industry program never materialized.

The advertising of many questionable and speculative propositions
reached such proportions that a number of States recognized the prob-
lem and passed legislation governing subdivision offers within their
borders, and sales of out-of-State lané to residents, within their State.

An example of the concern shown by many States was a conference
called by the attorney general of California in October 1962 to discuss
the question of speculative land promotions and at that time it was
stated by the attorney general of California that the problem of inter-
state speculative land promotions was of major concern to our Nation.

Shortly before and after this meeting a number of magazines and
newspapers focused attention on the hazardous nature of certain of
these offers. Several television programs spotlighted the problem,
national magazines devoted many pages to discussing it, and a number
of newspapers had series describing and depicting arid lands of the
Southwest, swampland in Florida, and so forth.

Thus, national attention was drawn to fraudulent land offers. The
National Better Business Bureau had sounded a warning early in
1962 and subsequent to that time more than a dozen States have passed
legislation to minimize questionable activities within their borders.
Canadian provinces also have followed suit. There were already some
laws existing, exemplified by the leadership of California and Arizona.

In January 1964, Mr. K. B. Willson, president of this bureau, made
a detailed statement before the U.S. Senate Special Committee on
Aging, pinpointing certain frauds and misrepresentations affecti
the elderly. It was pointed out that although the majority of lan
gromotions were sound, and involved experienced and well-financed

rms offering land suitable for habitation, there was a minority en-
aging in deceptive advertising offering submarginal land, claiming
1t to be suitable for retirement.

Mr. Willson observed that many aging persons hoped to retire to
distant communities in States far removed from their present loca-
tion and had been grossl?r deceived by glowing descriptions in adver-
tisirég of a number of “paradises” alleged to meet their hopes and
needs.

Some of these “retirement havens” were in fact uninhabitable be-
cause of unavailability of water or the prohibitive cost of securing
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same, the fact that the land was on the slopes of an active volcano,
marshland which was under water part of the year, et cetera.

Mr. Willson emphasized the shaky financial background of certain
of the promoters, pointing out that funds collected from monthly
payments were not safeguarded in any manner, but immediately used
to bulldoze a few roads In the project or acquire more marginal land.

Attention was drawn also to the “free lot” gimmick used to snare
the elderly at expositions and fairs. Virtually all those who signed
up for information at a booth subsequently were congratulated on
having won a “free lot” which it turned out would cost them anywhere
from about $40 to almost $200, usually a small parcel being involved.

If they fell for this device, wherein undesirablé land was in fact over-
priced for the alleged “closing cost only,” they were then often high-

pressured into buying adjoining property at even more highly inflated

prices. This scheme 1s still going on to bilk many thousands who have
purchased marginal land at grossly excessive prices.

Shortly after Mr. Willson’s testimony the first indictment by the
Justice Department based upon investigations by the Post Office De-
partment was announced. Subsequently, during the past year and a
half there have been about a score of indictments; a number of which

have now resulted in jail terms and fines, with trials of others pending.

The net effect of the extensive national publicity—the action of
States in regulating promoters and developers, Investigation by postal
inspectors, BBB warnings, the many indictments, et cetera, coupled
with the investigation of the Senate Committee on Aging—has been
a marked lessening of questionable activities in this field.

A number of marginal promoters seem to have “gotten the word”
and have discontinued. Obviously, the experienced and well-financed
nationally known firms are continuing and we can, today, see a number
of eminently satisfactory, attractive retirement communities created
by the responsible elements in the real estate field.

The National Better Business Bureau has not received nearly so
many inquiries or complaints during 1964 as in the past few previous
years, for these reasons. We recognize that although there has been
marked improvement there are still problem areas in this field, par-
ticularly with projects located outside the continental limits of the
United States.

It is difficult for most U.S. residents to make a personal inspection
of property which might be located in British Honduras or Brazil or
Costa Rica and so the door is open for exaggerated descriptions, fail-
ure to disclose the true nature of the property, et cetera.

There has been an upsurge during the past year or two in projects
located in the Caribbean area, particularly in the Bahamas. Certain
of these projects are very plush indeed with the cheapest lot sometimes
costing $16,000 or $18,000.

However, the bulk are not adjacent to Nassau but are located in one
of the “out islands.” In these cases we feel that the advertisers are
especially well advised to include full details, since many U.S. citizens
obviously are not familiar with conditions in relatively remote Carib-
bean Islands, whether English-speaking or not.

Particularly, many of these promotions are emphasized as desirable
“investment acreage” and promises of great increases in prices are
made. It might even be that certain of these offers promising sub-
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stantial returns from the efforts of others border on the offer of a
security.

We tell the public inquiring on “investment offers” that the purchase
of undeveloped acreage is a highly speculative proposition depending
for success on many factors that are difticult to estimate even when
one is completely familiar with a given area. We urge a thorough
personal investigation and a decision based on facts developed, after
personal inspection.

We are pleased to have had the opportunity to appear before this
committee and to express our views that in general the situation in
connection with subdivision offers is not of the same intensity now
as a year or two ago. We are hopeful that through the exercise of
self-discipline, the responsible elements in the industry will bring
about continued improvement and correction of the problem which
has the attention of this committee.

Thank you.

Senator WiLLiams. Thank you very much, Mr. Hoffman. Did you
sponsor a meeting of the industry last year?

Mr. HorrFua~. Yes; we had a meeting last December in Scottsdale,
Ariz., near Phoenix wherein the bulk of the industry was invited to
attend the meeting to implement a program of self-regulation. We
proposed a 10-point program to the entire industry, an example of
which I have here, which we would have implemented.

Regrettably that program has not been put into effect.

Senator WirLtams. You wouldn’t have been able to gather or to
bring to the meeting the worst of these operators, would you? They
wouldn’t come out, would they ?

Mr. HorrmaN. We had nearly a hundred representatives there rep-
resenting both the good and the bad. Some I would characterize as
highly promotional operators. Others were definitely responsible de-
ve{fyopers who had a community to show. They were, I am afraid, in
the minority of that group.

Senator Wirriams. What were the lines of discussion in this in-
dustry group ?

Mr. Horrman. We presented, as I say, this 10-point program of
what we proposed to do about the problem. We had many questions
and an open meeting after our various presentations and answered
many questions.

There seemed to be some enthusiasm among a number of the in-
dustry people there. And then there was a closed industry meeting
thereafter wherein the question of raising of funds to imglement
a program was discussed. It was decided that an effort would be made
and we were given assurances that the funds would be raised to im-
plement the program, but this has not happened.

Senator WirLiams. If we wait for effective self-regulation I imagine
we will be waiting a long, long time, won’t we?

Mr. Horrman. It is conspicuous by its absence at the present time.

Senator Wirriams. Do you have any observations or suggestions as
to whether or not the Federal Government should bolster the State
governments in the obvious desire to get the charlatans out of
business?

Mr. HorFman. In general, of course, better business bureaus espouse
self-regulation of business. That is our usual commentary, hoping
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that business will recognize its obligations. For instance, in the case
of securities, I think we have all seen the effective activities of the
National Association of Securities Dealers in expelling certain mem-
bers, putting other members on probation, and doing a real policing
job among their membership.

_To the best of my lmowll)edge, there is not even a national associa-
tion of real estate developers or land sellers. There is nobody to
do such policing. It would seem clear that in the absence of any pro-
gram of self-regulation someone has to take certain responsibilities.
The better business bureau surely cannot do it alone.

We don’t have the staff nor the time and money to police the industry
and to get voluntary cooperation. The better business bureaus are
sometimes told to go and fly a kite, that it is none of our business
whether the advertising is or 1s not accurate.

Senator WiLLiams. You know the securities industry was certainly
aided a great deal in establishing their own self-disciplining rules
and regulations by the Securities Act of 1933, the Exchange Act of
1934, the Investment Advisers Act—all of this legislation that they
are now grateful for, because it has purified to a great degree the
securities market.

This all spurred them into professionalizing the industry that had
gone so sour during the twenties. We even have a bill half passed
to even further purify the security situation by including over-the-
counter issues within the general frame of the securities exchange
program.

Mr. HorrmaN. AsI indicated in my statement there might even be a
question as to whether some of these “investment acreage” offers could
even be construed as a security or not. I don’t think a clear deter-
mination has ever been made. We have presented several cases to the
Securities and Exchange Commission where they did say it was a
security and they were ordered to register.

But usually that involved the raising of citrus trees in Florida, or
the raising of cattle on certain acreage in Texas, or the raising of
hardwoods in Brazil, and so on, which were construed as securities.
But T might add that at our Phoenix meeting where I did speak with
many developers the thought was voiced to me by a number of them
that they felt that action on the Federal level would, in effect, simplify
their problems.

Senator Wirriams. Who said that?

Mr. Horrman. Some of the big developers at our meeting. They
told me that the expense and effort of filing with 20 to 25 States such
effort was almost prohibitive. I know of two or three firms that have
had to hire a staff for State filing purposes. So the expense and effort
of dealing with the many States, if one is engaged in selling in inter-
state commerce, has been deplored by some of the legitimate and
responsible firms.

such instances, might it not appear that their problems would be
simplified if they had only one agency to deal with rather than 20 to
25 States? However, if Federal legislation were passed, would not
the daevelopers still have to contend with the States and their several
laws?

Senator WrLLiams. Certainly, where the developer made himself
a resident within the State for the purpose of selling out-of-State
property.
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We certainly don’t want to encroach upon States rights in any way.
But there are so many of these developers that do not make themselves
a resident of the State in which they are selling as Mr. Van Horn and
Mr. Peacock described. These are purely the interstate sellers—mail
and phone medium.

. HorrFman. I think the hopes that were voiced to me were that
they would have only a Federal situation to deal with rather than all
of these individual State laws to observe.

Senator WiLLiams. -The way that works frequently where there is a
duplication of jurisdiction, if there is a national requirement, States
Wiﬁ accept the requirements of the Nation as good enough for their
acceptance. That happens in other areas.

Senator NEUBERGER. Just remind me quickly, the BBB is supported
by member business firms?

Mr. HorrMaN. Right; member business firms. We of the National
Better Business Bureau are supported, for instance, by major national
firms, GE, Du Pont, and so on.

Senator NEUBergEr. What about real estate ?

Mr. HorrmMan. We have only a few whom we feel meet our standards.

Senator NEuBercEr. I was interested in your publication since the
witness from the Post Office Department said that part of the way to
overcome this problem was education. I was thinking if Golden Age
clubs and people in retirement groups, before they have already
bought a lot in Florida or Arizona, could have these publications, how
helpful it would be.

We were flattered to know that just holding these investigations has
done a lot of good, but it can’t be a continuing thing.

If the better business bureau could take more than just a passive
approach in various communities and get these out, it is a very good
pamphlet, I think, on the subject.

Mr. Horrman. Thank you. You are speaking with the author.
We have distributed several hundred thousand of these and occasion-
ally there is a mention in some national publication that it is available.
But I am afraid there has been no organized effort of any kind to put
it in the hands of Golden Age clubs. That is undoubtedly a good
idea. And there are a number of magazines catering to the retired.

I know we gave permission to one such magazine to reprint in toto,
which they dig .

Senator NEUBERGER. I have an appointment with some people from
the National Association of Retired Civil Employees ang I will ask
them if they can’t do something about that.

Senator WiLriams. I certainly want to commend and thank Mrs.
Neuberger for her contribution this morning. Thank you, too, Mr.
Hoffman, you have been most helpful.

Mr. Horryan. Thank you.

Senator WirLiamMs. We have two representatives from the National
Association of Real Estate Boards. Mr. Lynn E. Davis from Dallas,
the chairman of the realtors Washington committee, and Mr. John
C. Williamson of the District, secretary-counsel of the realtors Wash-
ington committee.
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STATEMENT OF JOHN C. WILLIAMSON, SECRETARY-COUNSEL,
REALTORS WASHINGTON COMMITTEE, NATIONAL ASSOCIATION
OF REAL ESTATE BOARDS

Mr. WiLiamson. Senator, Mr. Davis is not here but I will present
the statement of the National Association of Real Estate Boards.

I would like to file a six-page statement for the record and just
speak on some of the points that we have brought out in the statement.
Some of the things that I have to say are inspired by some of the dis-
cussion that went on this morning.

Senator Witriams. All right. It may be better to do it that way,
because I have to leave to go over to the Senate very shortly.

Mr. WitLiamson. The National Association of Real Estate Boards
has been active in the field of protecting the public from unscrupulous
sellers of real estate for many years. We have pioneered the enact-
ment of State licensing laws in all of the States, beginning back 35 or
40 years.

We were very happy that the 50th State enacted a State licensing
law about 2 years ago. This problem of the selling of land and of
misrepresenting facts in relation to the land runs afoul of our code of
ethics which is binding on all realtors. Beginning late in 1961, we
did what we could to publicize the sale of land through our clipping
service to all of our 1,450 real estate boards and through our publica-
tions which go to our 77,000 realtors.

We have tried to give this as much publicity as possible and our
national president in his public addresses has repeatedly warned the
public against purchase of land that they havenot seen. We have also
taken disciplinary action against some realtors who have been involved
in this, although many people who are involved in the sale of this type
of land are not members of real estate boards.

But where they are, and we know that they are realtors, we require
the real estate board to take disciplinary action. I would like to file
for the record a number of clippings from our publication on this sub-
ject publicizing the actions that have been taken.

(The material referred to follows:)

(Text continues on p. 292.)

[Clippings from issues of Realtor's Headlines, a weekly publication of the National
?sso&:iatilon]of Real Estate Boards, Oct. 1, 1962, to June 17, 1963, on the subject of land
raud sales

{Oct. 1, 1962]
WiLcox WARNS AGAINST “FaAsT DOLLAR” SALES

Vigilance against the possible appearance of efforts by unscrupulous real
estate promoters to sell vacation or second homesites on the basis of advertising
claims of “fabulous” bargains was recommended last week by Arthur P. Wilcox,
NAREB president.

He spoke before a convention session of the Canadian Association of Real
Estate Boards in Quebec.

After stressing the need for soil and urban conservation, Mr. Wilcox ob-
served : “There is another urgent matter of conservation in which realators are
active that continues to demand our best services. It is the ‘conservation’ of the
good name of all in the real estate calling.

“The need springs from the fact that the continent has areas that are sought
as sites for vacation or retirement homes,” he said.

The NAREB president went on to report that “unhappily” some real estate
promoters with “short consciences but inordinate appetites for the fast dollar”
have been giving concern to realtors in their efforts to sell such sites.
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“As far back as last May,” he said, “I found it necessary to warn about the
number of offers to sell relatively undeveloped land by mail (or advertising)
to persons who rely on representations made without actually viewing the
property * * *,

“I, therefore, suggested the advisability of personally inspecting before pur-
chase any property offered for sale, or of employing independent real estate
counsel * * *

“It gives me great satisfaction to note that the Federal Trade Commission
has reacted in a similar manner to this threat to an unsuspecting public. The
FTC has announced that it is investigating the advertising of suspiciously
‘fabulous’ real estate bargains.”

{Jan. 14, 1863]

NAREB Was AMoNG FIRST To WARN—FRAUD IN SALES oOF LAND BY MAIL Has
“SNOWBALLED,” OFFICIAL SAYS

“In the last 24 months, the number of cases of mail fraud involving land
sales has snowballed. Over 150 promoters are being investigated, twice as many
as a year ago.”

This statement was made last week by Henry B. Montague, chief postal in-
spector, Post Office Department.

NAREB was among the first to warn against buying land by mail without
prior inspectien in person or by a trusted representative- As long ago as last
May, NAREB President Arthur P. Wilcox, Boston, was warning the public
of this practice.

Basically, the land-mail fraud schemes under investigation work something
like this:

A man buys cheap, wasteland at very low prices.

He uses glowing, inaccurate adjectives to describe it in promotional advertis-
ing by mail or omits essential facts and resells it to individuals at 90 to 100
times its original value.

Mr. Montague says the chief reason for the increase in investigations is
hecanse “the public is starting to become aware of it.”

Another official in the investigations division of the Post Office Department
agrees with Mr. Montague, pointing out that frequent stands taken by NAREB
and officials at the conference of State attorney generals in San Francisco have
helped warn the public.

But this official says that there is another reason for the increase: more and
more “con” men are entering the field.

Another group which has warned the public of this type of fraud is the
National Association of License Law Officials.

Robert W. Semenow, Pittsburgh, is executive vice president of NALLO.

1dan. 28, 1963]
FrAUD 1IN FEDERAL LAND FILING BRINGS INTERIOR ACTION

Secretary of the Interior Stewart L. Udall has announced new regulations to
tighten up on one form of fraud concerning the sale of land by mail: paying
promoters substantial fees for filing for federally owned land that is
unobtainable.

The changes allow for automatic rejection of applications for small tracts of
Federal land unless the land has been open to application.

A tactic used by unscrupulous promoters of the sale of western lands by mail
is to offer their services, for a considerable sum, to file for Federal land that is
open for application, implying that the fee for filing will serve as a downpayment.

Secretary Udall warned against this saying: “Thousands of gullible people
have thought they were putting downpayments on the lands when in fact they
were only paying a promoter to do what they can do free for themselves or have
the Government do for them free or for practically nothing.”

A spokesman for the Interior Department said this form of chiseling was
hard to stop because of the many loopholes. But, he added, the Department
repeatedly has warned people of this tactic.
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{Mar. 18, 1963]

New Law To CopE WIiTH LAND FRAUD Is UNDER STUDY

Concerned with the growth of fradulent practices in the mail order sale of
land, the Special Senate Committee on Aging is weighing the need for legislation
to give Federal agencies more latitude in trying to cope with the problem.

It has been suggested that the SEC be empowered to require those selling land
in interstate commerce to disclose basic information—their assets and specific
details about the location of their land with respect to community facilities, for
example.

Another proposal for providing more effective controls is to give the Post
Office Department more freedom in stamping out fradulent use of the mails. At
present, the Department must show criminal intent before it can deny individ-
nals access to the mails.

[Mar. 25, 1983]
THEREE INDICTED ON FRAUD COUNTS IN MAIL SALES OF ARIZONA LAND

The first indictments involving allegedly fraudulent schemes to sell land by
mail, were handed down recently by a Federal grand jury in Phoenix, Ariz.

The jury returned a 22-count indictment against Dory Auerbach, David
Prosser Randall, and Irving Gottlieb, Miami, Fla., all officers of Lake Mead
Rancheros, Inc., based in Miami and Hollywood, Fla.

Among other things, the indictments charged the nonrealtor firm with using
fraudulent advertising to sell Arizona property by mail to at least 3,000 persons.

The ads said the land was “developed” and that water, power, and telephone
lines had been installed. Such was not the case, it is charged.

Attorney General Robert F. Kennedy said the case was developed by the
Post Office Department following extensive investigation. Findings were re-
ferred to the Department of Justice for action.

Results of similar investigations also havé been turned over to Justice and
are now being reviewed by other grand juries.

Mr. Kennedy said “evidence developed in this case should stand as a warning
to all citizens to exercise great caution in buying land by mail.”

NAREB was the first nationwide organization to warn the public of land-mail
fraud schemes. X

As long ago as last May, the NAREB president for 1962, Arthur P. Wilcox,
Boston, was informing the Nation of this practice.

NEW MEXICO FIRM CITED

The Federal Trade Commission last week charged Great Southwestern Land
Co., Inc., Albuquerque, N. Mex., with using deceptive means to sell real estate
in Taos County, N. Mex.

The FTC’s complaint said the firm would promote sales of its subdivisions
by offering a ‘“free lot” for only “closing costs of $49.30.” This price was not
for closing costs but the actual price of the lot, the FTC charged.

In addition, the FTC complaint charges that the land is not, as claimed in
the firm’s ads, close to “abundant forests, trout streams, crystal lakes, and
ski areas.”

Moreover, the agency charges, utilities are not available as represented, nor
is water available at a depth of about 75 feet as advertised. In fact, it is
necessary to drill down several hundred feet to get water.

[Apr. 8, 1963]
Hrr BY NINE STATES—FRAUD BY USE oF “FREE LoT” SCHEME RISES

Noting an increase in the attempts to sell land by mail using the “free lot”
scheme, the State Associations Department of NAREB recently reported that
only nine States have laws specifically mentioning “free lots” while six others
refer to it by inference.

However, most States have laws against “false promises” and “misleading
or untruthful advertising” which could be used to discipline unethical sub-
division developers.
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A “free lot” system usually works this way: A promoter offers, under one
guise or another, a “free” lot for a small fee. The fee in reality covers the
cost of the lot.

The lot itself is small and poorly located. The “winner” is induced to pur-
chase at high cost another larger lot or additional land adjacent to his “free”
lot.

States with laws that directly name “free lot” practices as illegal are Indi-
ana, Kansas, Louisiana, Maryland, Missouri, Nebraska, New Jersey, Oklahoma,
and Oregon. .

Arizona, California, Iowa, New York, Ohio, and Texas condemn the method
by inference.

The report is designed to serve as a guideline for State associations that
intend to propose legislation directed at “free lot” schemes.

In one of two other developments involving similar schemes, the Justice
Department announced the indictment by a Federal grand jury of E. H. John-
ston, Beverly Hills, Calif., for selling parcels of arid desert land through the
mails. He allegedly represented the parcels as being lush, green meadows.

In Phoenix, Ariz., Thomas T. Cohen was indicted by another Federal grand
jury for mail fraud for selling property formerly under water of the Great
Salt Lake.

[May 6, 19631

GBAND JURY INDIcTS THREE ON MaiL FRAUD CHARGES IN NEw MEexIco LAND
SALES

Three Albuquerque, N. Mex., real estate promoters have been indicted by a
Federal grand jury on 26 charges of mail fraud in their mail-order sale of
desert land in Taos County, N. Mex.

This was the third major land fraud prosecution in the past 6 weeks.

Attorney General Robert F. Kennedy said the defendants, Robert N. Golubin,
Lenn E. Allen, and George W. Walker, sold approximately 35,000 lots in the
past 2 years, principally through the “free lot” device.

The three defendants were ofiicials in the New Mexico Socuthwestern Develop-
ment Co. and the Great Southwestern Land Co., both in Albuquerque.

In another case involving alleged land fraud, the Department of Interior
froze 10 applications for public lands in Arizona.

The applications are from five corporations, all of whom have Dale M.
Moran, Phoenix, listed in some official capacity.

Mr. Moran was discovered by Federal agents under a tarpaulin spread by
the Bureau of Land Management to protect earth samples. He was later
arrested on a charge of gold salting, that is, placing small quantities of gold
in the soil.

[June 3, 1963]

NEw Mexico BEcoMES FIRsT STATE To ENACT LAND FRAUD LAw; PENALTIES
ARE SEVERE

A land-fraud bill with teeth, originally drafted by the Legislative Committee
of the Realtors Association of New Mexico, recently became the first such
State measure to become law this year.

The law imposes strict regulations on subdivision advertising. Any form
of the “free lot” scheme is unlawful. Complete accuracy is required on
illustrations, maps, and references to any facilities, points of interest, or
municipalities. -

Also, artists’ conceptions of the subdivision cannot be used unless they are
clearly identified as such.

The law further requires that’any plot of subdivided land offered for sale
must first be approved by a county commission.

It tells developers they have to provide legal access to each plot and must
inform buyers of all pertinent data concerning the land—autilities, water,
financing, and encumbrances.

The new law declares that violations of these provisions are punishable by
fines up to $100,000, 5 years in prison, or both.

Realtor Thomas 8. Nutt, Tucumecari, N. Mex., was one of the men primarily
responsible for drafting the bill.
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{June 17, 1863}
ORreEGON LAND SALE Firms DENY FTC FALSE AD CHARGES

The Harney County Land Development Corp., Chicago, and the Harney County
Escrow Co., Inc., have denied false advertising charges brought against them
by the Federal Trade Commission.

The FTC has charged that the land sold by the firms in Lake Valley, Oreg.,
was not near recreational areas, in a sunny climate, and in close proximity to
utilities.

Officials of the concerns said advertising describing the location and the sea-
sonal and recreational qualities of land in Lake Valley, Oreg., was “in fact true.”

Mr. WiLriamsoN. We have also been cooperating with the National
Association of Licenses law officials in developing a model State law,
designed to protect the public requiring full disclosure of all material
information regarding land, and requiring the applicable State agency
to issue a report on the property.

In many of these States our State associations of realtors have taken
the initiative and have been very active in promoting such legislation.
I would also like to submit for the recorg a copy of the model law
which was approved by our association and referred to our State as-
sociations. Many of the provisions in this model law have found
their way into State laws.

(The document referred to follows:)

(Text continues on p. 296.)

PATTERN ACT FOR REGULATICN OF SUBDIVIDED LANDS FOR CONSIDERATION AS AMEND-
MENT OF OR SUPPLEMENT TO STATE REAL ESTATE LICENSE LAWS

(NAREB License Law Committee, May 1962)

DEFINITIONS

As used herein, “subdivided lands” and “subdivision’” refer to improved or
unimproved land or lands divided or proposed to be divided for the purpose of
sale or lease, whether immediate or future, into five or more lots or parcels;
provided, however, this act does not apply to the leasing of apartments, offices,
stores, or similar space within an apartment building, industrial building, or
commercial building unless an undivided interest in the land is granted as a
condition precedent to occupying space in any said structure.

For the purposes of this act, a blanket encumbrance shall be considered
to mean a trust deed or mortgage or any other lien or encumbrance, mechanics’
lien or otherwise, securing or evidencing the payment of money or the fur-
nishing of services or materials and affecting land to be subdivided or affecting
more than one lot or parcel of subdivided land, or an agreement affecting more
than one such lot or parcel by which the owner or subdivider holds said sub-
division under the option. contract. to sell, or trust agreement; excepting that
taxes and assessments levied by public authority shall not be considered a blanket
encumbrance.

NOTICE OF INTENTION

Prior to the time when subdivided lands are te be offered for sale or lease,
the owner, his agent or subdivider shall notify the real estate department (or
commission) in writing of his intention to sell or lease such offering.

The notice of intention shall contain the following information :

(@) The nameand address of the owner.

(b) The name and address of the subdivider.

(¢) The legal description and area of lands. together with a map showing
the layout proposed and relation to existing streets or roads.

(d) A true statement of the conditions of the title to the land, particularly
including all encumbrances thereon.

(e) A true statement of the terms and conditions on which it is intended
to dispose of the land, together with copies of any and all forms of conveyance
intended to be used.
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(f) A true statement of the provisions for legal access, sewage disposal, and
public utilities in the proposed subdivision, including water, electricity, gas,
and telephone facilities.

(g) Such other information as the owner, his agent or subdivider, may desire
to present.

QUESTIONNATIRE

The real estate department (or commission) may require such additional
information concerning the project as is deemed necessary, and is not incon-
sistent with the act. The department (or commission) may prepare a question-
naire for the owner, his agent or subdivider, to answer. A filing fee of $______
shall accompany the answered questionnaire.

OPTIONAL PROVISION FILING FEE

The questionnaire concerning any subdivision proposed to be sold or leased
as potential mineral, oil, or gas property shall be accompanied by a filing fee of

PUBLIC REPORT

‘When the real estate department (or commission) makes an investigation of
any subdivision, the department (or commission) shall make a public report of
its findings thereon. The department (or commission) may publish the report.

WAIVER OF ADDITIONAL INFORMATION. NOTIFICATION OF CHANGE

It shall be unlawful to sell or lease or offer to sell or lease lots or parcels in a
subdivision prior to the issuance of a public report unless the filing of additional
information following the receipt of a notice of intention is expressly waived
by the real estate department (or commission), or, after submission, to mate-
rially change the conditions of such offering without first notifying the real
estate department (or commission) in writing of such intended change and
securing the written approval of the department (or commission).

RECEIPT TAKEN

A copy of the public report when published by the real estate department (or
commission) and an opportunity to read same shall be given to each prospective
purchaser or lessee by the owner, subdivider, or agent and his receipt taken
therefor prior to the execution of a binding contract or agreement for the sale
or lease of any lot or parcel in a subdivision.

Receipts taken for any public report shall be kept in file in possession of the
owner, subdivider, or agent subject to inspection by the real estate department
(or commission) for a period of 3 years from the date the receipt is taken.

USE OF PUBLIC REPORT IN ADVERTISING

The public report shall not be used for advertising purposes unless the report
is used in its entirety. No portion of the report shall be underscored, italicized,
or printed in larger or heavier type than the balance of the report unless the
true copy of the report furnished by the real estate depertment (or commission)
80 emphasizes any words or phraseology.

PREREQUISITES FOB SELLING OR LEABING LOTS

It shall be unlawful for the owner or subdivider to sell or lease lots or parcels
within a subdivision unless one of. the following conditions is complied with :

(a) All sums paid or advanced by purchasers shall be impounded in an escrow
or other depository acceptable to the real estate department (or commission)
until: 1. The title or other interest contracted for, whether it be title of record,
equitable or other interest, is delivered to such purchaser or lessee and until:
2. A proper release is obtained from any such blanket encumbrance, or 3. Either
the owner, subdivider, purchaser or lessee defaults in his undertaking, in which
gent the moneys shall be paid to the party who is not in default and is entitled

ereto. :

(b) The title to the subdivision is to be held in trust under an agreement of
trust acceptable to the department (or commission) until a proper release from
such blanket encumbrance is obtained and title or other interest contracted for
is delivered to such purchaser or lessee.

34-856—64—pt. 3——5
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(e) A bond to the State of ______________ is furnished to the real estate
department (or commission) for the benefit and protection of purchasers or
lessees of such lots or parcels, in such amount and subject to such terms as may
be approved by the department (or commission), which shall provide for the
return of moneys paid or advanced by any purchaser or lessee, for or on account
of purchase or lease of any such lot or parcel if the interest contracted for is not
delivered or a proper release from such blanket encumbrance is not obtained;
provided, however, that if such purchaser or lessee, by reason of default, is not
entitled to the return of such moneys, or any portion thereof, then such bond shalt
be exonerated to the extent of the amount of such moneys to which such pur-
chaser or lessee is not entitled.

The public report of the real estate department (or commission), when issued,
shall indicate the method or procedure selected by the owner or subdivider to
comply with the hereinbefore provisions.

INVESTIGATION OF SUBDIVISIONS

The real estate department (or commission) may investigate any subdivision
being offered for sale or lease in this State. For the purposes of such investi-
gation, the department (or commission) may:

(1) Use and rely upon any relevant information or data concerning
a subdivision obtained by it from the Federal Housing Administration, the
U.8. Veterans’ Administration or any other agency having comparable duties
and functions in relation to subdivisions or property therein.

(2) Require reports prepared by competent authorities as to any hazard
to which the subdivisions may be subject or any factor which might affect
the value or utility of lots or parcels within the subdivision.

(3) Require evidence of compliance with the requirements of appropriate
authorities.

(4) Require an inspection of the subdivision to be made.

TRAVEL ALLOWANCE FOR INSPECTION

When an inspection is to be made of subdivided lands, wherever situated,
being offered for sale or lease in this State, the real estate department (or
commission) may require, in addition to the filing fee, an amount equivalent to
______ cents a mile for each mile going and returning, estimated by the depart-
ment (or commission) to be traveled to the location of the project, and an
amount estimated to be necessary to cover the additional expenses of such
inspection, not to exceed _._.____ dollars a day for each day consumed in the
inspection of the project.

