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MINUTES 

COMMERCE COMMITTEE - NEVADA STATE LEGISLATURE - 58TH SESSION 

MAY 2, 1975 

Th0 meeting was called to order by Vice-Chairman Harmon at 3:40 P.M. 

MEMBERS PRESENT: .Mr. Benkovich 
Mr. Demers 
Mr. Getto 

MEMBERS ABSENT: 

Mr. Hickey 
Mr. Moody 
Mr. Schofield 
Mr. Wittenberg 
Vice-Chairman Harmon 

Mr. Robinson - excused 

SPEAKING GUESTS: Assemblyma-n Dreyer 
Tom Cooke, State Contractors Board 
Joe McDonald, Builders Association of Nevada 

-John Madole, Associated General Con~ractors 
Joe Braswell, Governor's Advisory Board on 

------~ ·---------------------.----D.rug and Alcohol. Abuse-----~--------

-

I 

George Evans 
Dana Coffee, Director of Churchill Council on 
Alcohol 

Pat Bates, Bureau of Alcohol and Drug Abuse 
Willia1 Reilley, Director of New Frontier Treatment 

Center in Fallon -
Kerry Klegman, Clark County District Health Dept. 
Sharon Greene, Nevada Hosp~.tal Association 
Bill Huffman, Churchill Council on Alcohol and Drugs 
Pat Burke,. Alcoholics Rehab. Association, Inc. 
Dwight B. Spencer, Churchill Council on Alcohol 
Milos Terzich, ALIA and HIAA 
Frank Fahrenkopf, Nevada Consumer Fin. Ind. 
John Sweatt, Nevada Association of Mutual 

Insurance Agents 
Dick Garrod, Farmers Insurance Group 
George Ciapusci, State Farm Insurance 
David Kuizenga, Western Association of Auto 

Insurance Plans 
Bud Meneley, Nevada Independent Insurance Agents 

·- -.. ,, ~. :" .. \.. . . 

The purpose of this meeting was to hear testimony on the following 
bills: 

AB 442 
AB 464 
AB 631 

AB 659 
AB 732 
AB 129 

The fir~t bill to be taken up was AB 442 which: 

Enacts Nevada Consumer Credit Code. 

Assemblyman Dreyer spoke on this bill. He said because of great 
delay in drafting this bill and because of the late date of the 
hearing, he did not think the time needed for this bill could be 
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given to it. he therefore suggested that a resolution be introduced 
by this committee calling for a study on this subject so that next 
session the bill will be r~ady to go and could be handled early in 
the_ session in order to. allot proper time to it.-- - ---- -- ----~~ -

Mr. Wittenberg moved that the Assemhly Commerce Committee introduce 
a resolution asking for a legislative interim study on whether 
Nevada should adopt a Nevada Consumer Credit Code. He said when 
the bill comes out, it should be referred to the Assembly Legislative 
Functions Committee. Mr. Wittenberg's motion was seconded by Mr. 
Moody and carried the committee. 

Discussion was then taken up on AB 464 which: 

Changes certain limitations on contractors' licenses. 

There-were no proponents.of ·the bill present to testify. 

Mr. Tom Cooke of the State Contractors Board spoke i·1 opposition 
to ~he bill. He said this bill would prevent the Contractors Board 
form imposing a monetary limitation on licensees which the board __ _ 

---has been doing for the past 15-20 years. He felt this would be 
detremental bill. He said by being able to impose these limitations 
they have been able to grant licenses t-o small contractors whose 
financial condition would not be enough to grant them an unlimited 
license. Even with these limited licenses, a contractor can always 
apply for an increase. This system has worked exceedingly well and 
the Board has been able to control the industry better than those 
states which don't have these provisions. He said this bill was 
inept and completely unworkable and would destroy a system that 
over the years has worked very well. He said if the bill was passed 
and bonds are required, the only beneficiaries would be the insurance 
companies selling these bonds. He could think of no reason why this 
bill was ever introduced or by whom. He added that Nevada is really 
the only state that has this type of law but that other states would 
like to institute this method. He added that under the rules and 
regulations of the Board, if a contractor wants to bid on a job over 
his limitation, he can apply for an increase in his limit for that 
particular job. There is a great deal of flexibility in the present 
system. He added that most of the licenses are unlimited. The 
present arrangement is at allowin~ the little guy to get started. 
Mr. Cooke said there are no limited contractors on the Board but 
the Board is appointed by the Governor who decides who shall serve 
on it. He went on to say that if the present flexible system were 
not in effect, many applicants for licenses would have had to be 
denied. He said he did not know if it was easier to get a license 
in Nevada but that it was a more fair system than in other states. 
He said Nevada's cuntracting law is something Nevada should. be 
proud of and it is known as one of the best methods throughout the 
states . 

Joe McDonald then spoke in opposition to the bill. He felt passage 
of this bill would create hardships not existing under the present 
system on contractors and those who wish to go into the contracting 
business. 
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John Madole spoke in opposition to AB 464 because the AGC feels 
this would take the authority to regulate from the Board and 
also its discretion. He felt if we have a Board, we should use 
it_. ___ -- -~--------·-·-·· ---------------------·· ------- -------- ----- - ---

This concluded discussion on this measure and discussion turned 
to AB 631 which: 

Requires health insurance policies to provide benefits 
for treatment of alcohol and drug abuse. 

Joe Braswell snoke in favor of the bill. He said the State 
Bureau of Alcohol and Drug Abuse would be accrediting programs 
and certifying personnel. He said these areas are recognized 
as growing health problems. He commented that the use of alcohol 
among our young people is growing and any means of payment for 
treatment would be a valuable th{ng. He said there are many 
statistics about the money lost by employers because of drinking 
problems. 

George Evans- .also spoke in favor of this bill. He said the reason 
--many companies have exclusions for benefits -for -alcohol a.hd drugs --

is because there is no Nevada statute that demands that different 
provisions be made. He said many companies who do cover these 
conditions have 50% co-insurance rather than 80%. They may also 
have a yearly or lifetime limit or a one visit per week limit. 
He felt.provisions for the same benefits for the diseases of 
alcohol or narcotism should be made as for any other illness. 
He said there are four states that have enacted this ~~d four more 
in the process. He said he would also like to see the same third 
party assignability for this as there is now for doctors. In 
this way, the prople providing the services are assured of 
justifiable compensation. He said now people who have the money 
are getting into hospitals for these illnesses under the guise 
of other illnesses. 

Ben Coffee said because of the lack of coverage in the State of 
Nevada, they do not get out of state referrals to their clinic 
in Fallon. He felt this bill was a good starting place. 

Pat Bates·then spoke in favor of the bill. She also submitted 
written testimony which is attached hereto as Exhibit A. 

She said that if this bill was passed, alcohol will be recognized 
as q disease and doctors will not have to juggle their diagnosis 
in order to collect insurance. She said only 5% of ~he alcoholics 
are on skid row. The remaining 95% are in the upper middle class 
and can afford to pay for their coverage. She felt recovered 
alcoholics are discriminated against simply because they have 
admitted they have a problem. · 

Mr. Bill Reilley of Fallon spoke in favor of AB 631. He said the 
cost of treatment in their facility in Fallon is $35 per day 
while treatment in a hospital is about $85 per day. He added that 
an alcoholic should receive three different kinds of treatment. 
These are detoxification, .recovery and follow-up. In hospitals, 
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an individual .receives only one third of the treatment they would 
receive in a specializeu facility although the hospital costs 
more than twice as much. For this reason, he did not believe 
adding alcoholism would increase premiums. He felt the bill a 

--wise one because -people-would be· dealing --wi th··t:t1e problem in-~-~-- -
an effective and complete way. He added that their center 
was certified and monitored ~y thR State Bureau. 

Kerry Klegman who is the manager of the Methadone Clinic in 
Las Vegas spoke in favor of the bill. He said the cost_ of 
treatment on a monthly basis is about $27 per week and on an 
out patient basis is about $17 per week excluding overhead. 
He added thzt there are about 1000 adiicts in Clark County. 
He said to support a $50 per day hahit, it requires about 
$150 per day in theft to buy that much Her~in and about 50% 
of property crime in Clark County is drug related. He added 
that incarceration is an expensive alternative. 

Sharon Greene said the Nevada Hospital Association goes on 
record in support of this bill. 

---~------~~ ___ . ___ f)~l~~-~-ll_r:t:_rnan ____ ~-~-~~--1:hey go __ on record in _S1:1PP~E.!- _of_ this_ bill. __ _ 

D~ight Spencer also went on record in support of this bill. 

-

I 

Milos Terzich then spoke saying ALIA and HIAA is not opposed 
to the purpose and concept of this bill. He mentioned a 
$5,000,000 grant to conduct a study on alcoholism which would 
be a three year study and he suggested that this legislation 
snoulJ Le postponeci until the results of this extensive study 
are receiveu. He added that they feel the coverage should be 
optional rather than mandatory so those people who do not desire 
this type of coverage are not penalized by having to pay for it. 
This way the persons receiving the benefits are the ones paying 
for it. He suggested that on Line 17 on Page 2 after the 
word "provide" that the following words be inserted: "at the 
option of the applicant". On the same line, delete the word 
11 the 11 just be.tore .the word 11 treatment 11 and insert "expense 
incurred. On pa<.Je 3, Line 1, after the word "benefits", insert 
"at the option of the applicant". Also, in the same line, strike 
the _word "the" bE~fore the word "treatment" and insert "expense 
incurred". He added that if this bill is passed, it should be 
included in NRS Chapters 695B and 695C also for uniformity. 

