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bRE Has Resumed
Spot-check Audit Program

As of September 17, 1965, Section
10148 of the Real Istare Law was
amended to clarify the Real state
Commissioner’s authority to examine
brokers’ trust accounts. lmmediately,
a spot-check audit program was
launched, not only to uncover possible
irregularitics, but  also  to  advise
brolers as to adequacy of their record-
keeping methods.

The auditors report that most vio-
lations fall into the following cate-
gories:

1. Mixing personal funds with trust

funds;

2. Records not being kept in com-
pliance with the Regulations of
the Real Istate Commissioner;
and

3. Delays in depositing trust funds,

Interestingly, many brokers whose
accounting  systems  fell  short  of
standard adopted the sample system
developed by the auditors. Aware
their “hip-pocket” methods of main-
taining records were not in keeping
with good business practice and the
law, a number of brokers welcomed
the opportunity to install a simplified
basic trust fund record system,

Beginning at page 455 of the 1966
cdition of the Reference Book, several
pages are devoted to the subject of
trust fund vecords. The DRE does
not prescribe accounting methods for
real estate brokers, but a basic system
is illustrated at pages 461463,

The audit spot-check program is
geared to reach all parts of the state.
The number of cxaminations con-
ducted in any given district is relared
to the number of broker licenses in the

ea under survey, Offices checked
are selected at random within the area,

Sell Business Opportunities?

No Reason Why You Shouldn’t—But Are You Prepared?

By Coen Sexton, L.icensed Real Estate Broker, Sacramento

When the separate license previously required for the negotiation of business
opportunity transactions was eliminated by legislative action and possessors of
real estate leenses were made eligible to handle such transaceions, initially I had
some concern about this move. My reaction was not based on any fear of
competition or encroachment upon my special field. Tt stemmed primziriiy from

the very nature and cssence of the
business itself, and the difficuley I have
encountered over the past 20 years in
recruiting competent and knowledge-
able sales personnel. T envisaged li-
censces exercising their pewly gained
privilege by listing all the little busi-
nesses up and down the street, giving
little thought, if any, as to whether
they were actually prepared to fulfil]
the service expectations of their clients
and their obligations as agents. And,
as 1 will relate, my experience has
given mc some comprehension of the
pitfalls and troublesome complexities
often evident in business opportunity
practice.

Frequenty, this question is asked
by real estate licensees: “May T list
and sell business opportunities?” My
reply, as a business opportunity prac-
titioner, is: “Of course you may—but
are you prepared?”

Selling Tutungibles

Basically, in listing and sclling busi-
ness opportunicies, yvou follow more
or less the same procedure as in any
real estate tramsaction with one big
exception—you are dealing with an
intangible—something you cannor sce
or feel; hence the reason for some of
the complications you run into when
determining a reahistic price for the
seller and then demonstrating to the
buyer why it Is a fair price. There
are not too many guidelines to go by,
and cach transaction s unique. An
agent must remember he is dealing

(Contimnred, Col. 1, Page 752}

EDITOR™S NOTE:  In this aricle, Mr,
Caen Sexton, who has lang specialized in the
business oppertunity ficld, emphasizes the
importance of properly completing the list-
ing form.

Since the repea! of the Business Oppor-
tunity License Law, vewerans in this field,
like Mr, Sexten, have shown a remarkable
willingness to share their experiences and
the business forms they have devised,

This article warns of the pitfalls jn busi-
ness apportunity  transactions, bur is not
intended 1o be an expression of the faw.

“Packaging Fee” Practices
Call For Full Disclosure

The Real Estate Commissioner has
Jearned that some real estate brokers,
in negotiating a sale transaction, arc
receiving a “rebate”™ from lenders
when they also handle financing for
the buyer.

Some brokers, interviewed in con-
neetion  with  investigations  of  this
practice, term the sums paid to them as
a “packaging fec” "for rheir services
i getting loan papers in shape for
subimission to the lender,

The laws of agency require a full
disclosure of material information,

When “packaging fees” or other
forms of rebate to the selling broker
come from funds advanced in form
of “points” or loan fees by both buver
and scller, as is often the case in 1A
and VA loans, the disclosure must be

(Coniinued, Col. 1, Page 756)
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DESIST AND REFRAIN ORDERS

Issued for the Period Between
January 15, 1966, and March 31, 1966

Number of
orders Vielalions
IN-STATE

[ Sale of real property securities
without permit . . . and/or failure
to comply  with ol applicable
statutes and regulaticons,

14 Failure to provide for subdivi-
sion public report, promised recrea-
tion {facilities, proper permit or
otharwise meet requiremonts of
subdivision Jaw.

CUT-OF-STATE

4 failure to comply with Califor-
nia subdivision requirements,

Disciplinary Action—-December 1965-January 1966

NOTE: A Zist of actions is not published Iy this Bulletin until the 30-day period allowed for court appeal
has expived; or, if an appeal is taken, until a final determination of the court action. Names of persons
whom Jicenses are denied apon application are not published.