SALES CONTRACT

Every sales contract relating to the purchase of real property in a subdivision
shall clearly set forth the legal description of the property, the principal
amount of the blanket encumbrances outstanding at the date of the contract,
and the terms of the contract.

NOTIFICATION OF OPINION, SALE, OR LEASE

When five or more lots or parcels within a subdivision are optioned, leased
or sold to another, or, when an interest therein is acquired by one owner, lessee
or optionee, the real estate department (or commission) shall be notified by the
parties to the transaction.

INSPECTION OF RECORDS

Records of the sale or lease of parcels within a subdivision shall be subject
to inspection by the real estate department (or commission) and the depart-
ment (or commission) shall be notified of any change of address affecting
the location of the owner’s, subdivider’s, or agent’s records or of any change in
depository for the impounding of purchasers’ money in accordance with the
provisions herein.

RULES AND REGULATIONS

The real estate department (or commission) may adopt rules and regula-
tions to implement the provisions herein.
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CIVIL LIABILITY

Any owner, agent, or subdivider who fails to pay the fees required as herein
provided, for filing fee or inspection fee, shall be liable civilly in an action
brought by the real estate department (or commission), for a penalty in an
amount equal treble the amount of unpaid fees.

CEASE-AND-DESIST ORDER, PERMISSION FOR HEARING

Whenever in the opinion of the real estate department (or commission) any
person has or is violating, or is about to violate, any of the provisions of this
act, the department (or commission) may order the person to desist and refrain
from doing so, or, if an examination of the project shows that the sale or
lease would constitute misrepresentation to, or deceit or fraud of, the pur-
chasers or lessees of lots or parcels in a subdivision, the department (or com-
mission) may issue an order prohibiting the sale or lease, or either, of the
property in this State. If, after such an order is made, a request for a hearing
by the department (or commission) is filed in writing and a hearing is not held
within 60 days thereafter, the order is rescinded.

FELONY

Every officer, agent, or employee of any company, and every other person who
knowingly authorizes, directs, or aids in the publication, advertisement, d.istribu-
tion, or circularization of any false statement or representation concerning any
land, or subdivision thereof offered for sale or lease, and every person who, with
knowledge that any advertisement, pamphlet, prospectus, or letter concerning any
said land or subdivision contains any written statement that is false of fraudu-
lent, issues, circulates, publishes, or distributes the same, or shall cause the same
to be issued, circulated, published, or distributed, shall be guilty of a felony.

MISDEMEANOR

The following acts are misdemeanors:

(@) The willful violation or failare to comply with any of the provisions of
this act.

(b) The willful violation, failure, omission, or neglect to obey, observe, or com-
ply with any order, permit, decision, demand, or requirement of the real estate
department (or commission).

(¢) The offering for sale or lease as an agent, salesmen, or broker for a sub-
divider, developer, or owner of subdivided lands or a subdivision, wherever situ-
ated, which is being offered for sale within this State without first complying with
the provisions of this act.

(d) The advertising for sale or lease in this State of a parcel in an out-of-State
subdivision or in any other manner aiding an owner, subdivider, or developer
of an out-of-State subdivision who has not complied with the provisions of this
act, to offer within this State subdivded lands.

CIVIL PENALTY

In addition to any penalty provided for commission of misdemeanors, a person
violating any provision of this section shall forfeit to this State for deposit in the
State treasury a civil penalty in the sum of ______ dollars, together with ______
dollars for each month or a fraction thereof during which he continues such
violation.

STATUTE OF LIMITATIONS

For the purposes of calculating the period of any applicable statute of limita-
tions in any action or proceeding, either civil or criminal involving any violation
of this act, the cause of action shall be deemed to have accrued not earlier than
the time of recording with the county recorder of the county in which the prop-
erty sold or leased in violation of this act and which describes a lot or parcel
so wrongfully sold or leased.

This section does not prohibit the maintenance of any such action at any time
before the recording of such instruments.

Note.—Provisions of this pattern act, in whole or in part, are intended to be
used as amendments of or supplements to existing real estate license laws, or to
provide a basis for considering any other methods of dealing with the subject.
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Mr. Wirriamson. We are aware of the gap in this area of protecti
the public and the suggestion has been made that perhaps there is nee
for some Federal regulation. First, let me state that we have en-
dorsed a bill, H.R. 7818, by Mr. Udall, of Arizona, which would arm
the Post Office Department with a statute that would permit them to
move quickly and more effectively where there has been a misrepre-
sentation of a material fact.

The witness for the Post Office Department, this morning said that
the fraud statute relating to the use of the mail requires a proof of in-
tent and by the time you can prove intent all the damage is done. This
bill would permit the Post (gﬂice Department to stop the use of mails
where there has been a misrepresentation of a material fact.

If there is an advertisement or a brochure that says land is near
utilities and it is 2 or 3 miles or even 1 mile away or 5 miles away they
could move in quickly. The Congress might also consider legislation
giving the Federal Trade Commission the power of preliminary in-
junction in the interstate traffic in land.

As you know now there are so many appeals permitted in the ad-
ministrative procedures that the damage is done by the time the Fed-
er;x,lkTrade Commission can issue a cease-and-desist order and make it
stick.

Another suggestion has been to involve the Securities and Exchange
Commission in requiring filing of a registration statement and the
issuing of a public report. We hope that the Congress won’t consider
this until the States have had ample opportunity to try to correct
these abuses and after the Federal Trade Commission and the Post
Office Department and the Department of Justice have had an op-
portunity to exercise more vigilance in this area.

We particularly would like to see the Post Office Department armed
with this new provision regarding the stopping of mails where there
has been a misrepresentation of the material fact.

What worries us about more involved Federal regulation, like the
SEC, is what it would do to the 9914 percent of the ethical subdividers
of property. Putting something through the SEC is expensive and I
have had some personal experience with that.

Many of our subdivisions are of 25 and 50 lots and I think it would
increase the price of a home by perhaps $1,000 per home if we had to
go through the Securities and Exchange Commission.

The examiners in the SEC are great public servants and they can
think of a million things that should go into a prospectus, particularly
where they have the responsibility of clearing an issue.

If they were to be required to issue a public report, that would be
without precedent in the SEC, because it would involve an implied
endorsement of the product by the Securities and Exchange gom-
mission.

So, we hope that the Congress won’t take what we think would be
a most far-reaching step that would hinder the legitimate subdivider.
At least the Congress ought not to consider it until the States have
had more opportunity and the Post Office Department and the Federal
Trade Commission have had more opportunity. That is all I have on
the subject, Senator.

Senator Wirrrams. How much opportunity do you suggest or rec-
ommend in this regard for the States?



INTERSTATE MAIL ORDER LAND SALES 297

Mr. WirLianson. I think the previous witness said that the prob-
lem was not as serious as it was 2 years ago. This has been given con-
siderable publicity. Some of these State laws are pretty tough, Flor-
ida, New Mexico, California. There are some elements of the Ohio
and the New York law that ought to go into these State laws and 1
think that legislatures will be working on this problem next year when
most of them do meet.

Our State associations of realtors are very active in this area be-
cause we realize that unless this is cured through State action that we
will be inviting Federal regulation.

Senator Wirriams. Mr. Van Horn stated that it is difficult with a
good State law to reach the out-of-State seller who does not come into
the State.

Mr. WiamsoN. Of course, here, we have three things. We have
the criminal fraud statutes enforced by the Department of Justice and
the Post Office Department and the Federal Trade Commission.

Senator WirLiams. And with these laws we have had described for
3 days, we know what is being perpetrated across the land.

Mr. Wirtiamson. I think the Post Office Department could have
moved more effectively had they had the power to stop the use of mails
where there is a misrepresentation of a material fact. It just takes too
long to prove intent to defraud and by then the damage is done. They
could keep on using the mails for months.

Senator WrLriams. Criminal action follows the fact, you see. You
can have the natural delays of the investigation, of the arrest, of the
trial and during this period all of the money is going into the swamp.

Mr, WorraMsoN. Senator, even with 30 years of experience in the
Securities and Exchange Commission, you still can’t prevent the un-
scrupulous operators from selling worthless stock. We are just afraid
of what that would do to the subdivider in the light of the costs of
putting an offering through the Securities and Exchange Commission.
It is a very expensive area of law.

Senator Wrirriams. I was thinking perhaps that other remedies
could be given to the mail-fraud people, cease and desist, or the lesser
penalty and more expeditious treatment.

Mr. WiLLiamson. That is right. With respect to the Federal Gov-
ernment preempting the field, I believe there was some discussion on
that. This might be very difficult. There are many State laws where
a new issue is involved that required the registrant to proceed in the
State without regard to previous filings with the Securities and Ex-
change Commission.

Every subdivider will be registering an initial offering of land. Of
course, they have that now under our State laws, but this would be
ia»l,n additional expense that would be reflected in the increased cost for

omes.

Senator Wirriams. Even the SEC have learned the wisdom of the
short form for the small issue. You know more about the short form
than I do. What is the number of that?

Mr. WiLiamson. Regulation A, the $200,000-or-less offering.

Senator WiLLiams. Thank you very much, Mr. Williamson. You
have been helpful indeed.

S
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(The statement referred to follows:)
(Text continues on p. 300.)

STATEMENT OF JoEN C. WILLIAMSON, DIRECTOR, DEPARTMENT OF GOVERN-
MENTAL RELATIONS, NATIONAL ASSOCIATION OF REAL ESTATE BOARDS

Mr. Chairman and members of the subcommittee, the National Association of
Real Estate Boards, consisting of almost 77,000 realtors organized in 1,477
real estate boards in every State of the Union and the District of Columbia, is
grateful for this opportunity to present its views on the problemr of fraudulent
land sales.

The type of land sales activity which prompted these hearings not only reflects
on the real estate profession as a whole, but is a violation of articles 38 and 4 of
our association’s code of ethics, administered by our local boards and binding on
our members. Article 3 of the code provides that it is “the duty of a realtor to
protect the public against fraud, misrepresentation, or unethical practices in the
real estate field.” The well-known ‘“free lot” scheme is a violation of article 3
of the realtor’s code of ethics. Article 4 requires the realtor to ascertain all
pertinent facts concerning property with which he deals in order to avoid con-
cealment or misrepresentation of a material fact. Our association requires that
local boards discipline by expulsion members who are guilty of violating the
realtor’s code of ethics. Such disciplinary actions taken by the boards are
referred to the State real estate licensing commission for further action.

The names of developers who are indicted for fraudulent use of the mails in
connection with land sales are referred by our association to the local real estate
board having jurisdiction over the area where the defendants reside, to ascertain
if he is a realtor and, if so, to take appropriate action.

I want to emphasize that our boards need not wait for indictment before
taking disciplinary action. Very often complaints are received by our com-
mittee on professional standards which will direct them to the appropriate
local board for proceedings against the realtor. To a limited degree, therefore,
our association is a self-policing organization although expulsion from the board
does not put the realtor under as great a business disability as a member of
the National Association of Securities Dealers, for example, where expulsion
puts the offender out of the securities business for all practical purposes.

When the problem of land sale frauds came to our attention we formed an
ad hoc committee to work with both the Post Office Department and the Fed-
eral Trade Commission to assist in the implementation of existing Federal
statutes dealing with the problem, and to formulate amendments to these statutes
if needed.

Our first concern was with the problems encountered by the Post Office De-
partment in administering section 4005 of title 39, United States Code, which
deals with the issuance of stop orders in noncriminal cases of fraud or misrep-
resentation. In his testimony before this subcommittee on January 16, 1963,
H. B. Montague, Chief Postal Inspector, outlined the difficulties in administer-
ing section 4005 because of the judicial interpretations requiring proof of actual
intent to defraud (Reilly v. Pincus, 338 U.S. 269). This requirement, coupled
with the Department’'s lack of subpena power, constitutes a serious obstacle
to the issuance of stop orders in cases involving all types of fraud and mis-
representation.

On July 29, 1963, after conferences with our staff and consultation with the
Department, Representative Morris K. Udall (Democrat, Arizona) introduced
H.R. 7818, a bill to amend section 4005 to add to the language of the statute
as an alternative to “false or fraudulent pretenses, representations or promises”
a prohibition against the use of the mails for the sending of “false or mislead-
ing representations or promises.” This language was designed to eliminate
the requirement that actual intent to defraud be established in administrative
proceedings.

In November of that year, our association formally adopted an official state-
ment of policy calling upon the Congress to enact H.R. 7818 or legislation to
accomplish the same objective. To date the House has taken no action on
this bill.

The Federal Trade Commission, as the subcommittee members know, has jur-
isdiction over deceptive acts or practices in interstate commerce which encom-
pass fraudulent activities with respect to land sales. While the FTC is not
required to establish actual intent prior to issuance of a cease-and-desist order,
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a respondent may delay issuance of that order by as long as a year if he wishes
to take advantage of all of the appeal procedures available to him. Legislation
is now pending in the House to give the Federal Trade Commission the power
to issue a temporary cease-and-desist order in cases of irreparable harm to the
public to be effective until the deceptive act question is resolved. This bill is
H.R. 8830. We realize that this issue is controversial and we are not prepared
at this time to make a firm recommendation on extending temporary injunction
powers to that agency.

Before commenting on a third proposed Federal remedy to this problem, I
would like to turn to our activities on the State level.

The association’s license law committee in 1962 drafted a suggested model
law for control of sales of subdivisions within State boundaries, and the model
law was referred to our State associations. Since then realtors have been active
at the State level in securing legislation to curb fraudulent land sale practices.
In January 1963, our association formed a liaison committee with the National
Association of License Law Officials to meet on a regular basis to discuss prob-
lems of mutual interest, including of course, the subject under discussion.

The model statute calls for a notice of intention to sell or lease improved or
unimproved subdivided lands (five or more parcels) to he filed by the seller
with the State real estate commission. The filing is to contain specific infor-
mation on such items as the status of title, legal access, availability of water,
utilities, and terms and conditions under which the land is to be offered for
sale or lease. The State commission would then issue a public report of its
findings with regard to the subdivision, and no sale or lease may take place
prior to the issuance of the report. Provisions are included for protection of
the buyer which require the seller to make some arrangement, by bond, escrow,
or trust, to insure conveyance of merchantable title free of liens and other
encumbrances.

The State commission’s report could be used by the seller in advertising so
long as it is used in its entirety. No provision is made in the model statute
pertaining to advertising of the lands.

During the course of these hearings, the subcommittee has heard ample evi-
dence as to the efficacy of State laws which are properly drafted and en-
forced in dealing with this problem.

Typical of the new State laws patterned after our model statute is that
of New Mexico. The bill was drafted by the Legislative Committee of the
Realtors Association of New Mexico.

The new act makes it illegal to offer to sell or lease improved or unim-
proved real property in a subdivision of 25 or more parcels until the subdi-
vision plots have been approved by the appropriate county commission and un-
til public access is available to each lot from an existing public highway. The
act then contains two other significant sections, the first of which requires
the seller to disclose to the purchaser or lessee six enumerated items relating
to the land in the transaction, including availability of utilities and water,
existence and status of blanket encumbrances, if any, and the complete financiug
terms.

The second section prohibits false or misleading copy and drawings in
brochures and advertisements relating to the subdivision. No provision is
made for prior approval of the advertising materials by any State agency,
and the developer is, therefore, on his own as to compliance. Enforcement is
handled by the State attorney general and the district attorneys.

We believe that State statutes of this type, coupled with increased vigilance
on the part of the Federal Trade Commission, Post Office and Justice Depart-
ments will contribute materially to the elimination of, or certainly reduce to
a minimum, the undesirable practices in the field of land sales. One of the chief
concerns of many in the real estate industry, especially developers and build-
ers, has been that the realtors’ model law pertaining to subidivision sales would
result in burdensome and costly redtape in registering a subdivision with a
State or local governmental agency. We believe this problem is largely re
solved by the New Mexico statute which requires that the seller meet certain
specific statutory requirements in his dealings with the public and that he de-
lay sales until he has secured approval of the plat—an act which he would
have to perform in any case.

The obvious question presented by total reliance on State laws is (1) how
can the States protect their citizens against in-State sellers of out-of-State
lands, and (2) how can a State curb the activities of out-of-State promoters of
lands within its borders.
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As to the former question, the subcommittee has the excellent example of
the State of New York and its policing of all subdivision advertisements placed
in publications printed in the State. Ohio requires that any agent or salesmnan
of an outside land development company register with the State securities com-
migsion prior to any contact with Ohio residents.

The one remaining gap in State enforcement appears to be the situation in
which a developer owning land in New Mexico, for example, chooses to operate
a sales office in Florida with the assistance of nationally distributed advertise-
ments. What can New Mexico do to curtail this operator’s activities, assuming
Florida authorities do not or are not able to act? If this problem can be
adequately resolved by compact, extradition laws (in the event of criminal
fraud) or by Federal statutes dealing with this specific situation, then in our
view, State action, assuming an active interest on the part of all of the States,
is the most effective answer.

Our attention has been directed to a draft bill which would require the registra-
tion of real estate subdivisions with the Securities and Exchange Commission.
This is a regulatory statute which would require full disclosure comparable to
that involved in the Securities Act of 1933. In addition, the bill would also
require the registration of real estate agents selling land in interstate commerce,
a requirement comparable to that involving broker-dealers and salesmen of
securities. A third requirement provides for the SEC to issue a public report
concerning a subdivision. This would be tantamount to an endorsement of the
subdivision and would involve a responsibility without precedent in the SEC's
30-year experience in regulating the securities market. To protect itself the
SEC would have to inject itself into appraising, market analysis, and a host of
other factors to justify its implied endorsement. This should not be the function
of any regulatory agency.

Our association believes that the situation, serious as it is, does not justify
the involvement of the Securities and Exchange Commission.

We believe it would be far more effective, as well as less burdensome on the
sellers of real estate, for the States to be given a free hand in curing this problem,
with the assistance of the Post Office Department armed with a statute which
gives it the right to move quickly where there is a misrepresentation of a material
fact in advertising, brochures, etc. Progress has been made and will continue
to be made on the State level, as the evidence before this subcommittee will
attest.

Senator WirLiams. For the record appendix we will include the
following items. The committee will be adjourned.
(Whereupon, at 12:15 p.m., the subcommittee was adjourned.)



APPENDIX

AMERICAN FEDERATION OF LABOR AND
CONGRESS OF INDUSTRIAL QRGANIZATIONS,
Washington, D.C., May 28, 1964.
Hon. HARRISON A. WILLIAMS,
Chairman, Subcommittee on Frauds and Misrepresentations Affecting the Elderly,
U.8. Senate Committee on Aging, Washington, D.C.

Dear Mg. CHAIRMAN : In connection with the hearings conducted by your sub-
committee, I submit the attached statement on behalf of the American Federa-
tion of Labor and Congress of Industrial Organizations.

We hope that remedial legislation relating to frauds and misrepresentations
in the offering of real estate for sale in interstate commerce will receive favor-
able consideration by your subcommittee. The people most likely to be vic-
timized by these frauds and misrepresentations, and the main target of the
unscrupulous speculators perpetrating them, have been retired persong or elderly
persons near retirement.

We have followed with interest the hearings of your subcommittee and feel that
they have rendered a very valuable service in bringing public attention to the
widespread exploitation of our elderly citizens. I refer particularly to your sub-
committee hearings on health frauds and quackery and on deceptive sales prac-
tices for health insurance.

I respectfully request that the attached statement be included in the record
of hearings by your subcommittee.

Sincerely yours,
ANDREW J. BIEMILLER,
Dircctor, Department of Legislation.

STATEMENT BY BORIS SHISHKIN, SECRETARY, HOUSING COMMITTEE, AMERICAN
FEDERATION OF ILABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

There is evidence that, in the marketing of land subdivisions and other real
estate in some States there have been widespread misrepresentations and
fraudulent and dishonest practices, including local and nationwide advertising
containing misleading and often fraudulent descriptions of the properties offered.

Many of these advertisements and offerings are designed to entice elderly
citizens to purchase, sight unseen, real estate purporting to be suitable for
retirement living. Often these sites are substandard or lack such essential
utilities as water, electricity, sewage disposal, and sometimes even access roads.

Urgent need exists for legislation to protect the public against such practices
and to curb, by regulations, land speculators bilking unwary consumers of
their hard-earned money through such misrepresentations.

The AFL-CIO urges enactment of Federal legislation to regulate the offering
of land subdivision, homesites and similar real estate for sale in interstate com-
merce or through the mails, by requiring registration with the Federal Securities
and Exchange Commission.

The legislation we recommend would require that any offering of such prop-
erties, whether offered by the owners or their brokers or agents, or by a person
in a control relationship to the owners or their brokers or agents, must first
be registered through the filing of a registration statement with the Commission.

The bill should require that such registration statements contain financial
and other information, including an accurate and complete description of the
property so offered. The description should permit an informed analysis of
the properties and an appraisal of their value by investors to whom they are
offered for sale.
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The bill should require that a prospectus or offering circular containing
pertinent facts set forth in the registration statement be delivered to prospective
purchasers of the properties and to persons receiving written offers through
the mails or in interstate commerce.

Under the provisions of the proposed law, upon the filing of the registration
statement and prior to its effectiveness, the properties may be offered for sale.
However, written offers, or offers over the radio or television across State lines,
may be made only in accordance with the rules of the Commission. Unless and
until the registration statement becomes effective, the properties may not be
legally sold or contracts entered into for their sale in interstate commerce.

The proposed law should provide that examination of registration statements
for compliance with the disclosure requirement be conducted by a new Division
of Land Sales in the Securities and Exchange Commission.

The legislation we propose is urgently needed. It would provide for fair and
reasonable regulation in the public interest, convenience, and necessity, of offer-
ings for sale, through the mails or otherwise in interstate commerce, of land
subdivisions and of other real estate.

UNITED STEELWORKERS OF AMERICA,
Pittsburgh, Pa., June 9, 1964.
Senator HARRISON WILLIAMS,
Chairman, Subcommitiee on Frauds and Misrepresentations Affecting the Elderly,
U.S. Senate Committee on Aging, Senate Office Building, Washington, D.C.

DEAR SENATOR WILLIAMS : We wish to urge the enactment of appropriate Fed-
eral legislation to regulate the offering of land subdivisions, homesites, and
similar real estate for sale in interstate commerce or through the mails.

There is mounting evidence that there are widespread misrepresentations and
fraudulent practices with reference to the merchandising of such properties that
are designed to entice and dupe many of our citizens, particularly the elderly and
retired, to purchase sight unseen, property sites which are substandard and lack-
ing in essential utilities and amenities including access roads.

We support legislation that is designed along the lines of the testimony which
was presented to your committee on May 26, 1964, by Boris Shishkin, secretary of
the Housing Committee of the AFL-CIO.

Your cooperation in this urgent matter is appreciated.

Sincerely yours,
RorLaAND M., SAwWYER, Housing Consultant.

MATERIAL PRESENTED BY NATIONAL BETTER BUSINESS BUREAU
REPORT*

NATIONAL BETTER BUSINESS BUREAU, INC.,
New York, N.Y., January 1964.
Re Rio Rancho Estates, Albuquerque, N, Mex., American Realty & Petroleum Corp.

Rio Rancho Estates consists of about 55,000 acres of land in New Mexico
purchased in July 1961 by the parent company, American Realty & Petroleum
Corp., the present owners. The tract was formerly a cattle ranch and is bound
in part by the Rio Grande River, with approximately 8 miles of frontage on the
river. The tract lies in Sandoval County and is approximately 4% miles north
of the present Albuquerque city line. The nearest portion of the tract to the
main post office building in downtown Albuquerque is approximately 12 miles.
The tract is of typical arid Southwest nature with native vegetative growth,
and ranges from level to gently rolling. Elevation of the site varies from about -
5,100 to 6,200 feet.

Lots of one-half acre or larger are being offered, priced at $995 and up. Plats
of lots being sold are filed in the county clerk’s office in Sandoval County, N.
Mex. The property is encumbered to the extent of $2,800,000 but release clauses
are said to be available for the areas being sold. Approximately 4 miles of

1 The information contained herein has been compiled from sources deemed to be reliable
and, while not guaranteed, 18 believed to be factual and accurate. It is not intended to
;e%ommegd or deprecate, and is furnished solely to assist you in exercising your own

udgmen
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paved roads have been completed and about 100 miles of unpaved roads. Ap-
proximately 400 additional miles of unpaved graded dirt roads are also in
use. Roads have been dedicated to the county, and the county has accepted
for maintenance upon completion. There are 34 houses completed, 28 occupied,
with several other houses under construction. Cost of houses ranges from
$9,000 to $35,000.

The first residential area in which these houses are located, of about 600
acres, is served by the following utilities:

Water: Centrally piped water from the Albuquerque Utilities Corp.

Power : Public Service Co. of New Mexico.

Natural gas: Southern Union Gas Co.

Telephone : The Mountain States Telephone & Telegraph Co.

The board of health has approved the installation of septic tanks for the Rio
Rancho Estates area. A septie tank is normally included in the price of the
home.

The company states that it is planned to extend these utility services through-
out the property as development progresses.

The company offers an exchange privilege: “You may exchange your property
at any time within 5 years after purchase for any other available homesite of
the same size and value at no increase in price to you.”

If the purchaser desires to build where no utilities exist, the cost of wells
is estimated to run between $300 to $1,000. We are informed that Albuquerque
Utilities Corp., a subsidiary, has a 225,000-gallon reservoir in its system on the
property and two producing wells, one yielding 185 gallons of water per minute;
the second well yields 1,000 gallons of water per minute.

In these areas of the Southwest, irrigation is required for raising commercial
crops. Lawns and gardens grow with normal watering.

A personal inspection was made several months ago by a representative of the
National Better Business Bureau at the invitation of Rio Rancho Estates. At
that time, a community center had been completed with clubhouse, kitchen,
meeting facilities, bathhouses, sundeck, and swimming pools in use. The com-
pany maintains a sales office on the site as well as its own building in Albu-
querque. There are no shopping facilities in the development at this time, the
nearest being 1 to 2 miles away. Additional shopping is in the adjoining com-
munities of Corrales and Alameda as well as Albuquerque, proper. The main
shopping areas of downtown Albuquerque are 113 miles from the property.

The nearest grammar schools are 2 to 5 miles distant; the junior and senior
high schools about 10 miles away. Houses of worship are 2 to 5 miles away.
Schoolbus service is available at the site to above mentioned schools. The
nearest public transportation is 2 miles from Rio Rancho Estates. The airport
is 15 miles away.

Lots are offered beginning at $15 monthly, installment purchases bearing inter-
est of 53 percent on the unpaid balance. A 30-day refund of deposit for any rea-
son whatsoever is offered, as well as a 6-month inspection guarantee stated as *“if
you are not 100 percent delighted you get all your money back by presenting your
are not 100 percent delighted you get all your money back by presenting your
purchase agreement at property office and requesting refund.” Warranty deeds
are provided upon completion of payments. Title is insured by Lawyers’ Title
Insurance Corp.

The present annual estimated real estate tax per unimproved lot is said by
subject to be about $1.15 per year.

Among the States where special qualification is necessary, this property has
qualified in California, Ohio, Minnesota, New York, Arizona, Utah, Nebraska,
Wisconsin, Florida, and New Mexico. Although it was originally qualified in
the State of New Jersey, in February 1963, the New Jersey Real Estate Com-
mission announced that it had ordered New Jersey licensees to “cease and desist”
in the selling of lots located in Rio Rancho Estates. The commission rescinded
permission granted to one broker in connection with New Jersey sales and its
order extends to any others who are holding New Jersey licenses. Its ban is
based on noncomplying advertising.

The company admits an error in that the running of an advertisement in a New
Jersey publication in the fall of 1962 was an unapproved version instead of the
New Jersey approved version.

The Michigan Corp. & Securities Commission has not accepted the company’s
application to appoint brokers in Michigan. The company states that the only
substantial issue at present is a special bonding requirement.
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The property is subject to reservation of mineral rights. Rio Rancho Estates
conveys to purchasers of homesites the right to receive half of any royalties it
receives under any leases or other royalty arrangements, There is not known
to be any development of mineral, oil, or gas rights on or in the immediate
vicinity of the property.

In the past this bureau raised questions regarding propriety of certain state-
ments in the advertising of this company, and has now received assurance that
this firm will adhere to the recommended standards for land advertising promul-
gated by this bureau and adopted by representatives of the industry.

We have had no complaints from property purchasers that subject has not
observed its contractual obligations. The Better Business Bureau of New
Mexico reports a similar experience, and has found the firm to be cooperative.

Since lots here are offered both for habitation and investment, it is our policy
to point out to all prospective buyers of lots anywhere as investment oppor-
tunities that such is a speculative proposition depending for success on many
factors that are difficult to estimate, even when one is completely familiar with
a given area. Future values will depend upon growth of the area, and demand
for real estate. Personal inspection of all property prior to purchase is recom-
mended by this bureau as desirable, wherever possible, to ascertain that it meets
one’s own requirements, no matter where located.

American Realty & Petroleum Corp., which owns Rio Rancho Estates and is
the developer, it is a publicly owned company, listed on the American Stock
Exchange. It also owns the Rainbow Lakes Estates development in Florida, and
operates oil wells in Oklahoma. It was formed by the merger of the Great Sweet
Grass Oils Co. of Oklahoma with 15 Florida corporations engaged in land sales
and construction. The Oklahoma corporation, incorporated under the State laws
in December 1955, was, until the merger, a wholly owned subsidiary of Great
Sweet Grass Oils, Ltd., an Ontario corporation. The merged Oklahoma and Flor-
ida corporations took the name of American Realty & Petroleum Corp. in August
1961. Since then it has had no affiliation with the Canadian company.

Rainbow Lakes Estates is a development of about 10,000 acres located ap-
proximately 20 miles west of Ocala in central Florida inaugurated late in 1959,
with about 230 houses now occupied. In addition, the company plans to develop
and offer for sale some 8,000 acres it owns near Silver Springs, Fla.

The chairman of the board of American Realty & Petroleum Corp. is James
H. R. Cromwell, former U.S. Ambassador to Canada, who has served as president
of several financial and oil companies. Among these were Cromwell-Dodge
Corp., American British Improvement Corp., and Kansas 0il & Gas Co.

The president of American Realty & Petroleum Corp. is Irving W. Blum, a
CPA who has been engaged in real estate developmental work for the past 20
years, having been identified with projects in New York, Long Island, and
Florida.

The vice president and treasurer of the firm is Chester Carity. Henry L.
Hoffman also serves as vice president. Messrs. Carity and Hoffman have been
associated in numerous sales activities and as advertising and sales consultants,
ete., since about 1954. Among the companies identified with sales of various
drugs and devices, pharmaceuticals, nursery products, etc., are Lakeland Nurs-
eries; Comar Industries; Modern Aids, Inc.; Allegheny Pharmacal Co.; Inter-
national Biotical Corp., and others. They own and operate an advertising agency,
Carity-Hoffman Associates.

A heat applicator called Infra-Massage was and is being marketed by Inter-
national Biotical Corp. from 1954 to the present. In 1962 the Post Office Depart-
ment filed an administrative fraud proceeding charging that advertising claims
were false and fraudulent. On April 2, 1962, the Post Office Chief Hearing Ex-
aminer recommended dismissal. On appeal to the judicial officer of the Post
Office Department, on August 29, 1962, the hearing examiner’s decision was af-
firmed. Thereafter, the Post Office applied for reconsideration, and in December
1962 the application was denied.

