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DECLARATION OF}AN S. RAYMOND 

!,Jan Raymond declare: 

I am an attorney licensed to practice by the Galifomia State Bar, State Bar number 
88703, and admitted to practice in the United States Federal Court for the Eastern 
District of Galifomia. My business is researching legislative history and interpreting 
legislative intent, I have over 15 years experience in legislative research and analysis of 
legislative intent. 

In cooperation with persons working under my supervision, I undertook to research the 
legislative history of the following project. All use of the word project in this declaration 
refers to legislative research addressed to this focus: 

Civil Code Sections 1791(0), 1791.2(a)(1), 1794(a)&(b) & 1795.7 
In particular: 

Chapter 1333, Statutes of 1970 
Enacting Civil Code Sections 1791.2(a)(1) and 1794. 

Chapter 1523, Statutes of 1971 
Enacting 1795.5 and amending 1794 

Chapter 169, Statutes of 1974 
Enacting 1795.5(d) 

Chapter 991, Statutes of 1978 
Enacting 1791(0) 

Chapter 385, Statutes of 1982 
Repealing and reenacting 1794 

Chapter 728, Statutes of 1983 
Amending 1795.5 

Chapter 1047, Statutes of 1985 
Amending 1791(0) 

Chapter 1280, Statutes of 1987 
Adding 1793.2(d)(2) and amending 1794 

Chapter 1265, Statutes of 1993 
Amending 1791(0) 

Chapter 196, Statutes of 1998 
Amending 1791(0). 

We report in a series of volumes. This Volume 4 contains discussion and materials 
regarding the 1993 and 1998 enactments. 

At all times, all persons working on this project operated under instructions to locate all 
documents available pertinent to the legislative bill or bills which led to this enactment. 
This research was compiled in the days immediately prior to the date of this declaration, 

(888) 676-1947 Declaration of Jan Raymond Page 1 of 5 
For definitions of the legislative terms used in this declaration, visit the California law page at 

LEGISLATIVE HISTORY CLEARINGHOUSE 

www.lhclearinghouse.com 
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and reflects all the documents, and sources available during that time pertinent to this 
project. 

The documents listed are the substantive documents collected pertinent to the history of 
this project. The term "substantive documents" as used in the previous sentence refers 
to those documents relevant to the scope of the project. Some documents regarding the 
legislative bills related to this project may not be forwarded in this report. Documents not 
forwarded may include fiscal analyses addressing the budgetary impact of legislation, 
documents addressing other portions of legislation not directly relevant to the project, 
documents addressing simple support, or opposition to the legislation, or other 
documents unlikely to be helpful in understanding the substantive purpose of the 
legislation. The complete collection of documents is organized in generally chronological 
order and sequentially numbered. 

All documents listed are included with this declaration, except as otherwise noted in this 
declaration. Unless otherwise noted in this declaration all documents were obtained at 
one of the following sources; legislative offices at the State Capitol, the California State 
Library, the California State Archives, or libraries at the University of California at Davis. 
References to "bill file" as used in this declaration refer to files maintained regarding the 
legislation that is the subject of the document collection. Some documents copied from 
microfilm originals may be of poor quality; all copies included with this report are the best 
available copies. 

In this list of documents the abbreviation SFA is short for Office of Senate Floor 
Analyses, and ARC is short for Assembly Republican Caucus. 

The following documents accompany this declaration: 

1993 Chapter 1265 

Excerpt regarding Senate Bill 798 (Rosenthal) from the Senate Final History, 
1993-94 Regular Session. Page 1 

Excerpt regarding Civil Code Section 1791 from SB 798 as introduced March 4, 
1993. Page3 

Senate Committee on Business and Professions Bill Amendment Worksheet on 
SB 798, March 18, 1993, with file documents excerpted from the committee file, 
three pages. Page 8 

Consumer Affairs analysis of SB 798 as introduced, found in the bill file of SFA, 
two pages. Page 11 

Senate Committee on Business and Professions analysis of SB 798 as 
introduced for hearing April 12, 1993. Page 13 

Documents regarding SB 798 as introduced from the bill file of the author, five 
pages. Page 19 

(888) 676-1947 Declaration of Jan Raymond Page 2 of 5 
For definitions of the legislative terms used in this declaration, visit the California law page at 

LEGISLATIVE HISTORY CLEARINGHOUSE 

www.lhclearinghouse.com 
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SB 798 as amended in the Senate April 27 made no change to the language of Section 
1791(0) and is therefore not included in these materials. 

Excerpt regarding Civil Code Section 1791 from SB 798 as amended in the 
Senate May 3, 1993. 

SFA Third Reading analysis of SB 798 as amended May 3, 1993. 

Senate Floor Statement from the bill file of the author, one page. 

Consumer Affairs analysis of SB 798 as amended 5/3, found in the bill file of 
SFA, two pages. 

Assembly Committee on Consumer Protection, Government Efficiency and 
Economic Development Background Information Sheet on SB 798, with 
associated file documents from the committee file, seven pages. 

Page24 

Page 30 

Page34 

Page 35 

Page37 

SB 798 as amended in the Assembly on July 1 and August 16 made no change to the 
language of Section 1791(0) and are therefore not included in these materials. 

Assembly Committee on Consumer Protection, Government Efficiency and 
Economic Development Republican analysis of SB 798, from the bill file of the 
ARC, two pages. Page 43 

Assembly Committee on Consumer Protection, Government Efficiency and 
Economic Development analysis of SB 798 as amended July 1, 1993, for 
hearing July 7. Page 45 

Statements regarding SB 798 from the bill file of the author, three pages. Page 50 

Consumer Affairs letter and analysis of SB 798 as amended 7 /1/93, found in 
the bill file of ARC, two pages. Page 53 

Third Reading floor analysis of SB 798 as amended August 16, 1993. Page 55 

Documents regarding SB 798 as amended August 16 from the bill file of the 
Assembly Committee on Consumer Protection, Government Efficiency and 
Economic Development and SFA, seven pages. Page 57 

Excerpt regarding Civil Code Section 1791 from SB 798 as amended in the 
Assembly August 30, 1993. Page 64 

Third Reading floor analysis of SB 798 as amended August 30, 1993. Page 70 

Documents regarding SB 798 as amended August 30 from the bill file of SFA, 
five pages. Page 72 

(888) 676-1947 Declaration of Jan Raymond Page 3 of 5 
For definitions of the legislative terms used in this declaration, visit the Galifomia law page at 

LEGISLATIVE HISTORY CLEARINGHOUSE 

www.lhclearinghouse.com 
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1 Statements regarding SB 798 as amended August 30 from the bill file of the 
author, two pages. Page77 

2 - SFA Unfinished Business analysis of SB 798 as amended 8-30-93. Page80 
3 

4 
Undated documents regarding SB 798 from the bill file of the author, three 
pages. Page85 

5 Selected documents regarding SB 798 from the enrolled bill file of former 

6 Governor Pete Wilson, frve pages. Page 88 

7 Chapter 1265, Statutes of 1993. Page 93 

8 Excerpt regarding Chapter 1265 from the Summary Digest for 1993. Page 107 

9 1998 Chae_ter 196 

10 Excerpt regarding Assembly Bill 2704 (Alquist) from the Assembly Final History, 

11 1997-98 Regular Session. Page 110 

12 AB 2704 as introduced February 23, 1998. Page 112 

13 Department of Consumer Affairs analysis of AB 2704 as introduced from the bill 
file of SFA and ARC, four pages. Page 116 

14 

15 
Assembly Republican Bill Analysis of AB 2704 as introduced from the bill file of 
ARC, two pages. Page 120 

16 Assembly Committee on Consumer Protection, Governmental Efficiency and 

17 Economic Development analysis of AB 2704 as introduced, for hearing May 5, 
✓ 1998. Page 122 

18 
AB 2704 as amended in the Assembly May 12, 1998. Page 125 

19 
Assembly Third Reading floor analysis of AB 2704 as amended May 12, 1998; Page 129 

20 

21 
Department of Consumer Affairs analysis of AB 2704 as amended 5/12/98 from 
the bill files of SFA and ARC, one page. Page 131 

22 AB 2704 as amended in the Senate June 17, 1998. Page 132 

23 Senate Committee on Business and Professions analysis of AB 2704 as 

24 amended 6/17/98, for hearing June 22, 1998. Page 136 

25 Department of Consumer Affairs analysis of AB 2704 as amended 6/172/98 
from the bill files of SFA and ARC, one page. Page 139 

26 
J 

27 (888) 676-1947 Declaration of Jan Raymond Page4of5 

28 For definitions of the legislative terms used in this declaration, visit the califomia law page at 
LEGISLATIVE HISTORY CLEARINGHOUSE 
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00719

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/725



_/ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Document regarding AB 2704 as amended 6/17 from the bill file of the Senate 
Committee on Business and Professions, two pages. Page 140 

AB 2704 as amended in the Senate June 29, 1998. Page 142 

SFA Third Reading analysis of AB 2704 as amended June 29, 1998. Page 146 

Concurrence in Senate Amendments analysis of AB 2704 as amended June 
29, 1998. Page 150 

Selected documents regarding AB 2704 from the enrolled bill file of former 
Governor Pete Wilson, five pages. Page 152 

Chapter 196, Statutes of 1998. Page 157 
This collection ends v.lth page 161 

I declare under penalty of perjury the foregoing is true and correct. 

Executed at Davis California, April 4, 2000. 

(888) 676-1947 Declaration of Jan Raymond Page 5 of 5 
For definitions of the legislative terms used in this declaration, visit the California law page at 
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VOLUME 1 

CALIFORNIA LEGISLATURE 

AT SACRAMENTO 

1993-94 REGULAR SESSION 
1993-94 FIRST EXTRAORDINARY SESSION 

SENA TE FINAL HISTORY 
SHOWING ACTION TAKEN IN THIS SESSION ON ALL SENATE BILLS 

CONSTITUTIONAL AMENDMENTS, CONCURRENT, JOINT RESOLUTIONS 
AND SENATE RESOLUTIONS 

CONVENED DECEMBER 7, 1992 

ADJOURNED SINE DIE NOVEMBER 30, 1994 

DAYS IN SESSION,, .... ,. ____ ·--------- 255 

CALENDAR DAYS ____ ,, ............................................................. 725 

LT. GOVERNOR SENATOR Bill LOCKYER 
P~sid•nt of~ Senate President pro T•mport1 

Compiled Under fM Dirtttion of 
RICK ROLLENS 

S«retary of the S.note 

By 
DAVID H. KNEALE, ESQ. 

History Cleric 

000001 
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602 SENATE FINAL HISTORY 

S.B. No. 798-Rosenthal. 
An act to amend Sections 9830, 9832, and 9847 of, to amend, re,,ea!, and add 

Sections 9849, 9851, 9853 98110, 91163, and 9873 or, to add and repeal Sections 
146.3, 9830.S, 9832.11, '984'f .S, and 98B2.5 of, and to add and r"J'!'II Article 4.5 
(commencing with Section 961S5) of Chapter !ID of DMs!on 3 of, the Busineu 
and Professions Code, to amend, repeal. and add Sections 1791 and 179U of 
the Civil Code, and to amend Section 6254 of the Government Code, relating 
to electronic and appliance repair. 

1993 
Mar. 4--lntroducecl, Read fint time. To Com. on RLS. for IJSignment. To 

!)rint. 
Mar. 15-From print. May be acted upon on or after April 4. 
Mar. lS-To Com. on B. &: P. 
Mar. 25-Set for hearing A1>_ril 12. 
April 26-From committee: Do pu1 as amended, but fint amend, and re-refer 

to Com. on APPR. (Ayes 10. Noes 0. Page 6114.) 
April 27-Read ,econd time. Amended. Re-referred to Com. on APPR. 
May 3-Frorn committee with author's amendments. Read second time. 

Amended. Re-referred to committee. 
May 6-Set for hearing May 17. 
May 11-Set, fint hearing. Hearing canceled at the request of author. 
May 13-Set for hearing May 24. 
June S-From committee: Be placed on second readlng file pursuant to 

Senate Rule 28.8. 

une 10-Read third time. Passed. (Ayes 22. N"oes 5. Page 1634.) To Assembly. 
une 10-ln Assembly. Read fint time. Held at DeJk. l
une 9-Read second time. To third readinll. 

une 17-To Com. on C.P.,G.E. &: E.D. 
uly I-From committee with author's amendments. Read second time. 

Amended. Re-referred to committee. 
July S-From committee: Do pul, but fint be re-referred to Com. on W. &: 

M. (Ayes 9. Noes I.) Re-referred to Com. on W. &: M. 
Aug. 16-From committee with author's amendments. Read second time. 

Amended. Re-referred to committee. 
Aug. 19-From committee: Do ~. (Ayes 19. Noes O.) 
Aug. 23-Read second time. To third reading. . 
Aug. 30-Read third time. Amended. To third reading. 
Aug. 31-Read third time. Urgency clause adopted. Passed. (Ayes 58. Noes 14. 

Page 3795.) To Senate. 
Aug. 31-ln Senate. To unfinished business. 
Sept. I-Senate concurs in Assembly amendments. (Ayes 24. Noes 7. Page 

3000.) To enrollment. 
Sept. 9-Enrolled. To Governor at 10 a.m. 
Oct. 11-~proved by Governor. 
Oct. 11-<.;naptered oy Secretary of State. Chapter 12~, Statutes of 1993. 
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SENATE BILL 
. ·--·---------====== 

..,,. • ~ ., 1 r, 1.nrroGnceu oy ;_,,enn.tor 

fvfrrrch •t 

_1:_,,_-11 .·--,(~:-.., ''J '"''ne·,..,,.:; cpc~· 0 ,,,, .. oc_'ln ox<1:n -D,Q,t7 a0n:.:to (~:-.~:-~1 
- .... - .. , C...!.l ._1,.,._., ,.)._, 1..l _ ... s .,;\...,V\./' vvv..;_, ,IV""::'' ,., ---·, ,_,.-~.:,, ~-. 

9S5G~ 985S, 9853~ :1r1c1 9373 of: to tldd A.rticlc •'i:.5 ( c-o:-:."J~,- - . r· 

"'1·i.1-... Se~n~·;r..,., 00~.::.~\ i""o r''i...,~~ ... ,=-.-::.,- C):l o[: "'.'"""'\~~,ls•:f"\n '{ ot. i !--. ,•_ fV L.1..1 ,._,_.i.....,.,_~...,._,•,Jv,1 - •J.J<-l;:-'L'--.l. .,,,\.,- .J..:....,_jl~~,.,_>v u ,~,.,.,,. 

and Professicns C\)dc~ ar:.d to a1nend Sectio1:.s 179} :·. 

~:;"G "70C ·,1~ ~--1--0,-11, 0 ~c' ~.;.- ; .JV, ~'-' .dJ.L.C \...l .:.l.L- ~~ ftosenth::-·l. 
, . . . 

appliance. repair: service contractors. 
p..,,1s,-....;.,.....1 ,cr iavv 1cnov'n a~ 1-J,e 17i-en\·ro"'1-;, .... ,-,·,c·,,.J. f:..n::;1~•~:-•i:•:) ~nni-;·i-r ~,>...:.-..'-.I. -c:;, _ ~ J. 'I' l C,.,:.. - , >...J., .._,_ .,:. __ ,._, ._ .. _.,_,.__._ • -;..--'.,_ _._.,_.. .. ,.._._ -''•·::::,-'---"-

·Deri1e,-- Hea's~-,-r,t1""n T '1\; 1 -c-eaL1; ..... r.:,,s ., s...:"'-~ 11,... 0 rJ,-:i,_--;-1'r::-.:- ,.,,,._, n~~(~ ...... -:.!:~ 
t-l...i. ..1. _._, t;,1. L c- U.,. ..,____i,::_,, _. _. ~.,_,1'-_, .,. , .... l ~-Lv ------~.: . ....., .. , , .. , --'---i.,.'--'-""~ 

to ,~--:i.01~~-p, Flit'½ the:. Bu•Cl•)~i nf "::?1°ct ... on10 '.~~;? /t.r:.,)l~•::i-;1ce , '--'C· ... !_.,._,._ , .J.... - ~ :., ,._ '--S:.~<-- -.•., , .• ,-·--- .,_ ___ .__, , __ .,_.._ __ .• -···.: --,-~ 

Rep3.ir, as specified. 
This bill \Vould req~I.:re the registration o1 ~2i-vice 

t . ~ ~s der• ,.., . _ ... ,.:; -· -, 1 r; -- . l1:1,.: .... '" co--,l.--.r.s nr.--f-,.... ,!· con ractc,rs, a .nned~ ,L.1.--1 \VOL...td plOiJ.t1-..,lt. ct vl....l \ ,•.1....,:. l...,\.._.l~ •• ,lr,.-:..C·. 
"T .; "c.J--..-<:)'•r,T ,, ,dcA-':: '\ :ir'": f· . ' --.- --:::.11;._ c:; ,,1- £ r~e.,_-,,-,.:~-:r/ I' .•• aO.illt.J1.l.:,...i ..... tv ... 7 ci.S ..... .,11..c.e ... ~, .10Il11S~l11.!tg, !:it.:-h.1.;.lt:,, ...... ,. J.!.H.,,.-L,.,_610.1. 

sa.ie a service contract unless he or she is insured under ,1 

service contract reirnbursen1ent insurance polic;-·, :·,:; oc"','cc' 
1-);mong otl;.e.r things, this bill v-.,·ould require th:.::- rn · ·-·-::-~ ;-· .· 
fonn of:: service contract issi.:ed by a service contr:,cto: :i 
tc, -. ·· 1 1·•,, anr1 \"oula' au~hor'7e t'nc n;-er•'·c,· ,,:: ,~ . .,..-.. -- · · 
_ • L. .., ;:,...... U •y L 1..., , .L . J__., ~1 '-- l , ..._. - , ''--· ..... · , 

Affairs to invalidate the registration of a servi::e cc,,,;---,.-:_, 
specified reasons and to investigRte co1T1p1.~:i:';~·:--· :.-::-.--~-.-. · · 
Servic·~ contr,.,ctor T'ne b1·11,,,011ld 1·e'"'''1·r,, ~ cc-·.··.·ir"' ,.,,., .. -., .... ,, .... -\...· U. • .LYI-' ,-1U--L·<--••S.•.l. .. -. •• ,.'-,1.,~.,.,,,.." 

to pay· various registration and rcnc\.va] fees, tt~ sr<.'c~i~i-,:'('. 
Existing lav.' requires a ser{·ice dc:1lc,· tc 1x-::• :- ··· 

for each place of business operated in this ~ta>.:·. 
This bill would require a service dedc>,· or· :1 °:c,Ticc 

co...r1tractor who does not operate a plac2 of bu<,-,,·:::: j;, '.l,i,: 
state, but who engages in the electronic reptlfr i,.-, ·:• ·,,:,·:.·. '.'w 
appliance repair industry, or sells or issues scr·.-iC-l' c• ·. · < r:,c', 

·.\ .. , ... }:, 
·.\'"(f-. )· 

l·· 
L 
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SB i98 -2-

in this statL'. to holrl :1 valid rcgistrntion and to p:,:,· n,quirecl 
registration fees. 

Existing law· pennits the saie of a ser,·ic:L· contract to a 
buyer, except as specified, in addition to or in lieu of :!n 
express warranty if the contract fully discloses the tenns. 
conditions, and exclusions of the contract and the contract 
contains specified information. 

This bill would require the contract to incledc :s. clc,:r 
description of the financial arrangen1ent used by the ~cn·ice 
contractor to support the obligations covered by the ,c!-vicc 
contract. 

,,... . t· 1 • -' th ,. . 1 t· r '' ~, · . .L...,x2s 1ng 1:nr prov1oes -_.a:. 2ny v10 a 10n or enc 1::.-1c-crrnn1c 
and ltppliance Repair Dealer Registration L~!Y: !S ~~ 
misderneanor. 

T"n· 1·s b:j; \"'Ot11-1 1·n~"OSC •"\ ,-,1-rit··,-::. -11•1 no\,,d-r.-ri 1or.n j T ......... (..,,r ...... ,..,~"'\ 1"1·· i • . ,i1 '\, ,.• __ , 1 •f-" ._ · n ;,!..c... ,.___-l .. ~1. i:.1.(.-\.!. 11.. •._,:.1 ,-•; J,-_-·,1 a.1.,., L \ 

nrr."1ti11 (_T 11 r.>'\' ~-,·1n)f-"\."" \.. '-' - b.1..,._~ .._.._ _ _. ,.___...,. 

~I' r~ J•r · ~ · ·' t· · tl · · ' · ' ... ne ...__,a norn1a l...Onsnru -1on requires .1::...-. .s-c:J.rc lO reunulrrse 
local agencies and school districts for ccrtn.in costs raand:.:ted 
by the state._ Statutory provisions estabiish proccdu,·es for 
making that reimburse1nent. 

This bill would provide that no rein1bur~cr.,ent i, rc-qu:red 
by this act for a specified reason. 

Vote: majority. Appropriation: no. Fisc:1I comn1ittcc: yes. 
State-mandated local program: yes. 

The people of tile State of California do en:,cr :is ,"c--,]lo1•·s: 

1 SECTION 1. Section 9830 of the Busine5,· :,nr, 
2 Professions Code is amended to read: 
3 9830. Each service dealer or sen·ice ,:on:-::c;,, 
4 pay the fee required by this chapter fo:· ,,:,c), : , . 
5 business operated by him or her ir; thi: n:·'.~~ ,:;,:-,: 1 

6 register with the bureau upon forn1s p:·,_,,:c'ri'.,_,. · :: · '.·>,· 
7 director. The forms shall contain sufficic,nt ;;; ;°o;·::·1:·:. i,:y, :_,_: 
8 identify the service dealer or ser·. ·:cc- cu,;!;·::('!,,:-. 
9 including name addre~s .,~~-.;.1 =u~_,,:..-, 0~.,-... ~-"- '•. ,_ .•: ,,- , _,,, ""-"- : ·_· ,. v • .CT-c.'.:i.J.:,C:.l-..:;., ,_,._ ... .,.,.~ •. , .... ..,.~ . ._ .. •• 

10 fl pe'Prnit hi required under t-he &iH€"3 ~:__,,,.:i i;,.~f +::1-c, hl-'N 

11 (Pert-±-; eernffieneing Wtth See-atm €-\:\~'-!_-: ef Pi--~:-s?. g e( 
12 #K- Re-,·er.uc etttl +w.rntion Code.' n r.op_, ·cf·! he' :_y;-tjfica tc 
13 of qualification as filed with the Secret;;,_..· o{ St 1 t c if the 
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SB 798 -10-

1 ·read: 
2 1791. As used in this chapter: 
3 (a) "Consumer goods" means any new product or part 
4 · thereof that is used, bought, or leased for use primarily for 
5 personal, family, or household purposes, except for 
6 clothing and co;1sun1ables. "Consumer goods" shall 
7 include new and used assistive devices sold at retail. 
8 (b) "Buyer". or "retail buyer" means any individual 
9 who buys consumer goods fr0n1 a person engaged in the 

10 business of manufacturing, distributing, or selling such 
11 goods at retail. As used in this subdivision, "person" 
12 means any individual, partnership, corporation, 
13 association, or other legal entity which engages in any 
14 such business. 
15 (c) "Clothing" means any we8ring apparel, worn for 
16 any purpose, including under and outer garments, shoes, 
17 and accessories composed primarily of woven material, 
18 natural or synthetic yarn, fiber, or leather or similar 
19 fabric. 
20 (d) "Consumables" means any product which is 
21 intended for consumption by individuals, or use by 
22 individuals for purposes of personal care or in the 
23 performance of services ordinarily rendered within the 
24 household, and which usually is consumed or expended in 
25 the course of such consumption or use. 
26 ( e) "Distributor" means any individual, partnership, 
27 corpor:ition, association, or other legal relationship which 
28 stands bet-.veen the manufacturer and the retail seller in 
29 purchases, consignments, or contracts for sale of 
30 consumer goods. 
31 (f) "Independent repair or sen,ice facility" or 
32 "independent service dealer" means any individual, 
33 partnership, corporation, association, or oth~~r legal 
34 entity, not an employee or subsidiary of a rnanufacturer 
35 or dis~Tibutor, which engages in the business of servicing 
36 and 1 epairing consumer goods. 
37 (g) "Lease" means any contract for the lease or 
38 bailment for the use of consumer goods by an indivicual, 
39 for a term exceeding four months, primarily for personal, 
40 family, or household purposes, whether or not it is ,1gre2<.' 