Licenses Revoked During December 1965-January 1966

Nume Address Elfeetive date Vielation

cwcew SHO Pepperwond Rd., Santa Rosa, 127 3635 Secs, JO176 (0, (b)Y, () HIEST
hange and {j)

Buckie, 1dward Joseph., .
dba Allstate Mortgage 19
Real Istate Hroker
Vice Pres., Bonded Contractors,

_Ine, . 3936 Mayette Ave,, Santa Rosa

Goulet, Gerald Eugene. ... ... 4983 Nission 8t., San Francizeo.. . 12/ 8,63 Sees. 176 (5 10177 (b)Y
Real Jstate Broker (0 and (33

Walldow, Carl Berto ... ... 2068 Lincoln Ave., San Joseo o oL 02/ 8705 Sec. 10177 (b
Real Jstate Salesman
{Granted right to restricted ]:u\mc on conditions}

Davis, Robert Alanc oo oo oo 1545211 W, San Bernanding Rd., 127908
Rea) Estate Salesman West Covina

Iarrison, Roy Mabryooo . . Lot 2, Iract 83, Arrowhead Waoods, 1209068
Real Fstate Salesman Lake Arrowhead

Burng, Calvin 1L . 4812 Dei Monte Ave, San Diego . 1270463
Real Fstate Sales

Comm. Reg.

Goll, William Farlo__.. ... < 9330 Wilshire Blvd,, Beverdy Hitls. 1271463 Sees, HO130; i()l 3710177 L |
Real Fstate Broker and )
Real Fstate Salesman. .. ...... 32203 1elm PL, Palos Verdes
(Granted right Lo restricted reaf esiate selesman license on conditions)
Ploward, Audvey Rav..._ 2191 8 LI Camino Real, San 12,1 03 cez, JOITG G, {0 10177 () and
dba R'l)-‘u\ond Realty Maten {i}
Real Estate Broker
(Granted right (o restricted Jicense on terms and conditions}
Robinson, Adlert. oo .. ..o .. 2985 35t St., Sacramento. .
Restricted Real Estate Salesman

Sec. 10177 {b) and {{)}
See, 10177 b)Y, {0 and ()

Seas. YOL45; 10176 (e}, (i3 W77
(ay, (D and Sec. 2832 of WIS

12, 41,63 Sees. 1076 (), (B}, (i, amd
HM77 (f

Gallagher, Lowdan Thendore_ 1200 N, 1Tunier §4, Stockton ... 1271603 Seqs, 10176 (o3, (3 10177 ()
Real Fatate Broker Sees. 2830 and 2832 of R
Comm. Reg,
Williwms, Fred Calvino... .o .0 2139 W, 77tk Su, Lo Angeles ... 12,1703 Sces, UG (), (i} and HHTT <6

Real Fstate Broker
(Granted right to rc~fnclvd heense 'n'lm N days Mrom edfective date nf deeision o tenms wnd comditions)
Aamot, \’Iuy Evadyne oo 3529 Alicin Ave, Altadena, . 2721768 See, 10177 () and ()
Real Estaie Broker

Adams, Roberta Vieginta. ... ... Sec, 10177 {b) and ()
Real Estate Salesman
{Granted right to restricted Heenve on conditions)

430 Riverside, Newpor Beacho ... 12721 038

17210 Buperior St., Novtheidge, . 12,21 963

Nattrass, Don Charie Sec. 10177 £6) and ()
Real listate Salesman
{Granted right w restricted license on terms and conditions)

Tevine, Meyero ool 2329 8, Corning Ave., Los Angeles 12,2265
Real Fstate Salesman
(Granted right 1o restricted ium% after A dayvs from elective date of decision on terms and conditions)

Weihe, Hollis Geneo...ooo.._.__.2 4327 Talbert Ave, Long Beach ... 12/22,65 Sec. 10177 (b} and {[}
Real Estate Salesman

Sec, HMT7 (B} and (D)

Burkhart, Clarice Mardene. ..o 5546 Klump Ave, Nonth lHolly- 12 2863 See. W77 (b) and {0
Real Fstate Salesman wood
{Granted right 1o restricted license on terms and conditions)

Rady, Charles Wolfpang. ... 336 N. Contral Ave., Glenddate ... 1272863 Sec. 10177 (h) and {1}

Vice. Pres., Holland  Construction

Ca.
dia Holland Managemeny Co,
Real Estate Broker
Real Fstate Salesman 712 N, Jsabel 8¢, Giendale
(Granted right 1o restricted licenses on terms and conditions)

Powngend, Tillian Grace ___._.___ 11324 Downey Ave,, Downey. . 122545 See, JWHZ7 (), (0 and (5)
Real Estate Salesman
Barnes, Ray Merwyno oo ooa 1221900 2030h, Avteslano. 0 0 12,2963 Sec. HHTT (bY and (D)
Real Fstate Salesman
Seeberger, Oto Arthur, Jrooooooo . 3466 Tngrakam 8¢, San Diego. ... 1273068 Secs., 10176 (a), G) and 10177 0}

Real Fstate Broker

{Granted right to restricted Heense after 90 days from eflfective date of order on terms and conditions)
Swartont, Bruce Fdwin. ... .. L1999 8, Coast Hwy,, S1e, 1) 171066 See, 10177 (b) and (f)

dba l_usl.ill Land & Cal Tagana Beach,

Real Estate Broker )

(Granted right to restricted real sotate catesman ficense on conditiony)