This concluded testimony on this bill and discussion turned 
to AB 659 which: 

Makes various changes in small loan law. 
\ 

Mr. Frank Fahrenkopf spoke in favor of the bill and submitted 
written testimony which is attached hereto as Exhibit B. He 
added that Mr. Melnor had informed him that the State of Nevada 
Banking Division l:.ad reviewed this bill and supported it. 
There were no opponents present to speak on this bill. 

AB 732 was then taken up. It: 
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Enacts the Motor Vehicle Insurance Reinsurance 
Association Act. 

John Sweatt spokein favor of this bilLsaying that it would 
solve the problem of what to do with hard to place auto insurance 
applicants. He said because of the category they are placed in, 
~.tis easier for the higher risk to get insurance than the 
lesser risk applicant. He felt the residual driver should be 
taken care of on the State level not the Federal level. With the 
coming of compulsory auto insurance, ·we cannot ignore the 
ability of a driver to make his payments. The introduction of 
the reinsurance facility will normalize the relationship between 
the producer, the purchaser, anu. the company. The applicant 
will not go into a company and be told he is not eligible because 
of some stigma. Many companies believe the solution to this 
is reforming the existing assigned risk plans. He said he 
believes at the present time in all fairness to the public the 
solution would be a complet reform of the total auto insurance 
handling business. He added that unless some volunt~ry actions 
are taken, more and more people will become dissatisfied with 
the private auto insurance business as it now exists. He said 
much of the financial problems of insurance companies is a 
result of too much enthusiasm in the competitive processes and 
as a result, many people become hard to place risks. He mentioned 
that three states (Massachusetts, South Carolina and North Carolina) 
have passed this type of legislation. This is a model bill that 
is being proposed. Mr. Sweatt went on to say that the purpose 
of a reinsurance facility is to provide full insurance availability 
to all motorists at a reasonable cost .. He said they :ccept the 
proposition that auto insurance is not a luxury but rather a 
necessity. People will no longer be subject to arbitrary and 
discriminatory action by individual insurance companies. He said 
that the fact that Nevada does not have a large number of drivers 
in the current auto assigned risk plan is misleading. At the 
present time there are a number of high risk companies who thrive 
by writing policies for the hard to place driver. In Nevada, there 
are 325,000 cars and 300 drivers are in the assigned risk plan. 
However, of 325,000 cars, about 67% are insured and between 2,500 
and 3,000 drivers are paying up to 300% of the premium that they 
should be paying. He said that a reinsurance facility does not 
require that an auto insurance company operate at a loss but 
simply that cream skimming and reunderwriting practices of many 
companies work to the detriment of the companies themselves. 
He said he felt a reinsurance facility will be a giant reform 
of benefit to the public and the companies alike. He said some 
people believe Nevada does not need this type of facility and 
it might be true as far as being able to place a driver somewhere 
at some price; however, they.feel that the public ought to be able 
to come into any agency of their choice and have a policy written 
at a reasonable price. If the company then determines through 
its underwriting that the risk is undesireable, then the risk goes 
to the reinsurance facility. Like many new ideas, this bill leaves 
some questions unanswered but there would be time to work out 
problems and implement a totally new idea. In conclusion, Mr. 
Sweatt explained that a reinsuranc~ facility is one that involves 
all of the companies licensed in the State to sell auto insurance. 
The all share in the profit or loss of the facility. They are 
required to join. It will replace the present assigned risk plan .. 
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He said an applicant will not be obliged to prove he is a good 
driver. The plan seems to work well in the states that have it. 

Mr_; __ .Garrod then_ spoke in opposition to. this. bill~ . He· was also ----
speaking on behalf of Virgil Anderson of AAA. He said insurance 
carriers on the whole feel this would be another bureaucratic 
:ayer. It is experimental and it dues have faults. With 
regard to "eligible risk" on Line 16 in Section 6 of the bill,· 
he said there must be an insurable interest. The fact that a 
man has a valid drivers license makes it hard to know what you 
are insuring. He said the reckless irresponsible driver is 
considered an insurable risk under this plan and he felt they 
should not be eligible. 

On Page 2, Section 8, Line 10 under definitions, this language 
includes all fleets domiciled in the State of Nevada which would 
include Wells Cargo, P.I.E., etc. However, under this bill, 
this reinsurance would only have to cover private passenger cars. 
He said in order to get coverage from Lloyds, an in~urance company 
has to give them all their reinsurance business because they want 
some of the "cream" along with some of the bad insurance. Insurance 
companies, under this bill, would be forcect·t.o shop all over the 
world to get reinsurance on their extremely high risks while this 
facility could cream off the lesser risks. 

Mr. Garrod wondered how the Board would be selected and he commented 
that with the passage of this bill, the average good drivers policy 
will increase in cost. He also commented that absolute review of 
this facility is given to the Insurance Commissioner ·)ut he felt 
the provisions on Page 4, Line 16 under Subsection 8 goes beyond th~ 
duties of the present Insurance Commissioner. He also felt this 
bill could take away an insurance companies right to settle its 
claims. He said the bill provides that the Board may audit a 
company but that the Board is made up of competitors. He felt 
Page 4, Line 31, Section 11 was a further intrusion. Mr. Garrod 
also commented that on Page 6, Line 6d, regarding the ri9ht to 
limit the amount of insurance that a member gets to reinsure a 
company would be required to insure someone regardless of their 
record and the facility could refuse to accept him so the insurance 
company is stuck with him. In conclusion, he felt this bill was 
entirely unworkable. 

George Ciapusci also spoke in opposition to this bill. He said 
contrary to previous testimony, the reinsurance facility is not 
designed to result in a profit situation. He gave figures to 
the committee that a problem in this area of assigned risk does 
not exist. He said that l0t of the drivers are poor risks and 
under this plan, the 90% which are good drivers are subsidizing 
this. 10%. He sub:nitted a list of advantages and disadvantages (Exhibit C). 

Mr. Kuizenga then spoke in oppostion to this bill. He commented 
-that the three states that instituted this type of law had a very 
high percentage of high risks (23%). He said the Nevada plan is 
made up of less than 1/l0th of 1% of the insured. He said there 
were 94 in 1974. He said it was difficulf to see the need for 
this and commented that it would cost considerable money to put 
this plan into operation. 

dmayabb
Asm



I 

-

I 

COMMERCE COMMITTEE 
MAY 2, 1975 
PAGE SEVEN 

This concluded testimony ·on this bill and discussion went to 
AB 729 which: 

Permits private insurance carriers to write 
workmen's compensation insurance. 

Vice Chairman Harmon advised that this bill would be heard 
again on Monday. 

Bub Meneley spoke in favor of this bill saying he believed it 
to be a solid piece of consumer legislation of benefit to all 
of Nevada. He said open competition a~lows for the lowest cost 
to the consumer. The employer deserves an option as to where 
he may buy his insurance. Nevada is one of only six states which 
have retained the monopolistic industrial insurance system. By 
allowing private insurance carriers to participate, employees and 
employeers would benefit from the experience and expertise gained. 
There would be of major importance in the areas of safety engineering 
and rehabilitation efforts and motivation orientation. He said 
this should result in improved loss patterns and decrease the 
probability of occupational injury. 

This concluded the hearings for this date. The meeting was 
adjourned at 6:00 P.M. 

Respectfully submitted, 

Joan Anderson, Secretary 
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SUPERSEDES PREVIOUS AGENDA.POSTED FOR THIS DATE 
Bil! or .Re,:.olution 
lo be ct1:..sidcred · S>.:bjcct 

A.B. 442✓ 

A.B. 464 ✓ 

A.B. 631 ✓ 

A.B. 659 ✓ 

A.B. 732.J 

A.B. 729 

S.B. 300 

S.B. 515 

A.B. 697· 

A.B. 754 

Enacts Nevada Consu~er Credit Code 

Changes certain limitations on contractors' 
licenses 

Requires health insurance policies to provide 
benefits £or treatment of alcohol and drug abuse. 

Makes various changes in small loan law 

Enacts the Motor Vehicle Insurance Reinsurance 
Association Act 

Permits private insurance carriers to write workmen's 
compensation insurance 

Prohibits unauthorized motor vehicle repair and 
requires cost estimates and invoices of charges. 

Changes funeral director and embalmer licensing 
quailfications and increases licensing fees. 

Substantially revises condominium law. 

Substantially revises law relating to condominiums 
and cooperatives. 
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PROPOSED A.."1'1ENDMENTS TO A.B. 631 

1. Amend subsection 8 of section 1, page 2, 

line 17 by deleting the words "benefits for the" and 

insert the words:",at the option.of the applicant, benefits 

for expense incurred". 

2. Amend subsection 4 of section 3, page 3, 

line 1 by deleting the words "A provision for benefits 

payable for the 11 and inserting the words "At the option 

of the applicant, provision for benefits payable for 

expense incurred". 

3. Amend section 695B.210 of N.R.S. to make 

provisions applicable to the Blues. 

4. Amend section 695C.090 of N.R.S. which chapter 

is applicable to H.M.O. to make provisions applicable 

to the blues • 
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step in meeting the concern express~d by Congress regarding minimal 

standards of care. The State of Nevada has also responded to this 

concern by the insta~.ement of a Comprehensive Health Planning unit 

under the direction of the Governor. The Bureau has taken an 

active interest in the Compreher1sive Health Planning unit and has 

provided information and rendered opinion upon request. 