"'l .110 
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-11- SB 798 

1 that the lessee bears the risk of the consumer goods' 
2 depreciation. 
3 (h) •'Lessee" means an individual who leases 
4 consumer goods under a lease. 
5 (i) "Lessor" means a person who regularly leases 
6 consumer goods under a lease. 
7 U) "!vfanufacturer" means any individual, 
8 partner:;hip, corporation, association, or other legal 
9 relationship which manufactures, assembles, or produces 

10 consumer goods. 
11 (k) "Place of business" means, for the purposes of any 
12 retail seller that sells consumer goods by catalog or mail 
13 order, the distribution point for such goods. 
14 (l) "Retail seller," "seller," or "retailer" means any 
15 individual, partnership, corporation, association, or other 
!5 legal relationship which engages in the business of selling 
17 nr leasing consumer goods to retail buyers. 
18 (m) "Return to the retail seller" means, for the 
19 purposes of any retail seller that sells consumer goods by 
20 catalog or mail order, the retail seller's place of business, 
21 as defined in subdivision (k). 
22 (n) "Sale" means (1) the passing of title from the 
23 seller to the buyer for a price, or (2) a consignment for 
24 sale. 
25 (o) "Service contract" means a contract in writing to 
26 perform, over a fixed period of time or for a specified 
27 duration, services relating to the maintenance or repair 
28 of a consumer product, except that this term does not 
29 include a policy of automobile insurance, as defined in 
30 Section 116 of the Insurance Code. 
31 (p) "Service contract administrato1·" or 
32 "administrator" means a person who issues, nrnkes, 
33 provides, or offers to provide a service contract to a 
34 sen-ice contract seller. 
35 (q) "Service contract seller" means a person who seils 
36 or offers to sell a service contract to a service contract 
37 holder. 
38 
39 
40 

(r) "Service contractor" means a service contract 
administrator or a service contract seller. 

(s) "Assistive device" means any instrun1ent. 
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SB 798 -12-

1 apparatus, or contrivance. including any component or 
2 part thereof or accessory thereto, which is used or 

intended to be used, to as~ist a physically disabled person 
in the n1itigation or treatment of an injury or disease or 
to assist or affect or replace the structure or any function 
of-tl,-1'! body of a physically disabled person, except that 
thii ;-m does not include prescriptive lenses and other 
ophthalmic goods unless they are sold or dispensed to a 
blind person. as defined in Section 19153 of the Welfare 
and Institutions Code and unless they are intended to 
assist the limited vision of the person so disabled. 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

+=tr 
(t) "Catalog or similar sale" means a sale in which 

neither the ~.eller nor any employee or agent of the seller 
nor any person related to the seller nor any person with 
a financial interest in the sale participates in the diagnosis 
of the buyer's condition :)r in the selection or fitting of the 
device. · 

-ff+. 
(u) "Home appliance" means any refrigerator, 

freezer, range, microwave oven, washer, dryer, 
dishwasher, garbage disposal, trash compactor, or room 
~ eonditioner air-conditioner normally used or sold for 
personal, family, or household purposes. 

+st 
(v) "Home electronic product" means any television, 

radio, · antenna rotator, audio or video recorder or 
playback equipment, video camera, video game, video 
monitor, computer equipment, telephone, 
telecommunications equipment, electronic alarm 
system, electronic appliance control system, or other 
kind of electronic product, if it is normally used or sold 
for personal, family, or household purposes. The tenn 
includes any electronic accessory that is normaily used or 
sold with a home electronic product for one of those 
purposes. The term excludes any :single product with a 
wholesale price to the retail seller of less than fifty dollars 
($50). 

SEC. 13. Section 1794.4 of the Civil Code is amended 
40. to read: 

\.. \ .= ' ' ' • . 
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SENATE COMMITTEE ON BUSINESS AND PROFESSIONS 

Daniel Boatwright. Chairman 

.lil.L1i AMENDMENT WORKSHEET 

(Please complete & return immediately) 

[Notice: Bills will not be set for hearing until the attached 
worksheet and this form are properly completed and returned.] 

setting of Bills: ~Th.w;e....i,C.i.oUJmm.!l!l,jilo.!t:.!t:ie;;ie=---Jw!!.1..._· 1.._1,.____n11:o!=!.t.!o....esse"'t....sa......i.b1..1i'""l'""l......,u .. n..,t,,.i.,.l.,__1.._· t,._.....,is 
specifically requested by author's office. 

DATE (Hand delivered): 

BILL NUMBER: se, 1'ifl 
HAR 1 8 1993 . , 199.! To: Sen. Rosett:thd 

HEARING DATE: tlpr, J ~ 

IS TJIIS BILL PROPOSED TO BE AMENDED? YES t/ NO __ _ 

RE: Atl'l'BOR 1 S AMENDMENTS PRIOR TO HEARING DEADLINES 

An author may amend a bill prior to a hearing, however, 
author's amendments MUST be submitted to the committee secretary, 
IN LEGISLATIVE COUNSEL FORM and signed by the author, at least 
eleven (11) calendar days prior to the hearing at which the bill is 
set. Therefore, amendments must be submitted to the committee 
secretary (IN LEGISLATIVE COUNSEL FORM) no later !:rum 12;00 p,m, 
(noon) on Thursday, 11 days prior to the hearing. This procedure 
will enable committee staff to analyze the bill and to have the 
amended version in print before the.hearing. 

Bills for which substantive or significant amendments are submitted 
later than this deadline will be taken off calendar, unless the 
author obtains approval directly from the committee chairman! 

[NOTE: As soon as you are aware that the bill is proposed 
to, or is likely to, be amended --- Please inform the committee 
consultant and, if possible, provide even non-Legislative Counsel 
form draft amendments.] 

CONTACT PERSON(S) & Phone #(s) 
YOUR OFFICE 

CONTACT PERSON(S) & Phone #(s) 
SOURCE/PROPONENT'S OFFICE 

Please return to: Senate Committee on Business and Professions 
State Capitol, Room 5046 
Sacramento, CA 95814 
(916) 445-3435 (telephone) 
(916) 324-0917 (fax) 

000008 

00729

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/735



BACKGROUND INFORMATION ON SB 798 (ROSENTHAL): 

1. source: Sen. Rosenthal first introduced service contract 
legislation after hearing of problems in this area while 
carrying a used car warranty bill in 89/90. This new 
approach, which does not cover auto service contracts, 
reflects consensus reached at meetings conducted last Fall by 
the Bureau of Electronic and Appliance Repair (DCA) involving 
industry reps and one consumer group (Center for Public 
Interest Law). Industry groups included California Retailers 
Association (Bob Shillito, 443-1975), the Service Contract 
Industry council (Scott Jenkins, 904-681-1058), and the 
Electronics Industries Assn (Terrance Miller, 213-761-8296). 

Previous legislation: 

AB 3374, 1992 (Epple)--to regulate auto service 
contracts under DOI, among other things (vetoed). 

SB 2086, 1990 (Rosenthal)--to expand required 
disclosures on service contracts to include cost and terms of 
payment as well as the risk of loss due to bankruptcy of the 
contracter (failed). 

AB 2226, 1990 (Epple)--to require that a non-auto 
service contract could not duplicate coverage under mfr. 
warranty (vetoed). 

AB 4468, 1988 (Elder)--to require insurance to protect 
service contract holders from loss in the event of bankruptcy 
by the contracter or disappearance of the venor (vetoed). 

AB 4570, 1988 (Duplissea)--to extend provisions of AB 
2285 (1985) to cover electronics and home appliances 
( chaptered) • 

SB 859, 1985 (Torres)--to require seller to disclose if 
it's under Chapter 11 protection (died). 

AB 2285, 1985 (Moore)--to require certain disclosures 
for auto service contracts, including buyer's refund and 
cancellation rights (chaptered). 

SB 1361, 1978 (Zenovich)--to regulate service contracts 
under DOI (failed). 

Interim report: None 

2. Problem bill seeks to address: Present law does not 
regulate the issuance of service contracts except through 
disclosure provisions of the Song-Beverly Consumer warranty 
Act (Civil Code Sec. 1791 et seq). There are no requirements 
that service contractors guarantee the performance of the 
contracts for the life of the contracts, nor to disclose to 
consumers the identity of the party financially responsible 
for the performance of the contracts. This bill would require 
3rd party administered contracts to be insured by a 
California-licensed insurance company, and would require all 
other service contracts to disclose to consumers the party 
financially.responsible for the performance of the contract. 
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SB 798 (Rosenthal) 
Background 
Page Two 

3. Background materials: Attachments include articles, 
letters, and press releases relating to the bankruptcy of an 
Oklahoma-based service contractor (EWC), and its repercussions 
for California retailers and consumers; materials describing 
the effect on service contracts of the bankruptcy filing of 
Leo's Stereo Stores and Handy Andy's in California; articles 
outlining generally the problems with service contracts, 
including what can happen when large retailers who sell their 
own service contracts go bankrupt (such as Macy's). 

Legislation elsewhere: Attached materials describe laws in 
New York (proposed), Connecticut (proposed), Virginia, 
Florida, Georgia, New Jersey, and Oregon. Also attached is a 
description of a federal proposal, HR 3592 of 1990, which did 
not pass. [HR 3592 would have imposed a 60% excise tax on 
sellers of service contracts not backed by state insurance 
reserve requirements unless they disclosed a loss ratio--the 
percentage of contract's price budgeted to pay for repairs). 

4. support/opposition: None yet received. 

s. Amendments: The only substantive amendment planned would 
amend Sec. 9855.7 and 9855.8 to more precisely define the 
grounds for the director to refuse to invalidate or to 
temporarily or permanently invalidate the registration of a 
service contractor, and to provide for a step-by-step 
disciplinary process for violations of Sections 9855.3(a) and 
9855.5. (Draft to be submitted to Leg. Counsel attached). 

6. Witnesses: 

Bureau of Electronic & Appliance Repair 
Consumers Union 
Service Contract Industry Council 
California Retailers Assn. 
Electronic Industries Assn. 
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STATE AND CONSUMER SERVICES AGENCY 
Department 

CONSUMER AFFAIRS 

ANALYST NAME: 

PHOHE NUMBER: 

8 i ll N"1i,er 
Rosenthal 

Sponsor 
Bills Amended Date 
Calif. Retailers Assn. None 

Maria Trujillo 
322-1203 6f47 

BILL ANALYSIS 
Author 

SB 798 
Related 

Intro 
Subject 
Electronic and Appliance Repair: Service Contractors 

BILL SUMMARY 
Existing law known as the Electronic and Appliance Repair Dealer Registration 
Law requires a service dealer to register with the Bureau of Electronic and 
Appliance Rep13ir •(BEAR) • 

----·· ,,,;:-2,b-,, ~ 
-SB 798::..-spld require-<"the registration of service contractors and would 
prohibit¾ service contract administrator from issuing, selling or offering 
for sale a service contract unless he or she is insured under a ~vice ~7_;=-r,) 
contract reimbursement insurance policy. -:C!1is bill •~e\tld require Lbii & 1 LtYL:: 
ac:1:iniuiste:t: ed eent;rasts :te );)a· insured ey a Ca] i fornia lieencgQ. iR.surance ~ 
e<'.?lliPany, o 9 1rr11ld require a J? thrar service contracts to disclose to 
consumers the party financially resp~sible for the performance of the 
contract. / 

BACKGROUND {j--;u,.,,/~~7 

The sale of service contracts for appliances and consumer electronics has 
become a multi-million dollar business in the state of California. Although 
the Song-Beverly consumer Warranty Act (Civil Code§ 1791, et seq.) provides 
for proper disclosure procedures, only consumers who purchase contracts from 
BEAR registrants have recourse for addressing complaints arising from 
violations of that Act, according to BEAR regulation 2711 (c). This covers 
only about 50 percent of service contract sales. There are no requirements 
that service contractors guarantee the performance of the contracts for the 
life of the contracts or that they disclose to consumers the party who is 
financially responsible for the performance of the contracts. 

In addition, there are no legal requirements concerning the insurance of the 
financial viability of contracts. Several major sellers of service 
contracts, including *EWC* and Component Guard, have gone out of business 
within the past twelve months, leaving hundreds of thousands of California 
consumers holding worthless contracts. 

FEE / X/ 
DEPARTMENTS THAT MAY BE AFFECTED 
Bureau of Electronic and 

STATE MANDATE/ X/ 

lf 
TMENT DIRECTOR POSITION 

CE USE 
S 0 
SIA OUA 
N 
N 

FISCAL / X / REPORT / / 

Appliance Repair 
GOVERNOR'S APPOINTMENT/ L 

AGENCY SECRETARY POSITION 

'/-:~IA ~~A 
- NIA NAR 

DEFER 

GOVERNOR'S 

POSITION APPROVD. 
POSITION DISAPP. 
POSITION NOTED 
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SB 798 
Page 2 

SPECIFIC FINDINGS 
SB 798 would create a registration program similar to the one the 
BEAR manages for electronic and appliance repair dealers. It would 
require all sellers of service contracts to register with the BEAR by 
paying a fee. It would authorize the BEAR to require that its name 
and address be imprinted on every contract. SB 798 would also 
authorize the BEAR to investigate and mediate complaints arising from 
violation of the Song-Beverly consumer Warranty Act. 

The BEAR estimates that there are approximately 10,000 potential 
registrants in California as well as out-of-state who would be 
required to comply. Should this bill be chaptered, it would become 
effective January 1, 1994. The BEAR would be required to adopt 
regulations in order to implement registra~ion effective July 1, 
1994. 

The initial and annual renewal fee would have to be established. 
There would also be enforcement costs which are indeterminate at this 
time. 

FISCAL IMPACT 

The Department of Consumer Affairs' Budget Office has prepared the 
attached fiscal analysis on SB 798. 

INTERESTED PARTIES AND ARGUMENTS 

Proponents: consumers Union 
California Retailers Association (Sponsor) 
service Contract Industry council 
Electronics Industries Association 

Opponents: None identified to date. 

Proponents argue that this bill would ensure that a consumer has some 
recourse if the service contractor fails to comply with the terms of 
the service contract and it would require that service contractors 
are insured for all obligations and liabilities they incur. 

RECOMMENDATION 

The Department of Consumer Affairs recommends a SUPPORT position on 
SB 798. 
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SDIATB COlOIITTBB OH 
BUSIHBSS Mil) PROFESSIOHS 
senator Daniel Boatwright, Chairman 

HBARIHG DATE: April 12, 1993 

BILL HO.: 
AUTHOR: 

As Introduced: 

SB 798 
Rosenthal 
4/4/93 

FISCAL: Yes 

SUBJBCT: Department of Consumer Affairs: Bureau of Electronic and 
Appliance Repair (BEAR); state regulation of 

DIGEST: 

service contractors and registration; imposition of 
license fees. 

Existing law provides for the licensing and regulation of various 
professions, vocations and providers of services to the public by 
the Department of Consumer Affairs (DCA). Existing law creates 
within the DCA the Bureau of _Electronic and Appliance Repair (BEAR) 
which is responsible for the regulation of the electronic repair and 
appliance repair industries by providing for the registration 
(licensing) of 8,358 individual service dealers and service dealer 
businesses. 

Existing provisions of the Song-Beverly Consumer Warranty Act (Act), 
define a "service contract" as a contract in writing to perform, 
over a fixed period of time or for a specified duration, services 
relating to the maintenance or repair of a consumer product, except 
a policy of automotive insurance. (Civil Code§ 1791-et seq.) The 
Act also requires motor vehicle, home appliance or home electronic 
product service contracts to meet certain standards for content, 
disclosure, refunds, and cancellation. Service contracts are 
applicable to items, costs and time periods not covered by express 
warranties. 

Existing law provides that if a home appliance or home electronic 
contract is canceled within 30 days after receipt of the contract, 
buyers are entitled to full refunds or are entitled to pro-rata 
refunds for cancellations within the first 30 days after 
cancellation. 

This bill would provide for the licensing and regulation of "service 
contract administrators" and "service contract sellers" (service, 
contractors) by the Bureau of Electronic and Appliance Repair (BEAR) 
of the Department of Consumer Affairs. The bill would provide for 
the payment of license fees by service contractors to the BEAR for 
deposit into the Electronic and Appliance Repair Fund (special 
fund). 

This bill, would also define: 

1) "Service contract administrator" or "administrator" as a 
person who issues, makes, provides, or offers to 
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2) 

3) 

SB 798 
Page i 

provide a service contract to a service contract 
seller; 

"Service contract seller" as a person who sells or 
offers to sell a service contract to a service contract 
holder; 

"Service contract holder" as the person who purchases a 
service-contract from a service contract seller; 

4) "Service contractor" as either a service contract 
administrator or service contract seller; 

5) "Service contract reimbursement insurance policy" as a 
policy of insurance issued by an insurer admitted to do 
business in this state providing coverage for all 
obligations and liabilities incurred by a service 
contractor under the terms of the service contracts 
sold in this state by the service contractor to the 
service contract holder; and 

6) "Service contract" as a contract in writing to perform, 
over a fixed period of time or for a specified 
duration, services relating to the maintenance or. 
repair of a set or appliance (as defined). 

This bill would prohibit a service contract administrator from 
issuing, selling, or offering for sale a service contract unless he 
or she is insured under a service reimbursement insurance policy, 
and require service contracts to disclose to the consumer the party 
financially responsible for the performance of the service contract. 

This bill also would provide that a service dealer or service 
contractor who does not operate a place of business in this state, 
but who engages in the electronic repair industry, appliance 
industry or sells or issues service contracts in this state is 
subject to licensure and shall pay the required license fees as if 
he or she had a place of·business in this state. 

This bill would make related changes to the Song-Beverly Consumer 
Warranty Act relating to the regulation of service contractors. 

PJ:SCAL BPPBC'l': 

Unknown. This is a fiscal bill. There would be increased costs to 
the Bureau of Electronic and Appliance Repair for the creation of a 
new licensing program and related enforcement cases. This bill 
would also authorize the assessment of fees which may offset these . 
new costs. 

COIOIBNTS: 

1. This bill is sponsored by the author because current law does 
not regulate the issuance of service contracts except through the 
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disclosure provisions of the Song-Beverly consumer Warranty Act. 
The author states there are currently no requirements that service 
contractors must guarantee the performance of the contracts for the 
life of the contracts, nor disclose to the consumers the identity of 
the party financially responsible for the performance of the service 
contracts. The sponsor states this bill would require 3rd-party 
administered contracts to-be insured by a California-licensed 
insurance company, and would require all other service contracts to 
disc·lose to consumers· the party financially responsible for the 
performance of the contract. 

2. New licensing program: state's major budget deficit and 
start-up costs; insufficient fund reserves 

This bill would create a new licensing authority under the Director 
of the Department of Consumer Affairs and within the Bureau of 
Electronic and Appliance Repair (BEAR). The BEAR is a special fund 
program which receives all of its funding from license fees which 
are deposited into the "Electronic and Appliance Repair Fund." 

Beginning with the 1991 Budget Act, the Electronic and Appliance 
Repair Fund has become a repository of revenues for the support of 
the State's General Fund. Section 14.00 of the 1991/92 Budget Act 
authorized a transfer of special fund revenues "in excess of a 3 
month reserve" into the General Fund. On June 30, 1992, approxi­
mately $417,000 from the Electronic and Appliance Repair Fund was 
transferred into the General Fund. Similarly, the current 1992 
Budget Act authorizes an additional $282,000 transfer from the 
Electronic and Appliance Repair Fund to the State's General Fund 
pursuant to 3 separate Budget control sections (i.e.,•§ 3.70 
Personal Leave Program Savings $23.000; S 14.00 Three Month Reserve 
Excess $220.000; and S 14.75 Interest Earnings $39,000). In the 
last two Budget Acts, the Electronic and Appliance Repair Fund will 
have been targeted for a total "raid" of approximately $699,000. 

The Legislative Analyst's Office (LAO) has generally recommended 
that all special funds within the Department of Consumer Affairs 
should maintain a prudent reserve sufficient to cover any contin­
gencies and unanticipated reductions in revenue collections and 
unforeseen expenditures. The LAO has set a standard that an amount 
equal to approximately 3 months' operating expenses (or about 25% of 
annual expenditures) should be maintained. However, the LAO states 
that agencies which receive predictable and evenly distributed 
revenues can operate with lower reserves (down to about 15% of 
annual expenditures) without running into cash flow problems. 

The fund condition for the Bureau of Electronic and Appliance Repair 
indicates that it will have a reserve fund balance in the 1993/94 
budget year of approximately $52,000; or approximately a 1/2 month 
reserve •. :The provisions of this bill contain no appropriation for 
the start-up costs to implement the provisions of the "service 
contractor" licensing program and there are no reserves in the 
Electronic and Appliance Fund for deficiency funding at this time. 
The Business and Professions Committee may want to consider to what 
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extent the Bureau of Electronic and Appliance Rep~ir may be able to 
effectively enforce the provisions of this bill without a specific 
appropriation. The Department of consumer Affairs has not provided 
the Business and Professions Committee with any workload or cost 
projections related to this bill nor is there a projection on the 
amount of new revenue this bill would raise for the Electronic and 
Appliance Repair Fund. 

Given the state's massive budget deficit and the special fund 
transfers from the Electronic and Appliance Repair Fund to the 
General Fund, this bill's authorization to collect fees may 
increase revenues for the support of the Department of Consumer 
Affairs and the State's General Fund, and thereby delaying the 
implementation of an aggressive enforcement program for the 
regulation of service contractors. 

3. Legislative Analyst Recommendations: BEAR 
In the analysis of the 1993/94 Budget, the LAO has recommended the 
enactment of legislation to remove the state's regulatory role over 
several consumer-related business activities. (special fund savings 
of $33 million "fungible vith the General PuDd11 [emphasis added]. 

The LAO recommended, based on its criteria, the elimination of 13 
boards, bureaus, and regulatory functions. The.LAO states that for 
many of these functions, such as barbering, cosmetology, appliance 
repair [emphasis added) and home furnishing, the risk to consumers 
is small, and it does not appear that continued state regulation and 
enforcement is warranted. Furthermore, the LAO indicated it is not 
suggesting that the state have no role to play in the regulatory 
areas which are proposed to be eliminated. Consumers would still 
have various protections provided through state laws (such as 
contract disclosure) and other remedies (such as through the 
judicial system). The LAO also states that consumers would still 
have information available on the competency of "individuals 
providing services through various professional and nonprofit 
organizations. 

Given the state's budget deficit, the possible transfers of special 
fund revenues to the General Fund, the existing fund condition of 
the Bureau of Electronic and Appliance Repair, the LAO's recommen­
dations to eliminate the Bureau of Electronic and Appliance Repair, 
and lack of workload data and costs for this program, the Business 
and Professions Committee may want to consider the compelling 
reasons to regulate service contractors through a new licensing 
program at this time. 

4. History of attempts to regulate service contracts 
AB 2285 (Moore - Chapter 1047, statutes of 1985) authorized the sale 
of service contracts covering motor vehicles as long as the 
contracts disclose the terms, conditions and exclusions as well as 
the buyer's cancellation and refund rights. AB 2285 provided that 
service contracts be made available for inspection by the buyer 
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before purchase and be delivered to the buyer within 60 days of 
purchase. The bill also mandated buyer refund rights as a result of 
a contract cancellation. 

AB 4570 (Duplissea - Chapter 582, Statutes of 1988) extended the 
provisions of AB 2285 (Moore) to include service contracts sold on a 
home appliance or home electronic product to make certain 
disclosures and to contain specific information. 

AB 4468 (Elder) was vetoed in 1988 and would have required any 
3rd-party administrators providing a service contract for consumer 
goods, other than motor vehicles, to obtain a service contract 
reimbursement policy of insurance coverage from a liability insurer 
admitted to do business in this state in an amount sufficient to 
indemnify the purchase of the service contract for any foreseeable 
losses·under the service contract. 