Murray, Thomas Albere. ... ... 8373 Walnut D, Hollywood .o ... 1400 See. 10177 () and (&)
Real Vstate Salesman
Newelt, Hildie J.. o oo 630 WU Daarte R, Areadiac 15466 Secs, 104607 10162, 10163 10504
Real Pstate Iirokca ) 10165; 1477 () and {d}
Ramsey, Kenneth Taylor, Jr.o ... 3028 Shattuck Ave., Berkeley .. 154,66 Sees. 10176 a), (g, (1); HOIFT o)
Real listate Braker and {3
(Granted right to restrictéd license aiter 90 davs ffom effective date of decidion on terms and conditions)
Johnston, Herbert Respess. ... 17078 Kingsbury, Granada {1ills 17540 Sec. 10177 (&) and (1)
© Real listate Salesman
Mahony, Fdmond Anthony _ 833 Adlantie Ave,, Long Beacho ... 1/ 566 See, 10177 {b) and (I}
Real Listate Salesman .
Hoppm Mortgage Coumnnncnnno., 414 Sotguel Ave,, Santa Craw . 111,706 Secs, 10176 (o), () 177 (03, )
Donaid Ifays Hopper, Alember and 10305
Real Hstate Partvership
Cohen, Irvinge . coocoe oo oo oo o0 4809 Don Juan PL, Woodland 113l P13 06 Sec, HH?7 (B), (D and ()
Real Bstate Salesman
Foster, velyn Della_ ... ... . 8163 Sanset Blvd., Tos Angeles ... 172508 See. 10177 (b)Y and (1)
Real Estate Salesman
Temp, Conrad Roberto__ .. __ VST 3h St Sacramento. .o 127006 Sees, 10145; 10177 ()3 Bees, 2833

Pres., LOVE International Ine. and 2834 of R.E. Comm, Rew.
Real Tistate Broker OIS ] St Sacramento

{Stayed for 3 years on terms and conditions. Respondent shall abstain from zeting as o real estate broker-for 15 days in
eflective date of deciston)
Sm{;) 10176 (4], (¢}, {3} and 1OXT

Archinal, Franklin. . oo _.__._. 243 J%. Baseline, San Bernardino .. }3A06

Real Egtate Broker
Real Jistate Salesinan 4211 Casa Loma Ave, Yorba Linda




Nanme

Kaoshell, Michael Esidor. _
dba Mike Koshell Reg
Real Estate Broker
(Stayed permanently)

Sheldon, David Morris, Jro... .

Heal Fstate Salesman
(Last 23 days stayed permanently)

Watkins, Homer Wilfred_... .. 816 Muirfield Rdh,, Los Angeles ..
Real Estate Salesman

Andrews, Howard Wilson, .. ... ..
Real lsate Broker

S0 Fredlis e, San Rafsel. ..

SO E, C 8, Ste. 1, Oxnard. .

(Adfter 30 days from’effective date, remainder or any portion thereof ma

Licenses Suspended During December 1965-January 1966

Lffective date

and term

Violation

YR

Sees. 10137, 10176 (0 10177 ¢d)
L

Sdays an
12/ 9465 Seca 10177 (d); 110182 and Sec,
3 days 2795 of R.E. Comm, Rep.
3}2/”,/()5 Sec. 10177 {bY and ¢f)

ays
12/21/65 Secs. 10160; 10162; 10164; 10165:

o and including
5767

Q77 (d) and (f)

v be stayed on conditions)

Riley, James Elmero oo oo __ 0 8150 Garden Grove Blvd., Garden 12/28/63 Secs. 10176 {d), (3) and 10177 (1)
Pres. Coast Realty, Inc. {rove 15 days
Real Estate Broker
Re: te Salesman 5811 Seashore Dr., Newport Beach

Boyer orie Catherine. . .. ... 11015 Curson 13r., Apt. B, Tanwoad 1/ 4/66 Sec. 10176 {6): Sces. 2832 and 2834
Real listate Salesman ) 30 days of 1.1 Comm, Reg.

Donovan, Darlene Danna. ... 1471 Berger T, San Jose. ... ... L/ 4766 Secs, 10177 (d), {1 11010; 11018.2
dba Donovan Nealty 15 days and Sec. 2798 of RIS Comm.
Real Fstate Broker . Reg.

{Last 10 days permanently stayed) .

Frye, Leon Edward 1496 Banta Pawda Ave., San Jose I/ 4766 Sees. 10177 (d), {0); 11010; 110182
Real Listate Salesman 13 days and See. 2795 of R.E. Comm.
(Permanently sta Reg.

Rukasin, Morris - 87 EThelborn Sty Covine., . 1/ 4/66 Secs. 10145 10176 (a), (o), {i}:

dba Sunview } )
Real Estate Broker S78 N Aunmsa Ave., Coving
{Stayed for 2 years on terms and conditions)

LaGee, Merdian Denieo.___... . 727 Sir Francis ke Bhvd., San
Real Mstate Broker Anstlmo
(Permanently stayed}

Clement, John Veiteho o, .. e
Real Fstate Broker

21300 B, CHE Dr., Santa Cruz, .

180 davs

1/ 6766

15 days

1/11/66

to and including
G

6/30/66

1077 {d), (1) Secs. 2830 and
2832 of R.E, Comm. Reg.