It must be recognized that a dynamic problem area such as 

substance abuse requires the necessary flexibility for program 

innovation, accompanied by efforts to evaluate the impact of any 

new treatment or prevention approaches. 

In view of these potentially conflicting deman~s, it is 

important to note the basic assumptions upon which the standards 
~~~ --------·---- -- ·-- - --------- - - - -- -- -----·--- -- ----- ----

\ 

proposed in this plan are develope9. These assumptions include the 

following elements: 
'-

a. It is essential that individuals seeking treatment for alcohol 

substance or dependence be assured of minimum stJndards of 

care and/or re-education. This necessarily calls for attention 

to the social-psychological aspects of substance abuse as well 

as medical treatment and other intervention methods. 

b. Program accreditation should be viewed as a preventive aspect 

rather than solely as regulatory. Thus, accreditation entails 
I 

the assembling of facts to determine whether a service is so 

planned, implemented and evaluated that a person seeking such 

service will receive appropriate care. 

c. The accreditation procedures are not intended to be exclu

sively a mechanism to curtail the operation of non-coniplying 

agencies. Rather, accreditation implies a responsibility on 
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the part of the Bureau to p,·ovide technical assistance to 

bring up an agency's services at least to minimum standards. 

_______ This doe5- not imply that a program continual ly-failing--t0-meet

minimum standards should be permitted to continue to operate 

on funds monitored through the Bureau. Program accreditation 

should be flexible enough to provide for new services and to 

;,ssure that some objective evaluation mechanisms are included' 

in the program design. 

The accreditation procedures will require documentation of the 

need for a given facility's service as well as written assurances 

of cooperation with other existing alcohol, medical and/or social 

--------------- -----agencies.- -------~--- ---------------------~------------------------ ------------ - ---

Every attempt will be made to guarantee service recipients an 

acceptable level of quality treatment from qualified agencies and 

personnel without the fear of public criticism, invasion of privacy, 

exploitation for profit or hindrance due to overzealous· regulatory 

efforts. 

The following minimal standards are viewed as essential in the 

certification requirements for alcohol abuse services. It should 

be noted these standards are subject to further revision. 

2. Accreditation Standards 

a. Scope of Standards 

These standards shall apply to any public or private 

_incorporated organization, association, group or individual, -

offering or purporting to offer specific substance abuse 
\ 

treatment-rehabilitation or prevention services, and which 

receives or requests public funds, patient fees, third-party 

I,_ 
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payments or receives or requests funds through public subscrip

tion for the treatment-rehabilitation or prevention of substance 

abuse. 

A substance abuse treatment-rehabilitation or prevention 

service which fails to be accreditated by the Bureau is not 

eligible to receive either State or Federal funds; however, 

funding will be possible on a probationary status subject to 
\ 

the Bureau's finding that it would appear the accreditation 

standards will be met by the facilitJ in a reasonable amount 

of time (up to six months). 

The standards enumerated herein are based on certain 

fundamental principals that altogether reflect the intent of 

the Bureau in its endeavor to guide programs in the identifi

cation, evaluation and treatment of p~rsons who have problems 

related to their use of chemicals. Thosr principals are: 

I. The prim. functions of any substance abuse program are 

to ident; y, evaluate and treat persons who experience 

problems related to the use of chemicals. 

II. A substance abuse program shall operate to enhance the 

dignity and protect the human and legal rights of all its 

patients. 

III. The substance abuse program shall have a competent staff 

whose members subscribe to professional standards in 

their respective fields. 

IV. The substance abuse program shall not discriminate again~t 

any person desiring treatment services or membership on 

the governing body or staff, on the basis of race, creed, 

national origin, sex or age. 
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V. The substance abuse program shall integrate its services 

with other comnunity resources in the human service 

system and shall be responsive to corrmunity needs. 

···---· --vI. The substance abuse program shal 1 have clearly delineated -

objectives and goals for each of its components or ~~rvices 

reflected in its written policies, procedures and organi

zation plans. 

VII. The· substance abuse progra:11 shal 1 maintain a S) ~tern of 

evaluation through which it continually examines its 

goals, objectives, written policies, procedures and 

organizational plans. 

3. Definitions 
, 

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

a. "Department" means the Department of Human Resources. 

b. "Director" means the Di rector of the 0-epartment of Human 

\ 

- Resources. 

I 

c. "Division" means the Division of Rehabilitation. 

d. "Administrator" means the Administrator of the Division of 

Rehabilitation. 

e. 11 Bureau II means the Bureau of A lcoho 1 and Drug Abuse. 

f. "Bureau Chief" means the Bureau Chief of the Bureau of Alcohol 

and Drug Abuse. 

g. "Applicant" means a public organization, a private incor

porated organization, association or group, or an individual 

applying for accreditation as treatment-rehabilitation or 

prevention service provider. 

h. "Substance Abuser" means the ingestion of chemicals under con-

ditions and dose levels that increase the physical, psycho

logical, economic and social hazard potential to the user 

involved or to those around him. 
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i. "Rehabilitation" is the act o·f restoring a substance abuser to 

a state of health
1
or useful activity through vocational or 

educational training, therapy and guidance. 

j. "Facility" provides assistance through a therapeutic milieu to 

bring about major life style changes. 

k. Substance abuse prevention services include but are not limited 

to: \ 

1) The provision of public information and referral services 

to substance abusers, their families and/or the general 

public. 

2) The provision of public intervention counseling services 

for--currerit~ -potential arid former-substance abusers. --

1. "Accredited organization" means any applicant that has suc

cessful 1y applied for and received approval or certificate of 

accreditation from the Bureau through the Chief. 

4. Reguireme11t for Accreditation 

To secure and retain a certificate of accreditation as a 

substance abuse treatment-rehabilitation or prevention service, 

each applicant shall comply with the following standards and con

ditions: 

a. An applicant organization applying for a substance abuse ser

vice certificate of accreditation shall be licensed to do 

business in the State of Nevada and be a part of an incor

porated organization. 

l) Copies of the Articles of.Incorporation and By-laws shall 

be furnished with the application for accreditation. 
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2) 

3) 

Duties and respons1b1~1t1es of officers and key employees 

shall be defined in writing. 

Policies, prinsie~Js and gui_deli_11e~_g_~verning the pro

grams' operations shall be provided in writing. 

b. A private nonprofit org~nization accreditated to provide 

substance abuse services shall be in complete accordance with 

Nevada Revised Statutes. \ 

~. An applicant shall demonstrate that it is able to meet substance 

abuse service needs of potential service recipients in the 

geographic area it intends to serve. The geographic area 

shall be designated in the applicant's statem~nt of purpose. 

_proof_ of such need sha 11 be furnished to the Bureau Pr!~ ___ to __ 

issuance of the initial certificate of accreditation to ooer

ate and shall include: 

1) Evidence of a need for the service to be provided to a 

particular group of people in the geograph:c area. 

2) Assurance that the organization will be used by referral 

sources and that a relationship of cross referral exists 

between it and other local resources. 

3) Evidence of compliance with the legal requirements of 

State, county and city statutes. 

4) Evidence of cooperation with existing treatment, social 

and medical resources. 

d. An accredited substance abuse treatment facility employing 

volunteers as counselors shall include evidence of professional 

supervision of the volunteers. 
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e. An accredited substance abuse facilities organization shall 

provide for the routine inservice training of all volunteer 

-------------and employed treatmentstaff and be able--to provide evidenc-e~--

of such inservice training, 

f. An accredited substance abuse facility shall provide evidence 

of an agreement with a community hospital for emergency medical .. 
·:·rea tment. 

g. Accredited substance abuse treatment cacilities receiving 

public funds should have an intake procedure structured so 

that no applicant or potential applicant is denied services 

solely on the basis of being a substance abuser. P.L. 91-616, 

-section 321, ·states--thafln-such ca-ses federa 1 monies would be 

withdrawn from the organization. 

h. The organization shall develop and shall 1dentify a person or 

persons to administer the following fiscal policies and pro

cedures: 

1) The recording, handling and disposition of all incoming 

monies, donations, etc., including the granting of receipts. 

2) The budgeting and allocation of funds, including maintenance 

of appropriate ledgers and securement of receipted bills 

for case payments or expenditures. 

3) The Bureau through the Chief shall have the right to 