AB 2226 (Epple) was vetoed in 1990 and would have prohibited service 
contracts from duplicating express warranty coverages on home 
appliances and home electronic products. 

SB 2086 (Rosenthal) failed passage in 1990 and would have required 
service contracts to contain information relating to the protection 
of the buyer from loss in the event of bankruptcy or insolvency of 
the service contract seller. 

AB 3374 (Epple) was vetoed in 1992 and would have provided for a 
comprehensive scheme for the regulation of motor vehicle service 
contract administrators subject to the jurisdiction of and 
regulation by the Insurance Commissioner. The Governor's veto 
message of AB 3374 stated: 

••• "The department of insurance does not have the 
experience to carry out the increased enforcement burden 
contemplated by this bill. Moreover, I believe that 
enforcement of these contracts is best carried out by the 
Department of Consumer Affairs, which has expertise in the 
auto repair field which is not matched by the Department of 
Insurance ••• " 

5. Service Contracts 

service contracts are generally purchased at the time of sale of the 
product and become effective immediately upon their purchase. 
However, the product may be already covered, to some extent, for the 
same service by a manufacturer's or seller's warranty. In addition, 
consumers who have purchased service contracts from subsequently 
bankrupt appliance and electronic retailers have no protection·or 
recourse in identifying the ·party who is financially responsible for 
the performance of the purchased service contract. · 
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support and Opposition: 

Support: Author (sponsor) 

opposition: None received 

SB 798 
Page·6 

The Department of Consumer Affairs has not taken a position on this 
bill as yet. 

consultant: Michael G. Gomez 
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STATEMENT ON SB 798 (SERVICE CONTRACTS) 

SENATE BUSINESS & PROFESSIONS COMMITTEE, 4/12/93 

THIS BILL DEALS WITH THE PROBLEM OF COMPANIES THAT SELL 

SERVICE CONTRACTS ON ELECTRONIC EQUIPMENT OR HOME APPLIANCES 

AND THEN GO OUT OF BUSINESS. THE CONSUMER IS LEFT HOLDING A 

WORTHLESS CONTRACT, A LOSS THAT IS COMPOUNDED IF THE ITEM THAT 

WAS SUPPOSED TO BE COVERED ACTUALLY BREAKS DOWN. 

THIS IS NOT SOME PROBLEM THAT HAPPENS ONCE IN AWHILE --

IT HAPPENS A LOT. THE ELECTRONICS RETAILING INDUSTRY IS HIGHLY 

COMPETITIVE, AND BANKRUPTCIES ARE NOT UNCOMMON. EXAMPLES 

INCLUDE SUCH CHAIN STORES AS LEO'S STEREO, FEDERATED, PACIFIC 

STEREO, UNIVERSITY STEREO, AND HANDY ANDY'S, AS WELL AS 

DEPARTMENT STORES SUCH AS GEMCO, ZODY'S, AND MACY'S. ALSO, 

MANY RETAILERS SELL EXTENDED WARRANTIES THROUGH A THIRD-PARTY. 

WHEN ONE OF THE BIGGEST SERVICE CONTRACTORS IN THE NATION WENT 

BANKRUPT THREE YEARS AGO -- IT WAS E.W.C., BASED IN OKLAHOMA 

SEVERAL STATES STARTED TO TIGHTEN THEIR REQUIREMENTS FOR 

SELLING SERVICE CONTRACTS. 

THERE ARE RESPONSIBLE MEMBERS OF THE SERVICE CONTRACT 

COMMUNITY WHO WANT TO SEE THIS PROBLEM CLEANED UP. IF IT'S 

NOT, THE ALTERNATIVE MAY WELL BE THE DEMISE OF SERVICE 

CONTRACTS, WHICH WOULD NOT BE SUCH A BAD IDEA. CONSUMER GROUPS 

HAVE OFTEN WARNED AGAINST BUYING SERVICE CONTRACTS, SINCE MOST 

OF THE MONEY GOES TO THE SELLER, NOT TO REPAIR THE ITEMS BEING 

INSURED. 

RATHER THAN FIGHT A LOSING BATTLE TO OUTLAW SERVICE 

CONTRACTS, I WOULD LIKE TO AT LEAST SEE THE CONSUMERS WHO BUY 

THEM PROTECTED. THAT IS WHY I'VE INTRODUCED THIS BILL, WHICH 

IS A VERY MODEST PROPOSAL. 

' . 
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BASICALLY, SB 798 EXPANDS THE DEPT OF CONSUMER AFFAIR'S 

AUTHORITY TO ADMINISTER AND ENFORCE THE SONG-BEVERLY ACT WITH 
RESPECT TO SERVICE CONTRACTS. A SIMPLE REGISTRATION SYSTEM IS 

SET UP, AND~IRD-PARTY ADMINISTERED SERVICE CONTRACTS ARE 

REQUIRED TO BE BACKED BY INSURANCE~ ALL e!i'HEDS WOULD BE 
REQUIRED TO MAKE CERTAIN DISCLOSURES TO THE CONTRACT BUYER. 
ALTHOUGH THE BILL CURRENTLY ASSIGNS ENFORCEMENT TO THE BUREAU 
OF ELECTRONIC AND APPLIANCE REPAIR, I AM AMENDING IT TO GIVE 
THAT POWER TO THE DIRECTOR OF THE DEPT. OF CONSUMER AFFAIRS, 

WHO CAN DECIDE THE MOST EFFICIENT WAY TO MANAGE THE PROGRAM. 

I'VE INVITED SOME EXPERT WITNESSES FROM THE DEPARTMENT OF 

~ii CONSUMER AFFAIRS TO TESTIFY ABOUT THE EXTENT OF . 5 ET!$· 

CWHTHJ\(')lr PROBLEM AND THE SOLUTIONS THAT HAVE BEEN PROPOSED. 

*-IO k.. ~di_J .so +ho..+ o~ ~f +kt. 3 fol~oW\~ 
bts ~\& \\Q.Q.d -¼o \(Le. M.al- 11A. ev&.lv- .fe.v o.. 
t)l)~I\\Q...S.S:, ,o ,;~\ 0... ~e...Y\11(.Q.. Cov'\1Ya.d- (1.e.. jvi O\r&.,y-

to ~ Y~LS"tti"-e&..J -

1) Y\O.l.l'e. 0-. \OYBe wit- "-)er+\.-i I a.s e.u 1&QJ\~ .hl.f 
0... ft ll ~ uS It\,\ ~ s E.c.. ( fu a_M.O'\h\.r" e,f tk,..t-
1\t¼- \'JOY+¼ -\-v ~ OJLc..\ d.a.d)' 

,I 

;2.') serVI <..Q. c..ov-..h'o.u- \JClCkoc\ bl-{ 1n~1J reY o.dtvtt+!e& 
to d..o ous1\'\QSS In ,h15, stoJ•ej er 

3) ~VY\CMstv'o..k k> ~ ~t. o-.. -fuwkd. ~ser-v-e 
sufft ~t- to p~ da.1ms cf' ~e.V\J1 u.. CCM-h--a.c±>, 
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STATEMENT BY MARTY KELLER ON SB 798 (SEB.VICE CONTRACTS) 

SENATE BUSINESS & PROFESSIONS COMMITTEE, 4/12/93 

GOOD AFTERNOON. MY NAME IS MAR.TY KELLER, AND I AM CHIEF OF THE BUREAU 

OF ELECTRONIC AND APPLIANCE REPAIR IN THE DEPARTMENT OF CONSUMER AFFAIRS. 

WHEN I STARTED THIS JOB NO YEARS AGO, DIRECTOR JIM CONRAN ASKED ME TO 

INVESTIGATE THE PROBLEMS IN THE SERVICE CONTRACT AREA. I LISTENED TO 

CONSUMERS, REPAIR SERVICERS, RETAILERS, THIRD PARTY ADMINISTRATORS, 

MANUFACTURERS, AND LEGISLATORS AND REGULATORS FROM OTHEB. STATES . AS A RESULT, 

I DEVELOPED A UNDERSTANDING OF THE SCOPE OF THE PROBLEM. WHEN EYC, REFERRED 

TO BY SENATOR ROSENTHAL IN HIS STATEMENT, WENT BANKRUPT IN 1991, FLORIDA 

REGULATORS ESTIMATED THAT THE NUMBER OF CONSUMERS LEFT HOLDING WORTHLESS 

SEB.VICE CONTRACTS IN THE STATE OF CALIFORNIA MAY HAVE TOPPED 500,000. AT AN 

AVERAGE PRICE OF $100 PEB. CONTRACT, CALIFORNIA CONSUMERS LOST $50,000,000. 

AND THAT'S FROM ,JUST ONE COMPANY. YET WHEN CALIFORNIA CONSUMERS OR SERVICE 

DEALERS CONTACTED OUR AGENCY TO COMPLAIN ABOUT THE NON-PERFORMANCE OF THEIR 

EYC CONTRACTS , ALL WE COULD DO WAS REFER THEM TO THE BANKRUPTCY COURT IN 

OKLAHOMA CITY • 

INDUSTRY SOURCES ESTIMATE THAT THE ANNUAL RETAIL VOLUME OF SEB.VICE 

CONTRACTS SOLD ON CONSUMER ELECTRONICS AND MAJOR HOME APPLIANCES IN THE STATE 

OF CALIFORNIA EXCEEDS $250,000,000. AND THE VOLUME OF SERVICE CONTRACT SALES 

IS GROWING. ACCORDING TO THE INDUSTRY MAGAZINE Il!li EilK lH CONSUMER 

ELECTRONICS. SERVICE CONTRACT ADMINISTRATORS EXPERIENCED A 25-301 GROWTH IN 

SALES IN CALENDAR 1992. SO MUCH MONEY IS INVOLVED IN SERVICE CONTRACT SALES 

THAT MAJOR CORPORATIONS LIKE GENERAL ELECTRIC AND ITT HAVE JUMPED INTO THE 

BUSINESS. 
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SINCE THE VAST MAJORITY OF SERVICE CONTRACTS ARE SOLD AT THE SAME TIME 

THE UNIT OR APPLIANCE COVERED IS PURCHASED, CONSUMERS FACE NO QUESTIONS IIHEN 

DECIDING IIHE'IHER TO PURCHASE A SERVICE CONTRACT. ONE, HOW DO THEY KNOW 

EXACTLY WHAT REPAIR SERVICE GUARANTEES THEY ARE BUYING? AND NO, WHAT IS 

THE LIKELIHOOD THAT THE SERVICE CONTRACT WILL BE HONORED THROUGH THE 

LENGTH OF THE CONTRACT PERIOD? 

801 OF SERVICE CONTRACTS ARE SOLD BY MANUFACTURERS AND RETAILERS THROUGH 

HIGH VOLUME OUTLETS; THE BALANCE ARE SOLD BY SMALL AND MEDIUM RETAILERS AND 

SERVICERS MARKETING A THIRD PARTY PRODUCT. HOST THIRD PARTY ADMINISTRATORS , 

BUT NOT ALL, INSURE THEIR CONTRACTS THROUGH A BEST A-1 RATED INSURANCE 

COMPANY. THESE POLICIES GENERALLY GUARANTEE THAT THE PROVISIONS OF THE 

SERVICE CONTRACT WILL BE HONORED EVEN IN THE EVENT OF THE BANKRUPTCY OF THE 

SERVICE CONTRACT ADMINISTRATOR. EWC INSURED THEIR CONTRACTS WITH A SHELL 

COMPANY SET UP TO MEET THE REQUIREMENTS OF FLORIDA LAW; CONSEQUENTLY NONE OF 

THEIR CONTRACTS WERE ACTUALLY INSURED, AND CONSUMERS AND SERVICE DEALERS WERE 

LEFT HOLDING THE BAG. HAD THIS BILL BEEN IN PLACE WHEN EWC WAS IN BUSINESS, 

THIS COULD NOT HAVE HAPPENED HERE. HOST SERVICE CONTRACTS SOLD DIRECTLY BY 

MANUFACTURERS AND RETAILERS ARE SELF-INSURED, EITHER THROUGH RESERVE ACCOUNTS 

OR OTHER LIABIUTY ACCOUNTING MECHANISMS. 

THE STATE'S SONG-BEVERLY CONSUMER WARRANTY ACT IN THE CIVIL CODE 

REQUIRES CERTAIN DISCLOSURES TO CONSUMERS, INCWDING THE EXPRESS DURATION OF 

THE CONTRACT, RIGHTS OF TRANSFER OR ASSIGNMENT, A STATEMENT OF THE GENERAL 

OBUGATION OF THE SERVICE CONTRACTOR TO PERFORM REPAIR SERVICES, AN 

EXPLANATION OF HOW THE BUYER MAY OBTAIN REPAIR SERVICES UNDER THE CONTRACT, 

AND CANCELLATION RIGHTS. THE LAW FURTHER REQUIRES THAT THE CONTRACT ITSELF BE 
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,/ 
DELIVERED TO THE PURCHASER lHTHIN SIXTY DAYS OF THE PURCHASE. BUT THE LAY 

NEGLECTS TO REQUIRE DISCLOSURE TO CONSUMERS EXACTLY llHO IS FINANCIALLY 

RESPONSIBLE FOR THE PERFORMANCE OF THE SERVICE CONTRACT. FURTHER, NO STATE 

AGENCY HAS AUTHORITY TO ENFORCE THE DISCLOSURE PROVISIONS OF SONG-BEVERLY. 

LAST SEPTEMBER I CONVENED A MEETING OF REPRESENTATIVES OF ALL GROUPS 

INVOLVED IN SERVICE CONTRACT SALES TO ADDRESS THE OUTSTANDING PROBLEMS FACING 

CONSUMERS IN THE PURCHASE OF SERVICE CONTRACTS. PARTICIPANTS INCLUDED THE 

ELECTRONICS INDUSTRIES ASSOCIATION, THOMPSON ELECTRONICS, THE CALIFORNIA 

RETAILERS ASSOCIATION, SEARS, CIRCUIT CITY, SILO, THE SERVICE CONTRACT 

INDUSTRY COUNCIL, THE NATIONAL ASSOCIATION OF SERVICE DEALERS, THE CALIFORNIA 

STATE ELECTRONICS ASSOCIATION, THE INDEPENDENT YARRANTY SERVICERS, AND THE 

CENTER FOR PUBLIC INTEREST LAil. THE BILL BEFORE YOU IS A RESULT OF THE 

CONSENSUS REACHED BY THAT GROUP. 

SENATOR ROSENTHAL HAS DESCRIBED THE ESSENCE OF THIS BILL. IT YILL NOT 

SOLVE ALL THE PROBLEMS , BUT IT YILL GIVE CONSUMERS THE SAME RECOURSE THEY NOil 

HAVE WEN THEY HAVE PROBLEMS YITH REPAIR SERVICERS, AND IT YILL GIVE THEM 

GREATER DISCLOSURE OF EXACTLY llHO IS PROMISING YHAT UNDER A SERVICE CONTRACT. 

I YILL BE HAPPY TO ANSYER ANY QUESTIONS YOU MAY HAVE. 
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AMENDED IN SENATE MAY 3, 1993 

AMENDED IN SENATE APRIL z:7, 1993 

SENATE BILL 

Introduced by Senator Rosenthal 

March 4, 1993 

No. 798 

An act to amend Sections 146, 9830, 98.32, 9847, 9849, 9851, 
9853, 9860, 9862, 9863, and 9873 of, to add Article 4.5 
(commencing with Section 9855) to Chapter 20 of Division 3 
of; the Business and Professions Code, and to amend Sections 
1791 and 1794.4 of the Civil Code, relating to electronic and · 
appliance repair. 

LEGISLATIVE COUNSEL"S DIGEST 

SB 798, as amended, Rosen!J1al. · Electronic and appliance 
repair: service contractors. 

Existing law known as the Electronic and Appliance Repair 
Dealer Registration Law requires a service dealer, as defined, 
to .register with the Bureau of Electronic and Appliance 
Repair, as specified. · 

This bill would require the registration of service 
contractors, as defined, and would prohibit a service contract 
administrator, as defined, from issuing, seHm:g, e¥-~ fe.? 
sa!e making, underwriting, or managing a service cor~l,:act 
unless he or she is insured under a service contract 
reimbursement insurance policy, as defined. A..'Ilong otber 
things, this bill would requiTe the filing of the form of a service 

. contract issued by a service contractor prior to its use and 
would authorize the Director of Consumer Affairs to 
invalidate the registration of a service contractor for specified 
reasons and to investigate complaints against a service 
contractor. The bill would require a service contractor to pay 
various regiftration and renewal fees, as specified . 
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SB 798 -2-

Existing law reqwres a service dealer to pay a specified fee 
for each place of business operated in this state. 

This bill would require a service dealer or a service 
contractor who does not operate a place of business in this 
state, but who engages in the electronic repair industry, the 
appliance repair industry, or sells or issues service contracts 
in this state, to hold a valid registration and to pay required 
registratic,n fees. 

Existing law permits the sale of a service contract to a 
buyer, except as specified, in addition tc-, or in lieu of an 
express warranty if the contract fully discloses the terms, 
conditions, and exclusions of the ,contract and the contract 
contains specified information. 

This bill would require the contract to include a dee:t" 
aeserif;)tion of t:he Mftflcifli ftfl'aHgefftent ttSe& e,- the 9ef¥iec 
COfiH'&CtO!" te ~O!'t t!te ebHgaeeEB eoYe!'eB ~ ~ scmee 
coHt!'&et statement identifying the person who is financially 
and legally obligated to perform the services speciEed in the 
service contract, in~luding the name and address of that 
person. 

The bill woli.ld set forth grounds for various citations and 
administrative fines, as speciEed. · 

Zxisti.ng · law provides that any violation of the Eleen onic 
and Appliance Repair Dealer Registration Lavv is a 
misdemeanor. · 

This bill would impo!:e a state-mandated local program by 
creating new crimes. 

The California Constitution requires the state to reimburse 
local agencies and school rustricts for certain costs mandated 
by the state. Statutory provisions establish procedures for 
making that reimbursement. 

This bill would provide that no reimbursement is required 
by this act for a specified reason. 

Vote: majority. Appropriaticn: no. Fiscal committee: yes. 
Stcte-mandated local program: yes. 
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-3- SE 798 

The people of the SlJlte of California do enact as follows: 

SECTION 1. Section 146 of the Business and 
Professions Code is amended to read: 

146. (a) Notwithstanding any other provision of law, 
a violation of any code section listed in subdivision ( c) is 
an .infraction subject to the p_rocedun::3 described in 
Sections 19.6 and 19.7 of the Penal Code when: 

( 1) A complaint or a written notice to appear in court 
pursuant to Chapter 5c ( commencing with Section 853.5) 
of Title 3 of Part 2 of t..l:ie Penal Code is filed in court 
char~,ng the . offense as an infraction unless the 
defendant, at the time he or she is arraigned, after being 
advised of his or her rights, elects to have the case 
proceed as a misdemeanor, or 

(2) The court, with the consent of the defendant and 
t..l:ie prosecution, detennmes that the offense is an 
infraction in which event the case shall proceed as if the 
defendant has been arraigned on an infraction complaint. 

(b). Subdivision (a) does not apply to a violation of the 
code sections listed in subdivision ( c) if the defendant has 
had his or her license, registration, or certificate 
previously revoked or suspended. 

( c) The following sections require registration, 
licensure, certification, or other authorization in order to 
engage in certain businesses or professions regulated by 
this code: 

(1) Section 2630. 
(2) Section 2903. 
(3) Sections 3760 and 3761. 
(4) Section 4825. 
(5) Section 4980. 
(6) Section 4996. 
(7) Section 5536. 
(8) Section 6704. 
(9) Section 6980.10. 
(10) Section 7317. 
(11) Section 7502 or 7592. 
(12) Section 7617 or 7641. 
(13) Subdivision (a) of Section 78!'!2. 
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SB 798 -14-

1 dollars ($235) for each place of business in this state. 
2 (3) The annual renewal fee for a service dealer who 
3 engages in the electronic repair industry and the 
4 appliance repair industry and is a service contractor is not 
5 more than two hundred ninety-five dollars ($295) for 
6 each place of business in this state. 
7 A service dealer or service contractor who does not 
8 operate a place of business in thfa state, but who engages 
9 in the electronic :repair industry, the §ppliance repair 

10 i.."ldustry, or sells or issues service contracts Lt-1 this state 
11 shall pay the registration fee specified herein as if he or 
12 she had a place of business in this state. 
13 (c) The delinquency fee is an amount equal to 50 
14 percent of the renewal fee for such license in effect on 
15 the date of renewal of the license, except as otherv.,ise 
16 provided in Section 163.5. 
17 SEC.12. Section 1791 ofl:.t¾e Civil Code is amended to 
18 read: 
19. 1791. As used in this chapter: 
20 (a) "Consumer goods" means anynew product or part 
21 thereof that is used, bought, or leased for use primarily for 
22 personal, family, or household purposes, except for 
23 ciot.'1ing and consumables. "Consumer goods" shall 
24 include new and used assistivP de•.1i~c~ s.::;ld .:.t :.:etaii. 
25 (b) "Buyer .. or "retail buyer" means any individual 
26 who buys consumer goods from a person engaged in the 
2:7 business of manufacturing, distributing, or selling such 
28 goods at retail. As used i..-:i this subdivision, "person" 
29 means any individual, partnership, corporation, 
30 association, or other legal entity which engages in any 
31 such business. 
32 (c) "Clothing" means any wearing apparel, ,vorn for 
33 any purpose, including under and outer garments, shoes, 
34 and accessories composed primarily of woven 1naterial, 
35 natural or synthetic ya.-n, fiber, or leather or simil2:r 
36 fabric. 
37 (d) "Consumables" means any product which is 
38 intended for consumption by indivi.ducls, or use by 
39 individuals for purposes of personal ran:: :..,r i,1 tlie 
40 performance of services ordinarily rendered \\;thin the 
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-15- SB 7g-3 

1 household, and which usu::illy is consumed or expended in 
2 the course of such consumption or use. 
3 ( e) "Distributor" means a..TJ.y indlvidual, parh,,8rnhip, 
4 corporation, association, or ot..her legal relationship ,.vhich 
5 stands betv;een the manufacturer and the retail seller in 
6 purchases, consignments, or contracts · for sale rJf 

7 consumer goods. 
8 (f) "Independent repair or service facility" or 
9 "independent service dealer" means any individual, 

partnership, corporation, association, or othe, leg:,J 
entity, not_ an employee or subsidiary of a manufacturer 
or distributor, which engages in the bush1ess of servicing 

... . - ' ~ 

and. replµrmg conslli"llCr gooas. 
(g) "Lease" means any contract for the lease or 

bailmentfor the use of consumer goods by a.,--i individual, 
for a term exceeding four months, pri..rnarily for personal, 
family, or household purposes, wheLl-ier or not it i.s agreed 
that the lessee bears the risk of the consu...7ler goods' 
depreciation. ~ 

· (h) "Lessee" means an. individual viho leases 
consumer goods under a lease. 

(i) "Lessor" means a person who regularly leases 
consumer goods under a lease. 

(j) "Manufacturer" means any LTJ.div:idual, 
partnership, corporation, association, or other legal 
relationship v,hich manufactures,. assembles, or produces 

9.:7 consumer goods. 
28 (k) "Place of business" means, for the purposes of any 
29 retail seller that sells consumer goods by catJog o:r rna.il 
30 order, the distribution point for sucl; goods. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
2,3 
24 
25 
26 

., ' ..,J. 

32 
33 
34 
35 
36 
37 
38 
39 
40 

(l) "Retail seller," "seller," or "retailer" meaI1s ,:ny 
individual, partnership, corporation, association, or ::.,fr,e,· 
legal relationship which engages in the bus:i.n.ess of selling 
or leasing consumer goods to retail buyers. 

(m) "Return to the retail seller". n:iean.s, for the 
purposes of any retail seller that sells con8u.Iner goods by 
catalog or mail order, the retail seller's place of busi..riess, 
as defined in subdivision (k). 