Sees. JO137 and 10177 (1)

Sces. 10160; 10162; 10164 and
10177 &)

{Afrer 30 days from effective date, remainder or any portion thereof may be staved on conditions)

IHetz, Robert Waitero oo 0 1601 Harlund Ave, Van Nuvs_ .
Real Fstate Salesman

Rasmussen, Elmer Mathew. ... 5848 Naples Phaza, Long Beach, - .
Real Kstate Broker
AMewber, Pacific Mortgage Serve 14332 Flower, Garden Grove

1/11 /66
3 days

L1706

indefinitely

Sees. 10176 (a) and 10177 {f)

Secs. 10166 10162; 10164 and
W77 ()

ice
Mugust Associates........_ ... 12000 80 El Camine Real. San 1/13/66 Sec. 10177 (£ and (g)
Fred ‘Tandy Ballenting, P Mateo 5 days
Richard Waldemar Schilling, }r.,
Vice Pres,
Thomas Witham JHowarth, Sec.
{Permanently stayed)
Bertram, Jumes Russetl ... GO B S, San Rafael. . 171366 Sces. MGL76 (a), (ed; 10177 (1), (&)
ate Broker dayy and Sec, 2832 of R, Comm.
Salesman 579 Thornwood “L'er., San Raluel Reg.
se Wlza - - 2246 Locust Ave., Orange. ... 1/13 /66 Sec. 10177 (b} and (5}
& ate Salesman , . 30 days
Higginbotham, Bessie__ . _ v TR Ventuea Blvd., Oak View. ... 1 /18766 Secs, 10176 (a), (b) and 10177 (1)
Heal Estate Broker 60 days
(Last 45 days stayed for 2 vears on conditions)
Boswell, John Harvey_ ... 0 . 0 1211 Park Ave., San Jose 1728766 See. 10177 (£) and ()
dba Boswell Realty 15 days
Real Fstate Broker
{Permanently stayed)
Hrcnncr,‘Russcll Tallmadge... ... 638\, Mariposa St, Madena . 1/26/66 Sec. 10177 53 and {n

Real Estate Salesman .
{Staved for 1 year on conditions)

ATA POLICY NOW ALTA

The ATA title policy, specially de-
veloped for out-of-state insurance
companies and other nonresident
lenders, is now known as the ALTA
(American Land Title Association)
policy.

Despite the change in nomencla-
ture, it is still essentially an exten-
sion of coverage offorded under
the standard policy, and insures
against such risks as unrecorded
liens or easements, rights of parties
in physical possession, including
tenants and buyers under unre-
corded instruments; rights and
claims which « correct survey or
physical inspection of the land
would reveal; mining clouses and
reservations in patents and water
rights.

) davs

Stolen Salesman License
Test Booklet Recovered

Perhaps because he wanted to stady
the test ar leisure, 2 man, taking the
real estate salesman license examina-
tion in Los Angeles, left the examina-
tion room with the test booklet in his
possession,

Fle was soon Jocated and the book-
let was recovered, He was charged
criminally, and upon his plea of guilty
was convicted of thefr.

What caused this man o purloin
the booklet only he knows, bur cer-
tainty be has no immediate hope of
obtaining a license as a real estate
salesman in California.

FApril 1966—Page 751

Housing Act Provides
Rent Supplement Programs

Realty groups nationally and at
focal levels arc supporting " the FHA
rent supplement program authorized
by the 1965 Housing Act, but no
implementing appropriation had been
provided when this article went to
press,

The program has the backing of
President Johnson, who declared it
“responds to the eritical shortage of
decent, low-income housing in many
of our cities.” He called atrention to
the new regultations which nullify pre-
vious objections that the original rules
were so drawn there was danger of
benefits going to families far above
the low-income bracket.

This phase of the total program
authorizes FHA insurance for financ-
ing construction of privately owned
housing of modest design and cost, in-
tended for low-income families. Safe-
guards are provided against the possi-
bility such housing might be buile in
an arca where sufficient accommoda-
tions of this tvpe already exist,

During the life of the mortgage, the
FHA would disburse to the mortgagor
the difference between what the ton-
ants pay—generally 25 percent  of
family mecomes—and the cconomic
rent established for units in the project.

The "Section 237 Program

There is also provision in the act
for whar is known as the “Section 237
leasing  program. In communitics
where overbuilding and overdevelop-
ment have occurred, this plan should
help absorl vacancies.

The first step is approval of a leasing
program by the local governing body.
Owners of rentals can arrange leasing
agreements with the local housing
authority and thus make their accom-
modations available to  low-income
families. The Public Housing Adminis-
tration says real cstate brokers are in-
vited to find and negotiate for rentals,
The PHA will then enter into a con-
tract under which the annual contri-
butions would be paid to the local
housing authority, which in turn will
reimburse owners for the difference
between the rent low-income familics
are paving and the lease price agreed
upon,

(Comntinned, Col. 2, Page 756)
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DO YOU WANT TO SELL BUSINESS OPPORTUNITIES? e e

in the area of an individual’s liveli-
hood and he must be prepared with
the right answers and advice, People
will rely on your good judgment,
which means if you are wrong they
may lose their life savings. Would
vou ever want to find yourself in
such a position?