review and examine the organiiation's fiscal records for 

substance abuse treatment and prevention services. 

i. The organization shall maintain current records of all, gifts, 

grants, patient fees and donations of money, supplies, equip

ment, negotiable instruments, etc. Receipts should be issued 



I 
as a matter of policy. Further~ the organization shall review 

and conform to all tax rules and regulations pertaining to 

fund raising activities for tax exempt status. 
\ 

-- -J:------Jrcopy -of -each applfcafiorl for Fede-ral; State and other public 

funding shall be concurrently submitted to the Bureau for 

review and comments. 

k. An organization accredited as a substance abuse treatment 

i'dcility or preventio1: agency shall provide reports and maintain 

records as required by the Bureau. P~tient records shall 

include but not be limite~ to: 

1) Individual treatment plans including goals and objectives. 

2) A continuing assessment of individual progress, and 
--- --------~-~----·----- ------ --- -- -- - ---~----------------- --·---- ------ -··-. ----------- -- _______________ ,, _________________ ------- -----

update of treatment plan. 

3) Patients should participate in formulation and evaluation 

- of treatment. 

I 

4) Provision for appropriate family evaluation should be 

made. 

5) Discharge summaries and final evaluations shall be made 

i ri terms of progress ·toward goals and objectives set forth 

in the treatment plan. 

· 6) All patients' records are confidential except as authorized 

specifically by the Bureau for legally authorized data 

collections. 

l. Applicants shall submit a written statement of program goals 

and objectives to be used by the Bureau as the basis for Pro

gram Evaluation and shall agree to cooperate fully wit~ the 

Bureau in evaluation of services and data collection. 

J 
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m.· An organization accredited f:\cility shall report changes in 

address, types of services provided, agency director. board of 

trustees and perionnel responsible for the direction of services 

to the Bureau within fifteen days of such changes. 

n. There shall be written policies and procedures designed to en

hance the dignity of all patients and to protect their rights 

as human beings. Specific comments shall include but not be 

limited to: 

1) Protection of legal and human rights. 

2) Explanation of risks involved with the use of chemicals 

or procedures. 

3) Guarantee of patient's rights to communication, opinions, 

recommendations and grievances and procedures for respond

ing. 

4) Guarantee of privacy. 

o. The program shall establish an environment that r-nhances a 

positive self image of the patient and preserves human dignity. 

Specific comments should be made concerning patient clothing 

and personal belongings including articles of personal grooming. 

Applicants for certification shall address themselves to 

· NRS, Section 449 and demonstrate compliance with State Health 

and Safety Requirements. 

p. Applicants shall submit written personnel policies and procedures 

and performance standards as well as details of evaluation 

procedures and salary schedules. 

q. All medication shall be carefully controlled in accordance 

with NRS. 
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r. Applicants shall specifically address themselves to a plan for 

patient after-care to insure that patients who can benefit 

from a level of continued contact with a program wi1l receive 

appropriate continuing attention. 

5. Procedure for Accreditation 

a. An applicant for accreditation shall submit the following 

information on forms provided jy the Bureau. .. 
1) The name and address of the applicant. 

2) The names and addresses of the executive director and the 

fiscal officer of such substance abuse service organiza~ion. 

3) The names and addresses of the members of the board of 
- - - - - -- - -- -------------

di rectors, or advisory boards of such organizations. 

4) The names and addresses of all physicians, other profes-

- sionally trained personnel, medical facilities, and other 

individuals or organizations with whom the organization 

nas a direct referral agreement shall forward a confirming 

letter designating a continuity of care agreement. 

I 

5) A description of the nature of intervention services used 

by such organization, describing the program goals and 

objectives, a description of the service methodology and 

a description of the staff organization in light of such 

goals, objectives, methodology and evaluation criteria. 

b. Upon application for accreditation, the applicant will receive 

notification of approval or denial or request for additional 

information within 90 days after receipt of the application by 

the Bureau. 
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c. Upon receipt of the completed application form, the Bureai may 

· conduct an extensive site visit to determine whether all of 

the requirements for accreditation have been met. 

d. Upon receipt of the appl~cation for accreditation, the Bureau 

may issue a probationary certificate of accreditation which 

shall be in force for not more than six months from the dat~ 

of issuance unless ,evoked by the Bureau Chief. A probationary 

issuance is not-renewable. 

e. A certificate of accreditation is valid for one year. Appli

cation for the renewal shall be made at least sixty days 

before expiration of the certificate submitted on forms provided 

by the Bureau. 

6. Denial of Application for Accreditation -

a. Whenever the Bureau Chief determines th~t an applicant's 

request for accreditation of its substance abuse service 

program should be denied, the Bureau Chief shall notify the 

applicant, by registered mail, return receipt requested, that 

the Bureau Chief intends to deny the application. 

b. Such notice of intention to deny accreditation shall contain a 

brief statement explaining the specific problem areas that 

need to be corrected to bring the program to certification 

standards. Thirty days will be given to correct the deficiencies. 

If the deficiencies are not corrected within thirty days, the 

applicant is not eligible to reapply until six months after 

the thirty day period has passed. 
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TESTIMONY OF FRANK J. FAHRENKOPF, JR., REGARDING AB 659 

A. INTRODUCTION 

At the end of 1973 (the most recent IJevada Department 

of Commerce Banking Division Report), there were 74 offices 

serving nine Nevada cities licensed and operating by authority of 

7 the Nevada Installment Loan and Finance Act. During 1973, these 

8 offices. made more than 53,000 loans to the people of the State of 

9 Nevada. The licensed companies paid $185,270.00 in Nevada taxes 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

and license fe~s·that year. 

In any discussion of the Nevada Installment Loan and 

Finance Act, it is important to bear in mind the declaration of 

legislative intent relative thereto that is set forth in NRS 675.03 

a copy of which I have appended to this presentation as Exhibit A. 

You will note from an examination of Exhibit A that the Nevada 

State Legislature found a number of specific conditions to exist 

which mandated the passage of the Installment Loan and Ti'.i_nance 

Act: 

1. A widespread demand for loans repayable in install

ments, which loans may or may not be made on substantial security; 

2. The danger for the unscrupulous to prey upon potentia 

borrowers; 

3. That the expenses of making and collecting install

ment loans are necessarily high in relation to the amounts lent; 

4. That legitimate lenders are inadequately compensated 

under the general interest statutes of the State when making such 

loans; and 

5. That it is the purpose oPthe Act to provide for 

loans that are just and reasonable to the borrower and lender and 

which permit a fair return to those engaged in such business. 
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1 In line with the above comments as found by the 1959 

2 Nevada State Legislature, it is also important to identify the 

3 people who the consumer finance industry serves in this State. 

4 As the population of our State has grown, and as inflation has 

5 taken its toll, the demand for money has increased substantially. 

6 Those people obtaining loans or attempting to obtain loans under 

7 the Act are generally people with marginal credit and limited 

8 collateral. These people are generally unable to qualify for 

9 bank or other loans and are, therefore, high risk prospects. Due 

10 to their usually urgent need for funds, they are particularly 

11 susceptible to high-raters and loan sharks who have been known to 

12 charge up to 50 percent interest per week and higher. The fore-

13 going statements were confirmed in the report of the National 

14 Commission on Consumer Finance entitled "CONSUMER CREDIT IN THE 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

UNITED STATES." 

" •.. Borrowers at finance companies are 
likely to be in a higher risk category 
than borrowers at the other institutions 
and will pay a correspondingly higher rate 
for the credit service. Finance 
companies can generally serve some borrowers 
who cannot be served under the rate ceilings 
governing other institutional sources of 
credit. Potential borrowers who cannot be 
served by finance companies, must either 
forego·credit or seek a source which pro
vides credit at even higher prices - pawn 
shops and illegal lenders, for example." 
(Consumer Credit in the United States, 
page 128) 

B. Rates 

1. Need for Proposed Increase 

An analysis of the consumer finance industry in the 

State of Nevada from the standpoint of rate structure, as compared 

29 to that of other states in the United States, clearly indicates 

30 that Nevada lags far behind. In the report "Consumer Credit in 

-2-
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1 the United States," it was reported that the average price of 

2 small loan credit in the United States is 25.88 percent. An 