(n) "Sale" means (1) the pass:i.,-1g of title fron1 the 
seller to the buyer for a price, or (2) a consigILTTient for 
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SB 798 -16-· 

1 sale. 
2 ( o) "Service contract" means a contract in writing to 
3 perform, for an additional cost, over a fixed period of 
4 time or for a specified duration, services rP,lating to the 
5 maintenance or repair of a consumer product, except 
6 that this term does not include a policy of automobile 
7 insurance, as defined in Section 116 of the Insurance 
8 Code. 
9 (p) "Service contract administrator" or 

10 "administrator" means a person oi:her than the seller 
11 ·who issues, makes, pre•,rides, ~ effet·s ffi pre'iidc 
12 underwrites, or manages a service contract re ft se'l'Yiee 
13 eefl:eaet seller and who is legally and financially 
14 responsible to perform the services speciEed in the 
15 contract. 
16 (q) "Service contract seller" or "seller" means a 
17 person who sells or offers to sell fr either his or her 0¾-11 

18 service contract or an administrator's service contract to 
19 a service contrc1ct holder. 
20 (r) "Service contractor" means a service contract 
21 administrator or a service contract seller. 
22 (s) "Assistive device" means any instrument, 
2..'1, apparatus, or contrivance, including any component or 
24 part thereof or accessory thereto, which is used or 
25 intended to be used, to assist a physically disabled person 
26 in the mitigation or treatment of an injury or disease or 
27 to assist or affect or replace the structure or any function 
28 of the body of a physically disabled person, except that 
29 this term does not include prescriptive lenses and other 
30 ophthalmic goods unless they are sold or dispensed to a 
31 blind person, as detinad in Section 19153 of the Welfare 
32 and Institutions Code and unless they are intended to 
33 assist the limi1.ed vision of the person so disabled. 
34 (t) "Catalog or similar sale" means a sale in which 
35 neither the seller nor any employee or agent of the seller 
36 nor any person related to the seller nor any person v..ith 
37 a financial interest in the sale participates in the diagnosis 
38 of the buyer's condition or in the selection or fitting of the 
39 device. 
40 (u) "Home appliance" means any ;:emgerator, 
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THIRD READING 

SENATE RULES COMMITTEE Bill No. SB 798 · 

Office of Author: Rosenthal (D) 

Senate Floor Analyses 
1 020 N Street, Suite 524 

Amended: 5/3/93 

445-6614 Vote Required: 21 

Committee Votes: Senate Floor Vote: 
: • .... , 5.fl79g 

....... -··••4-,,1,-,.1 
: 

'. -.. , PLACED 
...... 

H• 
'• 

M rks 

ON FILE 
PURSUANT 
TO SENATE 
RULE 28.8 

, .. 
•• . . 

.• ,v 

: 

Assembly Floor Vote: 

SUBJECT: Electronic and appliance repair: service contractors 

SOURCE: Author 

DIGEST: This bill requires the registration of service contractors and prohibits a 
service contract administrator from issuing, making, underwriting, or managing a 
service contract unless he or she is insured under a service contract reimbursement· 
insurance policy. This bill requires service contracts to disclose to consumers the 
party financially responsible for the performance of the contract. 

ANALYSIS: Existing law provides for the licensing and regulation of various 
professions, vocations and providers of services to the public by the Department of 
Consumer.Affairs (DCA). Existing law creates within the DCA the Bureau of Electronic 
and Appliance Repair (BEAR) which is responsible for the regulation ~f the electronic 
repair and appliance repair industries by providing for the registration (licensing) 
of 8,358 individual service dealers and service dealer businesses. 

,,· ;"-l ; 

Existing provisions of the Song-Beverly Consumer Warranty Act, define a "service 
contract" as a contract in writing to perform, over a fixed period of time or for a 
specified duration, services relating to the maintenance or repair of a consumer 
product, except a policy of automotive insurance. (Civil Code Section 1791 et seq.) 
The Act also requires motor vehicle, home appliance or home electronic product 
service contracts to meet certain standards for content, disclosure, refunds, and 
cancellation. Service contracts are applicable to items, costs and time periods not 
covered by express warranties. 

OOOOJO 
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SB 798 
Page 2 

Existing law provides that if a home appliance or home electronic contract is 
canceled within 30 days after receipt of the contract, buyers are entitled to full 
refunds or are entitled to pro-rata refunds for cancellations within the first 30 
days after cancellation. 

This bill would provide for the regulation of service contractors by BEAR of the DCA. 
The bill would provide for the payment of registration fees by service contractors to 
the BEAR for deposit into the Electronic and Appliance Repair Fund (special fund). 

This bill would also define: 

1. "Service contract administrator" or "administrator" as a person who issues, 
makes, underwrites, or manages a service contract and who is legally and 
financially responsible to perform the service. 

r 
' 

C 

2. "Service contract seller" as a person who sells or offers to sell either its own ( 
service contract or an administrator's service contract to a service contract 
holder; 

3. "Service contract holder" as the person who purchases a service contract from a 
service contract seller; 

4. "Service contractor" as either a service contract administrator or service 
contract seller; 

5. "Service contract reimbursement insurance policy" as a policy of insurance issued 
by an insurer admitted to do business in this state providing coverage for all 
obligations and liabilities incurred by a service contractor under the terms of 
the service contracts sold in this state by the service contractor to the service 
contract holder. Requires the policy to either cover all service contracts sold 
or specifically cover contracts sold to California residents;· and 

( 

r ,_ 

6. "Service contract" as a contract in writing to perform, over a fixed period of 
time or for a specified duration, services relating to the maintenance or repair C 
of a set or appliance (as defined). · 

This bill would prohibit a service contract administrator from issuing, making, 
underwriting or managing a service contract unless he or she is insured under a 
service reimbursement insurance policy, and require service contracts to contain a 
statement identifying the person who is financially and legally obligated to performC 
the services specified in the service contract, including the person's name and 
address. 

This bill also would provide that a service dealer or service contractor who does not 
operate a place of business in this state, but who engages in the electronic repair 
industry, appliance industry or sells or issues service contracts in this state is ~ 
subject to licensure and shall pay the required license fees as if he or she had a 
place of business in this state. 

This bill sets forth grounds for various citations and administrative fees. 

This bill would make related changes to the Song-Beverly Consumer Warranty Act 
relating to the regulation of service contractors. 
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comment 

SB 798 
Page 3 

Service contracts are generally purchased at the time of sale of the product and 
become effective immediately upon their purchase. However, the product may be already 
covered, to some extent, for the same service by a manufacturer's or seller's 
warranty. In addition, consumers who have purchased service contracts from 
subsequently bankrupt appliance and electronic retailers have no protection or 
recourse in identifying the party who is financially responsible· for the performance 
of the purchased service contract. 

Prior Legislation 

AB 2285 (Moore - Chapter 1047, Statutes of 1985) authorized the sale of service 
contracts covering motor vehicles as long as the contracts disclose the terms, 
conditions and exclusions as well as the buyer's cancellation and refund rights. AB 
2285 provided that service contracts be made available for inspection by the buyer 
before purchase and be delivered to the buyer within 60 days of purchase. The bill 
also mandated buyer refund rights as a result of a contract cancellation. 

AB 4570 (Duplissea - Chapter 582, Statutes of 1988) extended the provisions of AB 
2285 (Moore) to include service contracts sold on a home appliance or home electronic 
product to make certain disclosures and to contain specific information. 

A8 4468 (Elder) was vetoed in 1988 and would have required any 3rd-party 
administrators providing a service contract for consumer goods, other than motor 
vehicles, to obtain a service contract reimbursement policy of insurance coverage 
from a liability insurer admitted to do business in this state in an amount 
sufficient to indemnify the purchase of the service contract for any foreseeable 
losses under the service contract. 

AB 2226 (Epple) was vetoed in 1990 and would have prohibited service contracts from 
duplicating express warranty coverages on home appliances and home electronic 
products. 

SB 2086 (Rosenthal) failed passage in 1990 and would have required service contracts 
to contain information relating to the protection of the buyer from loss in the event 
of bankruptcy or insolvency of the service contract seller. 

AB 3374 (Epple) was vetoed in 1992 and would have provided for a comprehensive scheme 
for the regulation of motor vehicle service contract administrators subject to the 
jurisdiction of and regulation by the Insurance Commissioner. The Governor's veto 
message of A8 3374 stated: 

"The department of insurance does not have the experience to carry out the 
increased enforcement burden contemplated by this bill. Moreover, I believe that 
enforcement of these contracts is best carried out by the Department of Consumer 
Affairs, which has expertise in the auto repair field which is not matched by the 
Department of Insurance ... " 

FISCAL EFFECT: Appropriation: No· Fiscal Committee: Yes Local: Yes 

SUPPORT: (Verified 6/3/93) 

Department of Consumer Affairs 000032 
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ARGUMENTS IN SUPPORT: According to the Department of Consumer Affairs: 

SB 798 
Page 4 

C 

Currently, only 50 percent of consumers who purchase 
for addressing complaints arising from violations of 

,,.. 
service contracts have recourse~ 
the Song-Beverly Act. 

Currently, nothing requires service contractors to disclose to consumers the party 
who is financially responsible for the performance of the contracts. 

SB 798 would ensure that a consumer is informed, and has recourse if the service 
contractor fails to comply with the terms of the service for all obligations and 
liabilities they incur. 

CP:lm 6/3/93 Senate Floor Analyses 
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SENATE FLOOR STATEMENT ON SB 798 -- SERVIc~·coNTRACTS 

PROBLEMS IN THE AREA OF SERVICE CONTRACTS HAVE PROMPTED MANY 

BILLS OVER THE YEARS, BUT TO DATE THERE STILL ARE NOT ANY 

REQUIREMENTS THAT SERVICE CONTRACTORS GUARANTEE THE PERFORMANCE 

OF THE CONTRACTS, NOR DISCLOSE TO THE BUYER THE IDENTITY OF THE 

PARTY FINANCIALLY RESPONSIBLE FOR PERFORMANCE OF THE CONTRACT. 

THIS BILL WOULD CHANGE THAT. IT REQUIRES SELLERS OF SERVICE 

CONTRACTS TO BE REGISTERED, AND SETS OUT CERTAIN REQUIREMENTS 

THEY MUST MEET IN ORDER TO BE REGISTERED. THESE REQUIREMENTS 

WOULD SCREEN OUT UNDERFUNDED AND FRAUDULENT COMPANIES, THEREBY 

PROVIDING GREATER ASSURANCE THAT IF YOU BUY A SERVICE CONTRACT, 

THE COMPANY WILL BE AROUND TO BACK IT UP SHOULD THE PRODUCT FAIL. 

I WILL BE AMENDING.THE BILL FURTHER IN THE ASSEMBLY TO REFLECT A 

RECENT AGREEMENT ON SPECIFIC LANGUAGE. I AM VERY ENCOURAGED BY 

THE PROGRESS THAT'S BEEN MADE ON THIS ISSUE, AND THE FACT THAT 

THERE'S NO OPPOSITION. 

I ASK FOR YOUR AYE VOTE. 
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ANALYST NAME: Dennis Weber 
PHONE NUMBER: 322-1203 ~ 

STATE AND CONSUMER SERVICES AGENCY NO ANlr.tsIS REQUIRED 
Bill Number Oepartment 

CONSUMER AFFAIRS 
Sponsor 
Calif. Retailers Assn. 

Author 

Rosenthal 
Related Bills 

SB 798 
Amended Date 

None 5-3-93 
Subject 

Electronic and Appliance Repair; service contractors 

Existing law known as the Electronic and Appliance Repair Dealers 
Registration Law requires a service dealer to register with the Bureau of 
Electronic and Appliance Repair (BEAR). 

SB 798, as amended May 3, 1993, would require registration of service 
contractors and would prohibit a service contract administrator from making, 
underwriting, or managing a service contract unless he or she is insured 
under a service contract reimbursement insurance policy. This bill would 
require third-party administered contracts to be insured by a California­
licensed insurance company, and would require all other service contracts to 
disclose to consumers the party financially responsible for the performance 
of the contract. 

Amendments to the bill would also set forth grounds for various citations and 
administrative fines. These amendments strengthen and clarify enforcement 
provisions of the bill. 

These amendments of May 3, 1993 do not change our previous recommendation of 
SUPPORT on SB 798. 

FEE /X/ FISCAL IX/ REPORT// 
DEPARTMENTS THAT MAY BE AFFECTED 

Bureau of Electronic Appliance Repair 
STATE MANDATE I I GOVERNOR'S APPOINTMENT// 

oVARTMENT DIRECTOR POSITION 

~ S 0 
SIA - QUA 
N 
NIA 
DEFE~R;:-....-::P,.,.----\\--~ 

-cpENcY SECRETARY POSITION GOVERNOR'S OFFICE USE 
P., S O POSITION APPROVD. 

. SIA - QUA POSITION DISAPP. 
N NP POSITION NOTED 
NIA NAR 
DEFER 

AGENCY SECRETARY DATE: 

NAY 24 I333 
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---
ASSEMBLY COMMITTEE ON CONSUMER PRO., GOVT. EFFICIENCY & ECON. DEVELOP 

Jackie Speier, Chair 

BACKGROUND INFORMATION REQUEST 
leasure: SB 798 

?y-.c/!c Jd(/~7 3/3/~- )7:J-.r 

;JC,f- f'Jtc.,'ly k(llk, J? c ;-
,uthor: Senator Rosenthal 

.. origin of the bill: 

a. Who is the source of the bill? What person, organization, or 
governmental entity requested introduction? Po/-~ yo~s~ 

b. Has a similar bill been before either this session or a previous 
session of the legislature? If so, please identify the session, bill 
number and disposition of the bill. 

c. Has there been an interim committee report on the bill? If so, please 
identify the report. \ 

What is the problem or deficiency in the present law which the bill seeks 
to remedy? 

Please attach copies of any background material in explanation of the 
bill, or state where such material is available for reference by committee 
staff. 

-" Please attach copies of letters of support or opposition from any group, 
organization, or governmental agency who has contacted you either in 
support or opposition to the bill. 

If you plan substantive amendments to this bill prior to hearing, please 
explain briefly the substance of the amendments to be prepared. 

List the witnesses you plan to have testify. 

ASSEMBLY COMMITTEE ON CONSUMER PRO., GOVT. :TURN THIS FORM TO: 
' 

EFFICIENCY & 
ECON. DEVELOP ~~ 
Phone 324-7440 ~k, 41~/ 

., ~AFF PERSON_T::_:O~C~ON;T~A~C:;-T~: :=:::~~~~•~~~~;>tY-~~~~• ~-~~~~·=···::···?=======:___ 
ftlio;UJ',f ORIGINAL (SIGNED) AND 7 COPIES OF LEGISLATIVE COUNSEL 
ffim!MENTS MUST BE RECEIVED BY THE COMMITTEE ON WEDNESDAY, 
NOON, 7 DAYS PRIOR TO HEARING DATE OF BILL. 000036 
PLEASE ATTACH SENATE POLICY, FISCAL (l/HEN APPLICABLE) AND f 
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BACKGROUND INFORMATION ON SB 798 (ROSENTHAL): 

1. source: The author (Dept. of consumer Affairs has been 
the major drafter of this bill, with input from the Dept. of 
Insurance). 

Previous legislation: 

AB 3374, 1992 (Epple)--to regulate auto service 
contracts under DOI, among other things (vetoed). 

SB 2086, 1990 (Rosenthal)--to expand required 
disclosures on service contracts to include cost and terms of 
payment as well as the risk of loss due to bankruptcy of the 
contracter (failed). 

AB 2226, 1990 (Epple)--to require that a non-auto 
service contract could not duplicate coverage under mfr. 
warranty (vetoed). · 

AB 4468, 1988 (Elder)--to require insurance to protect 
service contract holders from loss in the· event of bankruptcy 
by the contracter or disappearance of the vendor (vetoed). 

AB 4570, 1988 (Duplissea)--to extend provisions of AB 
2285 (1985) to cover electronics and home appliances 
( chaptered) • · 

SB 859, 1985 (Torres)--to require seller to disclose if 
it's under Chapter ll protection (died). 

AB 2285, 1985 (Moore)--to require certain disclosures 
for fil!t2 service contracts,.including buyer's refund and 
cancellation rights (chaptered). 

SB 1361, 1978 (Zenovich)--to regulate service contracts 
under DOI (failed). 

Interim report: None 

2. Problem bill seeks to address: Present law does not 
regulate the issuance of service contracts except through 
limited disclosure provisions of the Song-Beverly Consumer 
Warranty Act (Civil Code Sec. 1791 et seq). There are no 
requirements that service contractors guarantee the 
performance of the contracts, nor to disclose to consumers the 
identity of the party ·financially responsible to cover claims 
made against a contract in the event of bankruptcy. 

There have been many examples of retailers who sold service 
contracts on their products who subsequently filed for 
bankruptcy, leaving contract holders with worthless contracts 
and potentially h'igh repair bills on the items that their 
contract was supposed to cover. Examples include Leo's 
Stereo, Federated, Pacific Stereo, University-stereo, Handy 
Andy's, Gemco, Zody's, and Macy's. 

Some retailers sell service contracts through a third-party. 
When one of the biggest third-party service contractors in the 
nation went bankrupt three years ago (Oklahoma-based EWC), an 
estimated 500,000 California consumers were left holding 
worthless contracts. State law currently provides no remedy 
for these consumers. 
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I' ;' SB 798 would require all sellers of service contracts to be 

registered with the Dept. of Consumer Affairs ($60 annual fee 
for each location where contracts sold). To register, a 
seller would have to meet certain requirements (details are 
described in the amendments below) which would need to be 
verified annually to DCA at the time of registration and/or 
renewal. These·requirements are meant to prevent underfunded 
or fraudulent companies from selling contracts in the first 
place. The bill also would require the contract to disclose 
the party legally responsible for performance of the contract. 

Note: This bill does not cover automotive service contracts. 

3. Background materials: Attachments include articles 
outlining generally the problems with service contracts; 
materials relating to the bankruptcy of Oklahoma-based service 
contractor EWC; materials describing the effect on service 
contract holders of the bankruptcy of Leo's Stereo and Handy 
Andy's in California. 

4. Support/opposition: Dept. of Consumer Affairs supports 
(Bureau of Electronic and Appliance Repair drafted bill for 
us). 

The groups we've been working with on this (retailers, 
manufacturers, service contract industry) are waiting to send 
support letters if and when we finalize agreement on 
amendments, described below. 

Consumers Union has not taken a.formal position since they 
traditionally have advised against purchasing service. 
contracts. 

s. Amendments: The proposed amendments generally do 3 things: 

1) Sunset the bill's provisions (1/1/98). 

2) Revise penalty provisions for violations by a service 
contract seller so that minor, first-time infractions do 
not result in revokation of registration. 

3) ·set 3 requirements for registration; seller must meet 
one them: demonstrate net wort~ greater than sum of 
revenues from service contracts in force; sell contracts 
backed by insurer admitted to do business in California; 
or maintain reserve account equal to at least 25% of 
revenues from contracts in force. 

6; Witnesses: 

Dept. of consumer Affairs 
perhaps some industry reps • 
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No Guarantee.Behind ·Sales 
of Extended Warranties 
• eusine11: When produc:15 dial are reliable are backed 
by firms that Cai~ ~ny such amtncts are useless. ., . .--.... ...... -,, 
By DENISEGEl,IJ:NE ~,,. elednlniCa tndllllry ii 
11MUIIArfW• IIU ............ of. ummwbo 

-1..u(oolid ... lloli .... w'- ·------ lar 
.... -- ... - ••· •-olllllndwtlll-1-· 
...... _._.,tballle -• . ,..-.. --yfar · LMt-•-ol Okla· 
hil MW 11N ,-, - - - CIIJ•- 11:WC Inc. Ulid •-·-Z'I•-..... ----.----. - -.._w ... ..,.,_,. .... _, ·--' u ""Ilion 11u,1M...,.._.,. .... _ _. a 11rmwUllan ....... n• 
1,ew.-111a...i-u1...,.... • p&ir 1111t1Dllllllnl Ali - TIie Wll&ll..u(o_lll_ ....U.,olllle._ __ _ 
... dll\ .... ..,..." warnnlJ ·1Ao'18lll'90elednN'liaclllillla&II' 

and Ilia -- player - -- - - • _Alf_ul bD111 •H- The - .i.- In_....,. Cal-. 
Ctty mmpuy lllll blckld JMI0'1 · lelftlll ........ ---••mm _, _______ . 

uctian in July. Minne tum wkh • .~AIOI. of ...... Mn - • lol of 
_... OX) wllnMIJ and• 115 -, ... Mid Curl Auplllne or 
repair bill. ..._. _. PaGDllCft. All 

......... ,._ .. 
~•• a.-...e,AflatnDt 
fl,lrlalenL He ii ..... _,,N:illa In 
Nfffll llalft Who .. , Nelc lepi. 
Sauon &o prolecl ......_. when 
,-.antnty aellen tail. .. It. ii •n 
,-nnou.problem. .. he aid. 

' 

The utended nrraty 1111111 ....... ..._ .. __ al 

.-,ory Ulne YCRl,-ffll - .. -....-lhlo 
~Y NUOn indudld an at.end­
• ••rnnly, wua.11)' IPYinl own. 
en hNI one IO f1we ynn' CGYff, 
age on pan, and •bor beyond 

:Whal lhe --......... •With apenllYt K.au, IUdl u 
lz.aoo Pfllieetion TYa. faur out of 
live conaumera_, up •arranUea. 
: ll ii 'UlUe wonder aMI art 
IU'Oftl. Jn the CUUhroll elec&toniQ 
and appliance bulinaa, Where fall, 
wa and baakrupta11 are IOUlint. 
•amnUCi lland OUl II an ouil or 
profiL Many fflaiMn push lheni 
AIINUIYirl)'. ICIIIMUma lllin, I.IC:• 
~ lhat Airt lht &aw • .II.Gil rel.Iii• 
en IIIU.e aore on UM wananues 
'"" an Uan IUda u • bif•acrten 

:leleWillion I.ban lhe1 da on lhe Ille 
;allhe-llOeij, 
: One naon •ananlin an 10 
prollLlble • lhl1 ml'IIUlllen rarely 
UH lbem. AILboqb COftl11111en 

·• helled Oill an -umat.ec1110 billion 
lulyurtarnllndedwarnDUa. 
raudl of lhaL money - la bawe been wutld __ ......,_ 

ively ..,_It down. BludAel hive 
llhoWII lbal fewer &han ent 111i liwe 

·people wbo buy • •uraty .... 
•calllaUftlntir,roducl.llll'riced, 
,._-•loo.like l..up.lrJ,. 

1111 tlMtr •amncill. lite 1oa ii 
·e r ndld u Ute IWler ot de.; 
NIClcb&ia&,,_._PacllicB-. ,, ___ &adZacly'1 

an, lew cbaina llla1 llawe -,. 
---lh<Colilamlaaut,11. 
pl•cl ever lbe iut five ,_.._ Tbe 

-olCruy -··-- ,In lljo .lul ldl 100.000 
l:IOnMDffll wilb Wort.hi~ a1.e,,..; . 
1111•.-nn&la. 

&lom \Mj ..... tnrilllffld IO 
't'-• ep by RCA on &alffilioa 
.-u. wll'ftllt.MI han •••b ed 
, ... ,.weune1n&o•b&ll•buli· 
MIii. kcOlllial • ,ub·,11ilm;1& u 
TV1 lheNeiftL YirtMIIY nery 
--..n, lbal lnlk• • NIii home 
ar •ta equiprmeftt peddltl n­
lendld warnnliel. Al\hOUlh lnGlf. 
CIDlftNIIIY a.xi&Lld with elec• 
lnlnkl.· aLencled warnnlMI an 

- &Old lor -- dryen. coaaput.en end fH machine•• 
There ,re mended warran&iet ror 
an. .... even lor homll. 