Listing Form

One of the most important tasks
undertaken by a broker is to fill out
an authorization to scll with care and
skill, as it represents a firm cmplov-
ment contract. The broker should be
thoroughly familiar with the necessity
of inserting complete data, and, if he
cemploys salesmen, they should receive
competent instraction on this impor-
tant step in the sale. Reproduced on
the opposite page is a copy of “fill-in”
information on the listing of the sale
we shall discuss later. The entire form
cannot be printed because of space
Himirtations. I believe the form I have
developed and use is satisfactory. It
states clearly what is expected from
the seller and is not designed to give
the agent some masked advantage. It
has been my experience that, if a
prospective seller wants to remove or
make changes in the printed matter,
trouble is wsually i the offing and it
is better to stop right then and there,

The authorization to sell should
include all the pertinent facts the
agent will represent as being true.
One should pay particular attention
to income (profit and loss statement)
and be satisfied as to its correctness.
This also holds true for all other
STATCINCNES,

Although a lease was not involved
m the sale deseribed in this article,
when there is one it is important the
agent be thoroughly acquainted with
its contents, Many sales are not com-
pleted because the purchaser will not
accept the lease, or the lessor will not
accept a new lessee.

A complete deseription of what is
being sold should be clearly stated,
mcluding the estimated amount of in-
ventory of stock in trade. Since my
commission Is based upon the gross
sales price, meluding invemtory price

of stock at thme of possession, | usually
make it a practice to help take the
inventory. This also enables me to be
present to iron out any differences
thar someihimes creep in berween buay-
ers and sellers. T usually try to get the
sellers and buyers to agree to “cur-
rent wholesale cost” when taking in-
ventory, but often they agree ro use
retail price less a stpulated discount,
hinging upon markup,

Price and terms are very important
again, because of the intangible facror.
You will note that fixtures, equipment,
business, trade name, and goodwill are
listed ar a price not including inven-
tory of stock in trade. However,
when a listing Is raken, we usmlly
estimate the value of the stock. The
figure should be realistic in order to
enable the agent to qualify the buyer.
In the sale reported in this article, the
listing shows the estimated value of
the stock as $7,000 {plus or minus).

Prior to adoption of this policy, I
sold businesses on a flat price basis,
which included the stock inventory.
I would run mto trouble on this in
the sale of smaller businesses. Occa-
sionally, when the buyers took over,
the stock on hand had diminished well
beyond their expectations, creating a
troulled atmosphere, to say the least.
In one instance in the sale of a small
restaurant, several days before the
buyers took possession the merchan-
dise on hand amounted to $250, but,
when they took over, the inventory
consisted of two potatoes and an
onion in a sack.

No Exact Formula Available

I know of no formula to determine
an exact figure or price on a business
as a whole, but there are many for-
mulas to help determine within a close
range, depending upon the nature of
the business. In the case of a janitorial
service, for cxample, the factor of
three times the monthly gross income
might be used under certain circum-
stances and conditions.

In smaller husinesses, some owners
do not deduct a salary for themselves
from the gross carnings, and this nat-
urally distorts the true picture of the

(Contite, .o {ros

CAN YOUR BUYER OPERATE THE BUSIMESS
WITH GOOD CHANCES OF SUCCESS?

LAB LT

/-/&-?H'P/'OR
A fed . 0007

L

“I'm a little dubious of tying all my savings up in
this place, Mr. Hemprer—iz doesn’t seem oo busy,
#nd I’m a poer cook and baker anyway-—that dough-
nut machine ivoks complicated to me and worn aut
as well,?

“Lady, you can miaster that machine in five min-
uges—it requires just a lictle cleaning—ali you really
need to know is how ro operate the cash register—
and Bi teach you how to do that in 2 hucry—we’ll
need a $1,000 deposit and you’ll soon be the Dough-
nut Queen of this town.”

investment involved. If a person is
buying himself a job, he may not look
askance at such reasoning, but, when
this condition presents icself, it muse
be considered in determining price.

Before leaving the listing, 1 would
again stress that the agent should be
thoroughly familiar with the neces-
sity of writing in the proper informa-
tion and the importance of setting
down the facts. Particular attention
should be paid to securing a copy of
the profit and loss statement and the
lease, a list of fixtures and equipment
and a complete description of the
properey. Also, exactly how and when
arc the moneys involved to be paid
and what are the specific terms, in-
cluding rate of interest, monthly pay-
ments, ete,

Before the owner signs his accepe-
ance of the agreement, the agent
should have him read i, making sure
he understands the price, terms, com-
mission, cxpiration date, and thac jc is
an exclusive right to sell authorization.

A carefully drawn listing is of in-
estimable value and is needed to back
the representations made in presenting
the property to a prospective pur-
chascer. What does one do when the
seller refuses to supply proper and
necessary information? A piece of
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NO REASON WHY YOU

L Jaee T49)

+ Col.

advice on this point: I you don’t
refuse the HKsting, don’t represent
anything unless you can back it up.

