Pyramid Sales Are Now Chief Consumer Fraud Here

By GRACE LICHTENSTEIN

James Green is an energetic
‘black civil servant in his 40's
‘who signed on with a sales
-outfit called the PRIC.E,
Club in July, 1971. He had
visions of finally making “big
money.” Today, James Green
is $5,000-in debt and his life
savings are gone, He is an-
-other victim of the pyramid
sales scheme.

Pyramid sales — those get-
rich-quick business proposi-
tions that work on the chain-
letter principle, .involving an
everincreasing number of
participants — are currently
the number one consumer
fraud in the metrepolitan
area. o - S
- Consumer protection offi-
“cials in New York, New Jer-
sey and Connecticut say that
despite :
publicity in dozens of states,
including a $3,5-million suit

here against a company called -

Holiday Magic, ‘the schemes
are simply too-alluring for
hundreds of gullible investors
to resist. - |

C “We explafn:' t’o_ﬁeOplg’_ fﬁﬁa—t_'.
it’s a fraud, 'that they'll prob-
ably lose money, that-théy'll

o S s

mounting * adverse

wind up cheating their
friends, and when we get all
through, they still say, “I'm
going to try it.” says How-
ard J. Rubin, staff attorney
for the New York City Con-
sumers Affairs Department.

The department has identi-
fied at least 19 companies
now allegedly involved in

pyramiding here in the city.

“There’'s a new name every
week,” declared Bruce C.
Ratner,-the department’s law-
enforcement chief, “Nearly
a third of our staff is bogged
down with this.” |

And in Connecticut and

New Jersey, officials also re-

port a growing pyramiding

problem. Last ‘month - New
.Jersey obtained $696,700 in
restitution for residents who
lost money in Glen W, Tur-
ner's “Dare to Be Great” pro- -

gram, a motivational course.
Mr. Turner also created Kos-
cot Interplanetary, a° cos-
Magic. .o

- Furthermore, the experts

metics company Tike Holiday -

- say that the pyramiding com- - , 51
| ~selling membership -cards in
‘the club (or in the case of
“other pyramid schemes,- cos-

panies, -having .been  hurt

~among white middle-class po-
._tgn‘_tial 1nvestors by bad pub-

licity, are now concentrating

with, great success on blue-
collar and white-collar blacks

‘and Puerto Ricans.

In several of the operations,
investigations have turned up

 alleged rrauds-within-frauds,
‘involving, among other things
multiple bank loans. and’

planned bankruptcies.

of many unpublicized pyra-
miding companies. |

The club was formed in
Massachusetts in 1970 as a

" discount buying club, offering
$10 yearly. memberships that
“supposedly would entitle con- -

sumers to’ fat ‘discounts -on

‘merchandise in.selected stores.
- Under this scheme, poten-
tial investors are told they
.can make. huge sums-of mon-

ey for an’ initial investment

of up to $5,000. They buy
- “distributorships”; to. -make;
‘back: their investment, ' they
must each sign up still lower- -
- level distributors, and so on." -

At the bottom of this infinite
pyramid are -the salesmen

metics, gasoline additives,
clothing, wigs, etc.).

The basic pyramid scheme
- has been labeled inherently

fraudulent by almost every
consumer protection oificial
in the country. Virginia H.
Knauer, the White House
consumer adviser, explained

rUPLCie - - why in a recent speech:
The story or.the PRICE. . '
Club is, in some ways, typical -

“The bubble ‘bursts just
like the old chain letter. The
problem is that within a

~short period of time mathe-

matically one runs out of

~ people [to. sign up]. Two
- [original distributors] carried

to the 29th power equals the
approximate population
the United States.” -

" . [ -

" In'Massachusetts; P.R.).C.E.

- Club quickiy came -under sur-
veillance by the Attorney
- General, But before any-legal
action could ‘be taken, ‘the
~ club declared bankruptcy i
- March, 1971, and. left . the.
. state. . .o .o

“That

-

.of .

same ' summer,,
PRICE. Club Inc.; headed
by a Long Island entrepre-.
. neur named Roy Jaeger, be-

-came -active in New - York,
working in almost the same.

way as the Massachusetts
club. D
Potentia]
James Green were invited to
“opportunity  meetings” -
sales sessions, usually held in
respectable hotels, in which

frantic pitchmen described

the pot of gold awaiting dis-

-

tributors,

James Green (that is not
his real name) said he was
told he could make $4,000 in
three months for an initial
investment of $105 just ior
selling -membership- cards.
Soon, he was lured into a
bigger investment for a dis-
tributorship. -

~* Mr. Green did not have the
. required $2,500 in his savings -
‘account.: That was no prob-

- lem, -the -club - officers .told
“him, . because  First- National
City Bank was. writing per-
. sonal doans-for just such-in-

. In-fact, the august, 1971,
“club: ‘newsletter .-advertised
such.loans saying that. “after
“thorough  investigation” the
“bank had. found the club to
‘have “definite value.,” Citi-
bankloanapplications were

i —

investors like .
s Ik others

“We did not know it was

- other distributors” enthusia
‘tically went. about luri:
- friends, relatives and ¢«

}

prominently displayed at “o;
portunity meetings.” = -
- Mr. Green and at least ]
got Citibank - loan -
Last week, a bank spoke
man ,said that the ban
“didn’t know” the club w:
involved in pyramid sale

fraud. Should we investiga
the proceeds of every loan:
the spokesman asked. E.
added that the club had bet
recommended-to the bank :
a good outlet for loans t
one of the bank’'s “good cu
tomers.,” |

With his loan, ,and subs

quent loans, Mr. Green a ACTIUT IN10UTE; LUIE CIUD' 5 54

manager, played a major r
in lining up investors, ab«
80 per cent of whom wi
black.