W blL lewc:anaamenrealile ii 
. Ulll only • handful of com• 
,,.... 1e1 8"de tundl lO mver 
'Warnnt.Y repairs,; Thll 1111&111 Lbll 
whln • w•mnLy prcmder 1oe• 
-. lllffe ii ...i11 _ , ... 
'u.e lhlulnda of c:onunen who 
- Inly loN whal lhey pul lor • 
_IY, llul pl hll "'1111 repair -- . t Sudl •• &he cue wUh £WC 
be. A-h UUle knownou­
l&he iadllltl'J. ewe ... ane or ,he 
--·•---•annl.Y ..... 
...._ IL IClld mended wunnUea 
...._h DI Soulhem CIIIUomil 
,ftl.lMa'a, ftludinl Ken Crane'• 
.alecuonic II.Orel. It alto aold 
9anUfac&uren warnnua on web 
- u Go-Y- YCIII. CUrlill 
ll•u. lMwi•ion• •nd Lennml In• 
cltlll,riU • ir .. c:ondiUonlnl equip• -. .. · 
, ~ lhallNluidemoney fOf' 
••••••• &WC - •d nvenue fram 
,_ w•rnaty ulel lO pay nplir 
lallL Tbe _,...,. ..-keel until • _ ........ __ _ 
"71odpul&aialplDMW ........ • 
11 -- UMble Ill ·all .._h 
car 1111r 10110ffrnplir• .EWC'1 --up.,._,,., l!:WC'a 
_..........,. llutrupecy lnlll• 
... nc-111N1110111111ian .. u __ _ 
_...,... _ ....... 3 

.-ilUDn eull&andinl wunnu•.-1 
, ..... dlfll<ull III hll •- In IJOOd --
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• ' C.111• 111 Uakln. the Yaker&. 
w:, .. -..-. .. ---------­.. ---.... 
___ ,....._ __ _ --1- ......... , .... ......... ".&.rtllile ..... -,., 
' 9111 Mdlulre. an edNM' it ~ 
'It.II I1,...-,t11MaNlmlMili•. 
alllfflHtd •bout npllir'wtl rep•. ----•-w· fund.llllM"IIPl ___ kl, 
the repair fund eu be med far 
Glbfflhlnp. 
. • 'l 11 llard tor audal• can•umel'I: 
ID •Y m &o ntended warra11lia 

--... t-lOplloh ilhe.....,wun...,andn• 
lllilld = •n af haw IIIUCh n­
.,._ ean-. -We know If we ................... " ...... 
17. NIH wlll buJ," ••kl blck 
--olllM­
dl'lilkln -...- lor IIIICJ'• Calli• 
...._ lhl R.H. Maey'a dM•lnn 
....., ,.. &he BuUoct'1 .,_ruaent 
·1tanchaln. 

People Wholtn dl)wn Utended 
-wanntiN et lht LIMe Df parellut 
find lhat UM! •In ,.U.rh fnl'""' 

-

M of .oL- _. theln banM. &Mn and GJ: have 
any ~,.......e ulNurkeUnl ~ that ,rnd 

wUlnot-• m lblt lhetr wMIWies rm a en lnln Ulttr-. ntencwd 
ere ....W.. until their ...,aiMee 
bniak• down and the Uk Luto. .-.nanoa SHo NIii CUllafflft'a 
uy &o .- tt find . ..f•1ee1•ripped 1lle~ 

0
.lwochures .lhlL warn, 

off• •id Luto, ho-1111 -n-n'• no aueh thln1 u • Minor ' w • ..,..,, .... ~ ........ al 
warranty al Spite Video In....... 1101.•IO•fflklor npatr lmt8I: 1211 for 
na. . eNWlldemW• vetlmer,1336.IOfor 

No ene knowa MW aany 11111• lmlorTYplcUntube.HZ2.50Sor 
Ilona af con 1111en MYe bNft *· anfnprlltorteemaker · ........ ,u..,.111o1-..... . .. -lnlhe--. --.. 111......-a1 'l'hepillalntheatended warran- lin•ndal ..,._ for the Silolll«• 
ty INainellL. IUCh u s.r•• Rot- tnniel cheln. •id lhe ltmdlure &e 
buck. 6 OD. and General Dectric lllftnl to °'nlNlh the NMfti«"• 
rn•iRlatn IMLlheiremtalHn -~ _., .. elnlt llow lnUCh npeira 
•Mlhlnl&ofear. muld COil and II not tn~ &o 

°"YOU haft 1G look • l Lhe npuLI:• ellnn, "Whether ti INIMICll,Y ti I 
Uon af lhe twarn.n111 11111r,• •kl _,ter., lnlftpnt• Uon," lhe •id. 
Sia Knipe, flee prak1en1 of' prod- J_.w enl"otcetnenl 11endel: ha'ff 
uctlffYicafarSnn. whlchll•kl occ11ionally cracktcl down on 
&o take tn Mlrly SI billion I )'t•r onnnlOUI Nin lftUa. l.,Hl 
fnNn ntended warrantiu, • IN YNr, SIio •greed to retund 149.95 
known u •ffY1ce conlrlcll each to Ka.-. COIIIIIIMn whn 

Some ~niH inc1udint Km bouJhl unneeded one•1e1r H• 
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wlU •baorbrepatrea• IJiforaalam- fftdy mwered by manufKlurer•' 
en who ,un:haNd EWC WM'Tlft• warranUes. 
lie•: rron1 them. BIii m•ny ...aiier Sennl JNr• before Iha.I. Mont• 
outfill.nch 11 Appliance Unllifflll- lfO!M'J' Want, without •dmlttlng 
et 'Of' -Newhall, aay 111ey cannot pill. •,reed to •oftm t11 Nin 
•rlard to htlp oi11,&hetr rd a. ttl~h tn ordP.I' tn IN!llle federal l1l1t 
RoJct Smlttt, owner af lhie GM• ci.,_ charwe,. i1,e Federal 1'r1de 

·•&ore opienUon. ffliNltl that ll Comlnillinn tn 1811 •c:cuaed the 
l'WOllldLlkiellOO.(Xl.llOCOYernpalr ~l 9lore chain af onr­
-a•lllowtr tM11e1t fin yean. at•Unl Utt need lor •ervice nu 
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In Ille world ol tleclnl!llcl!·re• 
lailinW, EWC-Uke profill. n DOC 
WIUIUII. Two , ......... Ille 1'1· 
nan~tal Accouaunc St.u4ardl 
'loord.an-.bod)'l!Jat-

'""""'WIC° - - - -­-----for S300 _. ao mcn lhan ~ 
and Pollil>IY u UUle u ,12 for 
r.pain. 

llany relailon rely on nnan­
u .. 10 n,au up to, nz«•lhln 
profill on eleclll>llic ... .._.. 
Take 1be .... of Leo'a Slono. 
FIQoaa<Nbc:runcbLWVYM 
"&O,. Leo'a ,wlOd · IMllldial '"'I 
boauaa; for ~deel wuruty 
AJa; 'Revenue lrOAI Wan&DIMlll 
<>plodod livelold. belpinf IO pcoi 

long Ille w. of Ille lrOUbled •lee• 
--chain.-.un,io.Leo'a 
anaual - IL - in llo.5 ----RPO!n in lilc:al 1990, about the ame u it 
receiYod-aleaollRICb-,iar 
IIIIU u VC!la, - and 
teltVilion Illa. 

Jobll lloWU'll>. - -or Leo'• DOW•lhuu.ered CU.lver 
Clly aiore. fell ,ullly pushing Nr• 
vice camnct.a 8D bard. .. Mal&. elec• --c1on·•--·11e llli4. ·u - like llkillc 1ree _, 
ey, You 111!11 a ,,;-.o1 paper &1111 
lake_,.y for IL• 
: Amonllbc:apea: 11dediobuya 
Lea'• warranty WU Raberc.J ... Bru • .:. 
.. ..., • CaUIGmia wuwie o1 Tecll-c 

noqy prof- Wbo paid 11-
. for & I-JeU' ~ for & <ll' 

•LeNO.-Leo'a-down.bla ---beinl-&1& WldWer 11,ap lba1 ~ IO bill 
Leo'a lar npain. Caugbl in Ille 
middle. ilrucolo bid 10 pay Ille 
llllrepoirbill to lelbi1car alere0 ·--· Former Leo'• eueuuves de• 

c1lned IO - Ille ellalD'a -• raatieL Leo'aballknlplcy IIIGmeY, 
Paul s. AnJl1IGII al Ille - llil· 
bank, 'l'weod. Hadley I, llcCloy, 
aaldlllata ........ yia-ually 
backodbyllle"wordallbecompa• 
ny. , .. In b&nkrup&cy. u W1lh 
anyo<ber-lheNilno 
-IOan/Aln:elbalpram• .... . 

I 

Three yean 110. &hen-Gov. 
Georsa Dellluo•.iiaD .veLOad 

· lqillalioD·_..i by allll Sen. 
Hencbel Per:hel (J>.la e- . 
.-, - would ban nq,lind 
Wlmllcy CQIDplDiH &o maintain 
,_...for~ or obtain in• 
surance to cover tepair COltl in 
.._olal>anknlplcy.Now,Florid& 
la uie only ..... - requira 
est.ended wananty Nllffl &o main• 
tain raerv• orimurance-
. Allbougn Ille COl>aumer Allain 

~ ----- -- - -P'-' 10 lfflff lbal lqialalion, 
rellilln ..... - It waul&I be 
-Y and in lbeead•Y do no 

• good. WheD Florida nplaton 
took lll"1'0 0.- llWC Inc. 1u1 
IPftDI tor tmh!tUVDI' &,acteqnl'e 

-· u,e·· - left Ille --~lbe-ac• 
.counl lhltwu«Lup IO­
Florida WRnlltJ - Tbe in• 
..,_ policy llkon lO - Ille 
elCl'OW acmunt.. taued "by an in• ---·by EWC'1 'J'nce. IUrMd OU\ IO.be u 
-..ulllelilWCWlffUlli<L• 

Macy'1 SWbbe· e,ume,ect -lhaL 
IRICblegillatioawouldrailelbe 
price ol - Warnruia bJ 11 
I0$2eacb,mal<jq-­--ve ·for -'8° wbo Want 

.IJlem-aucb u Wllllun -· · 
A CanyoD CowltJ laa-

- rialor 11aa ..-: in 
bilbloocl.llallaoboaa-ulal --Then'•­forllll,.,.11cloor_,_ 
for bil wuoer. and warnmill tor 
hil doUlea dryer end hil Fon! 
Bnlnco. Tbousb Ille ilWC wamn• 
IY for bil OIOYa 10P ia now .....U.• 
lea. Faaler'I an.tin wunmill ii 
Ublbalcen. .. 1 It.ill belleYe in &belll.'.' 
he takl. "1'4 bQy one apin... . · 
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WHO NEEDS AN 
EXTENDED WARRANTY? 

ffl wanied COIIIIIJD, 

ers for yars 1llal 
mended wammiel 
on home applialll"III 

111d electroDic eoocll are DOI flllC'lb 
buyinc. EXlellded -.-aalies IN! 
really inlumce policies. The pur­
pooe of in1111131K:e is II) prouc! incfi, 
viduala from lilllllCial dl.-er by 
"l"eadiilc .risk-a Jarae ll'OIIP 
ol polk."Jholdm. Thal'• the -
people buy life insurance. hom6-
owners IAslnDc:e, and car ~ ance. Ifs also lhe ,_ people 
c1oa, need III emllded W&rfllll¥, h 
makes lillle economic - IO 
insure qainst 1111111 riab that iDdl­
viduals can. if need be, cover oui aC 
lbcirO'NII ~ h makes even less 
sense 10 buy it16Ufll>CO priced IO 
lhal m~ of lbc premium &QCl illlo 
profib. aod w:ry lillle inlO paymenla 
u, the illsured consumer. 

000041 

Richmond, Va.), ooe of the 10 ~ Consumers 
esi appliaace aad elec1roalcs relail-
ffl in the U.S.. derived more than don't. But 
hllfotilsJlfOfitfrolllthualeolwar- industry data 
l'llllin. accordina lO Ill~ 
ana1y111 11 Sa1omoD Bnllhm. Two .we've 
Oilier 1arse chaial. HJ,bland obtained ==-~~~ revealthat 
Minn.), would have posted aibolaft. warranties 

. 1ill lasoes had It IIOt been for -
r&lllf sa1es. the same invntmont are often the ~= wwn111y salel has most_ profi!• · 
intem!W .. lhe aJwa,,,compeii- able item in 
1m ftl&ilint indu&tey has chanted. the store for 
Today, COIISllmerl lelld to shop for · 
eleclronlcs and app1wica by price. retailers. 
Cuotomer loyally II larJely a lhlnr 
of lhe past. (interestinaly, the FASS 
report aleo IIOlet that the Jarae 
chains try to lbwsrt compariaoD 
shoppers by llllnr their own acJu. 
live model numbers on br111d-ume 
pr~) 

Faced with a mllll pro&t, II' any, 
OIi lbe .... oltbepoduct. the -­
look IO tbe 'Wlffllll)' lo mal<e up the 
differeace. "!be IWIIJ'lllliesl are 
factored iDlo the ulel price of tbe 
praduct and help offlet a 1011 prod­
uct ,r.a lllll'llin, • one FASB dc,c,.. 
meat IIOlel. The IIICIC'e warnt1ties 
oold, the lower the Nies price can 
be, which Is what lllr'KlSCUROlllll'I 
io the &It place. 

1 ...,,.._~ I 
Rllllilers rarely advert!ae !heir I 

extended warraotieL They COWII Oil ~ 
the cooaimer bayloc a nrnmy u i 
&II lflerlboucht, and the price ii J 
ofln --- the aleopo.-

21 
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Splllh, 1pluh 
One tneo,y among 

electronfca butts 
holds that tallur• 

thiub that particular customer Ironies businela in the New York them to aet uidc linancial rcterVeS 
mllht tall for. One salesman at an metroPolitan area. au,essi,ely sold· to cover lhe e,q,ected repaiN. 
appliance SU>r4! in New York City exlcJlded warranties-right up to Even if the retailer sraya in busi-
told CU, "We know that our cost on the day ii went bankrupt in Juae ne111, buyit,g an exlcJlded warranty In electrOnlc 

products fallow a 
curve shaped llke 
a bathtub, A large 

percanrage of 
failures occur 

early (whan the 
manufacturer's 

warranty is ttlll In 

a warranty (purchased from an 1989. In California during the past · is a risky proJJOsilion. lrs like mal<-
indcpcndent COJ!ljlallyJ. is. usually year, University Slerco, FedMart ine two bets: Iha! the appliance will 
$50 or less. If we can eet $!SO from Stores, and Pacific Stereo all clo.cd break down alter the manufaclur. 
the customer, that's about aver>ge. their doors, leavine co .. wners with el's warranty expires (and bl/Ort the 
And ii we set more, that's gravy." wortbl ... contracts. extended -ranty does) and that 
The salesman told us his commi• At least 19 Independent compa. the cost of the repairs will exceed 
sion on warranties was 20 putent rues supply warranties 10 •tores the cost of the contract. In our w:w, 

effect). Few occur 
in the mlddle. 

Salespeople have lea.med that the around the country. In most cueo, that's a lo11& shot. 
most effective pitches for warran- neither they nor the Stores that Fallin& prices on some electronic 
tiei play on co11:111mers' fear.l. issue their own warranties are sub- iu.ms and the relendess pscc of Then. more occur 

at the end (by 
which tlm. an 

extended warranty 
wlU usually have 

expired~ 

'1ncse thin&s arc very complicated, ject to state Insurance regulalioJts. technological improvement weighs 
and they break down all the lime," That means they don't have to put IPinst many household goods ever 
we heard one salesman tell a cu&- money aside to cover their warranty sceine a repair sh0p. The first bulky 
tomer buying a VCR. "Don~ you obligations should they go out of VCRs were marketed in the 1970s 
wan! peace of mind for the next five business. at a price of overSlOOO. VCRs with 
years?" Both California and New York arc many of the latest features can now 

I 
,• t 1 7 Another salesman claimed it's considering legislation that would be bought for less than $300. When 

/ "practically imposs,'ble" to find any, requircretailentodisclosewhethcr laced with a $150 repair bill on a 
I I , body who can Jix projection r.elev;. a warnnty contract is backed by an three- or four-year-old VCR, many 

, I 
I I f. / sion sets. A single repair job on a insurance company in case the · consumers simply retire the old unit 

? 

' 

• 1V scL claimed a third salesman, retailer goes broke. · · and buy a new one. Appliances like 
I (, could ... 11y recoup the price of the would also re uire washing machines, however. may 
f warrant)' contract. o o a s~irapge licSP¥ be used for a decade or more. But 

/ _; //, , . A bill to regu]iii; extended wa,, by the time they need repair, the 
I / i j V ff pts WWM Qlltlcs on ·the llalional level died in e,aendcd wamrity will probably 
, 

1 
Some co~ who succumb Co11&resoional committee last Octo, have expired, too. 

: 
1 

( I to the sales pitch and buy a war- her. That bill would have prohibited 
1 , I i 

I 
ranty find it useless if they ever do retailers from making· more than a Illy OIi relialiillty 

~ , I <;""T"\; I that once domjnated the home-elec· c011tract, and would have forced record of reliability Is the bet! way ~ 
need service. Crazy Eddie, a chain 100 percent profit on a warranty Buying products with a oolid 

,' f l I Q to avoid breakdowns. Every year, 
,l\ ....... ( C · r-•-- 'tlT COH$lJIIIRREPOJt'IS&W"VeyShu~ · REDD'•vJUtU yy ARRANTIES of thousands of readen about the 

repair record$ of aoods they own. 

((}) THE PRICE IS RIGHT Cl~~n=~= ::.:ens. 

J; \" /, . Over a five-year period, about 6 per-

I ~ V i\ °"" more ~"--• cent of those made by Panasonic, 
,.,.·~ \ """ .,..._ ica, a consuinel'. group.• "We've go11.en· no.• Sanyo, Sharp, or Quasar required a 
~ Iha! tldended warran- complalnta about them, probably beca1111e so· visit to the repair ohop. But 20 per-

1. · g -compan,euowtossln 33,000 warranty claims.-in 1989-bucd OIi worstrepairrecord,neededscrvice. j/ '1cf:1 ~~~~ . ~':i:1e:ao~~~=~~ . =:.«.i.~e== ~i:i: 
~ a free one when you well over 100 millioll purchases. That puts . Eveo then. a lair pcrcentqe of 

<. .. - buy mercbandisc with the rate of claims at Just a minnsculc fraction th0te repain fell within the manu-
..-.... , their card. · of 1 pcrccnL · faclllrcr's warranty. (Note, too, thal 
On items purchased with American Ill addition to their wanulics, aome some manufacturers will repair mer-

Express cards, some standard Viu and MasterCard and V11& cards. and all Ameri-• cbandisc pall! the warranty period 
MuterCards (and all their 'gold" carda), the can .Express cards. 1brow ~ 90 da,a' worth.· · free of charee for consumers who 
credit-card company will double the manu• of pun:haso io&lll'lllce, 'l'!bicb will pay to· . complain vi1orou.ly, altlu>urh man-
facturel's warranty fl,t a IIIIXimum period of · replace or repair merdwwlilc that. is ~ · · ·: uflctur""' don't advertise that fact.) 
up to one year. With • ftw Jtll'S of ""llffl- stolen, or damagcd..Tbe ~ &Cllfflllr · .' Of course, our r,pair data show 
eau DOW behind !hem, tbccanl c:omp•a WDn't:cover·~'.·.~.Aln. !ickee.;,or ,.' how well appliances haw, per• 
have eveil dropped lbe ~ . itemutolenfrom i-c:ar;Ai,d.co,,erae,, i.s sec, ... ·: formed ill the -. not how well 
requir01DCDIS tbal.oace . ....,. port ol tlieir •, Olltdaey, IO,_'onr_,_,., .. ~: yoo .._,:,:;;, new IIlOdcls will hold up. Bui we 
warran1y. prasrams.·.Now, .. you:.-iltod on1y· alrcadyhave;,(llii!lbcr.wonb;:ilpay11oUcml, .. /~ think you'll Improve your chances 
present the origiAal sto<e roc:eipt and a copy. . it your other-~:doea\). · · '· · • ·<· ,.1.:i_: of 11:ettin1 reliable men:handloe if 
of ~ mlnufac:wv's .. warranty at lbe time · To compete. witJi ·:ctedii-i:ard. proe,v,s.: .'' you stick with the brands that have 
you ll'lllke a clam major banks 1IIICb aa Ciliccip and Chaa: ' historically required fewer rcpaiN. 

D .. llite th" rela,ced ruJea. lbere'• beta no \f•nbatttn haYO alao -~ mm the ac:i, .. ·'. Our boaom-ll•e advice: Instead of 

.. :~~ilt«'~1.~}J;i;1ir-~~1,A:~ rif::~$E~~ 
.... ,'' .. • .• ~.-•• ,:,!' ..• ~ .. •J-~.-:tl,;/"?,~.----~--·-~-~~t-·..-,t~::.--.",:'"'""-"''•'.,.. '~~ ... ';;2~ .... -=-~-=-~~ ~- • 
22 CONSU,..liR REPOt'ITS JANUARY 1991 
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ASSEMBLY CONSUMER PROTECTION, GOVERNMENTAL 
EFFICIENCY AND ECONOMIC DEVELOPMENT COMMITTEE 

REPUBLICAN ANALYSIS 

SB 798 (Rosenthal) -- ELECTRONIC AND APPLIANCE REPAIR: SERVICE 
CONTRACTORS. 
Version: 7/01/93 
Analyzed: 07/06/93 
Recommendation: Support 

Lead Republican: Kathleen Honeycutt 
Vote: Majority 

SUMMARY: Requires sellers of service contracts-,to be registered; sets 
out requirements sellers must meet in order to be registered; 
also provides for an enforcement mechanism; sunsets l/01/98. 

FISCAL EFFECT: The Bureau of Electronic and Appliance Repair (BEAR) 
estimates that this measure would require an augmentation of 
$601,000 and 9.9 PYs in FY 1994/95 and $499,000 and 9.9 PYS in FY 
1995/96 and ongoing based on projected workload related to the 
inclusion of service contractors to its existing program; there 
are additional enforcement costs which are indeterminate at this 
time; this program is to be funded by the industry through 
registration fees. 

POTENTIAL EFFECTS: -this measure will be industry-funded through 
_,,,. registration fees 

J 

_; 

_; 

_; 

) 

-provides protection to consumers who purchase 
service contracts from businesses that fail 

SUPPORT: Department 
Agency 

OPPOSITION: None on 
GOVERNOR'S POSITION: 

COMMENTS: 

-this is a good consumer protection measure 

of consumer Affairs, state and Consumer Services 

file 
Unknown 

o Background: The sale of service contracts for appliances and 
consumer electronics has become a multi-million business in the 
state of California; although the song-Beverly consumer Warranty 
Act provides for proper disclosure procedures, only consumers who 
purchase contracts from BEAR registrants have recourse for 
addressing complaints arising from violations of the Act --which 
covers only about 50 percent of service contract sales. several 
major sellers of service contracts have gone out of business 
within the past year. leaving hundreds of thousands of California 
consumers holding worthless contracts. 

o Proponents argue that this measure is needed to ensure that a 
consumer has some recourse if the service contractor fails to 
comply with the terms of the service contract; it would require 
that service contractors are insured for all obligations and 
liabilities they incur. 

o Proponents argue that currently, nothing requires service 
contractors to guarantee the performance of the contract for the 
life of the contract. 

o Proponents argue that currently, nothing requires service 
contractors to disclose to consumers the party who is financially 
responsible for the performance of the contracts, 

o Proponents argue that this measure would ensure that the consumer 
is informed, has recourse if the service contractor fails to 
comply with the terms of the contract. 
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o Proponents argue that this measure is the product of more than a c 
year of negotiations involving the Department of Consumer· 
Affairs, service contractors, retailers, and manufacturers. 

senate Republican Floor vote -- 6/10/93 
(22-5) Ayes: Beverly, Craven, Maddy, Morgan 

Noes: Hurtt, Kelley, Leonard, Rogers, Wyman 
Ab/NV: All other Republicans 

Assembly Republican Committee vote 
CP, GE & ED 7/07/93 

(>) Ayes:> 
Noes:> 
Abs.: > 
N.V.: > 

consultant: Bill Cardoza 
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Date of Bearing, July 7, 1993 

ASSEMBLY COMMITTEE ON CONSUMER PROTECTION, 
GOVERNMENT EFFICIENCY AND ECONOMIC DEVELOPMENT 

Jackie Speier, Chair 

SB 798 (Rosenthal) - As Amended: July l, 1993 

PRIOR ACTION: 

SENATE BUSINESS AND PROFESSIONS 
SENATE APPROPRIATIONS 
SENATE FLOOR • • • • • • • • • 

SUBJECT: Electronic and appliance repair: service contractors 

DIGEST 

SB 798 

10-0 
28.8 
22-5 

Existing law provides for the licensing and regulation.of various professions, 
vocations and providers of services to the public by the Department of Consumer 
Affairs (DCA). Existing law creates within the DCA the Bureau of _Electronic 
and Appliance Repair (BEAR) which is responsible for the regulation of the 
electronic repair and-appliance repair industries by providing for the 
registration (licensiJ:lg) of 8,358 individual service dealers and service dealer 
businesses. 