In February 1960 the Food and Drug Administration seized several Infra-
Massage devices charging mislabeling under the Food, Drug, and Cosmetic Act.
This action was appealed by the company to the courts. A decision has not yet
been rendered.

Lakeland Nurseries was established in 1954 and continues active. In 1957
Lakeland Nurseries and its officers consented with the Federal Trade Commission
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to an order to cease and desist from certain alleged misrepresentations regarding
the splendor and size of plants.

Affidavits of agreement were negotiated with the Post Office Department in
connection with ‘“Vibra Slim” and “Slim Flex” sold by Modern Aids, Inc., where-
in it was stipulated that certain allegedly false claims would be abandoned.
Modern Aids, Inc., also promoted the “Sunflo Flowing Air Purifier.”” This de-
vice was seized by the Food and Drug Administration, false and misleading
labeling being charged. This action was appealed and the court ruled for the
Government on certain claims.

None of these actions constituted an admission that the firms had violated any
laws.

Complaints from purchasers of these products were adjusted when processed
through Better Business Bureau channels.

Secretary and controller of American Realty & Petroleum Corp. is Howard W.
Friedman, a CPA for several years prior to joining this corporation.

Another vice president is Charles A. Willoughby, a retired major general of
the U.S. Army. He is active in the affairs of AMREP and, in addition, con-
tributes to several publications.

In the company’s annual report for 1963, the firm showed sales of $14,206,745
with net, after tax earnings, of $2,615,247. Stockholders equity was reported
to be $8,165,860. Present subsidiaries and divisions of AMREP are: Rainbow
Lakes Estates, Rio Rancho Estates, Inc.; Silver Springs Shores, Inc.; and
Albuquerque Utilities Corp.

NATIONAL BETTER BUSINESS BUREAU, INC.

NEWSLETTER OF NATIONAL BETTER BUBINESS BUREAU, INC.,, NEw YoOrK, N.Y.,
DECEMEBER 1963

TEN-POINT PROGRAM ADOPTED ON LAND SALES

The yearlong efforts of better business bureaus and legitimate land developers
to eliminate questiorable marketing practices in the industry achieved an im-
portant forward step early this month in Phoenix, Ariz. A 10-point BBB pro-
gram to promote accuracy in the advertising and sale of interstate land was
adopted on December 6 by the Second National Conference on Interstate Land
Sales. The National Better Business Bureau will implement the program in
cooperation with local bureaus.

The Phoenix conference was sponsored by the Committee on Installment Con-
tracts of the Association of Better Business Bureaus and the Liaison Commit-
tee of the Interstate Land Sales Industry. Representing the NBBB were Presi-
dent Kenneth B. Willson and Vice President J. R. Hoffman.

Adoption of the 10-point program, said Mr. Willson, represented a willingness
on the part of the interstate land sales industry to solve its problems through
self-regulation in cooperation with the better business bureaus.

A key point in the program calls for on-the-spot investigation, under NBBB
supervision, of interstate land sales of national scope. Fact reports on the devel-
opments investigated will be made widely available to the public through the
BBB network to assist it in dealing with reliable companies.

The program also calls for wide dissemination among advertisers, advertising
agencies and media of the amended ‘“Recommended Standards for Land Advertis-
ing” developed last year by the NBBB and the ABBB’s Committee on Installment
Contracts.

The advertising of interstate land offers will also be examined by NBBB and
corrections will be sought where statements are in violation of the land standards
developed by the NBBB or where the advertising fails to disclose the facts neces-
sary for an understanding of the true nature of the land.

In his remarks to the conference, Mr. Willson said the success of legitimate
developers has attracted a small minority of opportunities whose well-publicized
promotional methods have cast a pall over the entire industry. Faithful applica-
tion of the recommended land standards, said Mr. Willson, will go a long way
toward establishing in the public mind that the legitimate land sales industry is
aware of its responsibilities and is willing to play its share in solving its problems
through self-regulation in cooperation with the better business bureats.
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TEN-POINT PROGRAM T0 ASSURE ACCURACY IN LAND ADVERTISING AND SELLING
A8 REVISED DECEMBER 5, 1963, BY NATIONAL BETTER BUSINESS BUREAU,
INC.

1. Investigation, on the spot, under the supervision of the National Better
Business Bureau, of interstate land sales of national scope.

2. Drafting of fact reports on those enterprises, unless reports from local
better business bureaus might be deemed adequate in apprising the public of those
facts. Otherwise, they would be issued and authored by the National Better
Business Bureau, itself.

3. Making these National Better Business Bureau reports available to better
business bureaus, and to media. .

4. Making these reports available on request and, entirely without cost, to
every member of the public seeking them.

5. Making specific mention in reports, issued by the National Better Business
Bureau, as to additional safeguards believed needed for the protection of the
consumer.

6. Recommending to inquirers that they secure applicable public reports issued
by State governments.

7. Wide dissemiration of recommended standards to guide advertisers, adver-
tising agencies, and media, in the use of accuracy and fairness in the advertising
and selling of such offers.

8. Examining the advertising of such offers, and seeking the correction of
any statements contained therein, which are deemed false or misleading, or
in violation of the land standards devised by the National Better Business
Bureau or which fail to disclose facts necessary for an understanding of the true
nature of the land advertised.

9. When corrective efforts are unsuccessful, referring to the authorities,
State and Federal, details of advertising promotions, needing such attention.

10. Educating the public through news releases, pamphlets, and other avail-
able means of communication as to the necessity for dealing with reliable com-
paniﬁs and, where possible, of the desirability of personal inspection, before
purchase.

PREPARED FOR MEMBERS OF THE NATIONAL BETTER BUSINESS BUREAU, INcC.,
NEW YORK, N.Y., JANUARY 2, 1964

PERIODICAL NO. 1839 : RECOMMENDED STANDARDS FOR LAND ADVERTISING (AS REVISED)

Purpose

The intent of these recommended standards is to encourage and preserve de-
pendability in the advertising and selling of land. They apply equally to ad-
vertisements in newspapers, magazines, radio broadcasting, telecasting, direct
mail, and to advertising in any form, whether in State, or out.
Application

If the advertising makes reference to particular improvements or features so
as to state or imply that they exist, all applicable requirements of these stand-
ards relating to these particular features shall be revealed in each such adver-
tisement regardless of whether advance payment or deposit is required. If
reference is made to improvements or features which are planned and which are
assured by bonding or other means acceptable to authorities, such fact shall be
clearly and conspicuously disclosed; this does not negate any other applicable
features of the code.

In addition, such other provisions of these standards shall apply whenever
required by law or whenever failure to disclose material facts shall have the
tendency or capacity to mislead or deceive the public.

General

The basic nature of the land offered shall be identified accurately, and any
unusual feature shall be affirmatively disclosed in order that prospective pur-
chasers may have a true understanding of what is being offered. Prospective
purchasers shall have full information about the offering in writing, prior to pur-
chase. Toward this end, the following specific guides are promulgated.

1. All claims made for land shall be accurate and provable.

2. Advertising shall not misrepresent the facts or create misleading im-
pressions.
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3. Advertising shall not obscure or conceal material facts.

4. Advertising subject to local or State jurisdiction shall comply with any
regulations governing such advertising. Advertising which is disseminated in
interstate commerce shall comply with all Federal regulations.

5. Advertising shall state the location of the property in relation to its distance
in miles from a sizable community.

6. Advertising shall disclese any restrictions or reservations of record which
subject the property tc any unusual conditions affecting its use or occupancy.

7. Advertising shall disclose percentage of oil, gas, or mineral rights not
included and whether there is right of entry for exploitation purposes.

8. Predictions of price or value increases of lots, over which the advertiser
does not have control, shall not be made. Statements that lot prices will be
increased by the advertiser shall be specific as to amount and date of the an-
nounced increase; the date shall be in the near future, and the increased price
shall be maintained for a reasonable length of time.

9. Lots or land offered for speculative purposes shall be so represented. They
shall not be represented as offering quick, immediate, or specific profits.

10. Advertisng shall make no derogatory or unfair reference to competitive
developments or properties.

11. Title to purchasers shall be insurable by a licensed title company.

12. If property exchange privileges are advertised, any qualifications shall be
stated clearly.

13. Deeds, title insurance, and other items which are included in a transaction
shall not be described as “free.”

14. The asterisk, or any other reference symbol, shall not be used as a means
of contradicting or substantially changing any statement.

15. If any consideration is required to secure a lot for any reason, it shall not
be stated or implied that such lot is *“free” or is given as an “award,” or
‘“prize.”

16. Lots shall not be advertised for “closing costs only” or by other deceptive
devices, when this is the usual and customary method of selling, or when an
additional lot or lots must be purchased at a higher price.

17. Advertisers shall not use names or trade styles which imply that they
are bona fide research organizations, public bureaus, nonprofit groups, ete,
when such is not the case.

“Developments,” ‘“subdivision,” “community,” and similar terms

Such terms are defined as referring to, and shall only refer to, land actually
being developed for residential occupancy.

1. Advertising of lots for ‘“homesites” shall refer only to recorded sub-
divisions, with streets or roads installed, or assured by bonding, or other means
acceptable to authorities.

2. Advertising shall not claim or imply the existence of any improvements
unless they have been completed or are under consideration. If improvements
do not currently exist but are assured by bonding or other means acceptable to
authorities, any reference thereto shall disclose in conjunction therewith that
such improvements are planned and are assured by bonding or other means
acceptable to authorities.

3. If streets, roads, sewers, or drainage referred to in advertising have not
been accepted for maintenance by a public entity, such fact shall be disclosed.

4, If the purchaser must bear any assessments for promised improvements,
advertising shall disclose this fact clearly.

5. Reference to “predevelopment prices” shall occur only after subdivision
plat has been recorded and after positive assurance is available of completion
of proposed improvements.

6. Advertising of lots and homesites shall make no reference to the availability
of financing for home construction unless actually available.

Offerings of undeveloped properties and acreage

1. Unimproved land shall be clearly described as such and shall not be referred
to as ‘“developments,” or “homesites.” Unimproved land shall, in addition, be
referred to only in terms such as ‘“tracts,” “parcels,” “acreage,” etc.

2. Advertising of land for any particular use shall be suitable for such use.
If more than nominal expense shall be incurred in preparing the land for the
advertised use, such fact shall be disclosed.

3. If individual lots or tracts are not identifiable, such shall be disclosed.
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Drainage

1. Advertising shall disclose prominently when the property or any portion
of the property is normally under water for extended periods of time during the
year unless adequate drainage is assured by bonding or other means acceptable
to authorities and clear and conspicuous disclosure of such planned drainage is
made in advertising.

2. Advertising shall disclose prominently when drainage of the property would
necessitate a public undertaking, and whether there are present plans for such
drainage.

Access

1. “Streets” may be defined as such only when paved with hard surface accord-
ing to county or city specifications or are assured by bonding or other means
acceptable to authorities and clear and conspicuous disclosure of such planned
streets is made in advertising.

2. “Roads” shall be affirmatively described as to their nature, i.e.,, macadam,
gravel, dirt, ete.

3. To be described as “improved” roads shall be paved according to county or
city specifications.

4. Roads described as “unimproved’” shall be suitable for use by automobiles.

5. If a property contains no roads, that fact shall be disclosed unless roads
are assured by bonding, or other means acceptable to authorities and clear and
conspicuous disclosure of such planned roads is made in advertising.

6. Right-of-way easements shall not be described in such fashion as to indicate
roads, or present access.

7. The use of terms such as “ranch roads,” “suburban roads,” “marl roads,”
ete,, which are not generally understood by the public, shall not be used unless
adequately defined.

8. If access to the property by ordinary auto is not possible at delivery this
fact shali be clearly disclosed in advertising, including the distance to usable
road, unless an access road is assured by bonding, or other means acceptable
to authorities and clear and conspicuous disclosure of such planned access is
made in advertising.

Tlustrations

1. Illustrations of the property shall portray accurately the property in its
present state.

2. The sole use of illustrations of points of interest some distance away shall
be avoided. If used in conjunction with illustrations of the property, the dis-
tances in miles shall be stated.

3. Artists’ conceptions of the property and/or facilities shall be clearly and
conspicuously described as such, and shall not have the capacity to mislead or
deceive readers.

4. If maps are used to show proximity to other communities, such maps shall
be drawn to scale, and scale included.

Distances

1. All distances to any facilities or features outside the property which are
referred to in the advertising shall be stated accurately in actual road miles.

2. The distance of the development or land offered for sale to the nearest
city, town or village shall be disclosed in actual road miles. In addition, suffi-
cient information shall be furnished prior to sale disclosing the precise loca-
tion of the specific property offered.

3. If roads do not extend to the property, this faet, and the distance to roads
shall be stated clearly unless roads are assured by bonding or other means
acceptable to authorites, and clear and conspicuous disclosure of such planned-
roads is made in advertising.

Water supply

1. Phrases such as “abundant water,” “plenty of water,” etc., shall not be used
unless water is readily available in adequate supply at nominal cost.

2. In connection with “homesite” offerings, if it is necessary for purchasers
to drill their own wells, that fact shall be disclosed clearly, together with the
average cost thereof.

3. Advertising which refers to a “water system” or “water supply” shall
disclose any unusual costs or rates which must be borne by the purchaser.

4. Advertising of farm or grove tracts shall disclose clearly if irrigation is
required.
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Utilities

1. If power or telephone lines are not available to the subdivision advertised,
this fact shall be disclosed clearly.

2. Power or telephone service shall not be described as “available” unless
lines are installed and ready for use at the subdivision advertised.

3. If purchasers will be required to pay costs or assessments in excess of
the normal public utility charges, these facts shall be disclosed.

4. Advertising shall disciose the type of sewage disposal and whether up
to the standards of local health authorities.

5. Lots shall be offered in sizes which meet the minimum requirements of
States or communities for both private water supply and private sewage disposal
systems.

Prices

1. All statements regarding the prices of properties shall be accurate and
complete and shall state clearly the sales prices and financing terms, if any.

.

ReAL ESTATE PROMOTIONS

Real estate promotions are a cause of continual inquiry to the National
Better Business Bureau. Since it is not always practical to provide
complete factual reports on all individual offers, this bulletin is pub-
lished in the hope that it will assist the public in investigating real
estate promotions and thereby help to protect it from schemes in this
field.

National Better Business Bureau, Inc., New York, N.Y.

Persons considering the purchase of real estate lots, either in their local area
or in response to advertisements offering such lots in distant States, should be
sure ‘that they have developed certain basic information in order to purchase
wisely and thereby protect their interests.

The overwhelming majority of the real estate profession is trustworthy, and it
is glad to help prospective buyers to obtain facts they should have before making
a decision. However, unscrupulous promoters are able to operate on the fringe of
the industry largely because many inexperienced people do not know how ‘to in-
vestigate real estate offerings.

Some real estate lot promotions involve regular homesites. Others involve
the sale of lots in “vacation areas,” where summer homes or cabins can allegedly
be constructed. ‘Still others involve lots in States where persons wish to have a
“second home” or to settle after they have retired.

Regardless of the purpose for which the lot is being purchased, and regardless
of whether it is 3 miles away or 3,000 miles away, it is advisable to carry out
certain procedures and develop certain information before making any com-
mitment.

PERSONAL EXAMINATION ESSENTIAL

Generally speaking, purchasers should examine personally any property they
plan to buy, even if this involves travel, inconvenience, and expense. Buying
property sight unseen opens the door for exaggerated descriptions, misrepresenta-
tions, and deceptive concealment of essential facts on the part of promoters, and
is a major cause of dissatisfaction.

FACTS TO DETERMINE WHEN PURCHASING A LOT

(1) The promoter

Who is behind the offer and the promotion? What have the experience and
performance records of these persons been? Know with whom you are dealing.
If you don’t know, consult the local better business bureau or chamber of com-
merce or real estate board in the area. Will you be dealing with a licensed real
estate broker? (Licensing is required in 46 of the 49 States.) Will you be deal-
ing with a Realtor?*

1The trademark “Realtor” indicates a broker who has been accepted into membe}rshlé) in
his local real estate board and the National Association of Real Estate Boards and is pledged
to its established code of business ethics.

34-856—64—pt. 3——6
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(2) Advertising of developments

If there are advertised or pictured improvements, such as paved roads, marinas,
parks, beaches, golf courses, clubhouses, etc., have they been completed, and are
they currently available for use? Or are they simply planned if the develop-
ment is successful? Is there assurance that planned advertised improvements
will be completed?

Is the status of improvements indicated clearly ?

Do pictures in advertising show actual portions of the development?

Are distances from facilities noted accurately, or are they described as
“nearby,” “at your doorstep,” etc.?

If prices of lots are featured in advertising, is one lot of sufficient area for a
house? Are you required to buy more than one lot? (Sce also zoning require-
ments (13) below.)

(8) Location

Exactly where is the property located? Is access assured? How far from
highway? From town? From factories and industrial areas? From an airport
and other transportation facilities? From shopping centers or diversified neigh-
borhood stores? From other lots and homes? From civic and community facil-
ities such as schools, churches, hospitals, police and fire protection, garbage and
rubbish removal, lighted streets, recreational facilities, ete.? How far from
employment ?

Is the map upon which the lot is designated a recorded (approved) plat? If
so, where has it been filed ?

Is the property located in an area made undesirable by odors, noises, or smoke?
If beach rights and water privileges are included, are they included in the filed
map, and does the promoter have the right to grant such rights and privileges?
Is it located in an area in which you will be troubled by insect pests? Would
it be undesirable because of floods or subsidence? Is there any fire protection?
Is there likelihood of encroachment by commercial, industrial, or highway de-
velopment? What are the future plans for the area?

(4) Value of land in area

What is the current selling price of unimproved land in the immediate area of
your lot? 1Is the price of the lots in which you are interested in keeping with
the price of other available land in the immediate vicinity? Are homes in the
area well maintained? Is the character of the neighborhood satisfactory? Are
the surroundings desirable?

(5) Status of property

Who owns the land? Is it free and clear? If mortgaged, insist on knowing
the exact terms from the holder. Are there any easements, liens, judgments,
assessments, unpaid taxes, etc.? The title should be searched before any trans-
action is completed. The work of examining titles is generally done by lawyers
or title companies. The purchase of property without certification by a lawyer
or the obtaining of title insurance from a title company involves many risks that
should be avoided.

(6) Improvements

What improvements have been installed to date? Paved streets? Sidewalks?
Street lights? Public utilities? Sanitary sewers? (Seeitem 7, below.) Storm
sewers? (See item 8 below.) Are there water mains or must individual wells
be dug? How much will a well cost? Are the tax assessments and the utility
rates satisfactory? (See item 11, below.) If improvements have been installed,
are they paid for? If not, what portion of the burden are property holders
expected to share? If they have not been installed, what plans have been made
for such installation, and what are the arrangements concerning the cost? Has a
bond been filed with State or county authorities to insure completion of improve-
ments? Who will be responsible for maintenance of improvements, utilities,
etc.? Is this set forth in writing?

(7) Sewage

Are there sanitary sewers or must septic tanks be put in? If septic tanks are
necessary, are they authorized by local zoning statutes? Is the level of the lund
and type of soil suitable for septic tanks?

Is local health department approval required for septic tanks? Has such
approval been granted?
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(8) Drainage

Is the land dry or must it be drained? Is drainage feasible and possible?
Have storm sewers been installed? Does the situation and location of the plot
permit effective drainage after storms? Is the water table sufficiently deep so
that basement and foundations are above it?

(9) Soil

‘What is the topsoil analysis? Is it satisfactory for lawn and gar(}en? Sub-
soil? Does the property contain fill? If so, is there likelihood of sinkage?

(10) Topography

What is the topography of the land? Will it need grading, excavating, or
filling? Retaining walls? What will the costs be? Is there a rock problem?

(11) Tazes

What is the present assessment rate? What is the assessed value of the prop-
erty? Will the assessed value increase when the property is improved? When
civic and community improvements have been completed? What is the increase
that may be expected? Have special assessments been levied? If included in
the purchase price, have they been paid? Are others in prospect?

(12) Financing

If you are asked to pay so much down and so much per month over a period
of years, insist upon knowing the full details of such an arrangement. If a
downpayment is required, you may wish to discuss with your attorney the advis-
ability of placing such payments in escrow. Are the terms of the contract sub-
ject to your ability to obtain a satisfactory mortgage from a lender of your
choosing? Is there a prepayment clause? Are its provisions satisfactory?

It is not only important that the purchaser know whether he can obtain a mort-
gage, but whether there is an existing mortgage on the property. If so, must
the buyer assume this mortgage, or will the seller satisfy the mortgage and dis-
charge its lien? What are the alternatives? How much are the closing costs?
Can they be included in the mortgage? If there is no mortgage, what are the
carrying charges, if any, on the unpaid balance, on a time-payment plan? It is
advisable to retain an attorney for arranging and closing the full transaction.
(13) Zoning

What are the local zoning restrictions, and what protection do they offer?
Will you have to buy more than one lot in order to comply with such zoning re-
quirements? Will you have to buy more land in order to build the house you
want, and still conform to local zoning regulations regarding the amount of
frontage and the sidelines of the property? Are there any restrictive or protec-
tive covenants? What are their terms? Does your contemplated construction
violate them?

“FREE ALLOTMENT’’ OFFERS

During the past several years many persons have received letters offering “a
free allotment” in an area being developed. This “allotment” may be claimed by
appealing on the site on or before a specified day in the immediate future, and
arranging to receive ‘“full information on the lot set aside, consideration required
and privileges granted.” It turns out that, in the promoters’ smooth-talk lexicon,
“free allotment”’ means that they are granting you the right to buy one of their
lots without charging you for this privilege. And ‘“‘consideration” means the
price that you must pay for the lot. The purpose of this misleading phraseology
is to lure you to the development site in order to sell you some land. You're not
getting anything for nothing.

LOTS AS INVESTMENTS

Sometimes lots are offered to the public as “investment opportunities.” It is
claimed that land values are rapidly increasing in the area, and that lots pur-
chased now will increase greatly in value.

Prospective buyers of such lots should remember that the purchase of unde-
veloped acreage is a highly speculative proposition, depending for success on
many factors that are difficult to estimate, even when one is completely familiar
with a given area. It is wise to conduct a thorough personal investigation, and
to base your decision on the facts you have developed, rather than to rely on any
rosy claims of promoters. Do not let your good judgment be overcome by ‘“get-
rich-quick” promises. And if the promoter says, “You must act quickly,” it is
usually good policy to move more slowly than ever.
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GENERATL

Remember, property should be examined personally, before commitment. Read
all agreements before you sign, and make sure that all points are covered in
writing to your satisfaction. If a contract is drawn, that document should con-
tain all the agreements between the purchaser and the seller. The counsel and
advice of a competent attorney is recommended in the purchase of real estate.

Before you invest—investigatce

TRANSCRIPT OF REPORT RELATIVE TO REGULATING SALES OF REAL
PROPERTY LOCATED OUTSIDE THE COMMONWEALTH OF MASSA-
CHUSETTS

Submitted by the Legislative Research Council, January 21, 1964
ORDER AUTHORIZING STUDY
(House No. 3356 of 1963)

Ordered, That the Legislative Research Council be directed to investigate
and study the subject matter of current house document numbered 2363, relative
to regulating certain sales of real property located outside of the commonwealth,
and to file the results of its statistical research and factfinding with the clerk
of the Senate from time to time but not later than the last Wednesday
of January, nineteen hundred and sixty-four.

Adopted :

By the House, June 21, 1963.
Ry the Senate, in concurrence, June 25, 1963.
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LETTER OF TRANSMITTAL TO THE SENATE AND HOUSE OF REPRESENTATIVES

To the Honorable Senate and House of Representatives.

GENTLEMEN : The Legislative Research Council submits herewith a report
prepared by the Legislative Research Bureau, on House Order No. 3356 of 1963,
directing the study of the subject matter of House No. 2363 of 1963, relative to
regulating certain sales of real property located outside of the commonwealth.

The Legislative Research Bureau is limited by statute to statistical research
and fact finding. This report therefore contains factual material only, without
recommendation or legislative proposals. It does not necessarily reflect the
opinions of the undersigned members of the council.

Respectfully submitted.

MEMBERS OF THE LEGISLATIVE RESEARCH COUNCIL,
Senator JourN E. Powkrs of Suffolk, Chairman.
Representative JoEN T. TYNAN of Boston, Vice Chairman.
Senator NEwrLAND H. HorMes of Norfolk and Plymouth.
Representative STePHEN T. CEMURA of Holyoke.
Representative JaMEs F. Conpon of Boston.

Representative SIDNEY Q. CUurTIss of Sheffield.
Representative WALLACE B. CrawrorD of Pittsfield.
Representative HaroLp L. DoweR of Athol.

LertER or TRANSMITTAL TO THE LEGISLATIVE REsSEARcI COUNCIL

To the Members of the Legislative Research Council.

GENTLEMEN : House Order No. 3356 of 1963 directed the Legislative Research
Council to make an investigation and study of the subject matter of House No.
2363 of 1963, relative to regulating certain sales of real property located outside
the commonwealth.

The Legislative Research Bureau submits such a report herewith. Its scope
and content are determined by statutory provisions which limit bureau output
to factual reports without recommendations.

The preparation of this report was the primary responsibility of Mr. Anthony
A. Centracchio.

Respectfully submitted.

HERMAN C. LOEFFLER,
Director, Legislative Research Bureau.

REGULATING SALES oF REAL PROPERTY LOCATED OUTSIDE THE COMMONWEALTH
SUMMARY OF REPORT

By directive of the general court this report discusses the regulation of certain
sales of real property located outside of the Commonwealth.

Scope and nature of problem

Since World War II, the sales of out-of-State 1and subdivisions have increased
rapidly and now total an estimated $700 million annually throughout the country.
This great increase raises important problems which concern both State and Fed-
eral officials along with the members of reputable real estate groups. )

To the fore in all of the States are Arizona with some 630 separate desert land
developments mushrooming during the last 18 months, and Florida where the
sales of about 400 homesite developers skyrocketed to more than $250 million in
1962 and will probably climb even higher during 1963.

These developments start with big acreages of vacant land, usually situated in
a far-off State or county which a promoter or subdivider acquires and breaks up
into lots for sale to many small purchasers. The necessary mass sales are then
generated through nationwide advertising campaigns utilizing every possible
means of communication—television, radio, newspapers, magazines, and direct
mailings.

Last year, for example, such a big New Mexico sales campaign was launched
at many State fairs, including two in Massachusetts, which attracted purchasers
by offering every person in attendance the chance at no cost to win a “free” lot.
Very soon these “purchasers” were notified they had to buy another lot at a
high price before they could install necessary sanitary facilities under New Mexico
law. In these cases neither did the buyer view the land, nor did he know any-
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thing about encumbrances, yet the campaign produced over $1 million in con-
nection with 11,293 “free” lots and 1,027 lots sold at the full price.

Locally a plan to use grocery supermarkets for such sales campaigns was
recently prevented. Lower discounted land prices were to be given to market
customers making certain amounts of food purchases during stated periods.

Invariably land purchase contracts are offered on the installment basis with
very little initial payments required. The purchasers are promised improve-
ments which do not materialize—of roads, schools, churches, utilities, shopping
centers, transportation, and the like. Attractive multicolored brochures falsely
make it look as though the land is already fully developed.

‘ndoubtedly many of the promoters of out-of-State land sales are honest, but
most experts agree that these land purchasers need protection. Unfortunately
opinions differ as to the best procedures to adopt for that purpose.

Purchase contracts

These land subdivision purchasers utilize a conditional sales contract form
which is a key consideration. This form contains much fine print neglected by
the buyer. For example a breach of a single contract provision authorizes the
seller to seize all payments as liquidated damages and make the outstanding
balance due and payable. Meanwhile the subdivider holds the title until the full
price has been paid, usually years hence. Obviously the solvency and honesty of
the subdivider during this long period are of great moment to the purchaser.

Often .the subdivider does not have title to the land he is selling. He may
only possess an option to purchase which he hopes to exercise with money re-
ceived from lot sales. Unfortunately such receipts may prove too small and lead
to his bankruptcy. When the subdivider is dishonest he will divert the buyers’
installment payments to his advantage instead of using them to pay off part of
the blanket mortgage or to install promised improvements.

Theoretically the legal civil remedies in cases of breach of contract and of
recission may appear adequate to protect purchasers. In practice, howerver,
heavy legal and other expenses necessary to conduct litigation in a distant State
or country may cause a buyer to abandon his rights, especially where his in-
vestment to date is comparatively small.

Conveyances of land

Persons buying or selling land locally usually have legal counsel but pur-
chasers of out-of-State lots view such protection as an unnecessary or prohibitive
expense. Most buyers act without necessary legal safeguards to assure delivery
of title when they complete their contracts.

In view of the foregoing, should State or Federal Governments interfere?
How far can protective measures go and not be declared an unconstitutional
interference with individual rights to enter into contracts?

Constitutional and other legal aspects

When all of the parties are from the same State no jurisdictional problem
arises since each State has power over intrastate matters. If the parties, how-
ever are from different States, problems of jurisdiction frequently do arise.
Interstate matters are normally under Federal jurisdiction but the police power
of a State makes possible certain procedures of value. Mail order solicitation
from out-of-State areas permits the home State in which purchasers are being
sought to maintain jurisdiction over land-purchase litigation.

STATE PROCEDURES ELSEWHERE

Twenty States provide protection for buyers against certain improper sales
practices, faulty advertising, and the purchase of land sight unseen.

Registration, public reports, and advertising controls

Many States require subdividers to file a notice of intention before they may
make public sales offerings. This notice reveals basic information about land
transactions.

Some States require the payments made by purchasers to be placed in trust
pending delivery of title. Contract clauses are sometimes required which auto-
matically releases any land sold from a possible blanket encumbrance of the
bigger tract of which it is a part.

False and misleading advertising is outlawed by all jurisdictions but it is
difficult to control advertising which is misleading due to omissions. In a num-
ber of States, all advertising must be first submitted for State examination and
approval before it may be used.
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Developments in situs and investor States

State procedures relate to (a) ‘‘situs” States containing the land being sold,
(b) “investor” States containing prospective purchasers and, (¢) a combination
of both types.

Florida.—This important “situs’’ State contains most of the land subdivisions
in this part of the United States. In 1956 fraudulent practices of subdividers
shook public confidence and the action then taken proved inadequate. After con-
siderable resultant agitation an important State committee this year proposed
a Florida Imstallment Land Sales Board to license subdividers and salesmen
and establish publicly pertinent subdivision facts before sales occur.

While the effect of the new statute on this basis must still be developed, it is
important that the board has authority to establish rules and regulations which
“assure that purchasers will receive title contracted for and all improvements
promised.”

New York.—This densely populated State provides the largest number of out-
of-State land purchasers making it the biggest investor State in the Nation. Its
stringent public disclosure procedures require prospective purchasers to be
furnished with an offering statement. Sales without prior approval of the
offering statement are declared to be a felony, which makes possible the extradi-
tion of offenders.