Histary of a Sale

The fotlowing is a brief account of
the sale mentioned carlier. 1t involved
a hotel, bar and cafe combination lo-
cated in 2 mountain comnumity. The
property included buildings and lor,
all fixeares, equipment and furnishings,
on-sale and off-sale liquor licenscs and
the trade name of the business. The
owner’s motive for selling was casy
to understand, He was 75 vears old
and wanted to retire. He was prima-
rily concerned with insuring a month-
ly income for himsclf and his wife,

Prior to showing the property to
the couple who eventually purchased
it, | was convineed their past extensive
business experience were such that
they would have little, if any, diffi-
culty in operating such a business suc-
cessfully. They purchased it after only
one showing, but the reader may be
assured the transaction was far more
complex than this sounds. Space will
nor permit a full account of the
lengthy negotiations, particularly in

SHOULDN'T - BUT ARE YOU PREPARED?

regard to meeting the down payviment
requirement,  The purchasers were
short of cash but had other business
and real property equitics. Finally, T
evolved an arrangement which I felt
protected the seller’s interests, and he
and his attorney agreed.

Considering all circumstances, the
seller’s atrorney advised him to sell on
an unrecorded contrace of sale instead
of taking back a trust deed.

With the scller’s protection assured,
two cscrows were opened—one for
the personal property and one for the
real property. In this area (Sacra-
mento) very few title companics will
handie a business escrow, but attor-
neys will take care of this phase of
the operation, pertaining to bulk sales,
etc. The “notice of intended sale”
conforming with the requirements
under the Bulk Sales Act was duly
recorded and publicized. The Uni-
form Commercial Code was not in
effect at the time of this sale. Such a
sale made after January 1, 1965, may
involve the filing of a financing state-
ment with the Secretary of State, the
recorder’s office, or both, since per-
sonal property is involved as collateral.

FILLIN INFORMATION ON BUSINESS OPPORUNITY LISTING

Yhelier 3 herch thori?
property, lying and being in the Gily ofe .,

Leasa Dated....le T
Lot Size...

i

Aver, 4 Profit 3 as per attach
................................. Average Net Profit I’F;:F(ﬁoln{h E’"']"{'}'E‘ég""S'T'.‘:i't'é'ﬁ'i‘e“ﬁ

Days Per Week Closed..._None

W S TS P oo NP e 9 )

ooy CoOUNtY of......fE4Or .

..Option..
1\¥mg Quarters.....
i

anitor, "2 cooks, "2 wa )
waitresses . Kq-4 hartendesim

Qwner 75 years old == too much work =~ retiring

Lloyd, 213 Main St., Mt. Helena

thousand

tures and equipment,payable
hly. .inciuding interest at six percent

The transfer of the two liquor li-
censes was starced with the Depare-
ment of Alcoholic Beverage Control
by taking the buyers to the local office,
where they made the application per-
sonally. A 30-day period of investi-
gation s here involved and the sale
had been made contingent on the
ABC’s approval of the transfer of li-
censes.

The building inspecror and health
nspector were notified to make cer-
tain the buyer could receive a business
license for the premises. An agent
should familiarize himself with these
inspection  procedures  which vary
from jurisdiction to jurisdiction. The
building inspector may call for com-
pliance with some new building ordi-
nance, or the health inspector may re-
quire a new interior paine job. These
are matters calling for “rovndeble”
discussions, and the agent must expect
to negotiate with skill to arrive at a
satisfactory agreement berween buyers
and sellers,

The “seller’s permit” and a “clear-
ance receipt” refating to sales tax were
obtained from the State Board of
Equalization, the latter protecting the
buyer against “successor’s fiability.”
Clearance was obtained from the State
Deparement of Lmployment on the
unemployment insurance ax. In seli-
ing businesses involving many em-
ployees, adjustments pertaining  to
prepaid vacation periods, sick leave,
cre., have to be worked out. For in-
stance, a buyer may balle when he
learns that one of the employees is due
for a two-weck vacation,

This sale did not call for a noncom-
petition  agreement; the matter of
doing business under a fictitious name
was handled outside of escrow. These
and other items, including partnership
agreements, are executed by attorneys,

At the close of escrow, inventory
of stock in trade was taken and paid
for in full ac that time.

I close with one repeared caution:
The agent cannot be too-careful in
his representations and in his paper-
work in business opportunity trans-
actions,



April 1966—Page 754]

SUBDIVISION

DEVELOPMENTS AND

ITEMS OF SIGNIFICANCE

4-4-4 SPLIT

DRE Task Force Investigates Subdivision Violations

Although many local jurisdictions, by “lot-split” ordinances, regulate division
of land into less than five parccls, state law and subdivision regulations in some
counties do not apply when a picce of properey 1s divided into not more

than four parcels. So some landowners, operators and licensees attempt to ¢ir-
cumvent state and local law by making w lmt is commoniv ;cf cncd toasa 4 4 4

split. They divide a Jarge acreage into
four parcels and then divide mch of
the parcels thus created into four
simaller parcels amd so on. When this
is done as a preconeeived plan and by
usc of corporate or personal dummics,
the state subdivision law 1y violated.

Moving against such viclations, the
Real Estate Commissioner assigned
added personnel to investigatory
work in cooperation with local au-
thorities.

These splits usually involve one or
the other of two procedures. In the
first, a group of persons, often related
or having commeon financial interests,
divide land by executing grant deeds
among themselves, or by other means,
so that no one person holds title to
more than four parcels, although all
have embarked upon a common ven-
tare. A simple example is where Smith
owns 20 acres of land and grants to
Mrs. Smith four 2% acre parcels, re-
taining a similar number of parcels for
himself, thereby creating cight parcels
which are thereafter offered for sale,

The second procedure i where
Brown sets up several private corpora-
tions and arranges for cach corpora-
tion to take title to no more than four
parcels in a given area. Thus Ajax,
Hereules and Samson Companies are
the ostensible sellers of four parcels
cach, but these companies are merely
Brown doing business under a guise.