Existing law, provisions of the Song-Beverly Consumer Warranty Act, define a 
•service contract• as a contract in writing to pe~form, over a fixed period of 
time or for a specified duration, services relating to the maintenance or 
repair of a consumer product,• except a policy of automotive insurance. (Civil 
Code Section 1791 et seq.) The Act also requires motor vehicle, home appliance 
or home electronic product service contracts to meet certain standards for 
content, disclosure, refunds, and cancellation. Service contracts are 
applicable to items, costs and time periods not covered by express warranties. 

Existing law provides that if a home appliance or home electronic contract is 
canceled within 30 days after receipt of the contract, buyers are entitled to 
full refunds or are entitled to pro-rata refunds for cancellations within the 
first 30 days after cancellation. 

This bill would: 

1) Provide for the regulation of service contractors by BEAR of the DCA. The 
bill would provide for the payment of registration fees by service 
contractors to the BEAR for deposit into the Electronic and Appliance 
Repair Fund (special fund) • 

2) Provide ~hat BEAR may refuse to validate, or may temporarily or permanently 
invalidate the registration of a service contractor for acts of.fraud or 

-·continued -

SB 798 
Page 1 
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SB 798 

dishonest dealing, conviction of a crime, and assisting or abetting in the 
violation of the act. 

3) Provide that BEAR may issue a citation for various violations of the act 
and for false advertising and false promises. 

4) Prohibit 1ervice contract administrators from selling service contracts 
unless a 1ervice contract reimbursement insurance policy is obtained. 

S) Prohibit a 1ervice contract seller froa issuing, selling, or offering for 
sale a service contract unless be or 1be1 a) files a Form 10-K as required 
by the Securities and Exchange Commission that abowa a net worth equal to 
at least the value of deferred revenues from service contracts in force; 
b) obtains a service contract reimbursement insurance policy; c) sells 
contracts which are administered by a service contract administrator who 
has a service contract reimburaement insurance policy covering the seller's 
service contracts; or d) maintain• and annually verifiea to the director a 
funded account held in eacrow equal to a minimum of 25 percent of the 
deferred revenues from the 1ervice contracts in force. A service contract 
seller would be required to 1ubmit with the application for registration, 
evidence of meeting these requirements. 

6) Provide that a service contractor who does not operate a place of.business 
in this state, but who sells or issues service contracts in this state is 
subject to licensure and shall pay the required license fees as if he or 
she had a place of business in this state. 

7) Set forth grounds for various citations and administrative fees. 

8) Define the following, 

.•service contract• as a contract in writing to perform, over a fixed period 
of time or for a specified duration, services relating to the maintenance 
or repair of a 1et or appliance (as defined). 

•service contract administrator• or •administrator• as a person other than 
a service contract seller, or an insurer admitted to do business in this 
state, who performs or arranges, or has an affiliate who performs or 
arranges, the collection, maintenance, or di1bur1ement of moneys to 
compensate any party for claims or repairs purauant to a service contract, 
and who also performs or arranges, or has an affiliate vho performs or 
arranges, any of the following activities on behalf of 1ervice contract 
sellers, a) providing service contract sellers with service contract 
forms; b) participating in the adjuatment·.of claims arising from service 
contracts; c) arranging on behalf of service contract seller, the 
insurance required by this bill. A service contract administrator shall 
not be an obligor on a service contract. 

•service contract seller• as a person vho sell• or offer• to sell its om 
service contract to a aervice contract holder; 

- :continued -· 
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SB 798 

'Service contract holder' as the person who purchases a service contract 
from a service contract seller; 

'Service contractor• as either a .service contract administrator or service 
contract seller; 

'Service contract reimbursement insurance policy• as a policy of insurance. 
issued by an insurer admitted to do business in this state providing 
coverage for all obligations and liabilities incurred by a service contract 
seller under the terms of the service contracts sold in this state by the 
service contract seller to the service contract holder. Requires the 
policy to either cover all service contracts sold or specifically cover 
contracts sold to California residents. 

9) Make related changes to the Song-Beverly Consumer Warranty Act relating to 
the regulation of service contractors. 

10) Provide that the above shall only remain in effect until January l, 1998 or 
until a later enacted statute deletes or extends that date. 

FISCAL EFFECT 

Unknown. The fees collected are expected to pay the cost of administration and 
enforcement of these provisions. 

COMMENTS 

Service contracts are typically provided for stereo equipment, video equipment, 
kitchen appliances, and other electronic products. They are gene~ally 
purchased at the time of sale.of the product and become effective immediately 
upon their purchase. However, the product may be already covered, to some 
extent, for the same service by a manufacturer's or seller's warranty. In 
addition, consumers who have purchased service contracts from subsequently 
bankrupt appliance and electronic ·retailers have no protection or recourse in 
identifying the party who is financially responsible for the performance of the 
purchased service contract. 

The DCA states that currently, only 50 percent of consumers who purchase 
service contracts have recourse for addressing complaints arising·from 
violations of the Song-Beverly Act. They further state that no state or 
federal law requires service contractors to disclose to consumers the party who 
is financially responsible for the performance of the contracts. 

DCA supports SB 798 to ensure that a consumer is informed, and has recourse if 
the service contractor fails to comply with the terms of the service for all 
obligations and liabilities they incur. 

The San Francisco Chronicle (May 17, 1993) states that Californians spend 
approximately $500 million annually on these types of service warranties. 

- continued -

SB 798 
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SB 798 

Nationwide, estimates ahov that more than $5 billion is spent annually on these 
extended varrantie1 and service contracts. Consumers Union states that the 
price. of these extended warranties is generally 10% - 12% of the item'• 
purchase price. Consumer'• Union also 1tates that it is often cheaper for 
consumers to maintain their own repair fund in an intere1t-bearing account. 

Consumer Report• (3anuary, 1991) atates that retailers rarely advertise their 
extended warranties. They count on the consumer buying a warranty as an 
afterthought, and the price is often whatever the aalesperson thinks that a 
particular customer might agree to pay. Additionally, items purchased by using 
a credit card are frequently covered under extended warranties provided by the 
credit card company. 

The Attomey General recently investigated a Sacramento stereo 1hop who 
provided service contracts through a Nev York company. The Attomey General 
determined that since both companies had filed bankruptcy petitions, there 
appeared to be no point in filing an action. However, the Attomey General 
stated that this may give further reason for legislation regarding service 
contracts. 

Prior Legislation: 

1) AB 2285 (Moore) Chapter 1047, Statutes of 1985, authorized the sale of 
service contracts covering motor vehicles as long as the contracts disclose 
the terms, conditions and exclusions as well as the buyer's cancellation 
and refund rights. AB 2285 provided that service contracts be made 
available for inspection by the buyer before purchase and be delivered to 
the buyer within 60 days of purchase. The bill also mandated buyer refund. 
rights as a result of a contract cancellation. · 

2) AB 4570 (Duplissea) Chapter 582, Statutes of 1988, extended the provisions 
of AB 2285 to include service contracts sold on a home appliance or home 
electronic product to make certain disclosures and to contain specific 
information. 

3) AB 4468 (Elder) was vetoed in 1988 and would have required any 3rd-party 
administrators providing a service contract for conaumer goods, other than 
motor vehicles, to obtain a service contract reimbursement policy of 
insurance coverage from a liability insurer admitted to do business in this 
atate in an amount sufficient to indemnify the purchase of the service 
contract for any foreseeable losses under the service contract. 

4) AB 2226 (Epple) wa1 vetoed in 1990 and would have prohibited service 
contracts from duplicating-exprea1 warranty coverages on home appliance• 
and home electronic products. 

5) SB 2086 (Rosenthal) failed passage in 1990 and would have required service 
contracts to contain information relating to the protection of the buyer 
from lose in the event of bankruptcy or insolvency of the service contract 
seller. 

- ~ontinued -
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SB 798 

6) All 3374 (Epple) was vetoed in 1992 and would have provided for a 
comprehensive scheme for the regulation of motor vehicle servic~ contract 
administrators subject .to the jurisdiction of and regulation by the 
Insurance Commissioner. The Governor's veto message of AB 3374 stated: 

'The department of insurance does not have the experience to carry out 
the increased enforcement burden contemplated by this bill. Moreover, 
I believe that enforcement of these contracts is best carried out by 
the Department of Consumer Affairs, which has expertise in the auto 
repair field which is not matched by the Department of Insurance ••• • 

SUPPORT 

Author (SPONSOR) 
Department of Consumer Affairs 
Department of Insurance 
California Retailers Association 

OPPOSITION 

None received to date. 

Michael Miiller 
324-7440 
agef 

SB 798 
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STATEMENT ON SB 798 RE SERVICE CONTRACTS 
ASSEMBLY CONSUMER PROTECTION COMMITTEE, 7/7/93 

PROBLEMS IN THE AREA OF SERVICE CONTRACTS HAVE PROMPTED MANY 

BILLS OVER THE YEARS, BUT TO DATE THERE STILL ARE NOT ANY 

REQUIREMENTS THAT SERVICE CONTRACTORS GUARANTEE THE PERFORMANCE 

OF THE CONTRACTS, NOR DISCLOSE TO THE BUYER THE IDENTITY OF THE 

PARTY FINANCIALLY RESPONSIBLE FOR PERFORMANCE OF THE CONTRACT. 

THIS BILL WOULD CHANGE THAT. IT REQUIRES SELLERS OF SERVICE 

CONTRACTS TO BE REGISTERED, AND SETS OUT REQUIREMENTS THEY ;MUST 

MEET IN ORDER TO BE REGISTERED. THESE REQUIREMENTS ARE INTENDED 

TO SCREEN OUT UNDERFUNDED AND FRAUDULENT COMPANIES, THEREBY 

PROVIDING GREATER ASSURANCE THAT IF YOU BUY A SERVICE CONTRACT, 

THE COMPANY WILL BE AROUND TO BACK IT UP SHOULD THE PRODUCT FAIL. 

SB 798 IS THE PRODUCT OF MORE THAN A YEAR OF NEGOTIATIONS 

-INVOLVING THE DEPARTMENT OF CONSUMER AFFAIRS, SERVICE 

CONTRACTORS, RETAILERS, AND MANUFACTURERS. CONSUMER GROUPS, 

WHICH HISTORICALLY HAVE ADVISED AGAINST PURCHASING SERVICE 

CONTRACTS, ARE NEUTRAL. THEIR VIEW IS THAT A CONSUMER IS BETTER 

OFF NOT EVEN BUYING A SERVICE CONTRACT. RATHER THAN FIGHT A 

LOSING BATTLE TO OUTLAW SERVICE CONTRACTS, I WOULD LIKE TO AT 

LEAST SEE THE CONSUMERS WHO BUY THEM PROTECTED. THAT IS WHY I'VE 

INTRODUCED THIS BILL. 

I'VE TAKEN AMENDMENTS ON THE PENALTY PROVISIONS TO SATISFY 

RETAILERS' CONCERNS, WHO SUPPORT THE BILL. I'VE TAKEN OTHER 

AMENDMENTS SUGGESTED BY THE DEPT. OF INS!JRANCE, WHICH ALSO 
'' ooooso 
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SUPPORTS THE BILL. A 1/1/98 SUNSET WAS ADDED AT THE 

RECOMMENDATION OF THE DEPT. OF CONSUMER AFFAIRS. IF THE PROGRAM 

IS RUN WELL, THERE SHOULD BE SUFFICIENT SUPPORT TO EXTEND IT. 

SB 798 RECEIVED STRONG BIPARTISAN SUPPORT IN THE SENATE AND I 

URGE YOUR AYE VOTE TODAY. 

--------------------
In case You're Asked 

1) WHAT'S THE COST TO THE STATE? THE PROGRAM WOULD BE FUNDED BY 
REGISTRATION FEES, SO THERE'S NO COST TO THE STATE. 

2) THERE ARE B~ICALLY 3 TESTS TO BE REGISTERED--A SERVICE 
CONTRACT SELLER WOULD HAVE TO MEET ONE OF THEM: 

a) Have a net worth that at least exceeds the revenues 
from service contracts. 

b) Maintain an escrow account to pay claims (at least 25% 
of service contract revenues must go into this _account). 

c) Cover contracts with an insurance policy, or have 
contracts administered by a 3rd party who's insured. 

3) WHY DO CONSUMER GROtJPS ADVISE AGAINST BUYING A SERVICE 
CONTRACT? THEY'RE NOT A GOOD BARGAIN WHEN YOU COMPARE THE CLAIMS 
PAID OUT AGAINST THE MILL·IONS OF DOLLARS TAKEN IN BY BUSINESSES 
WHO SELL THEM. 

4) WHY IS THE BILL SO LONG? TWO REASONS: THIS BILL IS ADDED TO 
THE SAME SECTION OF LAW THAT REGULATES SERVICE DEALERS, SO A LOT 
OF IT IS EXISTING LAW IN THAT AREA. THE SUNSET ALSO MAKES IT 
LONGER BECAUSE THE BILL HAS TO RESTATE THE PROVISIONS THAT WOULD 

_GO INTO EFFECT IF THE SERVICE CONTRACT PROVISIONS EXPIRE (WHICH 
IS ALL THE CURRENT LAW ON SERVICE DEALERS). 

**Marty Keller, from the Bureau of Electronic and Appliance 
Repair, is present to answer questions about specifics of the 
bill. 
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STATEMENT ON SB 798 RE SERVICE CONTRACTS 
ASSEMBLY WAYS AND MEANS COMMITTEE, 8/18/93 

THIS BILL,ADDRESSES SERIOUS PROBLEMS IN THE SALE OF SERVICE 

CONTRACTS ON ELECTRONIC EQUIPMENT AND HOME APPLIANCES. IT 

REQUIRES SERVICE CONTRACT SELLERS TO BE REGISTERED, AND SETS OUT 

REQUIREMENTS THEY MUST MEET IN ORDER TO BE REGISTERED. THESE 

REQUIREMENTS ARE INTENDED TO SCREEN OUT UNDERFUNDED AND 

FRAUDULENT COMPANIES, THEREBY PROVIDING GREATER ASSURANCE THAT IF 

YOU BUY A SERVICE CONTRACT, THE COMPANY WILL BE AROUND TO BACK IT 

UP SHOULD THE PRODUCT FAIL. 

SB 798 RESULTED FROM MORE THAN A YEAR OF NEGOTIATIONS INVOLVING 

THE DEPT. OF CONSUMER AFFAIRS, RETAILERS, MANUFACTURERS, AND 

SERVICE CONTRACTORS. CONSUMER GROUPS, WHICH HISTORICALLY HAVE 

ADVISED AGAINST PURCHASING SERVICE CONTRACTS, ARE NEUTRAL. 

I'VE TAKEN AMENDMENTS ON THE PENALTY PROVISIONS TO SATISFY 

RETAILERS' CONCERNS, WHO SUPPORT THE BILL. I'VE TAKEN OTHER 

AMENDMENTS SUGGESTED BY THE DEPT. OF INSURANCE; AND A 1/1/98 

SUNSET, RECOMMENDED BY THE DEPT. OF CONSUMER AFFAIRS, WAS ADDED. 

HOWEVER, AMENDMENTS SUGGESTED TO.ME BY THE SERVICE CONTRACT 

INDUSTRY COUNCIL ARE NOT ACCEPTABLE TO ME, THE DEPT. OF CONSUMER 

AFFAIRS, OR THE DEPT. OF INSURANCE. THE AMENDMENTS WOULD REVERSE 

LONGSTANDING STATUTORY AND CASE LAW REGARDING THE REGULATION OF 

INSURERS, AN AREA WHICH MY BILL IS NOT DESIGNED TO ADDRESS. 

SB 798 HAS RECEIVED STRONG BIPARTISAN SUPPORT AND I URGE YOUR AYE 

VOTE. 
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STATE OF CALFOIINA - BTATE AND CONSUMER SERVICES AGENCY 

n'c.i:i1:. ¥\:o.it-•--' .. 
C'fl::Fr!"' 400 R STREET. SACRAMENTO, CA 95814-8200 

{916) 445-4465 

August 10, 1993 

TO: Members, Assembly Committee on Ways and Means 

SUBJECT: SB 798 (Rosenthal) - SERVICE CONTRACTORS 

HEARING DATE: August 18, 199 

FROM: JIM CONRAN, Director 

l'ETE WLION. Go•-

The Department of Consume Af airs SUPPORTS SB 798 which 
would establish a service cont registration program within 
the Bureau of Electronic and Appliance Repair. This bill would 
prohibit a service contract seller from issuing, selling or 
offering for sale a service contract unless they (l) disclose 
certain financial information, (2) obtain an insurance policy on 
the service contract, (3) sell service contracts administered by 
an insured service contract administrator, or (4) maintain a 
funded escrow account, as specified. SB 798 also sets forth 
grounds for various citations and administrative fines to provide 
for enforcement, 

our position is based on the following: 

• currently, only so percent of consumers who purchase service 
contracts have recourse for addressing complaints arising 
from violations of the Song Beverly Act. 

• There is currently no requirement for service contractors to 
guarantee the performance of the contract for the life of 
the contract, 

• currently, nothing requires service contractors to disclose 
to consumers the party who is financially responsible for 
the performance of the contracts. 

• SB 798 would ensure that a consumer is informed, and has 
recourse if the service contractor fails to comply with the 
terms of the service contract by requiring that service 
contractors be insured for all obligations and liabilities 
they incur. 

For these reasons we SUPPORT, and ask for your AYE vote on, 
SB 798. 

Should you have any questions about our position, please 
contact Traci Stevens, Deputy Director, at 327-5196. 
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ANALYST NAME: Dennis Weber 
PHONE NUMBER: 322-1203 

STATE AND CONSUMER SBRVl:CBS AGENCY NO ANALYS:CS RBOO:CRED 
D1partm1nt 

CONSUMER AFFAIRS 
Sponsor 

Author 

Rosenthal--
Related Bills 

Calif, Retailere Aesn, None 
Subjlct 

Electronic and Appliance Repair; Service ·Contractors 

Bill Number 

SB 798 
Amonded Dito 

7-1-93 

Existing law known as the Electronic and Appliance Repair Dealer Registration 
Law, requires a service dealer to register with the Bureau of Electronic and 
Appliance Repair (BEAR), 

I 

C 

C 

SB 798 would require registration of service contractors and specifies 
registration and renewal fees. The BEAR would be authorized to investigate 
complaints against service contractors. SB 798 sets forth grounds for 
citations and administrative fines. The bill would require service contracts C 
to include statements identifying the person financially responsible to 
perform the services specified in the contract. 

As amended July l, 1993, SB 798 prohibits a service contract seller from 
selling or offering a service contract unless they (l) disclose certain 
financial information, (2) obtain an insurance policy on the service 
contract, (3) sell service contracts administered by an insured service 
contract administrator, or (4) maintain a funded escrow account, as 
specified. 

As amended, SB 798 establishes an exemption to the California Public Records 
Act for the financial disclosures it requires. 

The amendments to SB 798 include a sunset provision which would automatically 
end the program on January l, 1998 unless extended by the Leg-islature and 
Goverhor. · 

The amendments expand service contractors' financial options to ensure that c 
consumers have recourse should the service contractor fail to comply with the 
terms of the service contract. The amendments provide for a four-year trial 
period during which the effectiveness of the program can be assessed. 

The amendments of July l, 1993 do not change the department's previous 
position of SUPPORT on SB 798. 

FEE IX/ FISCAL IX/ REPORT// 
DEPARTMENTS THAT MAY IE AFFECTED 

Bureau of Electronic and APPliance Repair 
STATB MANDATE / I GOVERNOR' s APPQDfl'MBNT / / 

RTMENT DIRECTOR POSITION GENCY SECRETARY POSITION GOVERNOR'S OFFICE USE 
S O S O POSITION APPROVD. 
SIA - OUA SIA OUA POSITION DISAPP. 

- N - NP N NP POSITION NOTED 
NIA NIA NAR 

EFER-:-..::r....::::::::::4:t=-t-==-:DEFER .,,--------
ianed By --~ ~ ,., ,,, 
' iDAl!= 

Deputy SeCf8WY 
Legislation 
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SENATE THIRD READING 

SB 798 (Rosenthal) - As Amended: August 16, 1993 

SENATE VOTE: 22-5 

ASSEMBLY ACTIONS: 

SB 798 

COMMITTEE __ -__,C""O,..,,,NP....eR""O __ VOTE 9-1 COMMITTEE __ ..,_,_W.,_. _,.&'-'M"-'.'----VOTE 19-0 

Ayes: Areias, Bronshvag, Caldera, 
Eastin, Honeycutt, Knight, 
Martinez, Sher, Speier 

Nays: Weggeland 

DIGEST 

Existing law: 

1) Provides for the licensing and regulation of various professions, vocations 
and providers of services to the public by the Department of Consumer 
Affairs (DCA). Within the DCA the Bureau of Electronic and Appliance Repair 
(BEAR) is responsible for the regulation of the electronic repair and 
appliance repair industries by providing for the registration (licensing) of 
8,358 individual service dealers and service-dealer businesses. 

2) Defines, under provisions of the Song-Beverly Consumer Warranty Act, a 
"service contract" as a contract in writing to perform, over a fixed period 
of time or for a specified duration, services relating to the maintenance or 
repair of a consumer product, except a policy of automotive insurance (Civil 
Code Section 1791 et seq.). The Act also requires motor vehicle, home 
appliance or home electronic product service contracts to meet certain 
standards for content, disclosure, refunds and cancellation. Service 
contracts are applicable to items, costs and time periods not covered by 
express warranties. 

3) Provides that if a home appliance or home electronic contract is canceled 
within 30 days after receipt of the contract, buyers are entitled to full 
refunds or are entitled to pro-rata refunds for cancellations within the 
first 30 days after cancellation. 

This bill: 

1) Creates a regulatory program for the registration of sellers of service 
contracts that would cover the repair of home electronics and appliances. 
This program would cover retailers, manufactures, and administrators who 
issue service contracts. 

2) Requires registrants to pay fees which would fund the administration of the 
program. 

- continued -

I • 

SB 798 
Page 1 

000055 
00781

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/787



SB 798 

FISCAL EFFECT 

Unknown. According to Ways and Means Coll'lllittee analysis, estimated 
registration fees collected from service contractors would pay for 
administrative and enforcement costs. Contains a crimes and infractions 
disclaimer, making local costs non-reimbursable. 

COMMENTS 

Service contracts are typically provided for stereo and video equipment, 
kitchen appliances, and other electronic products. They are generally 
purchased at the time of sale of the product and become effective ill'lllediately 
upon their purchase. However, the product may be already covered, to some 
extent, for the same service by a manufacturer's or seller's warranty. In 
addition, consumers who have purchased service contracts from subsequently 
bankrupt appliance and electronic retailers have no protection or recourse in 
identifying the party who is financially responsible for the performance of the 
purchased service contract. 

The DCA states that currently, only 50% of consumers who purchase service 
contracts have recourse for addressing complaints arising from violations of 
the Song-Beverly Act. The department further states that no state or federal 
law requires service contractors to disclose to consumers the party who is 
financially responsible for the performance of the contracts. 

The San Francisco Chronicle (May 17, 1993) states that Californians spend 
approximately $500 million annually on these types of service warranties. 
Nationwide, estimates show that more than $5 billion is spent annually on these 
extended warranties and service contracts. Consumers Union states that the 
price of these extended warranties is generally 10% - 12% of the item's 
purchase price. Consumers Union also states that it is often cheaper for 
consumers to maintain their own repair fund in an interest-bearing account. 