California.—The dual presence of (a) large areas of underdeveloped land,
and (b) many purchasers, make this a combination situs and investor State.
Its initial law of the early 1930’s repeatedly amended since then established the
most rigid of all State procedures. Subdividers are required to give a copy of
the public report fully describing the proposed subdivision to every prospective
purchaser. Moreover that purchaser must sign a receipt acknowledging that he
has received and read the report. By recent enactment, California has also
incorporated standards tightening procedures dealing with financial securities
for out-of-State subdivision registrations, thereby partially applying the blue
laws of California.

Reciprocal State agreements

Statutes authorizing reciprocal agreements between States can be of great
assistance in taking legal action with respect to a person or activity located
beyond State boundaries.

FEDERAL PROCEDURES

Out-of-State land sales have many interstate aspects and are subject to impor-
tant Federal procedures. Thus the Federal Trade Commission was created to
eliminate false or misleading advertising. False advertising material has not
been too difficult to control, but many difficulties arise in taking action with
respect to misleading advertising particularly when presented as testimonials in
opinion form.

Securities and Ezchange Commission

This important and effective Commission deals with sales of land which
involve an “investment contract.” In these instances, every prospective buyer
must be furnished with a prospectus containing detailed pertinent information.
Because of the stringent standards applicable to financial securities, a prospectus
may be withheld for less stringent reasons than would sustain similar action
based upon public report standards. A valuable “before the fact” safeguard is
thus provided to a limited number of purchasers.

Other Federal departments

In connection with controls exercised by the Post Office Department, Federal
grand juries recently indicted 25 individuals connected with sales in 8 land
promotions in which the mails were allegedly used to defraud. Criminal pro-
ceedings and civil administrative orders denying the use of the mails undoubtedly
act as deterrents to others but they fail to prevent harm to many buyers in the
first instance.

The Department of Justice has pressed criminal prosecutions in seven Western
States charging violations of the mail fraud statutes. The large areas of these
States points toward many out-of-State land purchasers having been defrauded.
But again, this “after the fact’” action is only partially effective.

The broad power of licensing of the Federal Communications Commission helps
to control radio and television advertising. Thus, mention of a possible hearing
or a request for radio and television station discontinuance of harmful adver-
tising is usually effective.
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State demands that Congress extend the jurisdictions of both the Securities
and Exchange Commission and the Federal Trade Commission to provide greater
control of sales of out-of-State land have been unsuccessful.

Pros and cons of increased Federal controls

The proponents of increased Federal controls over land subdivision activities
stress that present Federal measures are inadequate to prevent harm to pros-
pective purchasers of out-of-State land.

Opponents argue that more Federal procedures are unnecessary in view of re-
cent increased activity of the Post Office Department, the Federal Trade Com-
mission, and the Justice Department. Further, they doubt the constitutionality
of further controls, which increasingly impair the right of freedom of contract.

MASSACHUSETTS PROBLEM

Since this Commonwealth is an “investor” State, protection of resident pur-
chasers of out-of-State subdivision land is the foremost concern.

Massachusetts legislative proposals

The legislative proposal under study in this report—House No. 2363 of 1963,
charges the board of real estate brokers and salesmen with regulating out-of-
State land sales of a promotional nature in Massachusetts. Full disclosure is
required regarding the property and the proposed terms of sale prior to a public
offering of the land. Unlike other State procedures which usually center on
subdividers and promoters, this bill is directed at real estate brokers and sales-
men, The proponents of this proposal stress that 20 States regulate out-of-State
land sales. The opponents object to more governmental interference in a busi-
ness activity. They also argue that as more of the “situs” States containing
the large tracts of land being offered for sale, adopt procedures, the need for
Massachusetts action becomes less necessary. TFinally they empbasize that
there has been no large-scale public demand for such legislation.

Financing costs of proposed controls

It is difficult to estimate costs of the proposed land sale controls at least until
the location of the administration of the new law has been determined—in
(a) the board of registration of real estate brokers and salesmen, (b) the office
of the attorney general, (¢) the State department of commerce, (d) the State
department of public utilities (“blue sky” law division) and {(e) a new State
agency.

Additional costs to the Commonwealth would be met by the collection of new
fees from subdividers and promoters who in any case are required to meet the
expenses of the investigations of these individual projects. This new revenue
should substantially equal the new costs of administration.

Proposed model law

The report closes with rather extended model statutory provisions for State
regulation of sales of land subdivisions. This model has been prepared by the
greatly interested members of the National Association of License Law Officials.

REGULATING SALES OF REAL PROPERTY LoOCATED OUTSIDE THE COMMONWEALTH

CHAPTER I. INTRODUCTION
Legislative background ’

This study based on House Order No. 3356 of 1963, which is reprinted on the in-
side of the front cover of this report, directed the legislative research council
to investigate and report relative to the subject matter of House Document No.
2363 of 1963. The latter legislative proposal, introduced by Representative Beryl
Cohen, of Brookline, on petition of John W. McIsaac, provided for State regula-
tion of certain sales of real property located outside of the Commonwealth.

Sources of information

The sources of information for this report have been public and private in
character. As for the public sources, conferences have been held with Senator
George V. Kenneally, of Boston, chairman of the joint legislative committee on
State administration, with three informed members of the house of representa-
tives, Representative Beryl W. Cohen, of Brookline, Representative Russell H.
Craig, of Lynnfield, Representative William F. Otis, of Boston, and with Mr. John
W. McIsaac, the Massachusetts Board of Real Estate Brokers and Salesmen.
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The subject here under discussion dominated a recent joint meeting of the
Southern Regional Conference of Attorneys General and the Southern Conference
of License Law Officials at Charleston, S.C. Summaries of these proceedings
have been obtained, particularly of related addresses by an assistant attorney
general of Florida,' and the chief counsel of the Florida Real Estate Commis-
sion.” Finally, among these public sources, is an address by the attorney general
of California.?

As to private sources of information, an effort was made to present the views
of a cross section of the real estate community. Among the conferences with in-
dividuals and organizations contacted for this purpose was a joint meeting with
the officers and legislative counsel of both the Massachusetts Association of
Real Estate Boards and the Brokers Institute of the Greater Boston Real Estate
Board. The realtors with whom contact was made included Previews, Inec., and
Town & Country Homes, Inc,

The views of organized labor were obtained at a conference with legislative
counsel representing the Massachusetts State Labor Council, AFL-CIO. Simi-
larly, valuable material was made available by the directors of the Boston
Better Business Bureau, Inc., and of the National Better Business Bureau, Inc.

Outside Massachusetts, Mr. Edward Semenow, executive director of the
National Association of License Law Officials, provided valuable information.
Of value also were the findings of a recent real estate research program con-
ducted by the graduate School of Business Administration of the University of
California in Los Angeles. This program resulted in a detailed volume dis-
cussing the problem of land subdivision sales in the State of California.*

The Legislative Research Bureau expresses its appreciation for the extended
and valuable cooperation of all these individuals and organizations in the prepara-
tion of this report.

Scope and nature of problem

Since World War II, total sales of out-of-State land lots have grown by leaps
and bounds so that by the end of this year an estimated $700 million will be spent
nationally for this purpose.” This rapidly expanding business has brought many
large and serious problems which concern not only State and Federal Govern-
ments, but also reputable real estate men.

The magnitude of this mushrooming activity across the Nation is indicated
by the fact that in Arizona alone, more than 630 separate developments of desert
land have occurred during the last 18 months. Similarly, the sales of nearly 400
promoters of homesites and marginal acreage in Florida rocketed over the $250
million mark in 1962 and will probably go even higher this year.

These land developments are ordinarily started by a promoter obtaining a
very large tract of vacant land, containing thousands of acres, remotely located
in a distant State or country from the purchasers. These tracts are first divided
into subdivisions and, in turn, into lots. Sales are vigorously promoted by
national advertising campaigns utilizing every modern means of mass com-
munication and marketing technique. Prominent among these is television,
radio, newspapers, magazines, and direct mailings, all of which have con-
tributed to elevating out-of-State land sales to the status of “big business.”

An example of unusual sales promotion activity last year occurred at 29
major fairs and ecarnivals throughout the United States, including the World’s
Fair in Seattle, Wash. ; and the Brockton Fair and the New England Home Show
in Massachusetts. A southwestern land company set up attractive booths at
all these events to lure local residents and other passersby into registering by
offering a chance gratis to win a “free” lot located in a New Mexico tract. Al-
most everyone signing an entry form shortly received notification by mail
indicating that he had won a free lot but that to receive it he must within a
10-day limit forward $49.30 needed for ‘“closing costs.”

Bach winner sending in such a cheek was then contacted by a salesman who
stated that county regulations in New Mexico do not allow both a septic tank
and a water system to be placed on a single lot. He must therefore buy his
second lot, this time at the full price of $495. Throughout the negotiations the
buyer fails to learn the location, encumbrances, utilities or other important
information relative to the lots purchased sight unseen. Through the use of
this bait and switch method, more than 31 million was collected during 1962
by New Mexico operators from the sale of 11,293 “free” lots and of 1,027 lots

1 This and succeeding footnotes are gathered by chapters in app. A of this report.
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sold at the regular price. As a result, many better business bureaus were del-
uged with inquiries for information and help by winners of these “free”’ lots.

Another local sales approach which fortunately never succeeded, was a scheme
designed to sell out-of-State land lots not already owned by the promoter,
through the medium of grocery supermarkets. The plan was to give their
customers a credit toward the price of a lot, based upon their total supermarket
purchases during a given period. Only prompt action by the authorities pre-
vented the promoter from putting the plan into operation.

Ordinarily, terms of purchase are adjusted to attract buyers. Installment
payments are made low enough to be feasible with the budget of almost any
person. The entire transaction may be by mail or a salesman may intervene
personally. In connection with each lot purchased a down payment of $10 is
generally required, followed by payments of $10 per month until the total
purchase price has been met. Occasionally, the purchase may be made with
no money down and with payments of installments of $15 per month until the
entire price has been paid.

Commonly, a prospective purchaser is told that the prices of other lots situated
not far from his intended lot, have already gone up and therefore his purchase
shonld not be delayed if he wishes to avoid a higher price. He is promised
that the land will be improved with roads, schools, churches, utilities, shopping
and business centers, transportation, country clubs, golf courses, and marinas
for boating and fishing. Attractive, muiticolored sales brochures show the land
as though already developed, thus presenting a rosy picture of neighborhood
togetherness. All of this can be his, the buyer is told, plus a lower cost of living
due to the climate.

In spite of these and other questionable practices, it would be grossly unfair
to label all companies selling out-of-State land lots as dishonest since many
of them are undoubtedly honest. Nevertheless most experts agree that present
laws and procedures are inadequate. Unfortunately, opinions vary as to the
nature and extent of proposals necessary to rectify the situation.

Purchase contracts

The purchase contract form used for the real estate sales under discussion is a
detailed and formidable document, with much of the content in fine print.
Under the contract, the seller agrees to convey the land only when the buyer
has completed all installment payments. Numerous additional provisions have
legal significance beyond the comprehension of the average buyer. For example,
in the event of any default by the buyer, the seller is entitled to retain all pay-
ments to date as “liquidated damages.” Moreover, the terms of the written
contract embrace the entire agreement and no other representations or war-
ranties have any weight. Quite often, the form will cause the buyer to agree
that the contract may not be recorded or assigned by him, unless the seller
gives permission to do so.

Under the agreement, violation of any single one of its provisions is sufficient
to constitute a breach of contract by the buyer and to make the entire outstanding
balance of the purchase price immediately due and payable.

Under such contract terms the buyer faces many uncertainties. In all likeli-
hood, he has bought the land sight unseen and his lot may be entirely different
from its description, at least as understood by the buyer. Utilities may be un-
available or inadequate or threaten a prohibitive cost. As time passes promised
improvements may fade away. Highway facilities may not become available,
along with schools, churches, shopping centers and the like.

In addition, the financial stability and honesty of the subdivider are mat-
ters of uncertainty and deep concern to the buyer. For one thing, the sub-
divider may not yet have title to the lots he has sold, and only possesses an
option to purchase the land involved. He may expect to pay for a large tract
by using the money received from many small lot sales, only to have such pay-
ments prove insufficient for acquistion, thus forcing him into insolvency.

As long as the subdivider has title to the land, he may use both sold and
unsold lots as collateral in raising funds to make promised improvements In
that case the land is burdened by a mortgage which takes financial precedence
ahead of the interest of the buyer unless the purchaser has recorded his “agree-
ment for the sale of real estate” before the subdivider mortgages the land. In
short, as long as title remains with the subdivider, the land can be seized by the
latter’s creditors to satisfy debts, liabilities, or judgments; furthermore, tax liens
and mechanics’ liens may attach to the land and supersede the interest of the
buyer.
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If the subdivider is unsuccessful in business activities he may not be able to
convey the title to the lots he has sold, as he agreed to do. If he is dishonest
he will defraud the buyer by failing to use the latter’s money (a) to pay off
encumbrances on the property, or (¥) to provide promised improvements.

In view of these factors, purchasers of out-of-State land subdivisions clearly
labor under a considerable variety of difficulties.

Civil remedies of buyer

Legal proceedings by a buyer usually involve two principal situations (a)
when the seller defaults, usually because he has become insolvent, and (b) when
there is a claim of fraud or misrepresentation connected with the sale of the
land. In the first situation, the buyer may sue for breach of contract, and in
the second, he may seek damages or rescission.

In theory, these remedies appear adequate. But as a practical matter, they
are not. A close examination of the usual facts surrounding a transaction
will reveal difficulties and impracticalities against the average buyer asserting
his legal rights. The distances between the parties and the land is usually very
great. For a purchaser to engage a lawyer in the distant jurisdiction con-
cerned, and then travel a great distance to join him in taking care of the
desired litigation entails heavy expense. The buyer ordinarily is unable to
meet these costs, and therefore usually abandons his civil remedies.

Conveyance of land

Despite the basic differences between the usual deed used in an ordinary legal
conveyance of property and the “agreement for the sale of real estate” both types
of instruments result in a transfer of land. Society attaches great importance
to transactions involving the sale of real property. As a result, the law imposes
many formalities and safeguards in order to afford protection to the parties
concerned. In transactions dealing with the conveyance of land, the usual prac-
tice is for both buyers and sellers to retain lawyers to protect their respective
interests.

But when it comes to the purchase of out-of-State land subdivision lots the
buyer is almost always without the services of a lawyer. He will frequently view
a lawyer as a prohibitive expense in view of the few hundreds of dollars involved
in the purchase price for such land. No title search is conducted on his behalf
and legal safeguards are inadequate to assure delivery of title to him when he
has completed his payments.

An examination of the contracts, brochures, advertisements, and circumstances
used in many of these land transactions leads to the frequent conclusion that the
buyer has not actually been defrauded in a technically legal sense, he has just
made a very poor deal.

Under such circumstances is action by the Commonwealth of Massachusetts
either necessary or desirable? If so, what form should such State action take?
Might proposed procedures constitute an unwarranted interference or restriec-
tion of the basic right of freedom of contractual relation? Related to these ques-
tions is the following recent statement by a U.S. Deputy Attorney General :

‘“We view with deep concern the inroads made by swindlers in the real estate
development industry. They not only threaten the consumer’s pocketbook and
morale, but also do great harm to the large body of legitimate subdividers who
must contend with this unfair competition and operate in an atmosphere of
suspicion and distrust.” ®

Constitutional and other legal aspects

When the land and the promoter are within the same State as the purchaser
no problem of jurisdiction arises. These conditions clearly permit a reasonable
exercise of the police power inherent in the State.

This is not so, however, when either the promoter, the land, or both, are out-
side of the State in which the buyer resides. In this event the transaction
crosses State lines, and obviously certain Federal and constitutional issues arise.
The promoters’ activities fall within one of the three following categories:

1. Those promoters who reside in Massachusetts and sell out-of-State land
subdivisions to Massachusetts residents.

2. Those promoters who reside out of State and sell out-of-State land subdi-
visions to Massachusetts residents, and

3. Those promoters who reside out of State and sell Massachusetts land sub-
divisions to residents of this or other States.
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Under what circumstances may a State regulate domestic activity flowing
within and without its borders? Has it the power to impose controls upon solici-
tations which originate beyond its borders? Does a local statute which prohibits
offerings to sell land subdivisions out of State before the local law has been
complied with, place an unconstitutional burden on interstate commerce?

Authorities in law state that unless Federal legislation intervenes, the State
may enact laws of local concern even though the law may affect interestate com-
merce or regulate it to some extent. The test is whether the State law is a regu-
lation of interstate commerce and, therefore, unconstitutional, or a valid exercise
of the police power, and, therefore, constitutional. The requirements of such a
State law must apply equally to both in-State and out-of-State promoters, other-
wise the local law may be attacked as being discriminatory and, therefore, un-
constitutional.

The question of jurisdiction arises whenever a State attempts to regulate an
out-of-State corporation which has only minimal activity within the borders
of the home State. Formerly a State regulation of a foreign corporation could
not be sustained when jurisdiction was based solely upon acts of mere solici-
tation of sales. Something else also had to be shown in order to acquire
jurisdiction. This rule is no longer in effect.

Experts are now of the opinion that a course of mail-order solicitation is
sufficient in land sales cases to establish the jurisdiction of the State in which
solicitation occurs. They reason that there is no difference between (e) solici-
tation by agents in the State which has sufficed to establish jurisdiction here-
tofore, and (b) solicitation by advertising in magazines circulated in the State.
Either premise is sufficient to give jurisdiction to a State.

Regulation of sales of out-of-State land subdivisions in Massachusetts raises
a collateral question. Can a Massachusetts promoter be regulated who sells
Massachusetts land subdivisions only out-of-State? This question has often
been overlooked when establishing subdivision procedures, with the result that
States often inadvertently foster the same activities when they emanate from
within their borders, which they outlaw when they emanate from out of State.

CHAPTER II. STATE PROCEDURES ELSEWHERE

Subdivision developments are usually controlled on two bases: (a) One
procedure is chiefly concerned with street layouts, drainage, and similar mat-
ters in accord with local ordinances; and (b) another procedure, statewide in
character, is designed to protect the purchasers of subdivision lots from fraud,
deceit, or misrepresentation.

This study is concerned with the latter type of procedure which was in
effect in 15 States in 1962 according to a survey of State statutes (Arizona,
California, Florida, Hawaii, Illinois, Maine, Nebraska, Nevada, New Jersey,
New York, Ohio, Tennessee, Utah, Vermont, and Wisconsin). In addition five
States have since enacted laws covering a number of related subjects (Colo-
rado Minnesota, Michigan, New Mexico, and Oregon).

Not all State statutes are alike, but they tend to cover the same subjects,
as shown below (see app. B for supporting detail). The frequency of statutory
subject area coverages is indicated by the numbers of State statutes in which
these subjects occur, but a given number of States does not necessarily include
exactly the same list of States:

(1) Eleven States penalize publication of false advertising;

(2) Ten States restrict use of public reports in advertising ;

(8) Nine States (a) require public notice of intent to sell; and (d)
provide for suspension and revocation of real estate licenses under certain
conditions;

(4) Right States protect the right to a hearing before an order is issued
prohibiting false advertising;

(5) Seven States require payment (a) of filing fees; (b) out-of-State
inspector fees; and (¢) the furnishing of copies of contract forms to public
agencies; (d) authorize a public agency to issue orders prohibiting mis-
representation in sales; (e) require prior approval of advertising copy by
a public agency before it may be issued; and (f) apply criminal sanctions
for false advertising ;

(6) Six States (a) define the word “subdivision,” and (b) prohibit
blanket encumbrances in conditions of sale;
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(7) Five States (a) require local subdivision inspector fees and (b) for
release of land sold from blanket encumbrances; (¢) provide a method to
rescind a contract induced by false advertising, and (d) provide for estab-
lishing constructive service of legal process and an on-site, out-of-State
subdivider.

These provisions are aimed at eliminating buyer difficulties resulting from
unreliable advertising or inadequate advance information before subdivision lot
purchases occur.

Subdivision registrations enable the State to obtain information from the
subdivider as to the name and address of the owner, the condition of the title,
outstanding encumbrances, the complete terms of the offering, precise location
of the land, and information pertaining to accessibility, utilities, and other
pertinent matters. In some States this may be followed by an inspection for
the information purposes of the public agency charged with regulation of sub-
divisions. In other States a mandatory public report is also required, as to
which every buyer must sign a receipt that he has received and read this
report before a binding contract may be made.

Four States (Maine, Ohio, Tennessee, and Vermont) define a sale of out-of-
State land located more than 25 miles beyond their borders as involving the
sale of a security thus bringing State “blue sky” laws into action. As a conse-
quence, their State agencies are not limited to full disclosure standards when
considering applications for registration required before sales offerings in each
State, and now apply the higher fair, just, and equitable standard imposed
by the securities law.

In 1962 a questionnaire on the status of State statutes regulating sales of
land subdivisions was sent to members of the National Association of License
Law Officials. A summary of their responses appears in appendix C of this
report, and indicates that (a¢) 10 States have enacted laws; and (b) nine States
contemplate such legislation.

These answers also disclose that many States regard their major problems
as (e) mail solicitations; (b) free lot advertisements; (¢) the inability of
prepurchase inspection; (d) the content of certain national magazine advertis-
ing; (e) activities of unlicensed land operators; (f) absence of public reports;
and (g) objectionable direct mail advertising. To remedy these problems these
States suggest new State legislation, Federal legislation, control of advertising,
mandatory use of local real estate brokers; and, finally, licensing of subdividers
by each State.

Twenty States presently have laws regulating sales of out-of-State and in-
State land subdivisions. Their regulatory procedures follow two distinct lines:
(1) Registration and public report, and (2) advertising controls, which are
discussed below in turn.

Registration and public reports

As previously noted, State laws relative to out-of-State land offerings are
not identical. However, many States provide a registration procedure requir-
ing that before a public offering of land subdivision lots may be legally made,
a ‘“notice of intention” must be filed with a public agency. The notice indi-
cates (@) the name of the owner or subdivider; (?) full details on the State of
the legal title, including mortgages and any other encumbrances; (¢) the pro-
posed conditions for future sales; (d) copies of the contract and other forms
to be used; and (e) detailed utility information. .

These States usually authorize full investigations, including onsite inspee-
tions. If encumbrances exist, numerous State laws provide for stringent con-
trols of the finances of the subdivision. Since a mortgage obtained by a de-
veloper usually covers a large area which consists of hundreds of acres and
thousands of lots, State controls may require a provision in the blanket mort-
gage or other encumbrance which automatically releases each individual lot
when the buyer has complied with the terms of his contract.

Failing this provision, the State law may require that the money collected
from individual purchasers be impounded or placed in escrow. Sometimes the
State requires that title to the land be placed in trust, or that the subdivider
furnish the purchaser with a bond or other acceptable guarantee for his pro-
tection. Unless one of these requirements is met, sales of land subdivision
lots subject to a blanket encumbrance are prohibited.

Even if the land to be subdivided is not encumbered, many States still impose
certain controls on payments made by the purchaser. In these States also,




322 INTERSTATE MAIL ORDER LAND SALES

these controls require placing the funds in trust or escrow until title to the
land is delivered.

Issuance of a public report is mandatory in most States following registration.
A number of States require that every purchaser be furnished with a copy of this
report before a legal contract may be entered into. In the State of California,
the subdivider must obtain a receipt from the buyer setting forth that he has
received and read that document. Furthermore the subdivider must retain the
receipt for a stated period of time for purposes of verification. Use of the
public report in advertisements of the land subdivision is prohibited.

These laws governing both registration and pubile reports are designed to
provide safeguards for the purchaser against his own shortcomings and his
failure to make physical inspection of the land which he usually purchases
“gight unseen.”

Advertising controls

The second basis of State regulation is concerned with advertising. This
sales approach is most often used by subdividers to develop out-of-State pros-
pects. A great many of the problems arising between the buyer and subdivider
are directly traceable to the kind of advertising to which the buyer has been
exposed.

While most advertisements are not actually false, certain emphasis, half-
truths and other devices often make them misleading. That they have been suc-
cessful on many occasions is the deep concern of many State and Federal
authorities.

A number of States have passed laws making false or misleading advertising
a criminal offense. These statutes protect the purchaser inadequately since
publication of the undesirable advertisement is not prevented in the first in-
stance, and punishment of the offender occurs after the harm has been done.
Additionally, experts advocate more stringent control of advertising by outlaw-
ing improper emphasis, half-truths, and the omission of material facts which
make an advertisement misleading.

To apply the latter controls more effectively a number of States now require
that all advertising material must be first submitted to their State agencies
for examination and approval.

Developments in selected “situs” and “investor” States

States which regulate land sales fall into three categories: (a) States con-
taining the land which is for sale, commonly referred to as situs States, (d)
States which furnish the purchasers for that land, commonly known as in-
vestor States, and (¢) a combination of both. To illustrate their various prac-
tices the text discusses the procedural requirements of three States—namely,
Florida, New York, and California—which are quite active in these land trans-
actions.

Florida—This State is known as an important situs State, and, to a lesser
degree, as an investor State. It holds great attraction for Massachusetts
residents for retirement as well as vacation purposes.

Florida perhaps contains most of the land .located on the eastern seaboard
of the United States which is sold by subdividers to out-of-State purchasers.
Within its boundaries operate by far the largest number of subdividers found in
this part of the country. Its economic welfare depends in part on the sales
and development of land subdivisions. This State has provided a number of
very successful and highly satisfactory land subdivision promotions.

Hence, the public image of land sales to out-of-State purchasers is of great
interest to the State of Florida which as far back as 1956 enacted new legis-
lation on this subject. This action was of special significance as a first attempt
by a situs State to apply regulatory procedures.

‘Undoubtedly the new legislation reflected disclosures of fraud and misrepre-
sentation by some subdividers. Moreover, fraudulent practices of “fly-by-night”
land subdividers in other ‘States besides Florida helped develop a general na-
tionwide flood of unfavorable publicity. As a result public confidence weakened
in the integrity of all subdividers and the sales of land lots suffered.

Florida, therefore, enacted legislation establishing procedures to provide addi-
tional safeguards for purchasers. The new Florida statute provided among
other things for—

1. Licensing of subdividers and salesmen;

2. State approval of all proposed advertising used outside Florida;
3. Injunctive relief to prevent false advertising;

4. Penalties against the publication of misleading information; and
5. Site inspections, both local and out of State.
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By early this year, the inadequacy of this early Flordia law became generally
recognized. The Governor of Florida appointed a committee to study the in-
adequacies of existing controls of interstate land sales. This important
committee consisted of outstanding citizens, including prominent bankers, real-
tors, members of the chamber of commerce and bar association, and, ex officio, a
member of the Florida Real Estate Commission. Legally, it had the services of
Benjamin T. Shuman, chief counsel of the Florida Real Estate Commission and
Attorney Edward S. Jaffrey, assistant attorney general of Flordia, who are
both nationally well known on this subject.

This committee recognized that the primary problem of controlling promo-
tional land sales of local subdivisions was the prevalence of “easy down, easy
pay plans.” If such installment sales could be regulated much of the problem
would be solved.

The committee’s resultant legislative program was enacted and became effec-
tive on September 1, 1963. This new statute created a Florida Installment Land
Sales Board consisting of five members. The board was directed to establish
rules and regulations to administer the act so as “to reasonably assure that
purchasers will receive title contracted for and all improvements promised.”
Among many safeguards provided in the new statute are the following 11 fea-
tures: (1) Broad jurisdictional provisions; (2) mandatory licensing of sub-
dividers and salesmen; (3) disclosure through registration of subdivisions
before they are offered for sale; (4) approval of contract forms for use in
individual installment sales; (5) escrow and trust accounts; (6) recording of
purchase contracts; (7) approval required before advertising, promotional lit-
erature, descriptions, or maps may be used; (8) annual reports by land sub-
dividers, and audits thereof; (9) broad power to subpena and hold hearings;
(10) provisions for investigations, including on-site inspections; and (11)
criminal sanctions and civil enforcement provisions.

This new Florida law has heen passed, too, recently to permit a judgment.
Certainly this statute represents a vigorous effort by a situs State to avoid
improprieties connected with sales of out-of-State land subdivisions.

New York.—The State of New York is the second jurisdiction whose action on
this subject is to be considered. This biggest of investor States has for many
years been the mest lucrative national market for sales of out-of-State land
lots. From the big cities, notably New York City, have come by far the largest
number of purchasers from this section of the country.

New York first enacted a law in 1936 dealing with the sale of out-of-State
land subdivisions which prohibited certain fraudulent practices. In 1940, there
followed the first comprehensive statute devoted entirely to the regulation of
this type of land transaction. After a long interval, a number of important
amendments were added this year.

In order to protect New York’s land purchasing public adeguately from fraud
and deceit by sharp subdividers, this important State has enacted one of the most
stringent public disclosure laws in the Nation. Up to this year the laws of New
York and Florida were almost identical in their requirements for publie dis-
closure. The major differences now between the two States reflect the very
recent New York amendments which became effective on July 1, 1963, providing
that (a) no sales or lease efforts of out-of-State subdivision lots shall be made
unless prospects are given an “offering statement,” and (b) a subdivider who
engages in sales or lease efforts with subdivided land without obtaining approval
of such an “offering statement” shall be guilty of a felony. This crime classifica-
tion makes possible the extradition of a subdivider from another State.

The required “offering statement” filed with the Department of State shall
contain: (1) The name of the subdivider or promoter; (2) a certified statement
of assets and liabilities of the subdivider or promoter; (3) a complete descrip-
tion of the subdivision ; (4) all pertinent infermation relative to existing water,
street, and sewage disposal facilities, and the probable dates of completion of
new facilities and the individuals charged with responsibility ; and (5) the sales
terms and conditions applicable to each unit.

California.—This State is the third of the selected States whose out-of-State
land subdivision statutes are being examined. Only this year legislation was
enacted in California differentiating out-of-State subdivisions from in-State
subdivisions.

The original subdivision law of California, passed in the early 1930’s, has been
amended repeatedly. For many years a public report of a subdivision disclos-
ing all pertinent facts has been a prerequisite to sales offerings. However, it
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was not legally possible to stop the issuance of a public report until recently even
though the subdivider’s application disclosed obvious discrepancies, omissions,
and even outright deception and fraud.

This year, the attorney general of California has emphasized the need of con-
trolling installment sales of subdivided land in the West. He urges specific
State and Federal legislative proposals, and argues that—

«* * % the public report approach, at best, is a disclosure system. It fails to
go to the root of the problem. If public reports are to be used, one question to
be considered is whether they disclose all the information a buyer should have.
Should not the buyer-investor, especially one buying out-of-State land sight
unseen, have the type of facts which other investors are given under securities
disclosure acts?’?

The attorney general also points out that California subdivision land frauds
have recently been investigated by the California Assembly Interim Committee
on Governmental Efficiency and Economy which reported to the 1963 legislature
that, “California being both a situs and an investor State, faces serious enforce-
ment problems * * *, While the present full disclosure law has been helpful * * *
it is ineffective to deal with this complicated problem * * *” The attorney gen-
eral added “When subdivision land is being nationally offered as an investment
to the small investor, the assembly committee points out, * * * we must recog-
nize that the investor in real estate subdivisions should be given the same type
of protection afforded the public in connection with investment in other recog-
pized securities.”?