Practices of this kind do not pro-
mote orderly growth and thus have
resulted In obstructing overall plan-
ning, and in financial damage to un-
wary purchasers.

Licensees who accept listings on,
and offer for sale or lease, lots and

LIGENSEE SHOULD HAVE BASIC
KNOWLEDGE OF TAX LAWS

“Where a sale of a taxpayer’s prin-
cipal residence is followed within a
period of one vear by the purchase
of a new residence, or if a new resi-
denee was purchased within a year
prior to the sale of the taxpayer’s
principal residence, gain Is recognized
only to the extent that the adjusted
sales price of the old 3'qudence eX-
ceeds the cost of the new one’

Most brokers are probably aware
of the income tax advantage offered
by the above provision in the Internal
Revenue Rules, The licensee will be
well advised to keep in mind that this
provision is not intended to apply to
sales of all properties, particularly in-
vestment and income properties,

PARCEL MAPS

In 1965 legislation was enacted
providing for a new type of map,
the “parcel map,” defined in new
Sections 11503.1 and 11575 through
11580 of the Business and Profes-
sions Code (Subdivision Map Act),
It authorizes local agencies to pro-
vide in their ordinances for a “par-
cel map” to be used for land
divisions which are not within the
definition of o “subdivision.”

parcels in illegal subdivisions, located
in California or out-of-state, subject
themselves to possible disciplinary
proceedings against their license and
felony charges.

COMMISSIONER IS WED

Real Estate Commissioner Milton
G. Gordon ond Sondra Driver,
daughter of Mr. and Mrs. Robert
Farr Driver of Del Mar, were mar-
ried on Saturday, April 2. The
wedding, attended by immediate
members of the Gorden and Driver
families, was follewed by o recep-
tion at the Del Coronade Hotel in
Coronado.

Division of Real Estate oldtimers
noted that Gordon was the only
bachelor to serve os commissioner
in the 47-year history of the di-
vision.

Texas and Florida Pass
“Price Kiting” Legislation

At least vwo states, Texas and Flor-
ida, have passed laws making the ase
of dual contracts illegal, The Florida
law defines dual contracts as “two
fconcurrent] contracts  concerning
the same parcel of real property, one
of which states a purchase price in
excess of the true and actual purchase
price.” Users of the contracts have re-
sorted to this form of manipulation to
get bigger mortgage loans, as lenders
see only the contract reflecting the
mflaced sales price.

Every licensee knows, or should
know, this practice is illegal. The FBI
has uncovered a number of violations
i which government insured or guar-
anteed loans were involved and they
have been vigorously prosecuted, hat
that agency’s jurisdiction does not
extend to conventional financing.
Lenders in some states have been
backing legislaton specifically atmed
at the fraudulent practice of “price
kiting,” declaring it a criminal act sub-
jecting the guilty party to fine or
imprisonment.

In California, Real Estate Commis-
sioner Milton G. Gordon created
special task force of personnel from
the Department of Investment and
the Attorney General’s office to inves-
tigate “price kiting” and recommend
further steps to eradicate it entirvely.
A number of real estate licensees par-
ticipating in this practice have suf
fered supension or revocation of I
censes.,
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STATE CULLEGE RESEARBH STUDIES NUW AVAILABLE

Three new rescarch studies have
been completed at state colleges and
copies are available through the Divi-
sion of Real Estate, Sacramento.

Fresno State College

At Fresno State College, Dis. John
A, Crosby and Richard C. Spangler
reporeed on “The U1 ban Fringe In-
fAux istate MJ] lece-
'1blhry lhc f‘ll’st pdlt of the study
concerns itself with problems arising
from conversion of land to urban uses;
the second with the effect of J,Lﬂ]
property taxes on Fresno fringe area
development,

In the “marketability” portion of
the study, Dr. Crosby treats of the sale
potential of a given piece of property
and discusses cf}cct of distance from
an urban environment,

3

In the “property tax” portion of the
study, Dr. Spangler examines assess-
mene procedures, their influence on
property tax administration and ule-
mate cffect on land development,
Specifically, Dr. Spangler tries to de-
termine if assessments in any given
year are equitable as becween different
parcels of land, and if assessment pro-
cedures remain constant over a period
of time.

Spangler concludes land sales activ-
ity attracts the assessor’s attention.
Drving a period of rising land values,
parcels escaping attention may be
favored in that their assessments arc
not revised upward as frequently as
per ]mps they might be. Development
activity, on the other hand, may bring
higher assessments and tax bills. ].and
values, and therefore assessments, are
nor :mlly mercased by subdt\rldmg3
activity and cereainly by the creation
of a subdivision. Economists say that
land is devclopcd because it has al-
ready increased in value—subdividing
is an acknowledgment of the fact that

‘emand for the land has materialized.
—pangler concludes the act of subdi-
viding may add something to value,

but it Is not the basic factor in derer-
mining land value.

Spangler also notes that assessors do
not have adequate personnel to ap-
praisc all parcels cach year, so they
concentrate on arcas exhibidng the
most activity. He feels swing,s realized
by holding down the assessor’s expen-
ditures for fieldmen could well e a
false cconomy.