By January, 1972, the c

leagues into - investment
They-also tried to line up a
ditional stores at-which mer

‘bers.could get discounts. Th Was having difficulties. Me
- were promised “a ciit of :
- commissions paid by the sto

bers complained that the ¢
counts they were getti

to the club on member sale Were tiny; distributors wi

" “According to Mr. Green a1 ot getting their commissio

other distributors, all’ In June, 1972, the club fi
whom asked to remain ano 2 Chapter XI petition in ba
ymous because of.their er ruptcy court, a procedt

barrassing financial -predic that allows a debtor to ret:

ment, a black man nam possession of his compai
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City Studies Complaints
City Studies Compl
The New York City Department of Consumer Affairs
is investigating complaints about the following companies
allegedly using pryramid sales:
- Action Industries (fuel additive), Alexander Taylor
(clothes), Amperiprise (home cleaning products), Bestline
(soap products), Bob Cummings Inc. (vitamins), Cash-chek
(buying .club), Computerex (buying club), Dare to Be Great
(motivation. course), Futuristic Foods, Galaxy Foods, Golden -
Products (household items), Guardiante (fire and burglar
alarms), Holiday Magic (cosmetics),. Koscot (cosmetics),
P.RICE, Club (buying club), Princess Club of America
(hosiery and cosmetics), Regency Ltd., Sta-Power (fuel
additive and Steed (fuel additive). o

According o the department, one parent company,
U. S. Universal Inc., owns Holiday Magic, Ameriprise,
Sta-Power, Alexander Taylor and Bob Cummings. Koscot
and Dare to Be Great are both Glen W. Turner enterprises.

by s ume, accoraing to
John Snyder, a Brooklyn man
who ‘is president of the.dis-
tributors’ association, there -
were about 700 major and
minor investors in the scheme.

At the same time, Mr. Jae-
ger's lawyer, William J.
Henry, negotiated a deal turn-
ing over operations of the old
club to a new, separate one,
P.RI.C.EE. Club Ltd.,, headed
by William J. Peters.

Thus, the new club was
able to continue to solicit
without paying renewals and
collect commissions from
stores without paying any-
thing to the distributors,
whose contracts were with
the old club. The old club
was finally adjudicated bank-
rupt last November.

The distributors attempted
to get help from the bank-
ruptcy referee, Edward J.
Ryan, and from consumer
agencies by charging in per-
son and in letters that the
bankruptcy had been planned
all along, just as it had been
in Massachusetts, that Mr.
Jaeger and others had some-
how made $600,000 in funds
disappear, that the new
P.R.I.C.E. Club was swindling
them out of commissions and
that the old club had used a
false business address.

The letters to Mr. Ryan
were never answered, accord-
ing to Mr. Snyder.

Question of Jurisdiction

Consumer protection agen- .
cies offered the distributors
little relief, saying they were
not sure they had jurisdiction
over the case, When the dis-
tributors complained to At-
torney General Louis J. Lef-
kowitz, they were toid to try
District Attorney Frank S.
Hogan. Mr., Hogan’s office
told them to try United States
Attorney Whitney North Sey-
mour Jr. Mr, Seymour’s office
told them to try the Federal
Bureau of Investigation. The
F.B.I. i1s now looking into the

. case.

The city’s Consumer Af-
fairs Department sent form-
letter replies to two letters.
Mr. Ratner, the law-enforce-
ment chief, explained that
the department felt it would
have only a slim chance of
getting refunds from a bank-
rupt company.

“Our strategy was to get
the biggest [pyramider] and
make an example of it,” he
said, referring to the city’s
suit against Holiday Magic.

Roy Jaeger, the old club’s
president, now lives in Flor-
ida, Attempts to find him
there were unsuccessful and
his lawyer, Mr. Henry, was
unavailable.

The old club apparently
did list a false address on its
court papers—320 East 23d
Street. Neither Mr., Jaeger
nor the club is listed as a
tenant in the modern high-
rise apartment building now,
and the managing agent,
Goodstein Building Corpora-
tion, said the building has
never had such tenants.

New Club’s Stand

Mr. Peters, head of the
new club, says multilevel dis-
tributorships are no longer
being sold, He says the old
club’s distributors could start
selling memberships again if
they wanted to, but have in-
stead made an attempt In
the bankruptcy court to get
their money back. The dis-
tributors say Mr. Peters will
not honor their cards unless
they sign a new agreement
with him. o

“I have no legal obligation
to them,” Mr. Peters said in a
telephone interview.

Mr. Moore, the old club’s
sales manager, is now presi-
dent and a major stockholder
in a new discount buying
outfit, the Diamond Club,
that says it does not use
multilevel sales. Mr. Moore
says he personally lost
$18,000 in the P.R.I.C.E. Club.
But he added, “It's a tax
loss.” He has $60,000 in-
vested in the Diamond Club.

As for James.Green, there
no longer-seems a pot of gold
at the end of the pyramid
rainbow. - ‘“We .thought it
would work,” he says now,
“We were so naive, We were
so gullible.,” . -

- Alexander H. Rockmore,
lawyer for the bankruptcy
trustee, summed up the entire
bankruptcy case by saying,

“The whole thing smells.” |

Mr. Rockmore said that the
bankruptcy court could have
done hardly anything to
help the distributors because,
along with other creditors,
“under the Bankruptcy Act,
they’'re all equally stuck.”
The court ‘““should have gone
deeper” in investigating the
deal that turned operations
from the old club over to Mr.
Peter’s new club, he said.

Of the victims, Mr. Rock-
more concluded sorrowfully:
“Unfortunately, the world is
full of saps.”