In the light of such public pronouncements, the California Assembly enacted
a law this year giving the State division of real estate authority to deny a public
report to a subdivider whenever fraud or deceit is detected in the proposed
registration.

Another significant 1963 provision incorporates the “securities” sections of
the real property securities law which the division of real estate by regulation
deems to be appilcable. On this basis, the division of real estate may disap-
prove the issuance of a public report, if the out-of-State subdivision being offered
for sale is deemed to be other than “fair, just, and equitable.” The concept of
treating out-of-State land sales as ‘‘securities” is a far-reaching attempt at
effective State regulation because the blue laws of the State are thereby made
applicable to these transactions in partial degree.

Disapproval of a public report is extremely important to a subdivider be-
cause the law of California requires him to furnish every prospective buyer or
lessee of out-of-State subdivided lands with a verified copy of that document.
In addition, the subdivider must obtain and retain a signed receipt from the
purchaser or lessee stating not only that he has received the report but that
he has also read it. Among the statutory enforcement provisions are criminal
sanctions, injunctive relief, and cease-and-desist orders.

This brief analysis of the statutory controls in Florida, New York, and Cali-
fornia is presented as background material for judging the controls proposed
for Massachusetts in House No. 2363.

States containing land for sale

As noted above, some States are situs States providing sites for numerous
land subdivision projects, others are investor States containing many prospective
purchasers and a few States have characteristics of both types. Every situs
State is also an investor State, but every investor State is not necessarily a situs
State. Appropriate statutes to provide regulating procedures in strong situs
States, therefore, differ from those which are suited to strong investor States.

Most of the offered land is situated in 10 States of this Nation (Arizona,
California, Colorado, Filorida, Hawaii, Nevada, New Mexico, Oregon, Texas, and
Utah), in South America, and in some Caribbean countries. These areas re-
quire subdividers to apply for registration of prospective subdivisions, setting
forth all faets relating to the land, but most do not effectively provide for a
prospective purchaser to receive the resulting public report. Following regis-
tration, the State agency issues a public report, similar to an illustrative Cali-
fornia public report which is published as appendix D of this report. The laws
of these jurisdictions are of course not identical but they are similar in many
respects.

Of those States considered to be strong situs States with much land being
subdivided there are at least three which do not have laws specifically designed
to regulate sales of the lots in their land subdivisions. These three States are
Nevada (where recent attempts to legislate controls were turned down), Texas
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and Utah. Situs jurisdictions have additional problems created by absentee
owners who purchase lots for speculation without ever expecting to locate on
this land, thereby causing subdivisions to remain undeveloped. With the
passage of time, chains of title to this vacant land become cloudy so that
financing is affected and planned improvements are postponed. Eventually the
undeveloped subdivision becomes a public problem.

Investor States

All States are to a degree investor States, but this characterization is especial-
ly true of States which, while lacking in land, have an overabundance of pur-
chasers. The foremost are the five large States of California, New York, Ohio,
Pennsylvania, and New Jersey.

These prominent investor States would supposedly have enacted statutory
safeguards protecting their residents in making purchases of out-of-State land
lots. But rot all investor States have passed legislation on this subject. Thus,
New Jersey defeated such proposed legislation during 1963. Likewise, a reg-
ulatory measure for Pennsylvania never came out of committee. In contrast,
the States of California, New York, and Ohio adopted additional protective
measures in 1963 providing strict regulatory procedures.

Most public report States must issue a public report once the subdivider has
furnished all of the information even though the State may deem the statement
of the land offering to be misleading; on the other hand States employing the
“securities” concept may withhold a public report, when warranted, if the pro-
posed offering is not “fair, just, and equitable.”

Reciprocal State agreements

States have a serious problem of effectively reaching persons located beyond
their State lines. The most practical answer to this problem, according to much
important opinion, is enactment of State statutes authorizing reciprocal en-
forcement. Such enforcement becomes even more important in view of the
increasing number of States with laws regulating out-of-State land sales. Cer-
tainly, nationwide adoption of these agreements would greatly improve co-
operation between the States, and provide additional protection for the buyers
of out-of-State land subdivisions. Fortunately, this development would also
benefit the useful and honest developers of tracts of land whe now suffer
from the activities of unscrupulous subdividers.

CHAPTER III. FEDERAL PROCEDURES

Out-of-State sales of land which are the subject matter of this study obviously
involves an interstate activity which gives rise to Federal jurisdiction.

Hence this report will briefly discuss the activities connected with the regula-
tion of promotional land sales by various Federal agencies.

Federal Trade Commission

One of the functions of the Federal Trade Commission is to regulate adver-
tising in interstate commerce in order to eliminate advertising of a false or
misleading nature. To this end investigations may be jnitiated at the discretion
of the agency or upon the complaint of some defrauded purchaser.

Not too much difficulty is encountered by the department in curbing advertising
material which is clearly false. However, certain areas of advertising are diffi-
cult to regulate even though actually misleading since the offending statement
may be presented in opinion form or as a quotation from some famous person.
Efforts to stop the use of advertising under such conditions present many com-
plicated legal problems which often defeat action by the Commission.

Boston recently witnessed a large and expensive display of advertising in
local newspapers, featuring the testimony of a prominent radio and television
personality in favor of purchase by local residents of out-of-State subdivision
lots.

Similarly, hotels, motels, gas stations, restaurants, and wayside stands along
the highways of Massachusetts, frequently have a generous supply of attractive
multicolored brochures on display, strategically placed so they may be easily
picked up and read by the general public. These pamphlets usually include
prominent illustrated endorsements by famous persons urging purchase of land
situated in distant States. Such endorsements are usually of so general a nature
that they cannot properly be regarded as false advertising, yet they are likely to
mislead the reader. °

Q
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Another favorite method is the use of a statement leading an inatlentive reader
to believe that he is reading an on-the-spot description of the subdivision being
offered for sale, when actually a close reading demonstrates that the statement
deals with predictions of future developments. Under these circumstances the
accuracy of the predictions cannot be challenged, although this advertising is
misleading. Moreover, the Federal Trade Commission is primarily concerned
with after-the-fact developments. Unfortunately considerable delay is inevitable
between any investigation and hearings which precede issuance of a cease and
desist order.

Given all these circumstances the effectiveness of this agency in adequately
protecting the buyers of interstate land subdivision lots is doubtful.

Securities and Exchange Commigsion

The jurisdiction of the Securities and Exchange Commission over the sale of
interstate subdivision lots, is limited to sales of land involving an “investment
contract,” thus developing a ‘security” document such as the Commission is
organized to control. By itself a deed conveying title to real property is not a
“gecurity.” But when that deed is part of a transaction which develops a con-
tract that provides for a return on an investment, the transaction is subject to
the jurisdiction of the Commission. This concept of an investment contract
could be extended to cover practically all land sales, since most purchasers expect
profits to be forthcoming from future improvements of the land by subdividers.

The Commission would then not be limited by the full disclosure standard in
passing upon the application for registration. Instead, the Commission would
apply the more exacting and stringent “fair, just, and equitable” standard of
the securities law.

The Securities Act of 1933 requires disclosure to investors of all material
facts concerning sales of securities offered to the public in interstate commerce
or by mail, in order to prevent fraud, deceit, or misrepresentation. The issuer of
the securities is required to file with the Commission a statement of registra-
tion, which presents financial and other information relative to the offering and
the issuer. A copy of this prospectus must be furnished to every purchaser at
or before the sale or delivery of a security.

If the Commission is of the opinion that the prospectus contains false, mis-
leading, or insufficient information, the sale of the security may be prevented
through the civil and criminal powers of the Commission. Due to these rigid
standards, the Commission’s operations have been highly effective. Thus, im-
portant information is furnished to every purchaser of out-of-State land in-
volving a contract “security.” Unfortunately, these safeguards are not avail-
able to all out-of-State land purchasers since they only apply to sales involving
a “security.”

Post Office Department

Congress has a constitutional power to regulate the postal system (U.S.
Constitution, art. I, see. 8). By Federal statute the Post Office Department has
been directed to exclude from the mails all material deemed to be offensive or
contrary to the public interest.

On the basis of this authority the Department denies the use of the mails
to schemes which utilize false advertising or other fraudulent sales practices
in an effort to obtain money or property from purchasers. However, no restric-
tive order may be issued by the Post Office Department until an administrative
determination has been made that the complained of scheme or practice is of a
fraudulent nature. In the meantime the alleged fraudulent practice is allowed
to continue.

If the advertising placed in the mails relative to interstate sales of land
subdivisions is merely deceptive or misleading, rather than false, postal action
becomes difficult. In the majority of instances, this advertising is not actually
false, even though capable of deceiving or misleading the reader. Under the
latter circumstances proof of false intent is extremely difficult, yet exclusion
from the mails so requires.

The Federal Statutes make it a criminal offense to use the mails to defraud, and
therefore empower the Department to initiate proceedings under both civil and
criminal laws. On both legal bases “an intent to defraud” must be proved in
all related proceedings, but a degree of proof required in a criminal proceed-
ing must go beyond a reasonable doubt whereas proof by a fair preponderance
of the evidence suffices in a civil proceeding. In certain instances, civil proce-
dures may therefore be preferable since legs proof is necessary.
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During recent months, the Post Office Department has conducted a nation-
wide program combating the fraudulent use of the mails in the sales of inter-
state land subdivisions. By August 15, 1963, Federal grand juries had indicted
25 individuals in connection with 8 land sale operations in which the mails
were allegedly used to defraud. Moreover, an important postal official recently
stated: “And this * * * is just the beginning.”® The Department then had
135 firms under investigation.

As with the Federal Trade Commission, however, the procedures available
to the Post Office Department can be initiated only after the deed is done. Hence
considerable time elapses during which an offender can continue undesirable
activity.

‘While punitive regulatory procedures deter future violations, the problem is
only partially met since the original fraud practiced upon the purchaser of out-of-
State land is not prevented.

Department of Justice

The Department of Justice is the instrumentality through which the Post
Office Department acts when the mails are being used to defraud. On this basis,
the Justice Department has instituted criminal prosecutions in seven States
charging violations of the Federal mail fraud statute (California, Oregon, Ari-
zona, New Mexico, Idaho, Colorado, and Kansas).

The large area covered by these numerous prosecutions indicates the large
number of purchasers of out-of-state land lots who allegedly have been defrauded.

Here once more the procedure is only partially effective in preventing frauds,
since it is an after the fact procedure.

Federal Communications Commission

On the basis of a broad power of licensing, the Federal Communications Com-
mission helps to control possible abuses in radio and television advertising. Cen-
sorship is forbidden so that Commission controls must, at best, be indirect.

The Commission is reluctant to revoke the license of a station because of
abuses in advertising. Instead the curbing of such abuses is shifted to other
agencies. .

However, a mere threat of an FCC hearing or a request for cessation of ob-
Jjectionable practices is usually sufficient to bring about a beuneficial result.

Increased Federal controls

The attorney general of Minnesota has urged Congress to amend the Securi-
ties and Exchange Commission Act in order to require the same standards, now
used for stock issues, for the sale of subdivided land.* He argues that the juris-
diction of the Federal Government in this area is obvious, since promoters must
sell in interstate commerce to obtain the volume of prospects necessary to their
operation.

The secretary-director of the New Jersey Real Estate Commission also seeks
more Federal assistance on this problem. He urges the creation of a Federal
clearinghouse so that each State may have the full benefit of what other States
are doing.

A U.8. Senate subcommittee this year has looked into the allegation that the
Nation’s senior citizens are being swindled in sales of land by mail order. After
considerable testimony in favor of more Federal policing, Senator Pat McNa-
mara, subcommittee chairman, said, “evidence of shady dealing warranted a full-
dress gommittee inquiry into the whole range of frauds practiced against the
aged.”

In testimony before this subcommittee, the real estate commissioner of Arizona
demanded outright Federal intervention to halt phony sales. Legislation was
thereupon suggested to authorize the Federal Trade Commission or the Securi-
ties and Exchange Commission to police interstate land subdivisions lot sales,
but no action has resulted.

Pros and cons of increased Federal control

Proponents of increased Federal control point to (@) the obvious weaknesses
of Federal procedures and (b) the inability of individual States to effectively
legislate in this area.

They argue that Federal action such as that of the Securities and Exchange
Commission is most effective as a preventive measure insofar as its limited
jurisdiction will permit and stress that all other Federal procedures are “after
the fact” measures which operate after the complained of harm has taken place,
and therefore are of limited value to a defrauded buyer.
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The proposed amendment of the attorney general of Minnesota would extend
the public disclosure provisions of the Securities and Exchange Commission
Act, now limited to the sales of “securities,” to the sales of out-of-State land
subdivision lots. Such extension would result in “before the fact” protection for
the buyer of out-of-State land.

As another means of increasing Federal controls, other proponents favor the
strengthening of Federal laws dealing with interstate advertising. They urge a
requirement that all advertising be submitted to the Federal Trade Commission
or Securities and Exchange Commission for approval before being used.

Opponents of increased Federal controls usually agree that Federal controls
are somewhat inadequate, but they argue Congress should not add to Federal
authority in this field because the regulation of sales of out-of-State land sub-
divisions should be primarily the concern of the States. They believe additional
Federal laws are unnecessary in view of recent expanded activity by the Post
Office Department, the Federal Trade Commission, and the Department of Justice
resulting in the issuance of cease-and-desist orders and many Federal indict-
ments. Also, as each succeeding year brings more State enactments on this sub-
ject, more Federal laws are less necessary.

In addition, there is the argument that increased Federal controls are uncon-
stitutional, because they are not only an unwarranted arbitrary interference
with the freedom of contractual relations, but impose an unnecessary supervision
of a business activity.

The commissioner of the Missouri Real Estate Commission who is opposed to
Federal legislation says,

“* % * most subdividers are honest—this (Federal legislation) would just add
extra expense, redtape, and delay. I don’t believe you can protect people from

their stupidity. The records show that most of those who get “hooked” do not.

inspect the property in question and do not as a matter of fact make any investi-
gation whatever. They just clip a coupon and send in the ‘“so easy downpay-
ment—the howl, of course, comes later.” *

Finally, a number of opponents feel that before stronger laws are considered,
the industry should first do 2 more effective job at self regulation.

CHAPTER IV. MASSACHUSETTS PROBLEM

Status of out-of-State land purchases

Up to the present time Massachusetts has been an investor State, as evidenced
by many urban residents purchasing land outside the Commonwealth. Hence,
the emphasis in our laws to protect the public from the dangers of fraudulent
sales of out-of-State land subdivision lots.

In Massachusetts, as in various other States, the out-of-State land fraud
problem has not had sufficient time to assume large proportions. Purchasers of
land subdivisions are not yet aware, in large numbers at any rate, of the frauds
to which they may have heen subjected. Frequently they sign up and start
making payments on land purchases so as to become owners of desired land for
use years hence, during retirement. Meanwhile, they make required payments
without investigating subsequent developments out of State.

Until recently, the assumption was made that most persons would examine
land in which they arc interested before final purchase. However, in out-of-
State land promotions, such is not the case, due to (a) the great distances often
separating the buyer from the land, (b) high pressure sales techniques, and
(¢) easy financial installment terms, especially at first. Certainly large numbers
of Massachusetts people of modest means are even now being induced to huy
land located in a distant State or country, sight unseen.

An important factor in these situations is the fact that these transactions
depart from the familiar traditional method of conveying real estate by deed.
Instead, a conditional sales contract is ordinarily used by the seller for the pur-
chaser of land in an interstate subdivision. Promoters of land sales take advan-
tage of the fact that under such contracts, rights of the purchaser are highly
vulnerable. Of course, they avoid any explanation of the differences between a
deed and a conditional sales contract to a buyer, and often do their best to mislead
the customer into believing that he is actually becoming the owner of the land
at the time of original signing.
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Massachusetts legislative proposal

It must be borne in mind that every State has somewhat different circum-
stances to consider. Statutes should therefore be tailored to meet special
State needs and desires. Perhaps this explains the absence of legislation in
some States, and the nature of the procedures in others, notably in the so-
called publie report States.

The subject matter of this study, House No. 2363 of 1963, proposes a new
section charging the present board of registration of real estate brokers and
salesmen with the administration of procedures for Massachusetts brokers
and salesmen who engage in promotional sales of land subdivisions out of
State (G.L. ¢. 112, 8. 8TEEE).

As a prerequisite to any such offering, brokers must submit :

‘¢ * * full particulars regarding such property and the proposed terms of
sale, and said broker and his salesmen must comply with such rules, regula-
t;ions, restrictions, and conditions thereto as the board, in its discretion, may
impose.”

The bill requires the board to investigate the proposed offering at the expense
of the broker concerned. All brokers and salesmen are, however, prohibited
from making any reference:

“# * * to the board of registration of real estate brokers and salesmen or to
any member or employee thereof, in selling, offering for sale, or advertising or
otherwise promoting the sale, mortgage, or lease of any such property, nor make
any representation whatsoever that such property has been inspected or ap-
proved or otherwise passed upon by said board or by any official, department,
or employee of this Commonwealth.”

Finally, enforcement is provided by authorizing the board to:

“* * * suspend, revoke, or refuse to renew any license when it is found that
the licensee has failed to comply with the requirements * * * (of the proposed
laW) * % %

These provisions of House No. 2363 are directed at brokers and salesmen
of out-of-State land subdivisions. They differ from the usual public report
or “security” procedure almost always aimed at the owner or promoter.

The proposed bill does not directly provide for a public report but the rule-
making power conferred upon the board might be utilized for this purpose.
Provisions establishing State jurisdiction and State advertising controls of out-
of-State land subdividers and promoters, previously shown as main concerns of
the problem, are not included in the Massachusetts legislative proposal.

On the other hand, the vast majority of the 20 States having laws regulating
out-of-State land subdivision sales provide for a public report type of proce-
dure. Most of these States prohibit false or misleading advertising and a
few of them also require prior approval of advertising. The three foremost
States have been discussed in chapter II (Florida, New York, and California).

Prog and cons of proposal.—Those favoring passage of House No. 2363 point
to these 20 States with laws controlling purchases of out-of-State land sub-
divisions. These jurisdictions include situs States, investor States, and a few
with both characteristics. The proponents stress that many defrauded Massa-
chusetts buyers do not know what lies ahead of them and emphasize that
“Never in the history of real estate transactions has a buyer of land stood so
naked of legal protection as does the purchaser of remote promotional sub-
division land.”*

In similar vein a committee of the National Association of Attorneys Gen-
eral recently stated that “* * * when the number of victims reach into the
tens or hundreds of thousands and threatens to go even higher * * * the prob-
lem does come to be of governmental concern.”*® An assistant attorney general
of Massachusetts states that ‘‘there is a void in the law which suggests that
Massachusetts might consider protective measures.” *

Representatives of the Massachusetts State Labor Council, AFL-CIO, state
that there is a definite need for legislation on this problem. They urge, how-
ever, that H. 2363 be amended by substituting the word “person” for the word
“broker” throughout the text.

The Boston Better Business Bureau states that complaints by local pur-
chasers of out-of-State land have not been numerous, but that there have been
many related inquiries which started about 3 years ago. This organization
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sgress::_s .the need for a strong statute strengthening public control of relat
advertising. .

The real estate fraternity feels that some legislation is necessary. It objects,
however, to the focussing of the control provisions of House No. 2363 on the
real estate brokers and salesmen of Massachusetts. It urges amendment to
direct these control provisions toward owners, agents, or developers of out-of-
State land subdivisions and to require them to qualify before they may sell
land in Massachusetts. In like vein, a recent statement of the president of
the National Association of Real Estate Boards endorsed legislation providing
for a “full disclosure law by owners or agents revealing all pertinent facts
about such property to each prospective purchaser and to obtain a receipt for
such notice.”*

Those individuals and organizations opposed to an increase in Massachusetts
controls argue that the doctrine of caveat emptor (let the buyer beware)
should govern these land transactions. They object to governmental inter-
ference in business to protect the foolhardy or wantonly careless individual
against his own conduct. They believe such controls constitute an improper

‘use of governmental power.

Other opponents emphasize that greater governmental control violates the
constitutional guarantee of free contractual relations and imposes regulations
which are both unnecessary and arbitrary. They argue that there has been
no great public demand for this control legislation, and that complaints have
been too few to warrant action by the general court.

Some opponents emphasize that the legislative reforms of many States, plus
increased activity on the part of a number of Federal agencies, are only now
getting into full swing. They argue that these developments, given more time,
will be adequate to combat land frauds in the sales of interstate land sub-
divisions. Hence they argue that new Massachusetts controls are unnecessary.

Finally, the opposition claims that more and more situs States (containing
the larger land areas offered for purchase) are passing laws applying stringent
procedures to these transactions. Hence the need becomes less urgent for
adoption of new legislation applying increased control in Massachusetts.

Financing costs of proposed controls

It is difficult to estimate the probable cost to Massachusetts of the proposed
controls. 'This cost would depend upon whether the administration of the new
law is to be assigned to the board of registration of real estate brokers and
salesmen, as provided in House No. 2363, or whether this administrative
burden should be placed elsewhere—with the attorney general, the State De-
partment of Commerce, the State Department of Public Utilities (Blue Sky
Law Division), or a new independent State agency.

In any case, the resultant additional costs would be paid by the Common-
wealth. The State would collect the new registration fees and thus would
be reimbursed by land subdividers who must pay for all necessary investigations
of their activities. These collections should substantially equal the new costs
of administration.

Proposed model law

The National Association of License Law Officials (known as NALLO) has
prepared suggested model statutory provisions for State regulation of sales of
land subdivisions (see appendix E). This association has a membership of
real estate officials from each State, the District of Columbia, and two Canadian
Provinces, and has been active nationally in urging passage of State laws
controlling interstate land sales. Five of the twenty State statutes already
enacted on this subject are based on the model law suggested by this associa-
tion. Ten other States are also considering taking the same action. The
NALLO proposal has been approved almost verbatim by the National Associa-
tion of Real Estate Boards,
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If the above model law is enacted by Massachusetts, standard registration
and public report procedures would be in effect for the first time in the
Commonwealth.

APPENDIX A

CUMULATIVE LISTING OF FOOTNOTE8 OF REPORT BY CHAPTER

CHAPTER 1

! Edward 8. Jaffrey, assistant attorney general of Florida, “Subdivided Land
Promotion Schemes,” Apr. 19, 1963, address to the joint sesison of the Southern
Regional Conference of Attorneys General and the Southern Conference of
National Association of License Law Officials.

* Benjamin T. Shuman, general counsel of the Florida Real Estate Commission,
“Subdivided Land Promotion Schemes,” Apr. 19, 1963. Address to the joint
session of the Southern Regional Conference of Attorneys General and the
Southern Conference of National Association of License Law Officials.

* Stanley Mosk, attorney general of California, “Subdivision Promotions in the
West,” April 1963, article in the magazine, State Government, summer issue, 1963.

‘ William D. Warren, professor, and John M. Carmack and John M. Vincent,
“Report to the Commissioner of Real Estate,” State of California, Oct. 1, 1962.

*Trevor Armbrister, “Land Frauds,” article in the magazine, Saturday Eve-
ning Post, dated Apr. 27, 1963.

® Nicholas deB. Katzenbach, U.S. Deputy Attorney General, article in the
magazine, Barron’s, dated Mar. 18, 1963.

CHAPTER 1I

! Stanley Mosk, attorney general of California, “Subdivision Promotions in the
‘West,” April 1963. Article in the magazine, State Government, summer issue,

1963.
CHAPTER III

1Trevor Armbrister, “Land Frauds,” article in the magazine, Saturday Eve-
ning Post, dated Apr. 27, 1963.

the magazine, House and Home, dated August 1962.

* Senator Pat McNamara, Senate subcommittee chairman, article in the maga-
zine, House and Home, dated March 1963.

*Letter from Rolla E. Stephens, commissioner of the Missouri Real Estate
Commission, received December 1963.

CHAPTER 1V

! william D. Warren, professor, and John M. Carmack and John M. Vincent,
“Report to the Commissioner of Real Estate,” State of California, Oct. 1, 1962.

?“Land Frauds,” report to the Committee on Consumer and Investor Pro-
tection of the National Association of Attorneys General, Mar. 8, 1963.

® Samuel Adams, assistant attorney general of Massachusetts, Aug. 22, 1963.

¢ Arthur P. Wilcox, president of the National Association of Real Estate
Boards, in the Boston Traveler, May 18, 1962.
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ArPENDIX B

Subjects covered in land subdivision statutes of 15 States in 1962*

States by numbers 2
Nature of subjects covered by statutes

1(2(3(4(5(6]|7)8]|9[10{11/12]13]|14]15

1. Definition of subdivision. ... .
2. Agricultural land excluded from definition_ ..
3. Community apartment ownership..._....__.
4. Notice to commissioner of intent to sell. [
5. Resale after foreclosure____.._...._.... ceee
(75. Notice required of change in setup. _.
8.
9,
10,

. Option or sale of lots as material change

. Filing fee ———

. Out-of-State inspector fees. -

. Local subdivision inspection fees
11, Contract forms to commissioner._.
12, Utilities to be furnished..___ - - PN
13. Civil liability for failure to pay fees. -
14, Contents of land sale contract_._._________________.______ -
15. Failure to record unauthorized encumbrance, misdemeanor.
16. Misappropriation of installment payments, misdemeanor._
17. Notice of selling price of lots to commissioner.._._.._.._ -
18. Blanket encumbrance and release clauses.....__
19. No blanket encumbrance in conditions of sale. .
20. Impounding of deposit moneys required...._____.__
21. Bond required to satisfy claims of drefauded buyers. . .
22. Copy of subdivision report sent to buyer_____._____
23. Copy of subdivision report sent to advertiser_______
24. Restrictions on use of public report in advertising.
25. Suspension and revocation of real estate licenses____
26. Sale of foreign land by local broker_.____ ... .. __ -
27. Penalty for publication of false advertising_ _ _
28. Order prohibiting misrepresentation in sales._________ .-
29, Proceeding to rescind contract induced by fulse advertising____[__|._
30. Filing copies foreign advertising of local land with commis-

SIOmer. i IO
31, All advertising copy to go to commissioner.______
32, Hearing preliminary order prohibiting false adver .
33. Exemption of advertising media having no interest in lan
34, Injunctive relief re false advertising_ ___________________
35, Criminal sanctions in false advertising -
36. Ct()ixilsgauctive service of legal process on out-of-State sub-
V1der.

™
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38. ‘“Fair, just, and equitable’’ standard for permit_ _
39. Statute limitations starts after recording contract_._____________
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k]
PoXHEH M
[

1 Source: William D, Warren, professor, and John M. Carmack and John M, Vincent; “Report to the
Commissioner of Real Estate,”” State of California, Oct. 1, 1962,

2 States are shown by the following numbers: 1, Arizona; 2, California; 3, Florida; 4, Hawaii; 5, Illinois;
6, Maine; 7, Nebraska; 8, Nevada; 9, New Jersey; 10, New York; 11, Ohio; 12, Tennessee; 13, Utah; 14,
Vermont; 15, Wisconsin,



INTERSTATE MAIL ORDER LAND SALES

APPENDIX C

Status of lund sibdivision statutes, 1962 *

333

Names of States # Have Legislation Problems Suggestions
law contemplated

None.ooooooeeeo . None.
Direet mail __________ Federal legislation.
“Free” lotad..._...__| No.
Direct mail ... . __ Federal legislation.
NODe oo Federal legislation,
Direct mail_..._._____
None None.
None__....._...____._ None,
Inability of investors

to inspect.

(1)1 None.
Minor.._ oo Federal legislation.
Na&ional magazine Federal legislation,

ads,
Not serious.c.......___ License subdividers.
Unlicensed operators..
None None.

None.

No public report..
Magazine ads
None.

Direct mail_..______._.

Ad by letter

Marginal land and
false ads.

Obtaining informa-
tion.
None.

None

None.

Yes_

None

‘Wyoming. No....

Direct mail

District of Columbia.____ Little.

€es.
Out-of-State contact...

State and local control.
None.

None,

None.

Good State law,
Use loeal brokers.
None.

Need regulations.
Use local brokers.
Federal legislation,
None.

Newspaper ads.
None.
None.

None,

Federal legislation.
None.

None.
Publicity, Federal legis-
tion.

None.

None.

Uss local broker.

Both State and Federal.

1 Source: William D, Warren, professor,
Commissioner of Real Estate,”

and John M. Carmack and John M. Vincent; “Report to the
State of California, Oct. 1, 1962.

? No responses were received from the 10 States excluded from this list (Alaska, Colorado, Illinois, Louisi-

ana, Maryland, Nebraska, New Jersey,
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New York, Pennsylvania, and Rhode Island).
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ApPENDIX D
Sample Public Repori by California on Proposed Uiah Land Subdivision in 1562 !

BEFORE DEPARTMENT OF INVESTMENT, DIVISION OF REAL ESTATE
OF THE STATE OF CALIFORNIA

W. A. Savage, Real Estate Commissioner

In the matter of the application of Ricrarp B. Parx for a final subdivision
public report on GARDEN VALLEY RaNcHOS, IrRoN CoUNTY, UTAE

Amended—Final Subdivision, Public Report, File No. 20131

This report is not a recommendation or endorsement of the subdivision but is
informative only.
Buyer or lessee must sign that he has received and read this report.

This report expires 5 years from date or upon material change.
(October 29, 1962)

SPECIAL NOTES

1. This property is undeveloped acreage.

2. It may be subject to mineral claims with the right of entry.

8. Roads are unimproved dirt roads. Improvement and maintenance of roads
will be at expense of lot owners.

4. Purchasers will have to develop their own water supply.

5. Purchasers must develop their own individual sewage disposal system.

6. Lots will be sold on contracts of sale.

Nore.—The land covered by this report is described as sections 27, 28, 33, and
parts of 29, 32, and 34, Township 34 South, Range 18 West, Salt Lake Meridian,
Iron County, Utah, as shown on map filed in county recorder’s office of said
county on May 15, 1961.

Location and size : Northeast of Modena, State Highway 56, and approximately
2 miles east of Beryl, Iron County, Utah. Approximately 3,128 acres divided into
1,247 parcels.

Restrictions and other matters of record : Conditions, reservations, and restrie-
tions that may run with the land, including city or county zoning restrictions,
should be investigated by the purchaser. Copies of those items which are
recorded may be inspected at the office of the Iron County recorder. Informa-
tion about zoning may be obtained at the office of the Iron County Planning
Commission.

Streets: Have been offered for dedication for public use but have not yet been
accepted by the county. When usage demands, the county will maintain said
roads. However, prior to maintenance by county it has been estimated that
maintenance by owners will cost about $1.50 per year for a 330-foot lot.

Flood and drainage : The subdivider’s engineer advises:

“I have examined the subdivision plats of this subdivision against the record
field measurements and I find that the subdivision is properly engineered.

“PDrainage of the entire area is from north to south by tributary channels into
detrital wash. The natural drainage channels furnish rapid removal of storm
runoff water eliminating any flood hazards in the area between such channels.”

The division of real estate has no engineering personnel to make independent
judgments on the suitability of drainage arrangements. Purchasers should
make further inquiry of the subdivider or local government officials.

NoTe.—The subdivider advises that there is no flood control agency.