San Francisco State Coilege

“San Francisco consumer buying
plans  and cconomic  expectations”
were studied by Dis. Roy C. Cave
and William . Mason, faculey mem-
bers of San Francisco State C()]]Lgc

The authors note consumer demand

in San Francisco is affected by special
regional and local cond1t10ns, and by
high average persomal incone level
(,ompqlcd to the nation as a whole.
They say San Francisco consumer and
housing demands differ from the na-
tional pattern and local surveys are
necessary  for useful forecasts. The
auathors feel dmnncs m “expectations
of consumers” may offer 2 more re-
liable indication of changes in demand
than shifts in announced buying in-
tentions.

Their observations about real estare

buying conditions include:

a. 50 percent of the persons re-
sponding to the author’s Auguse
[965 survey expected the nexr 12
months to be a good time to buy
real estate,

b. Real cstate market expectations
are affected sharply by income
expectations,

¢. Those who expressed che great-
est optimist about real cstate in
the next 12 months headed house-
holds with two or more persons;
were employed in professional,
clerical and sales, or skilled occu-
pations, and were high schoo! or
college graduates.

As to buyers or potential buyers:
a. 23.6 pereent of the homeowners
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REPORTS AVAILABLE

The research reports on “The
Urban Fringe Influx—A Study of
Real Estate Marketability” and “San
Francisce Censumer Buying Plans
and Economic Expectations” are
obtainable from the DRE's principal
office, P.O. Box 2407, Sacromento
95811, at $1 per copy, plus sales
tax.

Reprints of Dr. Conneft's sug-
gestions on itemizing “closing costs
on residential transactions” will be
sent free upon request,

questioned  had  bought  new
homes, while 76.4 percent said
they bought “used” homes. 72.5
percent boughe their homes be-
fore 1961,

b. 80.9 pereent bought their homes
with the assistance of a real estate
agent. Half the homeowners paid
less than $20,000 for their present
homes and now consider them
worth more.

¢, 40 pereent owe Jess than $10,000
on their first mortgage.

d. Most original loans were “con-
ventional.” 8.4 percent of the
homeowners queried had bor-
rowed on their equity. Of these,
12.5 pereent used the money for
other dwellings, mostly of the
vacation type, while 43.8 pereent
used the money for home maod-
ernization,

¢. 7.9 pereent of the homeowners
said they plan to sell their present
property and 64 percent of rhe
potential scllers intend to scll
through a real estate broker.

Humbeldt State Goliege

Dr. Russell R, Connett from Hum-
bolde State College has completed a
report on “closing costs on residential
transactions.” In his work, Connett
investigated, defined and reported on
costs known to figure in the purchase
of a residential property. He divides
closing costs into three broad cate-
gories—fnancial, legal, and prepayable
expenses—and summarizes his e}\pl*ll‘l.l-
tions of terms under these groupings.
Checklists and  estimates of closing
costs for both the buyver and the seller
are included,
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How Long to Pay Off
A Contract of Sale?

A real property sales conuract en-
tered into after January 1, 1966, must
stipulate the time required to com-
plete payment in accordance with the
terms of the contract, and the basis
upon which 2 tax estimate 15 made,

These provisions are set forth in
Section 2985.5 of the Civil Code,
passed in 1965, Often the contract
purchaser Is relatively unsophisticated
and unlikely to ask questions and de-
termine how long his payments under
the contract will continue or what he
might expect in the way of taxes.

The Division of Real Iistate has re-
cecived n number of complaints involv-
ing new subdivistons where underesti-
mated taxes resulted in a substantial
increase over expected monthly pay-
ments. Flopefully, this disclosure law
will help avoid repetition of these un-
fortunate situations,

This law requires disclosure of the
basis upon which the tax estimate is
made when, in fact, the tax is esti-
mated, but does not require an esti-
mate, The contract may be silent in
regard to taxes; if so an explanation
is not required.

“Packaging Fee” Practices
Gall for Full Disclosure

(Contivued [rowue Col. 3, Page 749)
made to both buyer and scller.
When only the buyer or the seller
pays the loan fee, the selling broker
must disclose his “packaging fee” or
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San Diego District Office Depvuties Confer With Supervising Deputy—Standing {I. to r.): Deputy
Real Estate Commissioners John C. Scudder, John T. Dickinson and John G. Sertick, Seated: Richard B.
Nicholls, Supervising Depuly. The San Diego District Office seivices San Diege and Imperial Counties

and has 10,000 licensees under its jurisdiction.

RENT SUPPLEMENT PROGRAMS
{Continued from Col. 3, Page 751)
The annual supplement cannot ex-
ceed the amount which would be paid

rebate, if any, to that party to the
transaction. ’

The Real Estate Commissioner is
taking this means to alert all licensees
to the fact of this requirement, as
there will be an intensified enforce-

ment program to eliminate abuses in
this field.

in the case of a newly constructed
project i the community designed to
accommaodate the comparable number,
size and kinds of families. To be eligible
for rental assistance, a family’s an-
nual income must be below a stipu-
lated level, which will vary with
location and family size,

Further information on the “Scction
23" program can be obtained from the
PHA Regional Office, 450 Golden
Gate Avenue, Box 36027, San Fra
cisco 94102,