3 analysis in the 1973 report of the Nevada Banking Division 

• indicates that the average price in the State of Nevada is 19.44 

5 percent; almost 6-1/2 percent less than the national average. 

6 Another significant factor is that there has not 

7 been a rate increase under the Installment Loan and Finance Act 

a since 1959. In 1959, when the present rates were established, 

9 the loan prime rate was 4.5 to 4.75 percent. As most of you are 

10 aware, the prime lending rate during 1974 rose to 12 percent but 

11 has subsequently dropped to somewhere in the neighborhood of 

12 8 or 9 percent. The point I am attempting to make is that when 

13 the present rate structure was set forth with the intent as 

14 indicated in NRS 675.030 to "permit a fair return to those engaged 

16 in such business," the prime rate was one-half of what it is 

16 today and almost one-third of what it was during 1974. In other 

17 words, there has not been an increase in rate in 16 years while 

18 it is clear the cost of money and operation to the finance com-

19 panies has gone up substantially. In this regard, to indicate 

20 how the cost of doing business has risen, the reports of the 

21 Nevada Banking Division indicate that the average cost of handl-

22 ing an account per month ~as risen from $8.45 in 1968 to $11.69 

23 in 1973. Exhibit B which I have appended to this presentation, 

24 is an analysis of the years 1970, 1971, 1972 and 1973 with regard 

25 to an analysis of gross income less operating expenses which 

26 reflect a net income to the companies operating in Nevada under 

27 the Nevada Installment Loan and Finance Act. You will note from 

28 an examination of the Exhibit that the total net income has 

29 decreased from 1970 wherein net income averaged 1.31 percent 

30 of the total loans outstanding of $31,567,915.00 to 1973 where 

-3-
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1 the companies in question had a .31 percent loss against loans 

2 outstanding of $52,652,692.00. You will also note from the 

3 chart that the licensed companies in ~Ievada also lost money 

4 in the year 1972. In summary, the official reports of the Nevada 

5 State Division of Banking indicate that expenses for licensees 

6 operating under the Nevada Act have·risen 64 percent from 

7 $4,417,987.00 in 1968 to $7,248,449.99 in 1973. During the same 

8 period, the U. S. Department of Labor reports that the Consumer 

9 Price Index has only risen 33 percent from 104.2 in 1968 to 138.5 

10 in 1973. 

11 Another reason other than the higher cost of money 

12 to the finance companies that might explain the net income 

13 deficit in Nevada, relates to the number of bankruptcy cases 

14 filed in this State. Exhibit C appended hereto is an analysis 

15 of the bankruptcy actions commenced and terminated in the State 

16 of Nevada from 1968 through 1974, and a comparison of the Nevada 

17 figures to the national average. Exhibit C clearly reveals that 

18 the number of bankruptcies in Nevada per 100,000 population is 

19 almost three times the national average. The effect of the 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

reduced net income on companies operating in Uevada has been 

so disastrous over the last two years, that over 10 offices have 

been forced to close; six in the Las Vegas area and four in the 

Reno area. It is respectfully submitted that in view of the 

above indicated facts and figures and the realization that no 

increase in rates under the Nevada Installment Loan and Finance 

Act has been made in the last 16 years, the requested rate increase 

in AB 659 is justified. 

2. Analysis of Proposed Increase 

On Exhibit D appended to this presentation is a 

-4-
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l chart comparing the rate presently in existence in the Nevada 

2 Installment Loan and Finance Act (NRS 675.290) as compared with 

3 the rates which would be in effect upon passage of AB 659. The 

4 chart reflects that the proposed rate increase affects only 

5 medium size and larger installment loans. On smaller loans, up 

6 to $200.00, the proposed rates result in a reduction in cost. 

7 For an example, the monthly payment on a $1,000.00 loan for a 

8 period of 12 months would be increased from $93.83 a month to 

9 $96.53 a month or in other words, an increase of $2.70. A 

10 $1., 500. 00 loan for 12 months would result in an increase from 

ll $97.17 a month to $100.98 a month, an increase of $3.81. A loan 

12 of $100.00 for 12 months would result in a reduction in the 

13 monthly payment from $10.08 a month to $10.04 a month. An impor-

14 tant point to be brought out by examining Exhibit Dis that if an 

15 individual has borrowed $100.00 and would be charged an annual 

16 percentage rate of 36 percent, that borrower does not, in fact, 

17 pay $36.00 for the loan. The actual cost of the loan to him is 

18 only $20.48 because o·f the decreasing loan balance. 

19 It is interesting to compare the existing rate-

20 structure with that allowed under the Nevada Retail Installment 

21. Act (Chapter 97 o·f the Nevada Revised Statutes). Under that Act, 

22 retailers can charge on their revolving charge accounts up to 1.8 

23 percent per month interest which computes out to an APR of 21.86 

24 percent per annum. There is no loan ceiling for retailers, and 

25 they are, of course, unregulated lenders in the State of Nevada. 

26 Also by comparison, pawn brokers in the State of Nevada are 

27 allowed to charge and receive interest at the rate of 4 percent 

28 per month for money loaned for a total of 48 percent per annum 

29 

30 

(NRS 646. 050) • 

There are presently 34 states in the United States 

-5-
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1 that have a higher rate of interest charge under their install-

2 ment loan and finance acts than the State of Nevada, and these 

3 states include all the states that surround Nevada in the Western 

4 United States, namely Arizona, California, Colorado, Idaho, 

6 Oregon, Utah, and Wyoming. The requested rates in AB 659 are 

6 identical to the rates of charge presently being made in Idaho, 

7 Utah, Wyoming, Colorado, and Kansas. In view of the above, it is 

8 respectfully submitted that the proposed rates are reasonable and 

9 should be approved. 

10 

11 

12 

13 

C. Second Mortgages 

In addition to adequate rate ceilings, security offered 

by the borrower is another important factor in determining the 

14 availability of credit to the public. Licensees under the Nevada 

15 Installment Loan and Finance Act are the only financial institution 

16 in the State which are prohibited from making real estate loans. 

17 In addition, all the Western States that surround Nevada allow 

18 finance companies to make real estate loans, namely Arizona, 

19 California, Colorado, Idaho, Oregon, Utah, and ·wyoming. When the 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

Nevada law was originally passed in 1959, the maximum amount a 

licensee could lend was $2,500.00, and it was apparently felt at 

that time that this small sized loan need not be secured by a 

mortgage on real estate. Subsequent Nevada Legislatures, however, 

have increased the maximum that may be lent to $10,000.00, and for 

loans of this amount, second mortgages on real estate are a major 

determining factor in whether or not a loan will be granted or 

refused. If a prospective borrower is unable to obtain a loan 

from a regulated finance company because he does not have adequate 
• 

security, he is either forced to go to a loan shark or to go to a 

second mortgage broker because in addition to being unable to 

-6-
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1 obtain the loan at a finance company, such marginal loans will 

2 not qualify for bank rates. Since mortgage loan brokers in 

3 Nevada are really not supervised, official statistics for this 

, State are difficult to assemble. However, a recent study by a 

5 Senate Subcommittee in the State of California points out that 

8 broker's commission of 20 percent is not uncommon. Balloon 

7 payments due after the expiration of the term are common. The 

8 study reports that balloon payments average $1,161.00 the re-

9 financing of which triggers an entirely new cycle of brokerage 

10 fees, interest charges and more balloon payments. These practices 

11 are further aggravated by the prominence of high pre-payment 

12 penalties and of late charges used now for revenue purposes rather 

13 than as a servicing tool. I am enclosing with this presentation 

14 as Exhibits E, F and G, newspaper articles from the Los Angeles 

15 Times, Las Vegas Review Journal, and Nevada State Journal indicat-

16 ing some of the problems and abuses that have been prevalent in 

17 the unregulated second mortgage money market. A solution to these 

18 problems and abuses would be allowing small loan companies which 

19 are closely supervised by the Nevada State Banking Division, to 

20 secure loans by second mortgages. In addition, the additional 

21 flow of money into the·marketplace should spur additional con-

22 struction hopefully providlng for improved employment in the 

23 trades. 

24 

25 D. Consumer Price Index 

26 AB 659 also proposes to build into the Nevada Install-

27 ment Loan and Finance Act a Consumer Price Index automatic 

28 increase. The application of the Consumer Price Index would be 

29 limited to the $300.00 and $1,000.00 loan amounts set forth in 

30 subsection 2 of section 6 of AB 659 commencing on line 22 on page 

-7-
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1 The purpose of tying these amounts to the Consumer Price Index 

2 as has been done in Id~ho, Utah, Colorado, Wyoming and other 

5 states, is to allow for economic factors in the industry without 

, having to come back to the Legislature each two years requesting 

5 rate increases or modifications. 

8 In conclusion, it is respectfully submitted that AB 659 

7 is a reasonable and fair bill, and is in the best interest of the 

8 Nevada consumer, and should be given favorable consideration by 

9 this Committee. 

10 

11 