Winds and rains: Heavy winds blow from time to time in many regions, and
this may or may not prove detrimental to this subdivision. During certain
periods of the year, heavy rains may occur. Damage may result to property
along natural drainage courses which have not been protected by sufficient flood
control measures.

Water: There is no water service to this tract. Purchasers must develop their
own water supply.

1 Source: Department of Investment, Division of Real Estate, State of California.
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Information furnished by the subdivider would indicate that water might be
obtained in the area by drilling water wells to depths estimated between 125 and
150 feet. That the estimated cost for drilling and casing a 125-foot well, in-
cluding pumping equipment, would be between $900 and $1,000 subject to varia-
tion. A permit from the State engineer at Salt Lake City will be required to
drill a well. There is no apparent assurance that permits will be issued in all
cases and we are advised permits for wells to be used for irrigation purposes
will be denied.

The division of real estate is not advised as to the quantity of any water that
may be available. Prospective purchasers should ascertain these matters in-
cluding costs involved as to the specific parcel under consideration. Also, inquiry
should be made of local health authorities for any specifications and require-
ments and of the State engineer, State Capitol Building, Salt Lake City, which
regulates the drilling of wells and appropriation of water for the Btate of Utah.

In addition to the above, this subdivider advises regarding following items:

Purchase money handling: All money will be impounded in eserow or trust
account in accordance with section 11013.4(a) except for such amounts as may
be covered by a bond filed in accordance with section 1013.2(¢) or 11013.4(b) as
may be appropriate. Sections refer to the business and professions code. In the
case of sales on contracts of sale, money will be impounded only until the contract
is executed and delivered to the purchaser.

Contract of sale: Sales may be made on contracts of sale. Prospective pur-
chasers should read and understand the terms of these contracts before signing
them.

Utilities : Gas is not available.

Electricity is available from the Escalante Valley Electric Association, Inc.
A $5 membership fee is required. Normal procedure for connecting new extension
is to charge a year’s minimum monthly power bill in advance, $48. It is also
necessary to sign a 5-year contract.

Telephone service is available from the South Central Utah Telephone Associa-
tion, Inc. A $10 membership fee is required and an equity of $40 is collected.

Prospective purchasers may contact the Electric Association at Beryl, Utah
and the Telephone Association at Escalante, Utah, for complete information.

Sewage disposal: Septic tanks are to be used for sewage disposal. Prior to
installation, purchasers should contact the local health department for specifica-
tions and requirements.

Fire protection: Escalante Valley Coordinating Council Station at Beryl
Junction.

Miscellaneous: It is approximately 23 miles to the high school and junior high
school ; 12 miles to the grammar school ; and 2 miles to the community shopping
center (general store) ; and 48 miles to Cedar City. Schoolbus service is avail-
able to all schools.

Nore.—Purchasers should contact the local school board regarding school
facilities and bus service.

APPENDIX E

MobDEL SUBDIVISION SALES CONTROL Law?!
GENERAL PROVISIONS

As used hereinafter, “subdivided lands” and “subdivision” refer to improved
or unimproved land or lands divided or proposed to be divide for the purpose of
sale or lease, whether immediate or future, into five or more lots or parcels;
provided, however, this chapter does not apply to the leasing of apartments, of-
fices, stores, or similar space within an apartment building, industrial building,
or commercial building unless an undivided interest in the land is granted as a
condition precedent to occupying space in any said structure.

For the purposes of this part, a blanket encumbrance shall be considered
to mean a trust deed or mortgage or any other lien or encumbrance, mechanics’
lien or otherwise, securing or evidencing the payment of money and affecting land
to be subdivided or affecting more than one lot or parcel of subdivided land, or
an agreement affecting more than one such lot or parcel by which the owner or
subdivider holds said subdivision under an option, contract to sell, or trust agree-
ment: excepting that taxes and assessments levied by public authority shall not
be considered a blanket encumbrance.

1 Source: National Assoclation of License Law Officials.



336 INTERSTATE MAIL ORDER LAND SALES

INVESTIGATION, REGULATION, AND REPORT

Prior to the time when subdivided lands are to be offered for sale or lease, the
owner, his agent or subdivider shall notify the real estate department in writing
of his intention to sell or lease such offering.

The notice of intention shall contain the following information:

(a) The name and address of the owner.

(b) The name and address of the subdivider.

(¢) The legal description and area of lands, together with a map show-
ing the layout proposed and relation to existing streets or roads.

(d) A true statement of the conditions of the title to the land, particularly
including all encumbrances thereon.

(e) A true statement of the terms and conditions on which it is intended
to dispose of the land, together with copies of any and all forms of convey-
ance intended to be used.

(f) A true statement of the provisions for legal access, sewage disposal,
and public utilities in the proposed subdivision, including water, electricity,
gas and telephone facilities.

(g) Such other information as the owner, his agent or subdivider may de-
sire to present.

The real estate department may require such additional information concern-
ing the project as is deemed necessary, for which purpose the department may
prepare a questionnaire for the owner, his agent or subdivider, to answer. A fil-
ing fee of 3——— shall accompany the answered questionnaire.

The questionnaire concerning any subdivision proposed to be sold or leased as
potential mineral, oil, or gas property shall be accompanied by a filing fee of

‘When the real estate department makes an examination of any subdivision, the
department shall make a public report of its findings thereon. The department
may publish the report.

It shall be unlawful to sell or lease or offer to sell or lease lots or parcels in a
subdivision prior to the issuance of a public report unless the filing of addi-
tional information following the receipt of a notice of intention is expressly
waived by the real estate department, or, after submission, to materially change
the setup of such offering without first notifying the real estate department in
writing of such intended change.

A copy of the public report when published by the real estate department and
an opportunity to read same will be given to each prospective purchaser or
lessee by the owner, subdivider or agent and his receipt taken therefor prior to
the execution of a binding contract or agreement for the sale or lease of any
lot or parcel in a subdivision.

Receipts taken for any public report shall be kept in file in possession of the
owner, subdivider, or agent subject to inspection by the real estate department
for a period of 3 years from the date the receipt is taken.

The public report shall not be used for advertising purposes unless the report
is used in its entirety. No portion of the report shall be underscored, italicized.
or printed in larger or heavier type than the balance of the report unless the
true copy of the report furnished by the real estate department so indicates.

It shall be unlawful for the owner or subhdivider to sell or lease lots or parcels
within a subdivision unless one of the following conditions is complied with:

. (a) All sums paid or advanced by purchasers shall be impounded in an escrow
or other depository acceptable to the real estate department until :

(1) 'The title or other interest contracted for, whether it be title of record,.
equitable or other interest, is delivered to such purchaser or lessee and until

(2) A proper release is obtained from any such blanket encumbrance, or

(3) Either the owner or subdivider or the purchaser or lessee may default
under their contract of sale or lease and there is a determination as to the
disposition of such moneys or they be voluntarily returned to the purchaser
or lessee.

(b) The title to the subdivision is to be held in trust under an agreement of
trust acceptable to the department until a proper release from such blanket en-
cumbrance is obtained and title or other interest contracted for is delivered to
such purchaser or lessee.

(¢) A bond to the State of _____________ is furnished to the real estate de-
partment for the benefit and protection of purchasers or lessees of such lots or
parcels, in such amount and subject to such terms as may be approved by the
department, which shall provide-for the return of moneys. paid or advanced by
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auy purchaser or lessee, for or on account of purchase or lease of any such lot
or parcel if the interest contracted for is not delivered or a proper release from
such blanket encumbrance is not obtained : provided, however, that if it should
be determined that such purchaser or lessee, by reason of default or otherwise,
is not entitled to the return of such moneys, or any portion thereof, then such
bond shall be exonerated to the extent of the amount of such moneys to which
such purchaser or lessee is not entitled.

(d) There is conformance to such other alternative requirement or method
which the real estate department may deem acceptable to carry into effect the
intent and provisions of this part.

The public report of the real estate department, when issued, shall indicate the
method or procedure selected by the owner or subdivider to comply with the
hereinbefore provisions.

The real estate department may investigate any subdivision being offered for
sale or lease in this State. For the purposes of such investigations, the depart-
ment may :

(1) Use and rely upon any relevant information or data concerning a sub-
division obtained by him from the Federal Housing Admininstration, the
U.8. Veterans’ Administration or any other Federal agency having com-
parable duties and functions in relation to subdivisions or property therein.

(2) Require reports prepared by competent authorities as to any hazard
to which the subdivision may be subject or any factor which might affect the
value or utility of lots or parcels within the subdivision.

(3) Require evidence of compliance with the requirements of appropriate
authorities.

(4) Require an inspection of the subdivision to be made.

When an inspection is to be made of subdivided lands, wherever situated, being
offered for sale or lease in this State, the real estate department may require, in
addition to the filing fee, an amount equivalent to 10 cents a mile for each mile
going and returning, estimated by the department to be traveled to the location
of the project, and an amount estimated to be necessary to cover the additional
expenses of such inspection, not to exceed ____________ dollars a day for each
day consumed in the examination of the project.

Every sales contract relating to the purchase of real property in a subdivision
shall clearly set forth the legal description of the property, the principal amount
of the encumbrances outstanding at the date of the sales contract, and the terms
of the contract.

When five or more lots or parcels within a subdivision are optioned, leased, or
sold, to another, or, when such or an interest therein is acquired by one owner,
lessee, or optionee, the real estate department shall be notified by the parties to
the transactions.

Records of the sale or lease of parcels within a subdivision shall be subject to
inspection by the real estate department and the department shall be notified
of any change of address affecting the location of the owner’s, subdivider’s, or
agent’s records or of any change in depository for the impounding of purchasers’
money in accordance with the provisions herein.

The real estate department may adopt rules and regulations to implement the
provisions herein,

Any owner, agent, or subdivider who fails to pay the fees required as herein
provided, for filing fee or inspection fee, shall be liable civilly in an action brought
by the real estate department, for a penalty in an amount equal to treble the
amount of unpaid fees, .

Whenever in the opinion of the real estate department any person has or
is violating, or is about to violate, any of the provisions of this part, the depart-
ment may order the person to desist and refrain from doing so, or, if an exami-
nation of the project shows that the sale or lease would constitute misrepresenta-
tion to or deceit or fraud of the purchasers or lessees of lots or parcels in a
subdivision, the department may issue an order prohibiting the sale or lease, or
either, of the property in this State. If, after such an order is made, a request
for a hearing is filed in writing and a hearing is not held within 60 days there-
after, the order is rescinded.

Every officer, agent, or employee of any company, and every other person who
knowingly authorizes, directs, or aids in the publication, advertisement, distribu-
tion, or circularization of any false statement or representation concerning
any land, or subdivision thereof offered for sale or lease, and every person who,
with knowledge that any advertisement, pamphlet, prospectus. or letter concern-
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ing any said land or subdivision contains any written statement that is false

or frandulent, issues, cireunlates, publishes, or distributes the same, or shall
cause the same to be issued, circulated, published, or distributed, shall be guilty

of a felony.

The following acts are misdemeanors :

(@) The willful violation or failure to comply with any of the provisions of
this chapter.

(b) The wiliful violation, failure, omission, or neglect to obey, observe, or
comply with any order, permit, decision, demand, or requirement of the real
estate department.

(¢) The offering for sale or lease as an agent, salesman, or broker for a sub-
divider, developer, or owner of subdivided lands or a subdivision, wherever
situated, which is being offered for sale within this State without first com-
plying with the previsions of the chapter.

(d) The advertising for sale or lease in this State of a parcel in an out-of-
State subdivision or in any other manner aiding an owner, subdivider, or de-
veloper of an out-of-State subdivision, who has not complied with the provisions
of the chapter, to offer within this State subdivided lands.

In addition to any penalty provided for commission of misdemeanors, a person
violating any provision of this section shall forfeit to this State for deposit
in the State treasury a civil penalty in the sum of ________ dollars, together
with . ____ dollars for each month or a fraction thereof during which he
continues such violation.

For the purposes of calculating the period of any applicable statute of limita-
tions in any action or proceeding, either civil or criminal involving any violation
of this chapter, the cause of action shall be deemed to have accrued not earlier
than the time of recording with the county recorder of the county in which
the property sold or leased in violation of this chapter and which describes a lot
or parcel so wrongfully sold or leased.

This section does not prohibit the maintenance of any such action at any
time before the recording of such instruments.

STATEMENT BY JAMES H. R. CROMWELL, CHAIRMAN OF THE BOARD, AMERICAN
ReEALTY & PETROLEUM CORP., JUNE 22, 1964

First, permit me to thank this subcommittee on behalf of American Realty &
Petroleum Corp. for this opportunity to make a statement for the record of the
subcommittee’s hearings.

As Senator Williams has observed, it was our intention to appear personally to
testify. However, in the course of the committee’s last-minute change of dates,
an unavoidable conflict arose, and I found it impossible to come to Washington
on your rescheduled date.

The nature of the testimony we had originally planned to give has also been
indicated by Senator Williams. More than a year ago, when the interstate
land sales industry generally was being attacked by a few newspapers because
of the misdeeds of a small group of promoters, our company undertook a major
role in rallying responsible members of the industry to a rigid code of ethical
standards which would govern advertising and sales,

We drafted such a code after extensive research and consultation which
included discussions with members of this subcommittee’s staff, who were con-
tinuously informed of our efforts. Although the committee’s files contains copies
of this code prepared by us, I attach a copy for the record of this hearing (exhibit
No.1). Itis very similar to the code ultimately adopted by much of the industry
in collaboration with the National Association of Better Business Bureaus, and
[ am proud to state that our company subscribes to and adheres to these codes
of ethical standards.

Our company has, and continues to, participate in every move to strengthen
standards. We are a publicly owned company, and we try to conduct ourselves
in a manner which will not only fulfill our responsibilities to our 12,000 share-
holders, but to the thousands who have bought and continue to buy our land and
the homes we build.

The files of this committee will also show that we have invited your staff
members to inspect at first hand our development projects—at Rainbow Lakes
and Silver Springs, in Florida, and at Rio Rancho Estates, at Albuquerque,
N. Mex.—so that they could see how honest development is undertaken, the kind
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of planning and investment that is involved, and so that, by speaking with the
residents of these developments, they could learn what legitimate interstate land
sales companies do for those who purchase from them.

Were you to undertake such a visit, you would find that in our 3 years at
Rainbow Lakes we have completed 150 miles of a 170-mile, $2,200,000 road-
building program, 3 years ahead of schedule. I am speaking not of bulldozed
trails, but of rock-based, asphalt-topped roads, county-approved roads. More
important, you would find a thriving, rapidly growing community of almost a
thousand persons for whom we have provided and continue to provide extra
services in the form of clubhouses, lake and beach improvements, recreational
facilities and personnel to an extent for beyond what was originally pledged.
A visit to Rainbow Lakes would demonstrate the absurdity of Mr. Caro’s state-
ment that it is primarily “the poor and the elderly” to whom interstate land
developers appeal.

Gentlemen, Rainbow Lakes Estates was sold almost entirely by mail-order
promotion. The most modest home in the development costs $7,000; the most
expensive, in excess of $40,000. The bulk are in the $12,000 range. More im-
portant, I believe it would be highly instructive and inspiring to interview the
residents and learn firsthand how the legitimate interstate developer makes it
possible for those with modest to middle incomes to have retirement homes in the
sun.

During the period when this committee was considering holding hearings in
various parts of the country, we offered our facilties at these developments as
sites for your hearings. Those invitations still stand. We take great pride in
what we have done, and are eager to hold it up to public scrutiny.

I note all this by way of preface because I must now offer a statement far
different from the one we had originally planned. Two witnesses before this
committee have made statements about our company, and you have invited us to
reply.

The statement by Mr. Robert Caro, of Newsday, is clearly too shoddy to
deserve comment, were it not that he has sought to dignify it by an abuse of
your committee’s privilege. He presumes to impugn an honorable business enter-
prise, because, more than a quarter of a century ago, one large stockholder trans-
gressed. Had Mr. Caro been a responsible reporter, he would have found that
in the 28 years since, this man has lived a life of integrity and has been honored
for his services to his neighbors and his community. For the hurt which Mr.
Caro has so wantonly inflicted on this man’s children and family by cruelly
reviving and publicizing a sin of 28 years ago, long repented and fully compen-
sated for, I firmly believe he will find it far more difficult to obtain ultimate
forgiveness than will his victim.

The remainder of Mr. Caro’s statement on our company concerns two major
stockholders of whom he disingenuously observes “neither have (sie) ever been
convicted of or admitted violating any laws, nor have they admitted any viola-
tion,” and whom he then seeks to convict by innuendo. He notes that companies
with which they were associated have been the subject of proceedings by the Food
and Drug Administration and the Federal Trade Commission. I submit that it
is well known to the Senators of this committee that there is probably not one
major corporation in the drug, pharmaceutical, cosmetic, tobacco, or toothpaste
industries which has not been the subject of such Federal administrative actions,
and that no reputable person would impugn the probity of the officers of these
corporations because of such administrative actions. Because these matters have
no part in the affairs of our company in any way, it is not for me to discuss them
in detail. I have been assured by the stockholders involved that should the com-
mittee care to inquire further, they will submit all such details.

Since Mr. Caro has singled out one stockholder and two directors of our
company as a basis for an attack on us, I should like to discuss the records of
some of our remaining directors, the majority, which Mr. Caro ignores.

First, Mr, Irving W. Blum, our president, a certified public accountant since
1925 and a land developer since 1940. He has built in Daytona Park, Fla., Lake
Truesdale, N.Y., and erected developments in many other areas.

Maj. Gen. Charles A. Willoughby, U.S. Army, retired, who was in France in
World War I; served as military attaché to Venezuela, Colombia, and Ecuador
in the 1920’s; Chief of Intelligence of Gen. Douglas MacArthur's command from
1939 through 1951; in control of security services occupation of Japan, 1945
through 1951, and is now a writer, lecturer, and contributing editor of many
leading publications.




340 INTERSTATE MAIL ORDER LAND SALES

Mr. Robert Berger, a professional and military engineer as well as a certified
public accountant; production supervisor for the U.S. Army Air Force from
1942 to 1945; president, B. B. Electrical Contractors, Inc., which has com-
pleted over $30 million worth of electrical installations for the U.S. Department
of State, Corps of Engineers, Department of Navy, and municipal and Federal
agencies.

Mr. Mitchell S. Roberts, lecturer and teacher in marketing research and adver-
tising and business administration at the Bernard Baruch School of Civic and
Business Administration for 15 years—a marketing analyst, economist, and
member of the American Marketing Association.

Mr. Howard W. Friedman, a certified public accountant since 1947, senior ac-
countant for two New York City accounting firms; controller and director of
finances for various sales organizations, member of New York State Soclety of
Certified Public Accountants.

Mr. Leo White, vice president of Chemical Bank New York Trust Co., the fifth
largest bank in the United States.

As for myself, I have served as president of the Cromwell Dodge Corp., presi-
dent of American British Improvement Corp., partner in Cromwell & Co., indus-
try consultants, and I am extremely proud to have served as U.S. Minister to
Canada.

These are only some of the reasons why we consider Mr. Caro’s attempted
smear utterly contemptible.

The statement concerning Rio Rancho Estates which was offered by Mr. Van
Horn, of the New Jersey Real Estate Commission, does deserve reply, although
it seems to be based on inaccurate information and misinterpretation.

But first, I want to make a general statement about our advertising. All of
our advertising and promotional materials rigidly adhere to the code of ethical
standards which we promulgated. We also subscribe to, and adhere to, the code
of advertising standards promulgated for our industry by the National Asso-
ciation of Better Business Bureaus, and by the industry associations to which we
belong.

Before our advertising or promotional material was released, it was reviewed
by Mr. J. Robert Hoffman, vice president of the National Association of Better
Business Bureaus, who has been commended by this committee for his work in
our industry. This is an entirely voluntary submission, undertaken by us to
make certain that the enthusiasm of our copywriters, coupled with the natural
exuberance of most advertising men, does not result in exaggerations. Mr. Hoff-
man has personally inspected all our properties, and is acquainted with the facts.
Our advertising agency works closely with Mr. Hoffman, and advises us that no
statement to which he objected was permitted to remain in our advertising.

Moreover, in addition to this voluntary submission to the National Association
of Better Business Bureaus of our advertising material prior to publication, all
of our advertising is checked in advance by the agencies of the States in which
the properties involved are located. Our Rio Rancho Estates advertising was
submitted to and found acceptable by the assistant attorney general of the State
of New Mexico. All Rainbow Lakes Estates advertising was approved by the
State of Florida Real Estate Commission.

In addition, in many other States in which we sell, there are State commissions
which also review in detail our advertising and promotion. This review is gen-
erally undertaken by officials who have personally inspected our property. New
York State, for example, always inspects a property before any approval is given.
All this official scrutiny is above and beyond that of the Federal Trade Commis-
sion, the Post Office Department, and the other Federal agencies normally in-
volved in advertising regulation, from whom, incidentally, we have never had a
complaint. .

I submit to the Senators that virtually no industry has so much examination
and regulation of its advertising as the interstate land sales industry.

Now, I should like to examine point by point Mr. Van Horn’s statement. Mr.
Van Horn introduces his comments on our company’s advertising with the remark
that it is “by no means an extreme or bad situation. Much of the promotional
material is fairly done * * *.” And then he goes on to enumerate criticisms. ‘

Let me say at the outset that I disagree strongly with him. If his criticisms
were correct, I believe we would indeed be in an extremely bad situation. The
truth is, however, his observations are the result of incorrect information and
misinterpretation.
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On the first point—the key question of the history of the rise in land values in
and around Albugquerque, I offer in evidence exhibit No. 2. The committee will
note that the exhibits list individual parcels as well as bulk land sales, some of
which have appreciated many more than 20 times in a few short years. One
example shows a 500-times price increase in 30 years—another shows a 120-times
price increase in 17 years—another of 86 times in 18 years; another of 150 times
in 26 years; and there are many, many more.

Second, the status of our ownership of the land along the Rio Grande. Rio
Rancho Estates consists of approximately 55,000 acres. The company owns in
fee over 12,000 acres and is the contract purchaser of the remainder of the prop-
erty. The contract purchaser device, while not usual in the East, is commonly
used in the western part of the United States in situations where easterners would
use a purchase money mortgage. Under this arrangement, upon closing of the
sale, the property is conveyed by the contract seller to a bank as title agent. The
bank holds the title in trust for buyer and seller. In the ease of Rio Rancho
Estates, the purchase contract has been executed and title has been conveyed to
the First National Bank in Albuquerque as title agent. Our company has ob-
tained a policy of title insurance insuring its title to the property, subject only to
its obligation to pay the remainder of the purchase price. Thus, just as in a
purchase money mortgage, the company is the equitable owner, and it has the
absolute right to obtain fee title to any part of the property held in escrow at any
time. This question certainly would not have come up if the company owned the
property subject to the typical eastern purchase money mortgage with release
clauses, since title would then rest with the company. Although different legal
devices were used to conform to New Mexico practice, the result is the same. In
any event, the company is the equitable owner of this land along the Rio Grande.

Mr. Van Horn questions why we do not offer for sale our land along the banks
of the Rio Grande. The fact is that our development plan contemplates using
a good portion of this area as park land and recreational areas available to all
residents of Rio Rancho Estates. Rio Rancho Estates has various community
facilities such as clubhouses and swimming pools which we do not sell, but we
offer all residents the use of these facilities. Community planning for the bene-
fit of all is an essential feature of our development in which we take great pride.
The future of the riverfront area is being planned along the same lines, for the
maximum value and benefit of all. Can it be doubted that the present and future
residents would prefer that we do not sell all this river frontage to private
owners, but keep as much as is feasibly available for all to use and enjoy?

Next, the statement that the property owners’ kit sent to the customer shows
an unscaled map, a nearly unreadable map, and a metes-and-bounds deseription
of the property is utterly a series of errors. Unless we are being confused with
another company, I cannot understand how this arose. The property owners’
kit maps referred to are, first, a map of the entire property, drawn to scale, with
a mileage scale, and with designation of where present development is taking .
place, and a designation of the area where the purchaser’s lot is located. I offer
a sample as exhibit No. 3. A smaller map which is part of the kit is a detailed
plat map to exact scale, indicating the exact lot purchased. Rather than being
a metes-and-bounds description, it is an exact copy of the filed plat in the county
clerk’s office. (See attached exhibit No. 4.) Thus the purchaser has all the in-
formation possibie regarding the location of his lot and its relation to other areas
in and out of the development.

We come now to the nature of our exchange privilege. The facts are simple.
We offer all purchasers two separate exchange privileges. One grants the privi-
lege of exchange for any available lot of equal value, without any building re-
quirement at all. This has a time limitation.

If a purchaser is on a long-term installment plan, he has up to 5 years to make
an exchange, without any building commitment, If, however, he has paid in
full within 30 days of the purchase, he must make the exchange within 1 year—
unless he plans to build, in which case he comes under the perpetual pledge
for an exchange into a utility area. The rcason those who pay in full at once
are held to the 1-ycar limit ought to be obvious: such purchasers invariably visit
the property within the 6-month time limit for cancellation, and are fully ac-
quainted with the present status and future plans of development. Their title
to property is then recorded and all legal forms completed. One of the reasons
we are able to keep our land prices down is that we try to eliminate the extra
expenses which accompany continuous legal and recording charges. Since
installment plan purchasers do not obligate us to immediate title transfer and
recording charges, their exchange privilege is longer.
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The language of this privilege is as clear and simple as our law firm can make
it:

“Buyer shall have the right to exchange property described herein at any time
during the next 5 years after date of this purchase agreement for any other
available property of equal size and value at no increase in price whatever. 1f
buyer pays in full for the property described herein within 30 days from the
date of this purchase agreement, buyer shall have the right for a period of 1 year
after the date of this purchase agreement, to exchange the property described
herein for any other available property of equal size and value at no increase
in price to buyer whatever. If when buyer is ready to build a home for himself
utilities have not reached his site, seller will exchange a full half-acre lot (21,780
square feet) in area serviced by utilities, for a same size lot of buyer.”

I think it is clear that the second exchange privilege provides that if, when
the buyer is ready to build a home, utilities have not yet reached his lot, then
our company will give him in exchange a full half acre building lot in an area
already serviced by utilities. This privilege assures to each buyer a building
site in a utility area without any additional cost to him, whenever he is ready
to build. Thus our service exchange privilege guarantees that each buyer, when
he is ready to build, will be able to build upon a lot having electric, gas, water,
and phone utilities, at no increase in cost.

I should like to point out that all utilities are now available in the present
residential area; in daily use by the families already living there. If a person
owns a lot in an area which utilities have not yet reached, and wants to build,
we will exchange his lot for a lot where all utilities are already available. No
purchaser at Rio Rancho needs to worry about utilities—for this exchange
privilege will be good whether he wishes to build today, tomorrow, next year,
10 years from now, or even longer.

The assertion then that we lead customers to believe that they may live in an
area serviced by utilities at any time whatsoever with no problem and no in-
crease in money is exactly true—because we do make this commitment, and we
iive up to it.

Concerning police protection, it was stated that there is a sheriff and one
assistant for the entire county and that there are no deputies in the Rio Rancho
area. This is incorrect. The fact is that two deputy sheriffs actually live on
the property. A number of other deputy sheriffs live in the Alameda-Coralles
area within a few miles of the present residential area. As evidence, we en-
close a letter from the sheriff’s office (exhibit No.5).

Now, concerning the present state of fire protection. While the Bernalillo Fire
Department is at some distance from parts of the property, the Sandoval County
Commission has established a fire district on Rio Rancho Estates (see exhibit
No. 6) and the company has already ordered a fully equipped firetruck for that
district (see exhibit No. 7), with delivery expected within the next 80 days.

- ,Meanwhile, for the benefit of present residents, the company has taken the in-
itiative in organizing a volunteer fire department in order to assure that per-
sonnel will be available to fight fires at all hours of the day and night. The
residential area has fire hydrants already installed and the company owns a
water truck with a firehose hookup. This truck is maintained on the property
at all times in first-rate operating condition.

Our statement that present taxes are about $1 per year clearly refers to the
taxes payable by a buyer until his purchase prive is paid for in full, computed at
current rates. Unless the rate changes or the property is reassessed, the state-
ment that current taxes are about $1 per year is correct. Of course, when title
to a lot is conveyed to a buyer, the taxes will increase, because they will then be
based on his purchase price. We do not dispute the cited figures, but we wish to
point out that they relate to lots already paid for, whose title has been conveyed
to the purchaser. However, only approximately 1 percent of our buyers pay in
cash; the balance executes purchase agreements which provide for payments
lasting in excess of 5 years on the average.

Since buyers under the installment purchase agreements will pay taxes based
on the assessments which prevail while title remains in the company, the state-
ments in our brochure clearly are accurate for all except cash purchasers. As to
cash purchasers, the company informs each buyer before closing that as soon as he
takes title his taxes will be as much as $7.92 per half-acre lot at the present rate,
rather than about $1—although we feel that in context the difference is almost in-
significant.

Mr. Van Horn states that only one luxury community is generally close to the
property, where we assert there are several. I attach exhibit No. 8. This is a
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map of the Rio Rancho Estates area indicating the location of other developments.
Mr. Van Horn has conceded that the Paradise Hills development is a luxury de-
velopment. Also directly adjoining our property, Sky View Acres offers homes
:Jegg%% g18,000 and $30,000. Nearby Mock Homes also offers homes from $19,000
0 ,000.

Mr. Van Horn said that we submitted an offering statement prepared for the
New York State Real Estate Commission as promotional material and also as-
serted we did not really send it out. May I point out that the offering statement
referred to was not submitted as promotional material and obviously could not
be construed as such (exhibit No. 9). 1t is sent only to New York residents as
required by New York law. It was submitted to New Jersey for the commission’s
information, since it is & very informative report. None of our literature con-
tains any misleading artist’s renderings. The few artist’s renderings we do use,
out of necessity, are clearly labeled as such.

Mr. Van Horn suggests we are misleading, because we don’t tell people how
far down they will have to drill for water in areas where there is no electricity.
The fact is that how far down on his own property the water table may be is
irrelevant to the buyer, because, as previously explained in our exchange privi-
lege, he is assured of water and power from a public utility company whenever
he builds his home. He need never drill a well at all.

Next, Mr. Van Horn says that the material in the New York State offering
statement does not always jibe with information filed in Sandoval County. I can
only presume that Mr. Van Horn did not thoroughly read the offering statement,
because it clearly states that in New York State we were offering certain sections
totaling 9,200 lots, not the entire tract of Rio Rancho Estates. For the acreage
offered, the New York State prospectus jibes perfectly with Sandoval County
records.

In summing up, Mr. Van Horn seems to say that the public should get a com-
plete and detailed public report, but also complains that our 26-page report seems
to him, on the one hand, to be incomplete, but on the other hand, to be too burden-
some to be read, and people will not read it.

This is more than an amusing paradox—it is the heart of dilemma today fac-
ing both the land developer and the regulatory authorities. We live in the age
of the tabloid newspaper, and the digest magazine. Personally, I am in essen-
tial agreement with President Eisenhower, who was noted for his imsistence,
both as Supreme Allied Commander and President, that all essential information
on any problem could be boiled down to one page. But I am well aware that in
our industry today book-length volumes, although utterly unnecessary to an in-
formed decision, will continue to be required. To Mr. Van Horn’s observation I
add the fervent plea that required printing be confined to material which the
regulatory authorities deem essential to informed decisionmaking.