Consumer Reports (January, 1991) states that retailers rarely advertise their 
extended warranties. They count on the consumer buying a warranty as an 
afterthought, and the price is often whatever the salesperson thinks that a 
particular customer might agree to pay. Additionally, credit card companies 
frequently cover extended warranties on credit card purchases. 

The Attorney General recently investigated a Sacramento stereo shop who 
provided service contracts through a New York company. The Attorney General 
determined that since both companies had filed bankruptcy petitions, there 
appeared to be no point in filing an action. However, the Attorney General 
stated that this may give further reason for legislation regarding service 
contracts. 

Please refer to the policy coll'lllittee analysis for a detailed discussion of the 
provisions of this bill. 

Michael Miiller 
324-7440 
aconpro 
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SCIC 
SERVICE CONTF!AC':' 
INOUSTF!Y COUNCIL 

Chairman John Vasconcellos 
Ways and Means Committee 
State Capitol, Room 6026 
Sacramento, CA 95814 

Dear Chairman Vasconcellos: 

August 17, 1993 

~ GV\l~ eipf<?nevn-1 wL-.tct­
u.'.\OV\ ts C- <srec.loJ exem~ 4i tn1 
IY\ I l'\SUVOJ'\U.... Code... 
ThQ.'f've bee() told.. +o ~ur.sue 
ct se.pwa..le., b 'i u r0-.tM.Y'- -lvla.Yl 
use sB 7 qi 0--s tv&-1 v vel,,.icie. 

The Service Conuact Indusuy Council (S.CJ.C.), the national trade association 
for service contract administrators, (administrators) is opposed to SB 798 in its current 
form. S.Cl.C. is seeking an amendment ,o SB 798 that, if adopted, would allow us to 
endorse final passage of this legislation. 

The current draft of SB 798 does not allow service contract administrators to act 
as the obliger on service contractS they provide to consumers, yet the bill allows retailers 
and manufactUrers to act in this capacity. Toe "obligor'' is the entizy obligated under the 
service contract. This inequity in the current legislation gives an unfair advantage to 
cenain segments of the service contract industry which ultimately will harm the comumer. 
An amendment resolving this inequity could be addressed by the Assembly which would 
not harm other indusuy segmentS and would increase the consumer protection aspects 
of this proposed law. 

The S.CJ.C. proposes an amendment to allow administrators to serve as the 
. obliger on service contracts they market to consumers, if the 11drninisrrator purchased 
insurance for 100 percent of their liability on contraCtS from an A-rated insurer with a 
minimum of :SlOO million in surplus. Tne current proposal allows a retajjer or a 
manufacturer to serve as the obliger on the contract without purchasing insurance to back 
up claims. All contractS sold under this legislation by administrators lllllSt be backed by 
propeny and casualty in~urance. A consumer purchasing a contract insured by a licensed 
propeny and casualty insurer is far better protected than a consumer purchasing a 
contract backed only by reserves held by a manufactUrer or a retailer. This amendment 
helps strengthen this bill by encouraging administrators to utilize A-rated insurers with 
SlOO million in surplus. 

A greater problem with SB 798 iµvolves the issuance by the Internal RevCJ1Ue 
Service of two revenue procedures regarding the tax treatment of service contraets. 
These new procedures force a retailer who acts as the obligor to account for service 
contracts one of two ways. First, the retailer may account for the income from a multi­
year service contract in the first year, but must spread the deduction for purchasing the 

204 ·B South Monrce Straat, P.O. Box 11068, Tallahassee, Florida 32302·3068 • (904) 881-1058 
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I Chairman John Vasconcellos 
August 17, 1993 
Page Two 

insurance over the life of the contract. Second, a retailer-obligor may spread both the 
income and insurance deductions over the life of the contract, but must pay additional 
taxes for L'1is privilege. A summary of these revenue procedures is attached to this letter 
for your review. 

The effect of this new !.R.S. procedure, coupled with the requirement in SB 798 
that retailers be the obligor, is devastating 10 the consumer. Retailers will have the 
choice between selling insured contracL~ which will signific:1mly increase their taxeS and 
the cost of the service contract, or will choose to sell uninsured contraas backed only 
by reserves held by the retailer. In the highly competitive retail marketplace, higher 
product cost means less sales. For many retailers, the- sale of service contraets is the 
difference between profitability and bankruptcy. Without our amendment, SB 798 will 
actually encourage retailers to sell uninsured programs in California. 

Leo's Stereo, Inc" Pacific Stereo, Inc., and the Crazv Eddie retail chain are three 
examples of the better· known unin~ured retail service· contract programs that left 
countless thousands of California consumers with unpaid claims and wonhless service 
contracis when the retailer went bankrupt. Currently, there many other California 
retailers in bankruptcy, Florida. Oklahoma. and Connecticut all have laws that allow 
service contraa companies to serve as obligors on contraetS. The California Assembly 
should pass service contraa regulatory legislation that eneouraae.~ the sale of contraas 
backed by insurance, not djscoura11e the praetice. 

The S.C.I.C. has worked diligently for months with the Bureau of Electronic and 
Appliance Repair and others to craft this legislation. We look forward to working with 
you and our local c~unsel, George R. Steffes. to enaa meaningful legislation. Please feel 
free to contaa me 1f you have any questions. 

FS/kn 

Sincerely, 

Fred Schauield 
President 

cc: Members, Assembly Ways and Means Committee 
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NEW I.R.S. TAX TREATMENT FOR SERVICE CONTRACTS 

In January 1992 the Internal Revenue Service, issued a Technical Advice 
Memorandum #9218004 stating that an automobile d~aler, rather than an automobile 
manufacturer, was the primary obligor on extended service contracts sold to automobile 
purchasers. As a result, the dealer must report the entire consumer's payment as income 
in the year received (the first year) but must now spread deductions for its payments for 
insurance to the manufacrurer over the life of the contract even though the entire 
insurance payment is made in the first year. Prior co this ruling, the entire insurance 
deduction was taken in the first year of the contract. 

For example, if a dealer sold a ·three-year extended service contract to a consumer 
for $200 and paid the manufacturer S 150 for insurance to cover claims made under the 
contract, the dealer must report $200 in income the first year and may only take a 
deduction of SSO for the insurance expense in that first year. The dealer must pay taxes 
on net income of $150 even though the dealer retains only $SO in commission after 
payment for the insurance. 

After issuing the Technical Advice Memorandum. the service began applying its 
ruling when auditing automobile dealer.. that sell extended -service contracts on 
automobiles and has assessed tax liability, penalties and interest for past years. TI1e 
National Automobile Dealers Association and several administrators and insurers of 
automobile extended service contracts began discussions with the I.R.S. and the Treasury 
Depanment regarding this tax treatment. These discussions led to two rulings by the 
I.R.S. to grant partial administrative relief . from the harsh Technical Advisory 
Memorandum issued in Januarv 1992. This relief was contained in Internal Revenue 
Service Advanced Revenue Procedures 92-97 and 92-98 relating co extended service 
warranties and were issued on November 13, 1992. 

These two revenue procedures extend new I.R.S. policies regarding tax treatment 
of extended service contracts to retailers of durable consumer goods which includes all 
of your members that sell service contracts. Revenue Procedure 92-97 governs the timing 
of deductions attributable to insurance costs in relation to service contracts. It allows 
tax payers such as retailers, manufacturers or wholesalers of consumer goods to change 
to the accounting method prescribed originally for auto dealers in I.R.S. Technical Advice 
Memorandum 9218004 which was issued in January 1992. If a retailer elects to utilize 
this new tax treatment, it prevents the I.R.S. from initiating an audit of prior years. 

' 
Revenue Procedure 92-98 allows a retailer to partially escape the harsh tax 

treatment of Technical Advice Memorandum 9218004 by spreading l:!mh the insurance 
deductions over the life of t!ie contract alli1 the gross income over the life of the 
contract. However, the amount taken into income each year of the contract must be 
increased by an imputed income amount determined by applying a tax table found on 
the anacbed revenue procedure. The net effect of these procedures is to assure that 
retailers that choose to utilize insured service contract programs are now paying more 
taxes ove: the life of the contract and finding these products to be less profitable. 
Moreover, the probelm is compounded as interest rates rise; as rates are now relatively 
low, the full effect of this policy ha~ not been felt by the industry. 
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MEMORANDUM 

Date: 
From: 

Dept: 
Tel No: 

25-Aug-1993 11:41am PDT 
Lynelle Jolley 
JOLLEY LY 
SC22 -

TO: Claudia Peterson ( PETER.SON CL) 

Subject: sb 798 analysis 

C 

In anticipation of SB 798 (Rosenthal), re service contracts, 
returning to the Senate floor, it may simplify matters for 
you to know that the 8/16 amendments simply resolved 
conflicts with other legislation, including conforming 
language with some carjacking bills. The bill will probably 
make a quick return trip to Sen. B&P first. 

OTHER AMENDMENTS IN ASSEMBLY: 

1) Sunset the bill's provisions (1/1/98). 

~evise penalty provisions for violations b a servic 
contract selle o a minor, irs -time infractions do not 
result in revokation of registration. This addressed 
retailers' concerns. 

3) set 3 requirements to become registered--seller must meet 
one of them: demonstrate a net worth greater than the sum of 
revenues from service contracts in force; sell contracts 
backed by insurer admitted to do business in CAlif; or 
maintain reserve account equal to at least 25% of revenues 
from contracts in force. 

4\.J--~..1.arif~definitions of "service contract seller," and 
service c6ntract administrator," and specifically prohibit,.. 

administrators from being obligors on service contracts. 

SUPPORT (a/o 8/24/93) / 
Dept. of Consumer Affairs 
Dept. of Insurance 
Calif. Retai.lers Assn. 
Natl. Assn. Retail Dealers of America 
Calif. State Electronics Assn. 
Circuit City 

OPPOSITION (a/o 8/24/93) 
Service Contract Industry Council 

[The drafting of this bill is confusing, partly because of 
the sunset because it necessitated restating existing law 
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INTEROFFICE MEMORANDUM 

TO: MICHAEL MIILLER 

Subject: SB 798 

Michael, 

Date: 
From: 

Dept: 
Tel No: 

27-Aug-1993 09:45am PDT 
Lynelle Jolley 
JOLLEY LY@Al@SENATE 
SC22 -

( MIILLER MI AT Al AT ACOMM) 

Lynelle thought it would be useful for you to see the 
attached memo because of its description of the latest 
amendments. 

Thanks, Sylvia M. 
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TO: Michael Gomez 

Subject: sb 798 

INTEROFFICE MEMORANDUM 

Date: 
From: 

Dept: 
Tel No: 

26-Aug-1993 OB:54am PDT 
Lynelle Jolley 
JOLLEY LY@Al@SENATE 
SC22 -

( GOMEZ_MI@Al@SENATE) 

We took your suggestion and will go ahead and amend our 
service contract bill on.the Assembly floor. Hopefully 
they'll be back from Leg. Counsel before the Assy. adjourns 

. today. 

The amendments bascially clarify the distinction between 
"service contract seller" and "service contract 
administrator" in response to some legitimate questions 
raised by the Good Guys (the electronics chain). 

Lynelle 
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I I N T E R O F F I C E MEMORANDUM ;'. 

TO: Claudia Peterson 

subject: more amendments to sb 798 

Claudia, 

Date: 
From: 

Dept: 
Tel No: 

26-Aug-1993 08:SOam PDT 
Lynelle Jolley 
JOLLEY LY@Al@SENATE 
SC22 -

( PETERSON_CL@Al@SENATE) 

Since e-mailing you yesterday, we have decided to do some 
clarifying amendments to our service contract bill. The 
amendments may be taken up on the ASSEMBLY floor today if 
they're back in time from Leg. counsel. 

These amendments do not change the substance of the bill 
beyond what I explained in my e-mail to you yesterday. They 
only affect the timing of when they'll reach the SENATE 
floor. 

Lynelle Jolley 
445-7928 
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JAN RAYMOND 
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AMENDED IN ASSEMBLY.AUGUST 30, 1993 

AMENDED IN ASSEMBLY AUGUST 16; }993 

AMENDED IN ASSEMBLYJULY•l, 19~3·· 

.AM.ENDE:I)IN SENATEMAY.3, .. 1993.· 

AMENDED IN :SENATE APFllL 27; 1993 .. ·. 
'. . ,• . . . . . ·. . .-- '·' . .' ,. . . . . -·· .. ' '. ' . ·,' ·.. . . . . . . . 

. < SENATE -·BILL · No; 798 
---.----·-

.•...• •· ...•. Intr.oduced qySenator Rosenthal 
."· . . :: _· ... ,: ·, •, ·; __ ··. 

. ~arch 4, 1993 .. •·•_·. 

. An act to am:endSections 9830, 9832, and 9847 cf, to amend, 
. repeal;andaddSe,etioris:9849; 9851, 9853, 9860;9863, a11d9873 
of, to aclc;landrepealsections 146.5, 9830,5, 9832.5,9847.5; and 
9862,5.of, and to add.and repeal Article 4.5 (cdmn)endng \y1th. 
Section ;9855) ofChapter 20 of Division 3 of, the Business and 
Pr6fes~ions Code, to amend., repeal, aiid add Secti9risJ 7!:l l and 
1794;4. of the C:)ivil Qcde, and· to ~rnend Section 6254 of the 
Government Code,. relating _to electronic and appliance 

• • • •. ' • • • ' • • C •• 

repair.. 
-: ' :,·_ -'. . : . . . ·, . . . . ·. 

. . . ·. LEcj,sLATI\'.E cou:-;sEL'S p1GEST .·. .. .· .. · . . . .. ... . .. 
SB798, as amended. Rosenthal. Electronic and appliance 

repair: service contractors. •• · · · · . • · • ·. · · .· . 
·Existing law known .• as the Electronic. anci.Appliancc .Hcpai;· 

Dealer Registration Lawreqt1ires a service dealer, :is defined .. 
to register with ,the Bureau of Electronic and Appliance 
Repair, as specified. . . . . . . · . . . . 

This bill would require the i·egistration ot scrvicc­
contractors, as defined, and wcu1d prohibit a ser-vicc con t~,,c t 
seller, as defined, from issuing, selling, or offering for sale a 
servicecontractunless he or.she (1) di~elosesct'rtain (i11anei:1l · 
information, .(2) obtains a service contract rcin1bursc.rncnl 
insurance policy, (3) seils service coHLracls which arc 
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SB 798 · 

administered by a service conttact administrator, as defined,·.· ·· ·· · 
who has obtained service -:ontract reimbursementinsurance, · 
or ( 4) maintains a specified . funded escrow account. The bill . · · 
would also prohibit a service contract administrator fron1 _ 
administering service contracts unless he or she has obtained 
a s.ervice contract reimbursement insurance policy. _..\.mong 
other things, this .bill wouid ·.require. the filing· of the. form of 

· a service contract issued by a service contractor prior to its use 
and would attthorize the .Ditev,or of Consumer Affairs to 
invalidate the registration ofa .service contrl).ctor for specified 
reasons an~ to investigate complaints against a service 
contractor. The bill \vouid. require a service contractor to pay 
various registr~.tion and renewal fees, as specified. . .. 

Existing law requires a service dealer to pay a specified fee 
for each place ofbusiness operated in this state. • · 

This . bill. would require a service· dealer or a .. service 
contractor who does not operate a· place of business in this 
state; but ;vbo engages in the electronic n~pair industry, the 
appliance repair ··industry; or. sells. ·.et' issues , issues, or _·. 
administe.rs service . contracts in . this•· state, to hold· a valid 
registration and to pay required registration fees. . 

· Existing• la"' permits the sale of a service contract. to a 
buyer, except as specified, in addition to or in lieu of an .· 
express warranty if the· contract fully -discloses the terms, 

·. conditiol'\s; and. exchisior.s of the contract and the contract 
contains specified information.· · 

This bill \\'Ouldrequire the contract to include a statement 
identifying the person who is financially and legally obiigated 
to perform the servi~es specified in the service cor..tract, 
including the name and address of that person, 

The bill would set forth grou11ds for various citations and 
administrative fines, as snecifif"d. · 

The bill. would also aciJ, as an exception to the disclosure 
provisions of the · California Public Rec.:ords Act, specified 
financial data contained in applications for r~gistn,tion or 
registration renewal as a service contractor or financial data 
regarding funded escrow accounts for service contracts. 

Various provisions of the bill would be operative only until 
January l, 1998, as specified. 

Existing law provides that any violation of the Electronic 
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-.·3_·· SB 798 
. . ·. . .. . . . 

and · Appliance Repair. De&ler Registration Law· is ·· a 
.. n1isdemeanor. · _ 

This biU would imoose a state-m;mdated local program by 
.creatirtg new crimes~ . · -·. · . · · .· .. · · · •· · .· ·• • ·· · ... 

The California. Constitution requires the state to reimburse 
· local agencies and school distrk.ts for certain co~ts niaIJ.dated. 
by the••·state. Statutory provisions. establish procedures for 

·• making that reimbursement. . . • .· . · .· · ·.. · • · · ·. ·. .· · 
.·· .- · . This bill would provide thP:t noreimburserri~nt is required 

by this act for a speci£cd reason; ·· . . ·. . . . . ... 
Vote: majority. Appropriation: no. Fiscal committee:. yes. 

State-mandated local program: yes. · · ·· · 

. Th~ peopje of the State ojCalifornia do en;c[ asfol!ows: ... 

I SECTION 1. Sectionl46;5 :sadded.to theBusiness 
2 and Profe~sions Code,tor.ead: •. ·· ... ·· · • ... ··.•.• •·. · · .. ··.·• · 
3 ·. 146:5 .. (~) Notwithstandiiig any other provision of 
4 la"v, a •/iobtion ofanv code section listed in subdivision 
5 (c; is.an infraction sub{ect to the procedures described in 
6 Sections 19:6 and 19:7 of the Penal Code when either of 
7 the following occur: . . · .. ·• ·. · .. •· . · .· . · ....•.. •. .... . · 
8 (1). A complaint or a written i'lotice to appear in court 
9 pursuantto C:h;:;.pter 5c (commencing wfrhSection 853.5) 

10 of Title 3 of Part 2 ofthe Penal.Code is filed in court 
11 charging the . offense . as · .. an .. infraction unless the 
12 defendant,atthe time he er she is arraigned, after being 
12. advised of his .. or her rights, elects tc have the· case 
14 • proceed as a misdemeanor. . . . ·_ ·.·. . . . . .... 
13 • · (2) The court, with the consent of the defendant and 

. 16 the prosecution, determines that tl-,e offe!lse is ru1 . 
· 17 infraction in which event 1:he case shall proceedas if the . 

18 defendant.has been arraigned onan infraction complaint.· 
19 (b) Subdivision (a) does not apply to a violation of the 
i>O code sections listed in subdivision {c) ifthe defendant has. 
21 had his or her license, registraticn, or · certificate 
22 previously revoked or suspended. · . . 
23 . · · · (c) The following sections require registration, 
24. \i(:ensure, certification, or other authorization in order to 
25 engage in certain,businesses or professions regt:iated by 
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-·25-· SB 798 

l wholesale price to the retail seller of less than.fifty dollars 
2 ($50), •. · . .· · . i . . 
3 This section shall remain in effect c•nly until January l, · 
4. 1998, and as of that date is repealed, unless a. later enacted . · 
5 statute, which.is enacted before January 1, 1998; deletes . 
6 · or extends that date. . . . . 
7 SEC. 12.5, Section 1791 is added to the Civil Code, to . . . . . .. ' . 

8 fead: .. . .·. · · . . .... 
9 ·. 1791. · As used in this chapter: 

10 (a) ··consumer goods,.means any new product or part .· • 
. 11 thereof that is used, bought, orleased:for use primarily for . 
12 personal, fan1ily, or .household purposes, except for · 

.13 clothing and consumables. ''Consumer · goods" shall 
14 include new and used assistive devices sold at retail. 
15 . (b) . ''Buyer" or ~·retail buyer" mearis any individual 

• 16 who buys consumer goods from a person engaged in the 
17 business of manufacturing, ciiStributing, or .selling such 
18 goods at retaiL As. used in this subdivision, ;'person'' 
19 means any individual, partnership, . corporation, . 
20 association, or .Other legal ~ntity which engages in any 
21 such business, i ·· .·· . ·.. ·. . .. • .. ··. . • .... · · · · ·. · . · .. · · .• · . . · 
22 (c) "Clothing" means any wearing apparel, worn for 
23 . any !.JUrpose, including under and outer garments, shoes, 
24 · arid accessories composed primarily of woven material, 
25. natural or synthetic yarn, ·fiber, or leather or similar 
26 fabric: · 

· 27 (d) "Consumables" means any product which is 
28 intended for·· .. consumption by individuals, or use by 
29 · individuals ·. for purposes of · personal care or in the 
30 performance of services ordinarily rendered within the 
31 . household,and whichusually is consumed or expended in 
32 the,c::ourse of such consun1ption or use. 
33 (e) "Distributor" means any individual, partnership, 
34 corporation; association, or other legal relationship which 
35 . stands behveen the manufacturer and the retail seller in 

· 36 purchases, consignments, or contracts for sale of 
37 consumer goods. 
38 (f) "Independent repair or service facility" or 
39 "independent Service dealer" means any individual, 
40 partnership, · corporation, association, or other legal 

9-1 fill) 
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SB. 798 -- -26-. 

1 
2 
3 
4 

-5 
6 
7 
8 
9 

· 10 

ei:itity; not an employee or subsidiary of a manufacturer 
or distributor, which engages in -the business of servicing ... 
'ai}q i-e.pairiilg cohsumer goods. -_ -- __ - ---.-- • -_ • _ • -- ----__ ---_- __ -•_­

_-- (g) '.'.Lease'' means. any conti:act for the lease qr -
bl'!;ihneht f()r theuse_•of·c611sumer goods b}'an_individual, 

_ for a t_irm e:xceedirtg four months, primafily for persorial; 
_ family, orhousehoJr:1. pufj:>oses; wheth~t or _notit is,agreed 
that the· lessee bears thP, risk of the cons.umer -goods' 
depreciation. · _ • __ · · 

(h) ''.Lessee·· - _ means _ an -_ individual _ who leases _ 
consumer goods un_der a lease. 

•-- (i) '"Lessor" means a_ person who_. regulm,ly leases 
consumer goods-under a lease. 

U) <'Ml'!;nufacturer" means . any -_ individual, 

11 
12 
13 
14 
15 
16 
17 
18. 

partnership,_ corporation, association, or other _·legal 
-relationship which.-manufactures,assembl~s.,or prodl!ces·_ -
qonsumergoods. -__ - - - - - -

·19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
.29 
30 
31 
32 
33 
34 
:}5 
36 
37 
38 
39 
40 

(l<:) ''Place of business" rrieans, for the pµrposes of any 
-retail seller that sells consumer goods by-catalog' or mail -
order, the distribution point for such goods .. 
-_ Jl) _ ''Retail seller;·• "seller,;, or "retailer" means. any -­
individual, partnership, corporation, association, or other -
legal relationship which engages in the business of selling _ 
or leasing corisurrier goods to retail buyefs. _ _ - -

( m} -"Return -to · ___ the retail _ seller'' means, . for._ the 
purposes-ofany-retaHseUer that sells-consurriergoods by· 

. catalog or mail order, the retail seller's placeOf business, 
-as -defined iri subdivision (k) . _ ·- -_ · · · __ · . · · · • - -• · ·-

( n) ''Sale" means (1) the passing of title frorn the 
se11er to the.buyer for a price, or (2) a consignment for -
.sale. - · · 

(o) ''Service contract" means a cohtrar~ in writing to 
perform, .over a fixed period of tirne or for a specified 
dur~tion; services relating-to the maintenance or repair 
of a. consumer product, except that this term does not 
include a policy of automobile insurance, a~ defined in 
Section 116 of the Insurance Code. -
· (p) · ''Assistive device.. means any instrumei1t, 
apparatus, or contrivance, including .any cmnponent or 
part thereof or accessory thereto. which is. used or 
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·-41- SB798 

1 incurred because this act creates a new crim.e or .. 
2 infrac-tion, chsnges the definition ofa crime or infraction, • · · 

. 3 . changes • the penalty for a . crime or infrac.tion, .· .or 
4 . eliminates a crime or infraction: Notwithstanding Section 
5 17580 of t.'ie •Government Code, unless . otherwise 
6 specified in this ·act the provisions of this act shall become 
7 operative on the same date tha:t the act talces effect 

· 8 pursuant .to the California Constitution. 