12 

15 

14 

15 

16 
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18 

19 

20 

21 
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24 

25 

28 

27 

28 

29 

30 

-8-



I 
-

--

I 

675.030 Declaration of legislative intent. The legis
lature finds as facts and determines that: 

1. There exists in this state a widespread demand for 
loans repayable in installments, which loans may or may not 
be made on substantial security. This demand has been 
steadily increased by many social and economic factors. 
The scope and intensity of this demand permits the un
scrupulous to prey upon such potential borrowers. 

2. The expenses of making and collecting installment 
loans are necessarily high in relation to the amounts lent 
and legitimate lendeLs·are therefor inadequately compensated 
under the general interest statutes of this state when 
making such loans. 

3. Th~ need of legislation is especially apparent in 
the area of loans of $10,000 or less. 

4. It is the purpose of this chapter to bring under 
public supervision those engaged in the business of making 
loans of $10,000 or less; to attract adequate commercial 
capital to the business, so that the demand for such loans 
may be satisfied; to establish a system of regulation for 
the purpose of insuring that charges for such loans be 
established which are fair, just and reasonable to the 
borrower and lender and which permit a fair return to those 
engaged in such business; and that there will be established 
in this state an adequate, efficient and competitive install-
ment loan and finance service. · 

EXHIBIT A 

• 

--·-·----

-
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AHALYSIS OF INCOME AND EXPENSES 

of 

imVADA' S CONSUMER FINANCE INDUSTRY 

LOANS OUTSTANDING: 

TOTAL GROSS INCOME AS 
A PERCEHTAGE OF LOANS 
OUTSTANDING: 

TOTAL OPERATING AND 
INTI::REST EXPENSE: 

• 

NET INCOME: 

1970 1971 

$31,567,915 $37,814,962 

23.03% 22.48% 

21. 72 15.81 

1 .. 31 .67 

1972 1973 

$44,659,477 $52,652,692 

20.40% 19.81% 

20.46 20.12 
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BANKRUPTCY C.t~.SES COMMENCED l1.ND TERMINATED.{l) 

NEVADA 

Pendine: Commenced Terminated Pending 

1968 1106 1305 1292 
1969 1119 1344 1300 
1970 1163 1264 1263 
1971 1164 1448 12.42. 
1972. 1370 1341 1410 · 
+973 1301 1183 1227 
1974 1257 1384 1500 

{l) Tables .o! Bankruptcy Statistics - Administrative Offices 
of the United States Courts - Washington, D. C. 

(2) Natior.al Consumer Finance Association -
Division oi Research Services - Washington, D. C. 

1119 
1163 
1164 
1370 
1301 
1257 
1141 

Number per 100, 00 
Population Nevada (2.) 

N/A 
282. 
2.60 
2.n 
2.41 
198 
244 

-

Number per 100,000 
Population U.S. (2} . 

NIA 
85 
88 

.. 89 

80 u 
74 E-< 
81 H 

i:o 
H 
::i:: 
X 
µJ 
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NEVADA YIELDS 

Amount 12 Months 36 },onths 60 Months ! 
?ir~~nccd Present Proposed Present Proposed Present i'roPosed I 
$ 100 36.72 36.00 

200 36.72 36.00 
300 33,40 36.00 
500 28,70 33,00 

1,000 22.50 28.00 22.20 27.50 
2,000 18.50 23.10 18.40 22.70 
3,000 17.70 20.80 17.70 20.40 
4,000 17.70 19.20 17.30 18. 90 
5,000 17.70 1S,40 17.40 18.20 
7,500 17,70 18.00 17.50 18.00 

10,000 17.70 18.00 17.60 18.00 

• 
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j S7cond Mortga_ge 
· Firms Under F1re 

.• 

Critics Say New 
Law to End Only 
Some of Abuses OiitiOOk 

BY JOHN A. JONES 
Times Staff Writer 

• There's money in your home, the 
ad in the TV magazine says. We can 
V.Tap all your debts together and get 
your monthly payments down to a 
fraction of your present bills, the ad 
says, just by tapping the equity 
you've built up in your home. 

The companies that run those ads 
are called mortgage loan brokers. 
They're called a lot of other things 
by legislators and consumer crusad
~rs who picture the brokers as 
suede-shoe bandits who 'drive little 
old ladies out of their homes. They 
trap unsophisticated borrowers in a 
web of exotic financing charges and 
fine-print finagling that can lead a 
homeowner deeper into debt after 
months of payments, the critics con
tend. 

Understandably, the brokers deny 
this. There may be a few bad apples, 
as in any business, they say, but 
they note they help a ldt of people 
who can't get a loan elsewhere. 

Some of the abuses charged 
against various mortgage loan bro: 
kers will be outlawed Jan 1 when a 

. reform measure, signed by Gov. Rea
gan in September, takes effect. The 

· measure Ji mits the fees ·and late 
charges brokers may add on to such 
loans and it will put limits on the prac
tice of setting up a loan with a big 
"balloon" payment still owing after 
months of' regular payments have· 
been made. (In some cases documen
ted by California state oificials, the 
balloon payment is almost as big as. 
the original loan.) 

'-./ U. ~.D.. V V ..Ill. 

Business & Finance 

PART VII 

SUNDAY, NOVEMBER 11, 1973 

and that the Department of Real Es
tate is not really trying to control 
the abuses of the business. 

The basis of this type of loan is the 
equity built up in a home through 
payments on the first mortgage. If a 
homeowner has paid a mortgage 
down to $10,000 on a home worth 
$20,000, he's got $10,000 equity and a 
loan broker will arrange· a loan of up 
to $10,000 to be secured bv a second 
trust deed on the home. if the bor
rower defaults, the home can be sold 
to pay off the lender. · 

Unlike a bank, savings institution 
or finance company, a mortgage loan 
broker is not lending his own mon
ey. In theory his job is to find a len
der for each borrower. In addition to 
the interest paid to the lender (limit
ed to 10% under the state usury law) 
the· broker himself charges a com
mission of up to 15% for arranging 
the loan. 

The broker can fovy a lot of other 
charges, too. 

A ·study by the California Depart: 
ment of Corporations showed total 
expenses of SI ,044.60 to set up a loan 
fer S5,400. Charges were levied for 
appraisal and escrow fees,. credit 
~leara~ce, _nota~y fee, drawing doc
uments, title charges; recording fees, 
fire and credit life insurance as well as 
the broker's commission. Since the 

. The ne,v law has been praised by 
Robert W. Karpe, California real es
tate commissioner, whose depart.: 
tnent regulates mortgage Joan bro
kers, and by some industry spokes
!11en who are anxious to improve the 
image of their business. 

Soriie legislators . and consumer 
)av:yers-includinr, one of the orig-· 
tnators of the state legislation-are 
not satisfied with _it, however. 'fhcy 
_say the Jaw doesn't go. fai: enough 

· charges were .deducted from the loan 
principal, the borrower received 
only $4,355.40 in cash. After 36 
monthly payments of $100, there 
was a balloon payment $3,102 still 
owing. 

Critics of the mortgage-broker loan 
say many borrowers arc unable to 

· rlcnse Turn to Page 2, Col, t 
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limits. 
propo,,·u 11,.it. ,q;,,1atton 
aimed at: halting the 
abuses." . 

make the hallmm pay. 
ment-an<I han! no choice 
but to take annthrr loan 
to pay it off. WhC'n that 
happens, the borrower 
has to pay the broker's 
c:ommiss1on and other 
fees all over agam. 

The standard mortgage 
Joan di~closure statement, 
approved by the Cah(l)rnia 
Department of Real Estate 
makes all this very clear;, 
there's even a printed box 
on the front page. labeled 
"Caution to Borrower." 

Peter Wallin. a J.os An•. 
,::clcs la wycr and former· 
Legal Aid staffer who has 
studied the mortgage Joan 
business, said most of the 
brokers he has encoun
tered "do have a f::urly en •. 
lightened approach-they 
don't want lo take a.home
owner's property." But 
there are some in the busi
ness. he·added, who "see a 
S!0,000 equity and set out 
to steal it.'' · · 

Sometimes the broker 
\\ill simply lose patience 
"ith a deadbeat borrower 
and sell the note to some
one who specializes in 
buying up foreclosed prop
ert v. 

Dvmallv's rf'~earchers 
reromme,itled that the de• 
partment'ii .iuthonty over 
mortr,age brokers be trans
fP.rrcd to the Department . 
of Corporallons or some • 
other agency. 

The report said th.e DR,E, • 
based on the department's 
own records, pursues kw · 
cases and imposes only 
mild penalties, usually 
brief license suspensions, 
on those rare occal'ions 
when brokers arc found 
guilty of violations. 

Some borrowers ha\·e 
found themseh·es in terri
ble trouble, just the same, 
because of l:1eavy charges 
for late payments. The late 
charge may be as much as 
lSc of the loan principal
almost equal to the _pay
ment iti,clf-t.nLil ti,c new 
Jaw takes effect. Under the 
new law, the limit starling 
next year will be 10:o of 
·the installment due and a 
late charge can be levied 
only once for any one late 
payment. 

. I 

In the past brokers also 
could "pyramid" the 
charges. If a borrower 
missed his February pay
ment, for example, but 
paid in March, tM March 
payment and all subse
c:iuent payments would 
also be tagged "late" or in
complete because the late 
charge had been deducted' 
from the payment when it 

· arrived. 
That way, high late 

charges tvere added each 
month and the big balloon 
payment at the end of the 
loan was inflated even 
further. Investigators say 
some borrowers didn't 
even know they were be
ing charged for, late pay
ments and wound up 
ov.ing a final payment of 
more than they originally 
borrowed. - cwn after 
months of payments. 

And if a Joan was refi
nanced before its full term 
had run, heavy prepay
ment penalties wete often 

. added and made part of 
· the new loan. The new law 

includes a formula for lim-
• iiting such prepayment 

charges. 
Brokers also have been 

accused of forcing creditor 
life insurance and fire in
surance on borrowers as a 
condition of the loan
someti mes from ·compa
nies affiliated v.tth the 
-brokt-r. The new law pro-· 
hibits forced insurance 
sales. 

,,;fhey take shortcuts,'' 
said Wallin. "They sell the 
c!i.::f"1uitcd Hotc to a :-pt.:cu ... 
Jator and some of those 
speculators will employ al
most any trick to get the 
property." . 

Although most of the 
loan brokerage business is 
handled by about 20 big 
companies that specialize 