There is a far more serious problem facing our industry, however, and that
is the one to which I must address myself at this moment—the question of the
opprobrium which has been brought down upon the entire land development in-
dustry by the irresponsibility of a few so-called reporters.

Gentlemen, I submit to you that one of the great industries which built America
is the land development industry—yes, the industry whose entrepreneurs are
sneered at by Mr. Robert Caro as the “land-by-mail-promoters,” with the implica-
tion that the term itself is an almost obscene epithet. I am myself quite proud
to be a “land-by-mail-promoter.” We of the industry come of a long and honor-
able line—one which helped found this Nation, from the days of the industry’s
hounored father, Christopher Columbus, whose letters to Ferdinand and Isabella
first set off the American land boom.

Our lineage includes the roster of many of the most distinguished names
in American history: Capt. John Smith, William Penn, Lord Calvert, Ogle-
thorpe, are a few. You know I could go on and on. I am sure that the distin-
guished Senators will recall even more from their own knowledge of the history
of our country.

From our history, there is one land developer I should like to dwell on for a
moment. I refer to George Washington, the Father of his Country. I should
like to recall to you that when he planned and laid out the town now knowa
as Alexandria, Va., it was still only a savage wilderness. You may recall that
it was quite a while before settlers could be encouraged to buy these lots from
George Washington’s brother, Lawrence, and the other jand promoters involved.
It was difficult for many people to believe then that the 60 acres allotted for the
town would ever really be settled.
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But, as you know, it was only later, when George Washington and Lis brother,
Lawrence, went into land promotion and speculation in a really big way, that the
foundation of the Washington wealth was laid. I should like to recall just one
of the benefits that derived from the Washingtons’ eagerness to sell off a parcel
of 50,000 acres—just one “land deal.” For a long time, they could find no buyers,
and then they succeeded in interesting a group of Germans in this tract. But
the Germans withdrew the offer on learning they would have to pay, like all
Virginians, taxes to support the Church of England. And so the Washington
brothers then set about to persuade the Virginia General Assembly to pass legisla-
tion exempting dissenters from paying taxes to the established church.

Gentlemen, I should like to note here that one of the significant documents of
the American tradition, Lawrence Washington’s discourse on the economic bene-
fits of freedom of religion, had its source in that land speculation. .

There is only one point more about George Washington’s land promotion 1
should like to call to your attention. On April 18, 1751, there appeared in the
Virginia Gazette an advertisement offering for sale three lots in Fredericksburg,
Va. The seller was George Washington, and he offered these lots on installment
terms—8 months to pay. Yes; to a writer such as Mr. Caro, the Father of his
Country might be described as being guilty of “advertising installment land
sales.” Incidentally, two of those lots were sold, not merely interstate, but across
the ocean, to some Glasgow merchants, so you see that the practice of selling
land sight unseen is certainly not new to our times.

Of the mail-order land promotion and sales which settled the West during the
19th century and the early years of this century, I am sure I need not speak. 1
should like to skip those years and get right down to what is happening now.

Let’s take the East, where I and the chairman of this subcommittee both live.
There is not a major city in the East which has not, in the past decade, outgrown
its boundaries, turned its truck farms into suburbs, and its outlying farms into
new towns and villages. And in the process, real estate values have more than
doubled, and tripled, and quadrupled. One illustrative story—the president of
our company, Mr. Irving W. Blum, bought many years ago as an investment a
number of potato farms on Long Island. He sold them after the war to a develop-
er whom others thought of as an impractical visionary—those potato farms are
the heart of what is now Levittown, Long Island. 'They have multipled in value
more than 25 times in the 20 years since that sale.

And what has happened all over the East is now happening in the West. The
fact is that we are now witnessing the greatest migration in American history—
far greater than that gigantic wave of immigrants who poured onto our shores
in the first decade of this century. That produced less than 9 million new resi-
dents for this country—but the Southern and Western States alone—Arizona.
California, New Mexico, Nevada, and Texas—added over 10 million from 1950
to 1960.

In this mass migration, companies like my own are playing an important role.
And I should like to submit to the Senators a very simple proposition—when
a company buys good land, invests money to develop it along sound lines, builds
roads, utilities, and other major facilities, provides community services to an
extent undreamed of not just in Washington’s day but even 10 years ago, then
it is entitled to boast about its wares in advertising, across State and even
National boundary lines, and to sell its wares at a profit * * * and it deserves
not the kind of easual, uninformed criticism which this committee has heard,
but active encouragement and praise.

I submit to you that this is the case with my company. I submit as one ex-
hibit (No. 10) the latest stage of a development plan which has been over 2
years in the making and is still undergoing refinement. I submit to you also
a simple observation: Rio Rancho Estates is a large area, 55,000 acres. But it
is not way out in the desert, or the mountains, where we could have bought acre-
age at low, low cost. Our entrance is only 4% miles from the present city lim-
its of Albuquerque, among the 10 fastest growing cities in this country. It is
squarely in the path of Albuquerque’s expansion (exhibit No. 11, Northwest
Mesa report). And it is entirely in the Rio Grande water basin, as you can see
from the map on page 28 of exhibit No. 10.

More than $2 million have already been invested in the development of this
land—in roads, in utilities, in swimming pools, clubhouse, and other facilities.

So much about our company. I should now like to take up the larger question
to which we had originally intended to confine ourselves—that of the industry
generally and the need for legislation at the Federal level. - .. . :
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Our company believes there is such a need. But let me say at the outset
that our reasons are far different from Mr. Caro's. I submit that it is manifestly
ridiculous to contend, as he does, that the market for the interstate land de-
veloper is “the poor.” What “poor” person can possibly commit himself, first, to
buy land, even on the installment plan at the lowest possible terms, and second,
to plan to build a house on that land at some future date. I should think it
obvious even to lower intelligences that any developer who addressed his market-
ing efforts to the poor would rapidly join their number.

The fact is, and our company will back this with the experience of 25,000
sales, that those who buy are of the great middle class of America—the largest
segment of our population.

Equally as absurd is Mr. Caro’s dire prediction of a “national disaster” in an-
other few years when “tens of thousands of elderly couples” move to “par-
tially developed” retirement communities in the “undeveloped counties of Florida
and the Southwest.” The truth is that tens of thousands of such couples have
made such moves in the past few years, and are doing so at this very moment.
And what is happening?

A number of honest and competent reporters have investigated at firsthand,
and have reported anything but a disaster. They write that by and large these
people are pleased with what they find. I cite for the record two recent exam-
ples of excellent investigative reporting, by Thomas C. Langdon, in the Pitts-
burgh Press of June 1 through June 5, and by Calvin Snow in the New Yorker
magazine of April 4, 1964 (exhibits No. 12 and No. 13).

I submit to this committee that what is actually happening and will continue
to happen in this great southward and southwestward migration is that new
communities are being built and are growing; and they will be built, and they
will grow. I submit that this new settlement and growth will of itself provide
many jobs where there were none before; that as a labor market is created,
private enterprise and community effort will bring in industry to utilize that
labor market; that as these communities grow and develop they will find ways
to provide themselves with adequate municipal services. I submit that, yes,
there will be growing pains. But I submit, that this is the history of our
country.

Scandal-mongering reporters will seek and find cases of insufficient hospital
facilities, sewage problems, utility, and police and fire protection problems. They
can always find such problems in their own backyards, but then they might stub
their toes on their own interests, and they certainly wouldn’t make headlines.

Mr. Caro’s suggestion that the Federal Government undertake to legislate
against “the whole concept of herding together large numbers of elderly persons”
because this is “an idea frowned upon by many leading gerontologists” is, I
submit, not merely a reductio ad absurdum of his entire testimony. Nor is it
merely another instance of his irresponsibility. It is, I would suggest to this
committee, indicative of that mentality which already prevails in too huge a
portion of the world, which seeks to breed distrust in, and sabotage the working
of, the private enterprise system, because it sets itself above the ordinary man,
whom it views—as requiring—in Mr. Caro’s words—*a shield” to “protect” him
from himself.

I believe myself that history shows that the average man’s best shield and
protection is his ability and his right to exercise his own judgment, which is the
essence of democracy. I believe that the history of free enterprise has demon-
strated that businesses which perform useful services at competitive prices
thrive, and those which do not are driven from the marketplace. I know of no
industry more highly competitive than the land development business; I know
of no industry which more clearly demonstrates that those companies providing
honest services at fair prices grow and prosper, and those which do not go out of
business.

I believe the public should be protected from fraud. I am not convinced that
new legislation is necessary to do this; I feel that more vigorous enforcement
of post office, FTC, and other legislation now on the books might do the job. I
know that every legitimate developer will join me in saying that we would sup-
port larger appropriations for the post office investigations department, or the
Justice Department, if either or both should be necessary for more vigorous
enforcement. Fraud is unfair competition to all of us, and it denies the consumer
true freedom of choice.

I cannot believe this committee would seriously consider Mr. Caro’s sugges-
tions of legislation that would limit the age groups which would be permitted
to—to quote Mr. Caro's term—*“herd together” ; or his suggestion that this com-
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mittee limit geographically where people be permitted to settle. I hold no brief
for either Collier County, in Florida, nor for Mohave County, in Arizona. My
company has declined to buy land in both. The three properties we control are
eminently suitable for homesites—arable, dry land, in good water areas, in close
proximity to long-established communities with all necessary municipal facilities
and services.

But there are people who like to live in the desert, and those who like to live
along canals in redeemed swampland. Need I cite Palm Springs, Calif., and good
portions of Miami, Fla.? I cannot believe that this committee would entertain
refusing to permit the development of any area of this country.

I know of no way by which you can prevent the underfinanced, badly managed
companies in this industry from doing business. I have heard suggestions for
the creation of a kind of SEC for this industry. I know you are aware that
neither the strict regulations of the SEC, nor their effective enforcement, has
prevented a great many companies from selling stock to the public and sub-
sequently going out of business.

I do support any Federal legislation which would require full disclosure of
meaningful facts in interstate real estate offerings. I partially agree with Mr.
van Horn’s comment that the volume of material required by the disclosure law
in New York State might deter many people from reading it. However, I also
know that when people are making a major purchase, they welcome all the in-
formation available. I do feel the requirement that the information be filed and
available, and that it be verified by official investigation at firsthand is sufficient
to eliminate the fraudulent operators. The stringent New York State law
could be an excellent working model for possible Federal legislation. But let it
be clear that I am recommending Federal legislation not for intrastate sales, but
only for interstate operations. At the present timme various, differing State laws
control interstate sales, and I believe that Federal legislation would be pref-
erable. It seems ridiculous, but it is true, that if we were to place any national
advertising complying with the law in any one State, we could conceivably be
violating a law in a half dozen other States, because each State’s laws and ad-
ministrative regulations are different. The fact is that some States have laws
which reflect their unwillingness to lose citizens to other States. And in some
States one runs into the kind of capricious interpretation (or misinterpretation)
which derives from personal feelings of this kind. One State may say, “You must
not say this” * * * and another State may say, “You must say that very thing.”

Instead of one Federal registration, as is proper with interstate commerce,
we have separate registrations in each of the States with increasingly high legal
and other costs. Instead of one inspection of the property, to this point we
have had to bring various State inspectors on 15 separate trips from the various
States. We have had to pay over $10,000 in expenses for these trips, over $5,000
just in the many States’ filing fees and well over $50,000 in legal fees for various
lawyers in the many States to handle the complicated State registrations for us.
All of this on one property alone. These are certainly unnecessary costs.

Gentlemen, I would think interstate land sales are truly interstate commerce,
to be regulated only at the Federal level.

But let us remember that the present State laws are doing an excellent job
of policing, and additional Federal legislation on top of the present State laws
would be unnecessary and wasteful. However, I do believe that one Federal
agency to replace the presently existing State agencies would be far more prefer-
able and far more economical, for Government, for the consumer, and for the
businessmen. If it is possible to replace the separate State regulation with one
overall, interstate Federal law, then we are all for it. To leave as is the pres-
ent individual State laws and add an additional Federal bureau would be, we feel,
unnecessary.

Finally, I urge your support for the pending “Housing and Community Devel-
opment Act of 1964,” designed to facilitate the kind of advanced community
planning known as the “Newtown” concept, particularly section 201, designed
to lower costs and raise standards in area planning and provision of commuity
facilities. This is important legislation for the benefit of all.

And I know that any legislation which your committee recommends which
enables honest developers to prosper and forecloses the operations of the dis-
honest will receive the most strenuous support not only from my company, but
from developers generally.

Thank you for this opportunity to present our views.
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*4. Detailed plat map from property owner’s kit.

5. Statement of sheriff of Sandoval County.
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*13. Article from the New Yorker, April 4, 1964.

ExHIBIT 1

From: Commco Pr Inc., 310 Madison Avenue, New York, N.Y.
For: American Realty & Petroleum Corp., 16 West 61st Street, New York, N.Y.

DrarT CoDE OF ETHICS

In the light of recent developments which have focused national attention
on the methods used by realty development companies for selling subdivisions to
out-of-State purchasers, there is the need for a clear distinction to be drawn
between ethical realty developers and those who have no scruples about de-
frauding the public.

Out-of-State land sales have become a major industry with sales running
into hundreds of millions of dollars annually. But the whole concept of land
development for either investment or immediate residential use is in extreme
danger of being legislated to death, particularly by State bodies. TUnless the
industry cleans house, it is certainly destined for serious harm as a result of
becoming a political football.

It is proposed that the American Realty & Petroleum Co. take the lead in
organizing a national body comprising those companies that are willing to
abide by a set of standards, and that a trade practice code should be set up for
universal guidance.

‘While a minimum standard of performance will be required to insure mem-
bership, there can be no objection, of course, to promulgating policies that prove
superior to the minimum, and as matter of fact such policies are to be encouraged.

A list of standards, in our opinion, should include the following:

A. In any form of advertising or by personal representation, statements of the
following nature should be avoided :

1. Any description of climate which implies weather conditions other
than those normally prevailing in the area.

2. Statements claiming proximity to municipalities, schools, houses of
worship, shopping facilities, main roads, outdoor sports, transportation,
ete., that cannot be supported by actual mileage tests.

3. Statements claiming water availability that do not specifically reveal
the current state of development of central water systems, or, where no
central water system is available to purchaser, which fail to reveal the
depth of the water systems, or fail to reveal the depth of the water table
which individual purchasers may be required to reach.

4. Money back guarantees which fail to clearly set a time limit.

5. Offers of something for nothing.

6. Statements implying sewer availability, utility availability, and fin-
ished roads when these are merely in planning stages.

7. Statements exaggerating size of plot that are not in keeping with the
actual square footage offered.

8. Statements implying appreciation of value, that cannot be supported
by actual facts.

9. Heavily retouched photos or artists rendering of projections and plans
not clearly labeled as such.

*In subcommittee file.
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B. Offers of land on which development company cannot deliver a deed
not be made.

C. Maintenance of a sales training program for personal representatives that
will insure a calm, nonhurried presentation, designed to eliminate false state-
ments, and oral promises that cannot be kept.

D. Avoidance of brokerage firms that tend to set up unethical “boilerroom”
operations for selling of land.

E. Maintenance of a fair contract, with all stipulations clearly legible, in easily
readable type.

F. Checking out of commission sales by a salaried employee of the company,
to insure that a fair presentation of facts had been made.

ExHaIBIT 2

JENNINGS & JOENSON, REALTORS-INSURERS,
Albuquerque, N. Med.
Re increase in land prices.
Ri1o RANCHO ESTATES,
Albuquerque, N. Mex.

GENTLEMEN : In accordance with your request, I offer the following examples
of actual purchases and sales made by me on land.

March 1957, 82 acres at $700 per acre, located about Panorama and Constitu-
tion, resold 40 acres of the 82 acres in 1 week for $1,500 per acre.

March 1958, 40 acres at $1,100 per acre, located at Pennsylvania and Mont-
gomery, resold the whole 40 acres January 1959 for $4,000 per acre.

June 1958, 140 acres at $2,650 per acre, located south of East Central, 14 mile
west of the Western Skies Hotel, resold whole 140 acres March 1963 for $5,500
per acre.

February 1948, 25 by 135 feet in the 4500 block of East Central at $320 per foot,
2 miles from downtown, resold in 1 year for $1,000 per front foot.

Land in Albuquerque and the surrounding area has been on the increase for
the last 15 years and in some years has taken tremendous jumps in price. For
example, in the early part of 1958, most land within 2 miles of eonstruction in
the east, northeast, and north part of the heights was priced from $700 to $1,000
per acre, and during the month of April 1958 the State of New Mexico auctioned
off numerous 40-acre parcels in the area of Juan Tabo and Lomas, and at the
auction they brought $3,000 an acre and up, with Mr. Dale Bellamah paying
$5,250 per acre for one 40-acre parcel. This year I have sold one 40-acre parcel
for $5,500 per ‘acre and another for $6,000 per acre in this same area. Of course
the commercial and multiple-dwelling sites are going for a much higher figure.
Commercial is going from 50 cents to $1 per square foot and multiple dwelling
sites from 30 cents to 65 cents per square foot.

Hoping the above is enlightening, I remain,

Very truly yours,
RoOBERT J. JOENSON.

Josk Luis YeUADO & ASSOCIATES,
Albuquerque, N. Mez.

ExAMPLES OF LAND RISE, ALBUQUERQUE METROPOLITAN AREA

Northeast: Buena Ventura addition, R-3 property, blocks 6 and 7, lots 1-186,
inclusive, 1958, $33,000; 1963, $59,200. 8 acres originally purchased for $250
per acre 1960 sold for $8,000 total.

Northwest: 1942, 15 acres were bought for $15 per acre as part of a large
tract. 1955, these 15 acres sold for $5,000 and resold in 1960 for $20,000 (ap-
proximately $1,300 per acre.

West: Coors & Atrisco, 1959, 7 acres were purchased for $10,000 and 8 months
later sold for $28,000.

Fronting Central, 10 acres purchased in 1958 for $18,000 and 1 year later sold
for $40,000.
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Airport Road, 5 acres bought in 1933 for $300 worth of groceries—1959 same
5 acres were sold for $45,000.

Southwest : 1946—13 acres were purchased for $40 per acre and later divided.
(For our purpose we'll call this property B and C.)

Property B (7 acres) sold in 1947 for $160 per acre; resold in 1959 for $7,000;
resold in 1962 for $15,000. It is now included in a shopping center complex.

Property C (0 acres) sold in 1947 for $420; same year 1 acre sold for $500; and
balance (5 acres) =nld in 1961 for $8,750; 1962 the acre sold for $2,150 (this prop-
erty also in a shopping center complex.)

PrRIDE HOMES,
Albuquerque, N. Mex., November 14, 1963.
R10 RancHO ESTATES, INC.,
1429 Central NW.,
Albuquerque, N. Mez.

GENTLEMEN: I, E. G. (Bill) Begnaud, president of Pride Homes, have con-
tacted different realtors concerning the rise in price of real estate values in this
area during the last few years. One realtor in particular, whom we consider
an oldtimer and who has been in the real estate business all his life, remembers
the following transactions:

The New Mexico State Fair grounds was purchased in the early 1930's
for approximately $35 an acre. This land now is definitely worth $20,000
an acre.

In 1931 or 1932, 180 acres south of the Altura addition sold for approxi-
mately $9,000. In 1948 the same realtor bought back 15 acres of this land
for approximately $90,000. I recently purchased in the Altura subdivision
a residential lot approximately one-third acre in size for $15,000.

The Elena Gallegos Grant was brought for approximately $2 an acre in
the mid-1920’s. In 1961 Gulfmat Co. bought 10 acres of this land for
approximately $10,000 an acre.

‘The Parkland Hills Addition in southeast Albuquerque in 1925 was bought
for $35 an acre on a tax deed. Any available building lots in that area now
are selling for approximately $10,000, depending on size and location.

If any additional information is needed, please feel free to contact me.

Yours very truly,

B. G. BEGNAUD, President.

ExHIBIT §
OFFICE OF THE SHERIFF,
SanpovaL CounTy, N. MEX.,
Bernalillo, N. Mex., February 3, 1964.
Ri10o RancHO EsTATES, INC.,
Albuquerque, N. Mez.

DEear Sies: This is to inform you that this office is willing and able to furnish
police protection to the Rio Rancho Estates subdivision in Sandoval County,
N. Mex., at'any time of day or night.

Piirther, there are two deputy sheriffs residing in the Rio Rancho Estates
subdivision.

Sincerely yours,
P. Baca, Sheriff.

ExHiBiT 6
RESOLUTION

Whereas the residents of Rio Rancho Estates subdivision wish to establish a
fire district to afford fire protection to present and future residents of Rio Rancho
Estates; and :

Whereas the County Commission of Sandoval County may establish said fire
district pursuant to sections 58-5-22 to 58-5-2 18, New Mexico Statutes Anno-
tated, 1958 Compilation : Now, therefore, be it

Resolved, That a fire district be, ‘and it hereby is, established on the property
known as Rio Rancho Estates, said property being more particularly described in

34-856—64—pt. 3—9
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JOE GABALDU,

MELITON LOVATO,

JosE E. Ruiz,
Commissioners.

Attest:

JUAN ARCHIBEQUE, Clerk of Sandoval County.

I hereby certify that the foregoing is a true and correct copy of a resolution
duly passed by the Sandoval County Commission at it regular meeting on Febru-
ary 3, 1964,

JUAN ARCHIBEQUE, County Clerk.

ExHIBIT 7
THUNDERBIRD SALES CORP.,
Albuquerque, N. Mex., April 9, 1964.
Mr. CHESTER P. WADLEY,
General Manager, Rio Rancho Estates,
Albuquerque, N. Mex.

DEAR SIR: As per our sales agreement with you, we will deliver to you in either
the month of June or July 1964 a firetruck in good condition. This firetruck is
currently in use by the town of Bernalillo, N. Mex., and fulfills the requirements
of a firetruck for your fire district. The firetruck is being traded in to us by
il51e ts;)ﬁwzn of Bernalillo for a new firetruck ordered by the said town in February

, 1 .

Any help that we can render to you in the meantime, feel free to call on us
and thank you for the order on this used truck.

Very truly yours,
J. M. WHORLEY, Manager.

R10 RANCHO ESTATES,
Albuquerque, N. Mez., February 15, 1964.
Mr. CHESTER CARITY,
American Realty & Petroleum Corp..
New York, N.Y.

DEeAR MR. CARITY : We have this day purchased a firetruck for the independent
fire district organized within the boundaries of the Rio Rancho Estates sub-
division in Sandoval County, N. Mex., by authority of the County Commission
of Sandoval County in accordance with rules and regulations issued by the
State fire marshal of New Mexico.

This firetruck is currently in operation in the town of Bernalillo, county seat of
Sandoval County. It is in excellent condition and carries 500 gallons of water.
The town of Bernalillo has placed a firm purchase order with the Thunderbird
Sales Corp. for a new firetruck, trading in the truck we are purchasing from
Thunderbird.

We have made a downpayment of $500 to the Thunderbird Sales Corp. and, will
have delivery of our firetruck when Thunderbird delivers the new firetruck: to
the town of Bernalillo. In accordance with Thunderbird’s bid to Bernalillo, the
new truck will be delivered within 102 days.

‘When delivery is made on our firetruck, it will be donated to the independent
fire district of Rio Rancho Estates. Full payment for the truck will be made by
Rio Rancho Estates, Inc.

Very truly yours,
CHESTER P. WADLEY, General Manager.

SUPPLEMENT TO STATEMENT OF ALTON W. VAN HorN, IN BEHALF OF THE NEW
JERSEY REAL ESTATE COMMISSION

Thank you for the opportunity of filing this supplemental statement supple-
menting original comments in behalf of the New Jersey Real Estate Commission
before the committee in Washington, D.C., on May 20, 1964, and particularly
for the opportunity of responding to certain comments bearing on this commis-
sion’s original testimony and contained in a statement filed in American Realty &
Petroleum Corp.’s behalf bearing date of June 22, 1964.
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Prefatorily it should be stated for the record that there has been no oppor-
tunity to review the 13 exhibits which appear to have been filed with the June 22
developer’s statement. It should also be a matter of record that the original
comments in behalf of this commission apply to conditions found at the time of
investigation, and the original statement before the committee clearly so stated.
It could logically follow that certain matters that were then found worthy of
objectionable comment may by now have been so altered as to no longer warrant
the same comments.

Dealing with the comment that the original New Jersey statement “seems to
be based on inaccurate information and misinterpretation,” it should be recog-
nized that the information was largely that furnished by the developer and
his employees. Regarding the matter of “misinterpretation,” it is fairly routine
for the developer seeking release to quarrel with the interpretation of the regu-
latory agency in the discharge of its duties if the interpretation is adverse.

The foregoing comments apply again to the American Realty statement, “His
objections are the results of incorrect information and misrepresentation.”

On the matter of the alleged great rise in land values in the area, the informa-
ation submitted (to this commission) has been re-reviewed and it continues to
be this commission’s belief that the examples cited lack meaningful compara-
bility with the size and type of units being offered to individual buyers in this
development.

Regarding the matter of the ownership of lands along the Rio Grande and
their portrayal to the public along with lands which are being offered, it con-
tinues to be this Commission’s view that these lands are not now owned by the
corporation and that they should not be portrayed along with those being offered
unless there is clear indication that lands in this vicinity are not available for
purchase. Reference here is made of course to making this matter clear in the
promotional material rather than permitting it to be discovered after the pur-
chaser is furnished a purchaser’s kit indicating what he has contracted to buy.
If it is the intent of the developer to “offer all residents the use of these facili-
ties,” it would appear to be minimum fairness to so set these areas aside in the
promotional material.

Dealing next with the matter of the so-called property owner’s kit, several
things warrant comment. First, the property owner is sent this after he has
made his purchase, as this commission understands the use of this so-called kit.
Next, the map which was commented on by this commission and which appears
to be the subject of comment in the American Realty’s statement was received
by this commission and identified as “REC 3—11/63.” The most careful scrutiny
of this map fails to show any “designation of where present development is tak-
ing place.” The statement that “thus the purchaser has all the information
possible regarding the location of your lot and its relation to other areas in all
of the development” is totally insupportable on the basis of anything filed with
this commission. No scale, as this commission understands the meaning of the
word, appears on “REC 3—11/63”. If the minute numerals thereon are intended
to indicate distances, they want in clarity.

Dealing with the matter of the exchange or switch privilege, this Commission
continues to disagree with the developer’s presentation regarding the simplicity
and clarity of these proffers as they are made in the promotional material.
However, more significant than the matter of the language used is the fact that
the developer’s entire approach would appear to this commission to be one which
would continue to sell lands remote from utilities and existing development (in
the form of dwellings) and to place the buyer in a position of dependence upon
the developer in order to get back to where he originally had good cause to
believe he would be located, namely, in a developed area. This whole matter
of reliance upon an exchange brings into play the necessity of maintaining a
pool of exchange lands. In essence, it is the position of this commission that the
buyer should be plainly aware of what he is purchasing and where he is pur-
chasing from the outset. This would be required of a New Jersey licensee in
a New Jersey transaction and seems equally fair to require it of a promotion
outside New Jersey where a New Jersey licensee participates in that promotion.

The heavily underlined statement on page 7 of the June 22d statement which
reads, “The assertion then that we lead customers to believe that they may live
in an area serviced by utilities at any time whatsoever with no problem and no
increase in money is exactly true—because we do make this commitment, and
we live up to it,” merely highlights the developer’s intention to continue to sell
remote lands and to place reliance on a switch privilege.
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On the matter of police protection, the original statement was based on original
findings at the time of the investigation. If the facts have bheen altered sub-
sequently, this would be a commendable improvement.

The foregoing general comment would also apply to the matter of fire
protection.

Dealing now with the matter of taxes, there appears to be agreement on the
matter of what taxes an owner would be required to pay when he acquired own-
ership in fee. It was and continues to be this Commission’s position that any
statement dealing with the taxes paid per lot by the developer so long as he
holds the land in bulk is misleading in the extreme for the reason that the
prospective purchaser will be required to pay a very different and larger sum
upon acquisition of title.

On the matter of the presence and proximity of luxury communities, the dif-
ference here appears to be a question of what constitutes a luxury community
and what constitutes being bordered by several luxury communities. It should
be noted that much of this development is bordered by the rawest sort of lands
to be found in the area.

On the matter of the New York State’s offering statement, two observations
are in order. First, the New Jersey Real Estate Commission’s files would indi-
cate that it was submitted along with the promotional material and, second,
it is indeed a most informative compendium of information—one which the
developer’s latest statement would indicate that they do not intend to deliver to
purchasers in New Jersey. ’

On the whole matter of water, its availability, its depth, its cost to reach, etc.,
we apparently return to the philosophy that since one can be transferred from
where he is to where he would like to be, this question is moot. The New Jersey
Real Estate Commission does not, in reasonable exercise of its regulatory func-
tion, believe this an adequate answer.

The June 22d statement is wrong in its suggestion that “Mr. Van Horn did
not thoroughly read the (New York State’s) offering statement.” Further
perusal of the New Jersey original statement will make this clear, particularly
if it is coupled with perusal of the New York State offering statement.

‘With respect to the comment that one “also complains that our 26-page report
seems * # * burdensome,” etc., the thrust of the comment has apparently mis-
carried or been misconstrued. The thrust of the comment was that the need is
for a simple, concise statement, whether or not a further fully detailed state-
ment of 26 or whatever number of pages is available as supplement.

The comment concerning the matter of boiling essential information down to
one page is particularly well taken, especially if that one page is to cut through
the redundancy of statement, restatement, slightly changed statement, ete..
icherent in the developer’s saturation promotional material approach, and if
that boiled-down statement is to contain information omitted from the devel-
oper’s saturation promotional approach.

It seems particularly significant to note that the developer’s statement made
no comment with respect to New Jersey’s criticism of the fact that many signif-
icant items concerning the true nature of the lands, elevation, climatic conditions
and similar features were totally missing from the promotional material.

Review of the developer’s criticism of the original New Jersey statement
serves only to strengthen the belief that Federal regulation, providing, among
other things, for a simple, concise public report, is desirable.

If it is the intent of the developer to suggest that New Jersey is concerned
with an “unwillingness to lose citizens to other States,” one is referred to New
Jersey’s original comment concerning regulatory philosophy. This philosophy
has at all times been implemented, and any suggestion of an attempt to prevent
New Jersey residents from buying in other areas is as diametrically opposed
to the fact as could possibly be.

[From U.S. News & World Report, May 25, 19641}

BooM IN THE DESERT—WHY IT GROWS AND GROWS

It’s a different kind of prosperity that now is rocketing along in the
sandy Southwest.

“Brain factories,” “fun palaces,” and “prepackaged cities” are some of
the lures that are sending populations up, ending isolation from other
States.
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The sun shines almost all the time, but air conditioning takes care of
the heat. Water remains a problem, but shortages are being overcome.
Irrigated lands grow nearly everything for the table.

This three-State survey brings you up to date on a vibrant area of
America.

THE SUCCESS BAGA OF NEVADA, NEW MEXICO, ARIZONA

The great American desert, once regarded as a vast wasteland, waterless and
forbidding, today is the scene of an expanding boom.