in it, there are about 190 
loan brokerage .companies 
in the state and more than 
half of them are in South
ern California. Any 
licensed real estate broker 
may also function as a loan 
broker, however, and 
many of them. do so at 
le;ist occasionally. 

Commissioner Karpe, 
like his predecessors,· 
came to the job from t.hc 
real estate industry. He 
was president of the Karpe 
Real Estate Center. a 
I.lakcrsheld ftrm which his, 
father owns. 

Karpe said in an inter• 
view, however, that his in
terest in the Bakersfield . 
business-which arranges 
real property loans, among 
its other business-is be

. ing held in a blind trust 
while he serves as commis
sioner. 

By law, Karpe pointed 
. out, the real estate com• 

missioner must be some• 
one who has held a real es
tate broker's license for 
five years. 

His staff, he said, is 
doing the best enforce-

The total business in ment job it can-and with 
California turns over the new legislation that 
about $150 million a year takes effect next year it 
in loans, interest and other v.ill be able to do even bet
charges, according to a re- · ter. 
port issued last May by the "If you check with peo
Real Estate Research and pie in our department, 
Action Project, a volunteer \\ith responsible people in 
student and citizen group the Legislature, with ma
sponsored by State Sen. jor mortgage loan brokers 
Mervyn M. Dymally. (D. - people who are not 
Los Angeles), a leading . grinding some sort of po
campaigner for reform. htical ax-I think they 

The report cites several v.ill say our enforcement 
cases of gross a):luse, in- posture is as strong as we 
eluding that of Mrs. Belle can make it," Karpe said. 
Shaw, an SJ-year-old Sau
salito widow who original
ly borrowed $1,400. After 
her original loan went 
through five refinancings 
she would up with a debt 
of $27,096, was obligated to 
pay a total of $19,670 in 
commissions, expenses, 
fees and interest in return 
for having borrowed a to-
tal of $7,126. · 

She also lost her home, 
in which she had $27,000 
equity before she arranged 
her loan, the report said .. 

The most startling con
c I us ion of the report, 
however, was this: "The 
Dcpartinent of Real Eatate 
is not atlequatcly regulat
ing the industry; it has lit
tle i::ra,p of. the scope of 
the mtlustry and jts opera
tions; makes little effort to 
seek out aggrieved bor
rowrrs · and offer asFis
ta nc c; is strongly in• 

The new legislation, he 
· said, is "the most mean

ingful in years. We helped 
plan it, and we pushed it 
from beginning to end." 

It is, in fact, the first leg
islation of any significance 

· since 1955 as far as mort
gage loan brokers are con• 
cerned, according to Dy-; 
mally's staH. There have 
been attempts to reform 

. the industry before b:it the 
powerful real estate lobby 
overcame them all until 
this year, Dymally's peo
ple say. 

, Even the. 1973 legislation 
was so watered down in its· ·4 
final form, Dymally : 
claims, that he decided lo : 
v.1thdraw his name as a • 
sponsor, leaving the bill : 
under the authorship of : 
Sen. James Whetmore (R- • 
La Habra). : 

Finally, some brokers 
have been accu~ed of lend
ing their own or thC'ir rela
ti\"cs' money in,teacl of 
finding an in<il'pcndcnt 
lcndc-r. If that happC'n:<. as 
charged in a number of 
court ca~es, the broker is 
collecting a conirrn,f1on 
.for a matching ~cn·1ce he 
did not perform and the to• 

· flue need bv the rf'JI estate 
interests \\·hich it i;: sup• 
posrd to be reg11lat111g; has 

Dvmal!Y was invited to j 
speak at the first orgamza- 4 
ttonal merting <,f a tr,1rle • 
gtOUJl called (.'.1hfornia in- r 
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. · Los Angeles Oct. 24. people who may he ignor-
• • When the first "rdorm" ant of the finer poiots of fi
. statute was passed in 19.55, nancc, they say. 

he recalled, the rcstric- "You'd he amazed at 
lions-including a ban on some of the people who 
balloon payments - ap- borrow from us," one bro• 

. plied only to loans of three kcr said. · 
years or less. Judis stressed that the 

"The response from the industry has got to over• 
•. industry was prerlictahle," come an "image problem" 

·said Dymally. "The vast which· may result in part 
majority of loans arc now from obsolete attitudes 

. written for 37 months or about the evils of borrow-

. more." . ing money. 
: · The new legislation pro- Banks·. savings and loan 
. hibits-hallnnn n~vm~nts nn firms anrJ ~\·,:-n the Vr.lr.r
; Joans of less than six years. ans Ad ministration fore
;·· •J am forced to the un- · close when their loans 
,. happy prediction that the aren't repaid, he pointed 
; 73~month loan (six years out. · 

· and one month) will be- The new trade group, 
' come the new norm for the Judis said, will be a sue
; mortgage broker industry cessor to the old Mortgage 
· as the result of our half- Brokers Institute which 
: hearted attempt at reform represented the business 
:-this year,'' the legislator. in the past but which has 

.
;_s_a __ id_ . - . _ .... __ .. ... eroded in recent years. 

Union Home Loans, the 
j"· ·•: • - . . - biggest broker in the busi-
1 . "This means that the ncss. is a member cf C!ilf-

\ .. 

cial bind. The second trust 
deed often taken by a 
homebuyer to scrape 
together his down PJY• 
mcnt usual Iv has a balloon 
at the end, he pointed out. 
"and it serves a good pur
pose: if there were no bal• 
loon the payments would 
be higher and the buyer 
couldn't afford to buy the . 
house. 

"Why not do the same 
thing here? 

"Our customers usually 
want to con,nlidatc their 
bills because of a tempora
ry emergency such as ill
ness or layoff from work. 
If a mortgage broker can 
refinance down to S75 a 
month from a total of S125 
or $150, hasn't that balloon 
payment served a purpose 
by giving that borrower a 
breather, a chance to get 1· 

his economic house in or
der?" 

Judis said most of his 
firm's loans run fii•c years 
now, but "soon they'll all 
be six years or more." 

•.balloon payment will still B.-\ but dropped out of the 
· be plaguing the poor, and ll!Bl some time ago, a 
- that six-year balloon pay- Union spokesman con-
:ment will probably be at firmed. That's not because the 1 least twice as cnppling as Cll\lBA. armed with a 10-
, th th · h t firm is stretching its loans . c ree-year version t a commandment code · of 
· · · !if · f to get around the ban on 
lS now causmg etJmes o ethics which binds its 
d b d h I f balloons, Judis said. but e t an t e oss o members to loftY stan-
h 11 • bcca use borrowers want to 
. omes. <lards of business conduct, 

D II t d t b keep their payments as 
.• · · yma Y wan e o an must do battle, said Judis, 

lh b II I h d low as possible. · · e a oon a toget er, an v.ith "tho<_e who would · k h A fullv amortized loan 
.,.,. • · ma e ot er restrictions seek to carry the banner of (which is paid off in full 
, . . : much tougher. He prom- consumerism to excess." 

· d t · v.ith roughly equal pay-. · JSe o try again. Anyway·, Judis said, "if 
· · G J d Pr d r rncnts and no balloon at .: ary u is, esi cnt o our product wasn't desira-
. Capitol Home Loan Co., ble and didn't fill a need, -the end) is easier lo place 
Lo A I d ~ith the investors (many - s nge es, an pres- how could we have grown 

· ident of Cll\IBA. stoutly so much in the past de- of them elderly people) 
defended his industy in an cade?" •who put up the money for 
interview last week. Nevertheless. he said, he the loans, Jud1s said. 

H · d D 11 ' Whether Jud1s or the re-c s a 1 Y ma Y s .supports the new legisla- . 
. preoccupation v.ith bal- 'tion. When it takes effect, formers are right, it seems 

loon payments and the "99:c of the grievances likely that 'loans of six 
· b " h t ,·ears· or longer \\111 be• poor may c somcw a against the mortgage loan ., 
subjectivc"--and other in- brokerage comrnumty will come the norm for the in

. dustry spokesmen back have been eliminated." dustry--lcavir.g roor.1 for 
· him on that. Kot all mort- Judis defends' the balloon balloon abuses and other 

gage loans arc made in payment as a valid way _h_az_a_r_d_s. _______ _ 
poverty-stricken areas to out of a temporary finan-
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)
1
_ j ~BB:jy,_~~1s} 
:.~ag·· ain~tl2nd ! ~-·.:; l ~.... . --<· ... ~ ·-./~~ . __ · -~~-..... _ _:_ ~ --th!1::::t:.1?~;;~r:r::t~~~e~ ::e i~~~~s:~a~!:r· ·i 
. f :L;~~ :c- . - . : ... :'. • ~:.,(~f.iti-:S?s:: .: ~- :/t~i.S~ fe~~~e:fn

11~:;- ~;g:t:r~!:\~~;~:s~~a~~~s;;~!~~- ~i 
. '·.: :t: ~-}1n· . .. o· ~·ftg.~ €,tp~ '.fhl '!I ~~~:fv~. t~:!;:!,~/j;~tii~r~~u~~::~fc?.' f~:: :;!~:. 1i · ?l' •. 7_~; .. ~ -- ~ . • .,,,~-h :~ .. n-~ _ · , · · 
· . i. :_: ~ .. ~ .. _ .. , . .. , ·.·- _c·'.: .. . ·~ •.. \..,..I' .. _. . .. ·.·'·.· ~- ···;_··:·.:"· •.. ,, become part of the total loan. Most notable is the ''1 

•· r.· .. broker's "placement" or "money finders"-_fee ·'J/ 
.i:~ ·; \Homeowners whose debts ixceed their capac• J which can be quite substantial. In addition;·tJie .~. t ".·Hy . tp repay their first ·niortga~e may be:. ~ second ml)rtga~e b,r,ker will frequently demand 
~;,-- ··att:t:irt0 d b•, the adve 0

•'•;,.,., ·if "'"'Ond m0 rt5agt. :.' an initial deposit for investigating a lc;,rn .. '.:: tl ~\rok;r;· ·whi~h is ;p·~~•~aing-li~_~;,,1rild:fire, J application and this deposit is not reiundable--if_ 
• : , G; ·. throughout our commumty. .. . · ·.·. · · t. the application is turned clown. There may also· 
- · ~t·· · The- Better Business Bureau states· there are· .. { be an appraisal fee, an attorney's fee, fees for 
· f.1 · substantial and· responsible firms and indivi- :· photographs, fees for "searches", "1ireparation 

;:J · duals engaged in the business of making second of instruments," '.'recordings,". etc. Even if the 
?! mortgage loans and this article is not intended as ·:' loan itseli is paid off in advance none of these 
t/ a criticism.· Rather, it is· intended to aid ~e i charges are refunded or pro-rated. The net 
\' home owners in obtaining necessary iniormatio.n · result is total loan which, in most cases reported 
;: about the obligations- they asst:m~-- in ·t:ieir:-- ~ to the Better Business Bureau, is approximately t: •. transactions with money-funding intermediates. '.1 double the amount the borrower recPived. 
U The advert.ising tactics employed by these new ' In most caseS, according to the Better .~1 
• ;i mortgage brokers are reminiscent 0~ t_h?se use\i ·l Business Bureau, the best protection to the home ~J 
Jt by "debt pooling" firms whose activities have :-1 owner against questionable second mortgage. ,, 

· U now been placed under a strong degree of .J brokers lies in the"homeowners willingness and ·· 
~l . regulation by the State of Nevada. • · · · ';i determination to investigate thor0uishly before ' 

. ;:i Many of these·-sec:or.d mortgage brokers who , he signs any contract. He should make inquiry of 
·. ~ . purport to offer over-burdened homeowners an •, the BBB to df'termine what facts they have on a· :j_ 

1~ easy way out of their financial troubles do not '{ particular nwrtgage broker and hi~ methods of ., 
~l lend money themselves. The names ad~?.ted by l operation. He should also make inquiry of the :1 
'J some of the concerns·suggest. they are mv:Sl• •,, financial institution that holds the iirst mortgage. 'Ii 

· 1l :· ment" "finance"~ or "mortgage" companies. on his home. They may not be authorized to '-'! 
<l. Seldom do they engage in any of these functio~s. ·i rnake a seco11d mortgage loan but may be able to J 
. li They are simply brokers who ~rrtrnge with ; refinance tht" first mortgage or refer the · ·1 

.. : ,. :;Ilenderstolend tfie money"to'the· homeowne1·:..:..: :...!t...~- customer to a- r_eliable source of second mor• :·1_:·'.,I 

· ·•fl: 0 ·•"Banks, savings and Joan associations, person- : tgage money.- ··· · · ··· ·· · • · __ ,__. • •:: 'l al finance companies and most other lending .i Above -all, the homeowner, who is deeply in 
· : ; • institutions are governed by F~deral and State \ debt and desperately searching for a way out, 
·: t, · laws for the protection of the·public. However, :: should never sign any blank papers. He should J\ 
. · :.; . second mortga!?:e brokers do not have such ·, never sign any document until he has read it· jl 
·: 11 stringent regulations,:although they do require a · · carefully and is sure that he iully understands its :~1 
. ;·: State and local license and bonding (Sj0,0C0). : meaning and· implications. He should be sure .J 
:' Properly licensed real estate brokers are ex- : that all frl'S i:nd charges are listed and under- j 
·, empted a:ong with brokers registered with FHA. i stood by him. If he is in any doubt, he should 1 
'.i They ~ay charc:;e any fee (points) ther wi:ih for : consult an attorney of.his, qwn choosin_g. • j I 
~·1 arranging a lo~n. -FrequenUr, t!l:se "broKers" ·i V r:---- 'IO.v(_ ' •1 .;, ... ' ~ ~ ·~;; ;,~ •• ~"t_t{,1~~~~~j . !,! lead a precarious ex1s~.?nce, otten the only •l _,,.,.,~....,.f.lJl.~,.:i. ........ ~,;s.,;; "~~ ~ · 
;; address given in the advertising may be a post · 

. ~j office box, or a telephone number which, upon ·1 
•· · investigation,. i:roves to be that of a telephone .{ 

· (j answering service: This is a convenient way to ..i 

ij., ceasiHheir operations·a~d leave a trail o( over• 1 . 
.'. il ' _._ ___ .,·-'-••-~in their wake. . , ·• , ... , ·J: 
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CARSON CITY <UPI> -
T h e l 9 i :1 N e v a d a 
Legislature pa,,ed a law to 
li(·cnsr mortgages com
panies in an effort lo protect 
the puhlie against misuse of 
t~eir funds. 

Bnt the law isn't helping 
much, according lo officials 
of thP Slate Commerce 
Dt!partrnr·nt. 

The law is so full of 
loophole;; that of the 300 
companies nntl individuals 
in the mortg.ige business, 
onlv 1:! me licensed. The 
others don 'I ha\·e to register 
or be lic('!Jsed because of the 
many exemptions granted 
by the la\\. officials said. 

"We didn't ask for this 
bill." siiyti St11te Commerce 
Director Mike Melner. 
The-re is no doubt 
revaluation is needed, he 
says. but the present law .is 
inarlequat,1. 

One ma_ior problem with 
mortga1:c <:umpanics is they 
can mis;•pply impounded 
funds of the customers. For 
instance, the homeowner 
pays in ta.~es and insura!1ce 
to the rnoi tgage companies, 
which in turn are supposed 
to t;1ke care of the payments 
to the county assessor and 
the ins11ra:icc company. 

Hut then· have been 
complaint~ both in the past 
and recently that these 
mort g:ige companirs are 
1:ite or artually fail to pay 
the propcily tax or the in
surance premiums. 

This can he di~Dstrous fnr 
the p1•rsons whose home 
burns down ,md then fiml~ 
him.self uninsured," says 
~lelncr. Or a pnson can be 
facing a property tax 
delinquency through no 
foult oi his own. 

Melner and his stalf say 
the mortgage firrs contend 
that a mix111• in the com
puter pro~r:im sometimes is 
to hlnme !or the late or non
cxistrnt paymcnt~. 

In another c:.~1• . . , man in 
Las Vcr,;is invo!ved in lhcec 
mcrtgagP busines, lied to 
his investors and lo his 
borrowers and then went 
baukrupt. according to state 
offiC'ials here. There was 
nothing that could he done to 
protect the investor. 

. A mortgage firm is 
exempt if it has Federal 
llousinf( Authority ap
proval. But Mclncr rnvs the 
FHA doesn't ronduct iiudils·· 
or supervision to sec the . 
funds are being ad
minislcr,..cl properly. 

''The FHA d11esn't have a 
policy of examining,'' he 
said. A mortgage firm or 
individual is exempt from 
the law if it hns a state r<'ul 
rstate or insurance license. · 
In thesr cnses. 1 he re11I 
estate or insurance clivis;o11~ 
look on!~· ;it thr proh:~ms in 
their resp eel ivc fil'lds and 
l)ol al mortgage finances. 

Anothrr prohlrm is that 
California has just adopted 
a strict mort~age code. 
Melner snid when a sister 
stale tight en, up, then I he 
neighho1 ing slate becomes a 

:"dumping !(round" for the 
questio1whle company or 

,.individual ·dealing in 
mortgages. 

EXHIBIT G 
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REINSURANCE FACILITY 

DISADVANTAGES .~-------------·-------------- -

1. It is said to discriminate against 90% of the public for the benefit of 
10%. 

2. Eliminates any form of risk selection. 

3. Creates the illusion that there is no residual market. 

4. Disrv,;ts the competitive nature of the business. Competition is eliminated 
or at least ~eriously eroded by forcing rate to or closely at common level, 

5. Homogenizes the market. Unable to determine costs of the residual market. 

6. 100% subsidy of the residual market despite evidence through opinion studies 
that the majority of the driving population object to paying the same rate as 
the high risk driver. 

-~--~- _ ______ ]~ The mechanism is-expensive -to oper-ate.--Canadian Facility cose--rs $3.0-S-per-

I -

I 

vehicle. Western Association of AIP cost is about 75¢ per vehicle, 

8. Difficult to establish and maintain ceding control. 

9. Difficult to police compa11y activity. 

10. Consumer service controls are fr.possible to maintain~ 

11. The more efficient companies are penalized for their efficiency. 

12. Little incentive to settle losses on ceded business economically. 

13. Permits irresponsible companies to carry on business through the ~rowth of 
the surplus of other companies by using the facility oool as the dumnin~ 
r,roun<l or temporary storage place for unwanted business. 

14. High potential for fraud through falsification of accounts. 

15. Inadequate pricing and claim handling. 

16. Lack of effective population controls with result in excessive growth of the 
res-idual market. 

17. Will cause market constric~ion in the form of agency cancellations, quota 
restrictions, etcetera, to slow down the inflow of new business as a companv 
cessions approach the allowable limit. 



' 
REINSURANCE FACILITY 

...... ·····-· DISADVANTAGES .-.. continued.-·-· -~···-· --- -~-~--- --- -~---· ------

18. Promotes the quota system--agent is tola the company will only take 
its "fair share". 

19. Minimizes the need for professional field underwriting agents and facilitates 
the rapid entry into the market place by companies with little or no field 
underwritini f'~-.:pertise but with larc>;e numberc of order-taking producers. 

- ---------------- - ---------·-- ---- ---------------------------------------- -

-
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AUTOMOBILE INSURANCE PLAN 

Advantages 

1. It is a proven effective method for handling the residual market. 

2. Preserves the competitive stcucture of the business. 

3. Low operating expense. 

4. Voluntary market subsidizes the residual market but to a controlled degree. 

5. Residual business is kept separate from voluntary business provid:i_ng a distinct 
experience picture. 

6. Coverage availability can be comparable to that in the voluntary market, 

7. True immediate coverage is available. 

8. Pdyment plans are available that equal or are better than those available from 
companies in their voluntary business. 

9. Depopulation devices are available. 

10. Performance standard to improve services are available. 
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AUTOMOBILE INSURANCE PLAN 

· Dis ad van ta~~ 

1. The so called "stigma" effect on the AIP insurance.* 

2. Applicant does not have a free choice of companies. 

3. High premium costs. Even so, most state plans lose money, indicating the 
rates charged are not excessive. 

4. "Clean" risks find themselves in the plan paying high rates.** 

5. Losses are not pooled. "Luck of the draw" applies on high cost losses. 

6. Poor service to insured and pr~ducers. See item 10 under the advantage column, 

* The "stigma" is questionable. Opir1ion 
risks do not realize they are insured in 
a thr~e year assignment. ______ _ 

studies have indicated 60% of assigned 
the plan. Only one out of four complete 

** The percentage of clean risks present in any plan bears a strong relationship to 
the condition of the insurance market. In a market that-is tight due to inadequate 
rate or poor agency access, there will be a high percentage of clean risks. North 
Carolina and New York have had up to 50% clean risk in their plans. California has 
not had more than 16% clean risks in their plan. An effective clean risk take out 
procedure is available for easing this problem where it is a problem. 
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