Boom times spread over three States—Nevada, New Mexico, and Arizona. In
each State, the base for growth and optimism has a different foundation.

In New Mexico, it’s the “think and theory business”—brains—on which the
future is being built. )

Nevada, growing in population and glamour, has cast its lot with gambling.

Arizona is the desert State of industry, retirement, and recreation.

‘Water everywhere in the desert is a problem. Yet water shortages generally
are being overcome, or there is hope of future solution. Where temperatures
above 100° were a problem, air conditioning is providing the answer.

Everywhere there is sunshine—80 to 85 percent of the daylight hours in the
year. Humidity is low, usually 15 percent or less, generally assuring comfort
for people with sinus trouble or asthma.

‘All through this desert empire, contrasts are sharp.

Even the term ‘‘desert” is a bit misleading. Most of it is surprisingly varied
in terrain and in plant and animal life. The horizon almost everywhere is etched
with mountains. At sunset, their shadows sometimes lean east nearly 40 miles
across the flat desert floor. ’

In Arizona in the spring, you can go from 80° or 90° temperatures in
Phoenix to snow in Flagstaff, 125 miles away, at an altitude of 6,900 feet. Some
of the country’s great commercial forests are in Arizona.

You don’t need air conditioning in much of New Mexico, most of which sits
high on a plateau. In winter, eight ski centers operate at elevations up to
12,000 feet.

Nevada has four distinet seasons in the northern part of the State. Tempera-
ture variations of 50° within 24 hours have been reported in Reno. South-
ern Nevada is a dry desert, where annual rainfall is 8 to 15 inches.

Arizona has on its borders the two largest manmade lakes in the United
States—Lake Mead behind Hoover Dam, and Lake Powell behind the new Glen
Canyon Dam, both on the Colorado River. It is a common sight in the desert
country to see autos towing boats, heading for newly created recreation centers.

Nevada tops the Nation in rate of population increase. Arizona leads in rate
of industrial growth. New Mexico has the best per capita record in public
spending for higher education, keystone of the space-age industry.

It’s here in the desert that year-round living, a new American way of life, is
being developed to its fullest degree. Increasingly, it's a life in self-contained
communities planned from the ground up in attractive, historic, and scenic sur-
roundings. This, too, is part of the boom.

Nevada: Round-the-clock gambling and “liquid” hospitality, population explosion
stimulated by an entertainment industry, haven for taz weary

A visitor checking into a hotel in Las Vegas gets these first impressions: Al-
though it’s 8:30 in the morning, near the registration desk people are crowded
around the gambling tables, trying their luck at blackjack and at craps. In his
room a few minutes later, the phone rings and the voice of room service says:
“The management would like to welcome you with a drink; may I take your
order?”’

Gambling, and the tourist business it generates, has set off in Nevada the great-
est population explosion any State has ever had. In the 3 years since the census
of 1960, Nevada’s population soared from 285,000 to an unofficial estimate of 442,-
000 last October, a 55-percent jump. The most optimistic forecasts are for 705,000
Nevadans by 1970 and perhaps 1,200,000 by 1975.

The surprising thing about this explosion is that it is occurring with only a
slight increase in industry. Nevada today has a mere 6,700 manufacturing work-
ers, less than one-fifth the national average in proportion to population.

Iintertainment and resort living, backed by gambling, is the big Nevada growth
stimulator. It is a business that. around the clock, has many ways of separating
visitors from their money while they are having a good time. You can take in aw
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elaborate stage show at a hotel for the price of a single drink. The manage-
ment knows it will get its money back, and more, at the gaming tables later.

Nickels to dollars: There is one slot machine for every 22 Nevada residents.
You can play one, two, or three machines with one handle—for nickels, diwes,
quarters, half dollars, and dollars. At the Mint, a place on Las Vegas’ Fremont
Street, one recent afternoon the wife of a construction worker from Arizona
played a row of four $1 machines for more than 2 hours. She hit six jackpots
and several lesser payoffs. If she had known when to stop, she would have been
one of the few lucky ones who come out ahead.

Here is how a slot machine works in Nevada :

The standard machine has three rows of 20 symbols on a cylinder—cherries,
bells, oranges, etc.—for 8,000 possible combinations. In 8,000 plays, on average,
the machine will return 5,300 coins to the player in small payoffs, usually 3 to 10
coins. Another 2,000 coins are returned in jackpots—a preset payoff adjusted
by the casino to suit itself. This leaves 700 coins. Frcm these, the State is paid
taxes that range from 3 to 5.5 percent. The rest goes for local taxes, operating
expenses, and profit.

In 1963, Nevada collected $13.5 million in gambling taxes, or 28 percent of its
general fund revenues. Nevada ranks seventh in the country among States
with income from gambling. But, “What is peanuts to a big State like Cali-
fornia,” with a muiltibillion-dollar budget, “is caviar to Nevada,” says a Las
Vegas casino operator. Nevada’s budget is $106 million for the current year.

Nevada has no personal or corporate income taxes; no admissions, warehouse,
inheritance, or gift taxes. It calls itself “the storm cellar for the tax weary.”
The gambling industry opposes more production industry in the State for fear that
manufacturing might someday become sufficiently important for gambling to be
voted out of existence.

Attractions for nongamblers: Gambling is being served up in increasingly at-
tractive settings. It remains the main lure, but is no longer the sole attraction.
The Dunes Hotel in Las Vegas is getting a 22-story addition that will have a
floor of shops, & ballroom and a “Top of the Strip” restaurant with no gambling.
A 40-acre “Vegaland,” modeled after California’s Disneyland, is opening this
month,

More families are coming to Las Vegas for vacations, and children are often
seen at dinner with their parents. Now, says a hotel official, “the showgirls put
on clothes for the dinner show, take them off for the late show.”

Nudity has gone about as far as it can go in the nightclub shows. On the
stage, the makeup of the showgirls can be so garish, the orchestration so loud,
and the exposure so overwhelming that the idea of sex is lost.

Las Vegas was founded in a land rush of 1905. For many years a sleepy
watering stop on the rail line from Chicago to Los Angeles, it began to grow
during the 1930’s with the building of nearby Hoover Dam. During World War
II, industry came to nearby Henderson to utilize the power and water produced
by the dam.

About that time, tourists discovered that Nevada had legalized gambling. In
1950, the Atomic Energy Commission established its Nevada Test Site. where the
first of hundreds of nuclear test explosions was set off in January 1951. Added
to gambling, this set off a growth spiral of more visitors and jobs, more building
of resort facilities, more workers and spenders that, in turn, supported more
gambling.

The upward spiral in Las Vegas has never stopped, carrying with it most of
the Nevada growth statistics. In 1963, hotel space totaling 163 floors, some
4,000 rooms, was begun or completed. By the end of 1964, Las Vegas will have
among its resort hotels 3 with 1,000 or more rooms.

For churches—cooperation : Participation in civie, church, and school affairs
is high in Nevada. It has more churches per capita than any other State. Says
a Roman Catholic priest: “We have wonderful cooperation from the casinos.
‘We should. We pick up the pieces when they’re finished with them. It’s not
the gambling; even the church looks on gambling as just another industry.
But the people it attracts, all the kooks and bums, and hangers-on.”

This priest finds that, among those working in the resorts, “only the strongest
marriages can survive.,” He gets calls from would-be sunicides at 2 a.m. who will
not tell him who they are; from a distraught wife crying that “my husband’s
ex-wife is moving in with us”; from people who beg for bus fare home.

Boom in population : From 1864, when Nevada became a State, until 1959, when
Alaska was admitted to the Union, the “Silver State” was last in population.
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Since the 1960 census, Nevada claims to have passed both Wyoming and Vermont.
Still, with 214 times the area of New York State, Nevada has no more people than
the Harlem section of New York City.

Reno, the seat of Washoe County, and the county itself were dominant in
Nevada politics until 1960, when the balance of power shifted to Clark County
and Las Vegas, its county seat. Latest figures show nearly 236,000 people in
Clark County, as against some 117,000 in Washoe County. More than one-half
of the State’s population thus is concentrated in Clark County.

Reno and Las Vegas are some 400 miles apart, about the same distance that
separates San Francisco and Los Angeles, the cities which send most visitors to
Nevada. Reno is staid and conservative, much like San Francisco; Las Vegas
is flamboyant and brash, like Los Angeles.

In the Nevada Legislature, south battles north, as in California. In Reno,
the University of Nevada is orienting its programs to science and technology,
giving Reno a new attraction for industry. The Desert Research Institute at the
university is working on such problems of a desert society as water development
and weather modification. At Las Vegas, the Nevada southern campus of the
university will grant its first degrees this June.

Reno was known as the divorce capital of the United States long before
gambling brought Nevada added publicity. Six weeks’ residence for divorce
still is important business. But now marriage is still bigger business. Last
year, Washoe County had 23,361 marriages, compared with 4,306 divorces. In
Las Vegas, there’s a sign: “$15 Cupid Wedding Chapel, Free Corsages to Every
Bride.” A justice of the peace in Las Vegas is estimated to be making $75,000
a year, mostly by performing marriage ceremonies.

The outlook for Nevada is for continued boom so long as California keeps
growing. The president of Rocketdyne, a division of North American Aviation,
Inc., which has large land holdings for rocket test purposes near Reno, 8ays,
“The potential for growth here in northern Nevada is the same as in southern
California.”

Federal spending is sizable in Nevada mostly in Clark County. The bulk of it
is spent by the AEC: 186 million last year, supporting some 7,300 workers.
Spending for the next fiscal year by this agency is due to drop a bit. Las Vegas,
however, expects to continue to grow.

“We're like the playroom off the kitchen,” say a casino operator, “only 50 jet
minutes from Los Angeles, where 60 percent of our business comes from. Las
Vegas is in its infancy. It's destined to become a world playground.”

New Mezxico: A booming “think and theory business,” sunshine, more water, too,
growth in farming, cattle raising, mining, industry

New Mexico’s boom is tied to the “think and theory business” more than any-
thing else. A laboratory, a computer or an office dominated by a blackboard
and chalk are the trademarks of this business.

In 1945. New Mexico ushered in the atomic age when the first nuclear bomb
was exploded at Los Alamos. Now, space age activities are spread out over
the State’s vast emptiness. Increasingly, it is attracting people and activities
that gather around research facilities and universities.

Albuquerque has become a national center for firms developing teaching ma-
chines and programs. Research at the University of New Mexico has increased
more than five times in terms of dollar contracts since 1959. One-third of the
degrees granted by the university last year were for advanced studies. New
Mexico has 1 doctor of philosophy for every 350 adults—highest ratio for any
State in the Nation.

The State reports a population growth of 40 percent in 10 years. College en-
rollment has more than doubled and will double again by 1970. This autumn,
St. John’s College, of Annapolis, Md., will open a branch campus in Santa Fe.

Fifth in size of the 50 States, New Mexico has only a little more than 1 million
people in an area as big as Pennsylvania, Ohio, and Indiana combined; States
with a total population of more than 26 million. But the charm of this sparsely
settled land, its combination of good living and the opportunity to grow along
with industries of the future, beckons more and more people from other regions.

The Spaniards settled in New Mexico before the founding of Jamestown, Va.,
or the arrival of the Pilgrams in New England. One of four inhabitants now is of
Spanish descent. Property titles often go back to Spanish land grants.

Many of the State’s 60,000 Indians live in pueblos on sites that have been oc-
cupied for centuries. They have preserved their tribal beliefs, their beehive
ovens, and ladderlike housing. This mixture of Indian and Spanish culture
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with that of the “Anglos,” settlers from the East, makes New Mexico a unique
place to live.

Many New Mexicans are concerned aboui ihe inundation of the Spanish and
Indian cultures as the State grows. Indians are leaving their pueblos and reser-
vations for year-round jobs. At Los Alamos, a laboratory employee may be the
local corn priest of an Indian tribe.

New Mexico’s altitude gives it an invigorating “high octane” climate. All but
the southeastern portion is above 4,000 feet. Rainfall and humidity are low.
Although the sun shines almost all the time, air conditioning is not a must.

‘Water supplies are adequate, but not plentiful, “We don’t have enough water
for industries with low-paying jobs,” says a State official. Perhaps it’s just
as well.”

Occasional droughts wipe out small ranch operators some years. This con-
tributes to the shift to fewer and larger agricultural holdings. New Mexico is
losing farm population faster than the United States as a-whole.

Gov. Jack M. Campbell says, “It’s believed that New Mexico has sufficient
water for future needs if it is used wisely.” Much of the State remains to be
surveyed for water. Water rights are bought and sold like land.

Sources of water: Additional water resources are being developed. The
Navajo project in time will irrigate 110,000 acres of Indian lands. The new Ute
Dam near Logan will supply industrial water at 3 cents per 1,000 cubic feet. In
1970, water from the San Juan River in the Colorado Basin will be pumped into
the Chama River, a branch of the Rio Grande. That river is at wading depth
most of the year after irrigation supplies are drawn off.

Prior to 1950, New Mexico’s economy was based on farming, livestock, copper,
potash and oil and gas. Most of these basic activities have been expanded
in recent years. There are more than a million head of cattle in the State.

Some of the State’s 800,000 irrigated acres produce up to 20 tons of tomatoes
per acre. Cotton is grown at 4,500 feet. New Mexico praduces 92 percent of
the U.S. output of potash. More than 80 rigs were drilling for oil and gas early
thig year, a sharp recovery from the 1962 oil slump.

One new activity can reshape the economy of an entire area. Proving of
molybdenum near Questa is bringing some recovery to Taos County, a depressed
area. Questa now has no municipal water or sewerage system, no doctor,
pharmacist or barber. But this is to change—and drastically.

The Molybdenum Corp. of America plans to develop a $20 million mine and
mill, to be in full operation by January 1966. Molybdenum is used mainly in
strengthening steel alloys. The company has some 20 square miles of land
with proven ore reserves. Employment at full capacity of the mine and mill will
be about 450.

A glad hand for industry is extended in New Mexico. State and local taxes
are the lowest in the West, and 15 percent below nationwide levels. Storage
and processing of goods for shipment to other States is tax free. New Mexico’s
Industrial Revenue Bond Act lets industry finance development with tax-free
municipal bonds at low interest rates.

Still, there is little to attract manufacturers of consumer products in New
Mexico. The major concentration of people, some 400,000 is in a 90-mile section
of the Rio Grande Valley between Belen and Santa Fe. Fewer than 10 percent
of jobs in Albuquerque are in manufacturing, compared with more than 25 per-
cent pationally.

The loss of people with lesser skills probably has progressed further in New
Mexico than elsewhere. ‘“We're exchanging population,” says Richard A. Bitt-
man, industrial economist with the department of development. Most of the
highly skilled are coming from elsewhere. The relatively unskilled, those born
in the State but possessing only a high school education, are leaving for areas
with more manufacturing. Union membership is low. Labor supply is ample.

A 13-story Federal building is going up in Albuquerque. It reflects the increas-
ing reliance over the years on U.S. spending as the underpinning for the New
Mexico economy. Total Federal outlay here in 1962 was $1.1 billion, more than
$1,000 for each resident. Federal spending has continued at this annual level
with minor fluctuations. More people are employed in federally sponsored
nuclear and space projects in New Mexico than ever worked at farming, ranch-
ing, or mining. )

“In-laws can pop in.” Los Alamos, birthplace of the nuclear bomb, today has
a population of nearly 14,000. Some 3,875 of these are employees of the Uni-
versity of California, which operates the Los Alamos Scientific Laboratory.
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The security fence and guarded gates that once shut off the installation are
gone. Emphasis now is on peaceful uses of atomic energy. Subdividers have
moved in. Some residents feared that opening up Los Alamos would let in
crime. None has developed. But at least one scientist there is unhappy : “Now
my in-laws can pop in on us without warning.”

It is at Los Alamos that 90 percent of all nuclear fission and fusion warheads
in the U.S. arsenal were developed. Los Alamos is, after the Sandia Corp.,
which handles the ordnance phases of the nuclear weapons program, the largest
of the many Federal facilities that have made New Mexico a vast research and
development laboratory for the space age. Facilities for recording, tracking,
sighting and recovery of missiles dot many square miles of the State.

At White Sands Missile Range, more than 15,000 missiles have been tested since
1946. A new $25 million project with a peak of 900 workers, is underway for
testing escape equipment for the Apollo moon vehicle.

Land prices have risen less in New Mexico, with large, private land holdings,
than in Arizona and Nevada. A State-owned 59,464-acre ranch, leased at 5 cents
an acre a year, was sold in January for $36 an acre. Near Deming, half-acre
“ranchettes” are offered for $249. Homes for less than $10,000 can be found in
the Albuquerque area.

Life in New Mexico is close to nature. It has a touch of mafiana about it.
Wide-brimmed hats and levi’s seen on the streets of Albuquerque are worn reg-
ularly by people who work on the land, not in imitation of the pioneers of the
wild west. In New Mexico, the yesterday of history and the tomorrow of the
space age are combined in living today.

Arizona: A tremendous spurt in mamifacturing, skilled labor for space age,
attractive business climate, lush land—avhen there’s water

Factories in the desert—and a healthful climate for year-round recreation
outdoors—are the chief catalysts for Arizona’s amazing growth.

The rate of Arizona’s population rise has consistently exceeded that of the
Nation. It matches the rate of California since 1900, when that State had
almost the number of people in Arizona today—1.6 million. Arizonans foresec
an eventual increase to match California’s present total of nearly 18 million.
One projection is for 2.2 million people by 1970.

In the first 15 years after World War II, Arizona gained 315 percent in manu-
facturing jobs. Florida was second among the States with 135 percent. Last
year, manufacturing output was more than 10 times the $86 million value of
manufactures in 1946. Phoenix has become the third largest electronics pro-
ducer, after Los Angeles and San Francisco and ahead of San Diego.

Top executives cite these attractions for new industry:

An adequate labor supply exists in all but the highest skilled and professional
fields. Newcomers to the State usually take any work offered until their skill
is in demand. Recently, a plastics manufacturer wanted to move to Tucson.
No mold setters were listed by the employment office. An advertisement
brought replies from 17 men with the needed skill. They had been working at
other jobs.

Productivity is high. Absenteeism is lower than in the more industrialized
States. Workers can count on good weather for their days off. In the hot
summers, workers from uncooled homes are glad to be in air-conditioned plants.

An electronics employer says: “We feel we get higher productivity here, even
though we can’t prove it. Our foremen don’t spend their time looking for people
or policing them. People in the plant think of the business as ‘we,’ rather than
‘them’ and ‘us.’”

A right-to-work law has been in effect since 1947. Union activity and mem-
bership are low in Arizona, except in mining and construction. Major employers
such as General Electric, AiResearch, Sperry, and Motorola are not unionized.
Labor-management relations are almost uniformly good.

The business climate is attractive, too. ‘“We offer a cohesive welcome from
the city and county for any prospective industry,” says a chamber of com-
merce official in Tucson. “We also make every effort to keep happy those that
we already have.” A General Electric official says, “We're very impressed with
the progressive air of the area.”

Attracting professionals: Challenge and opportunity of space age activities
are the main pull for the highly technical and professional people who must be
recruited nationally.

Research and graduate training facilities are a major magnet to some com-
panies. Arizona State University has become a key factor in industrial develop-
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ment of the Phoenix area, providing skilled people and graduate training. In
Tueson, the University of Arizona is attracting such activities as the Kitt Peak
Observatory, which need scientific, engineering, and research facilities and per-
sonnel. At Yuma, an official of new Arizona Western College says, “We're
organizing our curriculum to fit the economic potential of the region.”

Improved transportation has ended the former isolation of Arizona and made
possible better distribution to western markets. Plant-to-consumer freight
charges are lower, and there is quicker delivery than from main plants back
east. An infants’ wear manufacturer hopes to process Arizona-grown cotton
and do the firm’s knitting here. “There’s adequate water for spinning, bleach-
ing, and dyeing,” he reports. .

A revival of mining contributes to overall expansion. This is a reversal of a
long downtrend, when richer ore bodies and surface geology were exhausted.
Since the war, new techniques for exploration and working of low-grade ores
have revived the industry. Kennecott in Arizona is producing 60,000 tons of
copper a year from mines that once were abandoned. Copper output in Arizona
in 1962 was 644,000 tons—more than half the U.S. total.

A breakthrough in consumer-goods manufacturing is underway in the Phoenix
area, which now has enough people to support local production. Phoenix has
passed the half-million mark and its metropolitan area—Maricopa County—has
840,000 people. Tucson’s population recently passed the 300,000 mark. This
despite the fact that Hughes Aircraft, one of the city’s major employers, is down
to 2,200 workers from a peak of 5,800 in 1959.

Invisible problem: So far, there’s been no restriction on water use, and there’s
never been rationing although people can’t wash cars or water lawns as they do
in other States. Says one water expert: “It’s hard for people to believe there's
a water problem when they go boating, fishing, or water skiing, or as long as the
faucet at home runs steadily.”

"Dams store some runoff now. Phoenix has four lakes in its Salt River project.
Prescott has a new, 60-acre recreation lake. The newly completed Glen Canyon
Dam is holding back millions of tons of silt that the Colorado River used to wash
downstream. No longer is that river’s water “too thick to drink; too thin to
plow.”

Without water, this land is useless. With water, Arizona’s barren desert
becomes a lush cropland, yielding a wide variety of farm products. A gourmet
meal can be served with foods grown within 10 miles of downtown Phoenix on
former desert—grapefruit or canteloupe, salad with onions, olives, celery, and
radishes, roast beef or lamb, with broccoli and potatoes, milk or wine, and pecan
or lemon meringue pie.

Streams yield 1 million of the 4.5 million acre-feet of water used in the
Phoenix-Tucson area. Pumping from underground wells supplies the rest. This
pumped water is a diminishing resource. No one knows when it will run out.
In 1931, when rancher Lawrence Mehren broke desert for a citrus ranch near
El Mirage, he struck water at 98 feet. Today, the well is at 400 feet. Wells
cost about $20 a foot to drill. Some go down as far as 2,400 feet.

Newcomers, rather than long-time residents, are riding the upward spiral in
land prices. They are such men as ex-carpenters Del Webb, Bob Staggs, and
Bob Hall, citrus developer Glen Curtis at Yuma, Dave Murdock in Phoenix.
These men came here with little more than their skills and determination.
They saw opportunities and accepted risks that the old-timers, with more to
lose, did not take.

The boom in land prices has been highly selective. The Sperry-Phoenix plant
is on land valued at $300,000. The entire 160 acres sold for $350 in back taxes
20 years ago. Desert grazing land that sold for $1.50 an acre in the 1940’s goes
for $100 to $300 an acre now. Land that brought $200 an acre before World
‘War II is $5,000 an acre and up now.

The land speculation of the past few years has slowed. One developer says,
“People realize there’s a lot of land around Phoenix without going out 25 miles.
That land is not going to be worth much more for a long time to come.”

Runaway land prices had been caused partly by the limited amount in private
hands. Federal land covers nearly 45 percent of Arizona; Indian-held land
another 27 percent, and State-owned land nearly 13 percent. This leaves only
about 15 percent in private ownership.

Indian land can be leased for up to 90 years. State land is sold to develop new
basic resources. Last year, 12,900 acres of State land was sold to McCulloch
Corp., for a new planned community on Lake Havasu.
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For new city—old palms: Lake Havasu City is expected to become western
Arizona's largest city after Yuma. Already, $5 million has been spent on devel-
opment. A hotel has been completed; wells have been drilled for the needs of
15,000 people. The first 2,300 of 11,000 mature palm trees are being planted along
main streets. A plant of the McCulloch Corp., a California-based producer of
chainsaws and outboard motors, is being built. It will provide 500 jobs ini-
tially—perhaps 4,000 in time. The community is being publicized as “a Palm
Springs with water.”

It is in this way that new life is being built on the desert. Often, the building
is from scratch. “We have clean, new cities,” says a State official. “They are
dynamic in character, and growing.”

And Arizona—as well as the rest of the desert—is growing with them.

(Although the subject matter is not within the scope of the present
hearing, the chairman accepted the following statement for the record
with the stipulation that it be referred to the Subcommittee on Hous-
ing for the Elderly.)

PREPARED STATEMENT OF ToM TEETS, A RESIDENT OF SACRAMENTO, CALIF.

Tom Teets is my name and I live in Sacramento.

I came out here to have a hearing and tell what is happening to hundreds of
old people in Sacramento.

The city of Sacramento has received a gold medal for having the best redevel-
opment project in the United States. They got the medal from Mr. Melville, a
New York philanthropist. The jury that decided on which city has the best
redevelopment project was composed of Mr. Reuter, of the Food for Peace Com-
mittee, and Mr. Allen, of Skidmore, Owings & Merrill which drew the plans for
the redevelopment project.

I want to quote from newsclippings that I have to refute the great claim of the
jury that awarded Sacramento a medal.

That medal must be already tarnished, as no public hearings were held to get
facts before the award was made, so it would appear that Mr. Mellville, of New
York, was a bit naive to accept the recommendation of Skidmore, Owings & Mer-
rill as they were just boosting their own plans.

So, likewise Mr. William L. Slayton, of the Federal Urban Renewal Adminis-
tration, of Washington, D.C., conferred with Governor Brown about the urban
planning in California. “Sacramento is really doing a good job in its redevelop-
ment area.” Slayton said, “I am impressed with all the work that has been done
since my last visit here 4 or 5 years ago.” Conferring with Brown and Slayton
were John G. Melville, San Francisco regional administrator of the URA and
Sherrill Luke, the Governor’s urban affairs coordinator. ‘California,” Slayton
said, “is making rapid progress in slum clearance after lagging somewhat behind
the rate of redevelopment progress in some other States.”

Mr. Brown apparently only showed his visitors the new shiney front entrance
composed of great new Federal and State office buildings, a new department
store, a million-dollar underpass, to accommodate one concern, which the State
highway department did not recommend. All these are a great liability.

So look out the back door and see what the redevelopment agency has done
with 5,500 single men since 1957. They claim they have placed 1,200 in 12 good
places. Where? It isnot stated.

The redevelopment agency only considers the permanent population as their
responsibility to relocate. But the nature of the work of men in a farming
district prevents them from paying monthly rentals to make them eligible to be
considered permanents as they only pay the rent nightly, which gave the rede-
velopment agency the opportunity to ignore them.

So where are the 1,200? They are mostly pensioners that only get a2 meager
amount of money and low-paid workers and they are crowded into many former
stores and warehouses filled with small beds or cots. The sick and well crowded
together like sheep in a barn. One mission which feeds many hundreds daily and
lets several hundred sleep in the basement dining room sitting on benches and
leaning on tables, Which is possibly the cause of the great increase in tubercu-
lé)s{fff Sacramento has the largest incidence of tuberculosis of any city in

alifornia.
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So it appears there is a great and pressing need right now for the Federal
Government to make an immediate investigation to prevent the spread of this
human degradation as it appears right here and now in Sacramento.

Redevelopment has given some politicians the opportunity to make a fast
buck as is shown by an article in the Sacramento Bee of January 31, 1963 :

[From the Sacramento Bee, Jan. 31, 1963]
“OFFICIALS SHOULD DROP REDEVELOPMENT HOLDING

“Public confidence in the integrity of the city government, in the multimillion
dollar redevelopment program in the west end and in the elected and appointed
city officials would demand that Mayor James B. McKinney and Sooky lee, a
member of the city planning commission, immediately divest themselves of
property they recently acquired in a redevelopment zone for investment purposes.

“Two considerations are involved here: Stipulations of the letter of the law
and traditional morals involving public officers and the slightest possibility of
a conflict in interests. There is no suggestion here of evil motivation, or the chi-
canery or double dealing in the acquiring of the property by McKinney and Lee;
their good judgment in this incident, however, is suspect.

‘““The property involves a holding at 401403 J Street they acquired with a
third party last December. The law clearly stipulates that no official or officer
involved in the planning of a redevelopment project or in formulating policy on
that project, or in rendering a decision on that project, may acquire property
within a bounded redevelopment area once those boundaries are estabilshed. The
record explicitly shows the property was acquired in December 1962; the plan-
ning commission set up the boundaries on the project in which the disputed
parcel lies in June 1962, 6 months earlier.

“The mayor has satisfied a provision in that law requiring public anouncement
of holdings; still the question of his moral and legal right to acquire the property
exists. The issue of conflict in interests—of a government officer profiting on
planning he has had a part in deciding—doggedly hangs with both McKinney
and Lee. Each should move immediately to liquidate this holding, for there is
both ethical and legal concern.

“The question presents itself: If this incident is to go unchallenged what is
to prevent every member of the city council and every member of the city plan-
ning commission from going into the third redevelopment project area, now in
the planning stage, and acquiring whatever property they might wish before the
council, a year or so from now, adopts the project formnally? The law might
permit this but public opinion would indict them swiftly and surely.

“The redevelopment agency should have dealt more sternly and stifly with
this case but it appeared reluctant. It begged off with the explanation ‘that’s
not our question to decide.’ Think not either this will go unnoticed by the Federal
Urban Renewal Administration ; the integrity of the Federal Government, as well
as the city government, is involved.

“In short, lack of judgment has precipitated a sour note and if the mayor and
Lee act responsibly they will dispose quickly of this interest. The public still
insists that the men it gives the honor of serving them remain, like Caesar’s wife,
Calpurnia, above all suspicion.”

APRIL. 3, 1964—COUNCIL BOWS TO UNITED STATES IN REDEVELOPMENT TIFF

The city council ran up a small white flag of truce Thursday night to Federal
demands that it set up a workable program to stop the development of blight.
The council asked the redevelopment committee to prepare a list of names of
persons to be on a citizens’ committee for workable program. It acted after it
received a letter from J. G. Melville, regional administrator of the Federal HHFA
in San Francisco.

“It is believed that the time is long past due for the governing body to decide
whether positive action will be taken to continue eligibility requirements to re-
ceive Federal assistance to aid in the improvement of their community,” Mel-
ville had written, and added, “the HHFA will make its future determination
on your eligibility on the basis of such action.”

Mayor McKinney said, following the council meeting, that he felt it was time
to name a committee and added he thought that most of the council agreed with
him. In the past the council has thought other working committees satisfied
the requirement for the workable program committee according to the mayor.
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None of the council members commented on Melville's latest letter. Sacramento
City Manager Cavanaugh, who has been involved in sharp exchanges with the
Federal Administrator, also did not comment.

So, Mr. Melville, Federal Administrator, has been instructed by Mr. Robert C.
Weaver, FHA Administrator, to meet with Mayor McKinney and end the dis-
pute. Mr. Weaver also told the mayor, “it was not Mr. Melville’s attempt to
create a deteriorating relationship with your city, but was a sincere desire on
his part to improve the relationship of this agency with your city in the ad-
ministration of the antiblight program.”

So, this appears to mean that Mr. Weaver has said to the city of Sacramento,
you are on trial, but we will let you pick your own jury to try your case.

Well, anyway, they only want $11 million more to get started to build some
human necessities instead of the out-of-this-world show of hotels which our
poor California legislators could not afford to live in as they only get $6,000 a
year salary.

So, in conclusion Senators, I hope you will withhold the $11 million which the
Sacramento Redevelopment Agency wants to start a new 50-block project until
a thorough hearing is held to determine the justification of the new project.

O