0 
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SENATE THIRD READING 

SB 798 (Rosenthal) - As Amended: August 30, 1993 

SENATE VOTE: 22-5 

ASSEMBLY ACTIONS: 

SB 798 

COMMITTEE. __ ~C=O=NP~R=O __ VOTE 9-1 COMMITTEE __ ~W~. ~&~M~•~_VOTE 19-0 

Ayes: Areias, Bronshvag, Caldera, 
Eastin, Honeycutt, Knight, 
Martinez, Sher, Speier 

Nays: Weggeland 

DIGEST 

Existing law: 

1) Provides for the licensing and regulation of various professions, vocations 
and providers of services to the public by the Department of Consumer 
Affairs (DCA). Within the DCA the Bureau of Electronic and Appliance 
Repair (BEAR) is responsible for the regulation of the electronic repair 
and appliance repair industries by providing for the registration 
(licensing) of 8,358 individual service dealers and service-dealer 
businesses. 

2) Defines, under provisions of the Song-Beverly Consumer Warranty Act, a 
"service contract" as a contract in writing to perform, over a fixed period 
of time or for a specified duration, services relating to the maintenance 
or repair of a consumer product, except a policy of automotive insurance 
(Civil Code Section 1791 et seq.). The Act also requires motor vehicle, 
home appliance or home electronic product service contracts to meet certain 
standards for content, disclosure, refunds and cancellation. Service 
contracts are applicable to items, costs and time periods not covered J:>y 
express warranties . 

3) Provides that if a home appliance or home electronic contract is canceled 
within 30 days after receipt of the contract, buyers are entitled to full 
refunds or are entitled to pro-rata refunds for cancellations within the 
first 30 days after cancellation. 

This bill: 

1) Creates a regulatory program for the registration of sellers of service 
contracts':that would cover the repair of home electronics and appliances. 
This program·would cover retailers, manufactures, and administrators who 
issue service contracts. 

- continued -

: r- 000070 
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SB 798 

2) Requires registrants to pay fees which would fund the administration ·of the 
program. 

FISCAL EFFECT 

Unknown. According to Ways and Means Committee analysis, estimated 
registration fees collected from service contractors would pay for 
administrative and enforcement costs. Contains a crimes and infractions 
disclaimer, making local costs non-reimbursable. 

COMMENTS 

Service contracts are typically provided for stereo and video equipment, 
kitchen appliances, and other electronic products. They are generally 
purchased at the time of sale of the product and become effective immediately 
upon their purchase. However, the product may be already covered, to some 
extent, for the same service by a manufacturer's or seller's warranty. In 
addition, consumers who have purchased service contracts from subsequently 
bankrupt appliance and electronic retailers have no protection or recourse in 
identifying the party who is financially responsible for the performance of the 
purchased service contract. 

The DCA states that currently, only 50% of consumers who purchase service 
contracts have recourse for addressing complaints arising from violations of 
the Song-Beverly Act. The department further states that no state or federal 
law requires service contractors to disclose to consumers the party who is 
financially responsible for the performance of the contracts. 

The San Francisco Chronicle (May 17, 1993) states that Californians spend 
approximately $500 million annually on these types of service warranties. 
Nationwide, estimates show that more than $5 billion is spent annually on these 
extended warranties and service contracts. Consumers Union states that the 
price of these extended warranties is generally 10% - 12% of the item's 
purchase price. Consumers Union also states that it is often cheaper for 
consumers to maintain their own repair fund in an interest-bearing account. 

Consumer Reports (January, 1991) states that retailers rarely advertise their 
extended warranties. They count on the consumer buying a warranty as an 
afterthought, and the price is often whatever the salesperson thinks that a 
particular customer might agree to pay. Additionally, credit card companies 
frequently cover extended warranties on credit card purchases. 

The Attorney General recently investigated a Sacramento stereo shop who 
provided service contracts through a New York company. The Attorney General 
determined that since both companies had filed bankruptcy petitions, there 
appeared to be no point in filing an action. However, the Attorney General 
stated that this may give further reason for legislation regarding service 
contracts. 

Please refer to the policy committee analysis for a detailed discussion of the 
provisions of this bill. 

Michael Miiller 
324-7440 
aconpro 
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MEMORANDUM 

_j Date: 
From: 

Dept: 
Tel No: 

31-Aug-1993 05:43pm PDT 
Lynelle Jolley 
JOLLEY LY 
SC22 -

✓ TO: Claudia Peterson ( PETERSON CL 

.) 

j 

) 

subject: more on SB 798 

I just noticed that question #6 on the Q&A attached to the SB 
798 statement was pegged to the previous version of the bill. 
It describes "the latest amendments" as i endea--t:-o--=-tol:lllL__ 
· to carjackin bills. Actu l the real latest 
amendments (8/30) clarify some definitions and apply previous 
amendments to parallel provisions in the civil Code (previous 
amends dealt with the B&P code, but we should've made the 
same changes in the Civil Code). 

Lynelle· 
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that will be restored after the sunset. Those sections 
appear in the bill as new, even though they really aren't.) 
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QUESTIONS AND ANSWERS ON SB 798 

1) WHAT ABOUT THE COST? 
PROGRAM IS FUNDED BY REGISTRATION FEES. ANNUAL FEE IS $60 PER 
LOCATION (WHERE CONTRACTS ARE SOLD). THERE'S A SCALE OF FEES FOR 
PLACES THAT ALSO ARE REGISTERED AS SERVICE DEALERS. THE INDUSTRY 
SUPPORTS THE FEES IN THIS BILL. 

2) WHAT ARE THE FINANCIAL TESTS TO BE REGISTERED? 
RETAILERS AND MANUFACTURERS WOULD HAVE TO MEET ONE OF THE 
FOLLOWING (AND VERIFY ANNUALLY UPON RENEWAL): 

a) Have a net worth that at least exceeds the revenues 
from service contracts (as reflected by their 10-k report 
filed with the SEC) 

b) Maintain an escrow account to pay claims (at least 25% 
of service contract revenues must go into this account). 

c) Cover contracts with an insurance policy, or have 
contracts administered by a 3rd party who's insured. 

THIRD-PARTY ADMINISTRATORS WOULD HAVE TO HAVE INSURANCE. 

3) WHAT ARE THE DISCLOSURE REQUIREMENTS? 
THE CONTRACT MUST DISCLOSE TO THE CONSUMER THE NAME AND ADDRESS 
OF THE PARTY FINANCIALLY RESPONSIBLE FOR FULFILLING ITS TERMS. 

4) IS THERE ANY OPPOSITION? 
THE SERVICE CONTRACT INDUSTRY COUNCIL (S.C.I.C.), WHICH 
REPRESENTS A SMALL MINORITY OF SERVICE CONTRACT ADMINSTRATORS. 
THE BILL PROHIBITS ADMINISTRATORS FROM BEING THE OBLIGOR OF A 
SERVICE CONTRACT -- sere WANTS THAT PROHIBITION REMOVED. 
HOWEVER, IF THEY WERE TO BECOME AN OBLIGOR, THEY WOULD BE A DE 
FACTO INSURER UNDER LONGSTANDING STATUTORY AND CASE LAW. SB 798 
IS NOT INTENDED TO REVERSE THIS FIELD OF LAW, AND THEIR 
AMENDMENTS HAVE BEEN REJECTED. 

OTHER SERVICE CONTRACT ADMINISTRATORS WHO ARE NOT MEMBERS OF THE 
S.C.I.C. DISAGREE WITH s.c.r.c.•s POSITION. 

5) WHERE ARE CONSUMER GROUPS ON THIS BILL? 
NEUTRAL, SINCE THEY DON'T THINK SERVICE CONTRACTS ARE A GOOD 
BARGAIN FOR CONSUMERS. HOWEVER, THEY HAVE INDICATED THAT THE 
BILL MOVES IN THE RIGHT DIRECTION BY REGULATING THEIR SALES. 

I ING 

7) IS THERE A SUNSET? 
YES. JANUARY 1, 1998, WHICH CAN BE EXTENDED IF THE PROGRAM IS 
RUNNING WELL AND IS EFFECTIVELY PROTECTING CONSUMERS. 
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MEMORANDUM 

TO: Claudia Peterson 

Subject: sb 798 statement 

Date: 
From: 

Dept: 
Tel No: 

31-Aug-1993 05:39pm PDT 
Lynelle Jolley 
JOLLEY LY 
SC22 -

( PETERSON CL 

This is the statement used on the Assembly floor, which I 
will probably give Hersh to use for the Senate, along with 
the Q&A. I'm faxing the SCIC letter separately. 

Please let me know if you have any questions. 

Lynelle 
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STATEMENT ON SB 798 RE SERVICE CONTRACTS 
ASSEMBLY FLOOR 

SB 798 ADDRESSES THE PROBLEM OF COMPANIES THAT SELL SERVICE 

CONTRACTS ON ELECTRONIC EQUIPMENT AND HOME APPLIANCES AND THEN GO 

OUT OF BUSINESS. THE CONSUMER IS LEFT HOLDING A WORTHLESS 

CONTRACT AND MAY ALSO BE STUCK WITH A REPAIR BILL IF THE PRODUCT 

ACTUALLY BREAKS DOWN. 

THIS IS NOT AN UNCOMMON OCCURRENCE IN THE HIGHLY COMPETITIVE 

ELECTRONICS AND APPLIANCE MARKET, AND IT'S A CAUSE FOR CONCERN 

NOT ONLY TO CONSUMERS BUT ALSO TO REPUTABLE SELLERS OF SERVICE 

CONTRACTS.' SB 798, WHICH RESULTED FROM MORE THAN A YEAR OF 

NEGOTIATIONS WITH THE INDUSTRY, TAKES THE APPROACH THAT FRAUDULENT 

AND UNDERFUNDED COMPANIES SHOULD NOT BE ALLOWED TO SELL SERVICE 

CONTRACTS. 

SB 798 WOULD REQUIRE SELLERS AND ADMINISTRATORS OF SERVICE 

CONTRACTS TO BE REGISTERED, AND IT SETS OUT CERTAIN FINANCIAL 

CRITERIA THEY MUST MEET. THERE ALSO ARE DISCLOSURE REQUIREMENTS 

AND PENALTIES FOR VIOLATIONS, RANGING FROM REVOCATION OF 

REGISTRATION TO ADMINISTRATIVE FINES. 

THE BILL'S SUPPORTERS INCLUDE THE DEPARTMENT OF CONSUMER AFFAIRS, 

DEPARTMENT OF INSURANCE, CALIFORNIA RETAILERS ASSOCIATION, 

NATIONAL ASSOCIATION OF RETAIL DEALERS OF AMERICA, CALIFORNIA 

STATE ELECTRONICS ASSOCIATION, AND CIRCUIT CITY. 

SB 798 HAS RECEIVED STRONG BIPARTISAN SUPPORT AND I URGE AN AYE 

VOTE. 
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STATEMENT ON SB 798 RE SERVICE CONTRACTS 
ASSEMBLY FLOOR 

SB 798 ADDRESSES THE PROBLEM OF COMPANIES THAT SELL SERVICE 

CONTRACTS ON ELECTRONIC EQUIPMENT AND HOME APPLIANCES AND THEN GO 

OUT OF BUSINESS. THE CONSUMER IS LEFT HOLDING A WORTHLESS 

CONTRACT AND MAY ALSO BE STUCK WITH A REPAIR BILL IF THE PRODUCT 

ACTUALLY BREAKS DOWN. 

THIS IS NOT AN UNCOMMON OCCURRENCE IN THE HIGHLY COMPETITIVE 

ELECTRONICS AND APPLIANCE MARKET, AND IT'S A CAUSE FOR CONCERN 

NOT ONLY TO CONSUMERS BUT ALSO TO REPUTABLE SELLERS OF SERVICE 

CONTRACTS. SB 798, WHICH RESULTED FROM MORE THAN A YEAR OF 

NEGOTIATIONS WITH THE INDUSTRY, TAKES THE APPROACH THAT FRAUDULENT 

AND UNDERFUNDED COMPANIES SHOULD NOT BE ALLOWED TO SELL SERVICE 

CONTRACTS. 

SB 798 WOULD REQUIRE SELLERS AND ADMINISTRATORS OF SERVICE 

CONTRACTS TO BE REGISTERED, AND IT SETS OUT CERTAIN FINANCIAL 

CRITERIA THEY MUST MEET. THERE ALSO ARE DISCLOSURE REQUIREMENTS 

AND PENALTIES FOR VIOLATIONS, RANGING FROM REVOCATION OF 

REGISTRATION TO ADMINISTRATIVE FINES. 

THE BILL'S SUPPORTERS INCLUDE THE DEPARTMENT OF CONSUMER AFFAIRS, 

DEPARTMENT OF INSURANCE, CALIFORNIA RETAILERS ASSOCIATION, 

NATIONAL ASSOCIATION OF RETAIL DEALERS OF AMERICA, CALIFORNIA 

STATE ELECTRONICS ASSOCIATION, AND CIRCUIT CITY. 

SB 798 HAS RECEIVED STRONG BIPARTISAN SUPPORT AND I URGE AN AYE 

VOTE. 
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STATEMENT ON SB 798 RE SERVICE CONTRACTS 
SENATE FLOOR 

THIS BILL WOULD CREATE A REGISTRATION PROGRAM· FOR SELLERS AND 

ADMINISTRATORS OF SERVICE CONTRACTS ON APPLIANCES AND ELECTRONIC 

PRODUCTS. IT'S THE PRODUCT OF OVER A YEAR'S WORTH OF NEGOTIATIONS 

WITH THE INDUSTRY AND THE DEPT. OF CONSUMER AFFAIRS IN WHICH THE 

PROBLEM OF FRAUDULENT AND UNDERFUNDED COMPANIES SELLING SERVICE 

CONTRACTS WAS ADDRESSED. 

THE AMENDMENTS TAKEN IN THE ASSEMBLY SET SPECIFIC FINANCIAL 

STANDARDS TO BE REGISTERED AND ADDED A 4-YEAR SUNSET. IN 

ADDITION, THE RETAILERS' CONCERNS ABOUT THE PENALTY.PROVISIONS 

WERE ADDRESSED SO THAT MINOR, FIRST-TIME INFRACTIONS WOULD NOT 

RESULT lN THE REVOCATION OF THEIR REGISTRATION. 

THE BILL I S SUPPORTED BY THE DEPARTMENT OF CONSUMER AF.FAIRS, 

DEPARTMENT OF INSURANCE, CALIFORNIA RETAILERS ASSOCIATION, 

NATIONAL ASSOCIATION OF RETAIL DEALERS OF AMERICA, CALIFORNIA 

STATE ELECTRONICS ASSOCIATION, AND CIRCUIT CITY. 

IT HAS RECEIVED STRONG BIPARTISAN SUPPORT AND I URGE AN AYE VOTE. 
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SB 798 (ROSENTHAL) BILL SUMMARY 

BILL PURPOSE: 

To require sellers and administrators of service contracts for 
home appliances and electronic equipment to meet specified 
standards, which are intended to stop the growing problem of 
companies that sell service contracts but fail to carry out 
the contract's obligations to the consumer. 

REQUIRJIHEIITS OH SELLERS: 

To sell service contracts in this state, a company must meet 
one of the following requirements: 1) Have a net worth that 
exceeds income from the sale of service contracts in force; 
2) Hold at least 25% of service contract revenue in a separate 
account available to pay claims; 3) Insure service contracts 
with an insurer admitted to do business in California; or 
4) Sell service contracts administered by a third-party that 
insures the contracts with a California-admitted insurer. 

REQUIREMENTS ON ADMINISTRATORS: 

Companies cannot administer service contracts on behalf of a 
seller unless those service contracts are backed by an insurer 
admitted to do business in California. Administrators are 
prohibited from being the obligor on a service contract. 

REGISTRATION PROGRAM: 

The Bureau of Electronic and Appliance Repair will implement a 
registration program for service contractors and investigate 
consumer complaints. It shall be unlawful to sell or adminis­
ter service contracts in California without being registered. 
At the time of registration and annual renewal, fees must be 
paid and specified documentation that shows compliance with 
one of the requirements above must be submitted to the Bureau. 

OTHER PROVISIONS: 

• Service contracts must identify the party financially and 
legally responsible for fulfilling the contract's terms. 

• The Bureau is granted expanded authority to enforce 
existing law governing the terms of service contracts and 
the consumer information they must contain. 

• Service contract forms must be submitted to the Bureau 
prior to use. 

• The bill's provisions sunset on January 1, 1998. 

PENALTIES: 

Registration will be revoked or administrative citations/fines 
imposed for violations of the requirements above or of any 
other legal requirements that apply to service contracts. 
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UNFINISHED BUSINESS ,------
I SENATE RULES COMMITTEE Bill No. SB 798 

! Office of Author: Rosenthal (D) 

Senate Floor Analyses Amended: 8/30/93 
1020 N Street, Suite 524 

445-6614 Vote Required: 21 
L-----·-·· 

Committee Votes· Senate Floor Vote: p. 1634, 6/10/93 
11.1.: :1•1c:; r-..;c • ? 

u~~ ""•: 5/J 7 9g 
Senate Bill 798,-A,iactto amend Secti~~ 146, 9830, 9832, 9847, 

9849, ~l, 9853, 9860, 9862, 9863, and 9873 of, to add Article 4.5 
(commencing with Section 9855) to Chapter 20 of Division 3 of, the 
:Business and Professions Code, and to amend Sections 1791 and 
1794.4 of the0Civil Code, relating to electronic and appliance repair . 

..... "' ., ____ ,'f-yl,•,~ 

r 

H• ~. 
~ 

: ... . 
...... 

PLACED Bill read third time and presented by Senator Rosenthal. · 
Roll CaN ,_,. 

r f 

ON FILE 
PURSUAN'r 
TO SENATE 
RULE 28.8 

The roll was called and the bill was passed by the following vote: 
AVES (22)-Senators Ayala, Beverly, BoatwriJdit, Craven, 

Deddeh, Dills, Greene, Hayden, Hughes, Johnston, lruiea, Ko_pe, 
Loclcyer, Maddy, Maries, Morgan, Petris, Roberti, Rosenthal, 

,. .. , 
. • • r 

Thompson, Torres, and Watson. . 

: 

" 

-
NOES (5)-Senators · Hurtt, Kelley, Leonard, Rogers, and 

Wyman. 
Bill ordered transmitted to the Assembly. 

Assembly Floor Vote: 58 -14, 8/31/93 

SUBJECT: Electronic and appliance repair: service contractors 

SOURCE: Author 

DIGEST: This bill requires the Bureau of Electronic and Appliance Repair to cre~te 
a new program to register and regulate sellers of service contracts. This bill also 
prohibits a service contract seller from issuing, selling or offering for sale a 
service contract unless he or she fulfills certain financial conditions and · 
disclosures as specified. This bill provides for the payment of registration fees 
for service contractors and makes various provisions operative until January l, 1998. 

_!._ssembl v Amendrri=nts: 

1. Prohibit a service contract seller from selling or offering a service contract 
unless they (a) disclose certain financial information, (b) obtain an insurance 
policy on the service contract, (c) sell service contracts administered by an 
insured service contract administrator, or (d) maintain a funded escrow account, 
as specified. 

2. Establish an exemption to the California Public Records Act for the financial 
disclosures it requires. 

3. Make various provisions operative until January 1, 1998. 

4. Revise penalty provisions for violations by a service contract seller. 
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SB 798 
Page 2 

5. Clarify definitions of "service contract seller", and "service contraCt 
administrator", and specifically prohibit administrators from being obligors on 

C 

service concracts. C 

ANALYSIS: Existing law provides for the licensing and regulation of various 
professions, vocations and providers of services to the public by the Department of 
Consumer Affairs (DCA). Existing law creates within the DCA the Bureau of Electronic 
and Appliance Repair (BEAR) which is responsible for the regulation of the electronic 
repair and appliance repair industries by providing for the registration (licensing) 
of 8,358 individual service dealers and service dealer businesses. 

Existing provisions of the Song-Beverly Consumer Warranty Act, define a Hservice 
contract" as a contract in writing to perform, over a fixed period of time or for a 
specified duration, services relating to the maintenance or repair of a consumer 
product, except a policy of automotive insurance. (Civil Code Section 1791 et seq.) 
The Act also requires motor vehicle, home appliance or home electronic product 
service contracts to meet certain standards for content, disclosure, refunds, and 
cancellation. Service contracts are applicable to items, costs and time periods not 
covered by express warranties. 

Existing law provides that if a home appliance or home electronic contract is 
canceled within 30 days after receipt of the contract, buyers are entitled to full 
refunds or are entitled to pro-rata refunds for cancellations within the first 30 
days after cancellation. 

This bill provides for the regulation of service contractors by BEAR and for the 
payment of registration fees by service contractors. 

The bill defines "seI'vice contract administrator", "service contract seller", service 
cor.~ract holder", ~'service contractor", "service contract reimbursement insurance 
policy", and "service contract". 

The bill ~rohibits a service contract seller from selling or offering a service 
contract unless they (1) disclose certain financial information, (2) obtain an 
insurance policy on the service contract, (3) sell service contracts administered by 
an insured service contract administrator, or (4) maintain a funded escrow account. 

The bill provides that a service contractor who does not operate a place of business 

C 

in :his state but who sells, issues or administers service contracts in this state is , 
s•c:ijcc: to liccnsure and shall pay the required license fees as if he or sht> had a '­
place of business in this state. 

The bill sets forth grounds for various citations and administrative fines. 

The bill requires the contract to disclose the name and address of the party 
financially responsible for fulfilling its terms. 

The bill prohibits administrators from being obligors on service contracts. 

The bill establishes an exemption to the California Public Records Act for the 
financial disclosures it requires. 

The bill makes various provisions operative until January 1, 1998. 
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Comment 

SB 798 
Page 3 

Service contracts are typically provided for stereo and video equipment, kitchen 
appliances, and other electronic products. They are generally purchased at the time 
of sale of the product and become effective immediately upon their purchase. 
However, the product may be already covered, to some extent, for the same service by 
a manufacturer's or seller's warranty. In addition, consumers who have purchased 
service contracts from subsequently ~ankrupt appliance and electronic retailers have 
no protection or recourse ·in identifying the party who is financially responsible for 
the performance of the purchased service contract. 

The DCA states that currently, only 50% of consumers who purchase service contracts 
have recourse for addressing complaints arising from violations of the Song-Beverly 
Act. The department further states that no state or federal law requires service 
contractors to disclose to consumers the party who is financially responsible for the 
performance of the contracts. 

The San Francisco Chronicle (May 17, 1993) states that Californians spend 
approximately $500 million annually on these types of service warranties. Nationwide, 
estimates show that more than $5 billion is spent annually on these extended 
warranties and service contracts. Consumers Union states that the price of these 
extended warranties is generally 10% - 12% of the item's purchase price. Consumers 
Vnion also states that it is often cheaper for consumers to maintain their own repair 
fund in an interestwbearing account. 

Consumer Reports (January, 1991) states that retailers rarely advertise their 
extended warranties. They count on the.consumer buying a warranty as an 
aftr.rthought, and the price is often whatever the salesperson thinks that a 
particular customer might agree to pay. Additionally, credit card companies 
frequently cover.extended warranties on credit card purchases. 

~he Attorney General recently investigated a Sacramento stereo shop who provided 
service contracts through a New York company. The Attorney General determined that 
since both companies had filed bankruptcy petitions, there appeared to be no point in 
filing an action. However, the Attorney General stated that this may give further 
reason for legislation regarding service contracts. 

Prior Legislation 

c.!l 2'.'85 (!-!oore - Chapter 1047, Statutes of 1985) authorized the sale of service 
con:racts co·.;ering motor vehicles as long as the contracts disclose the terms, 
conditions and exclusions as well as the buyer's cancellation and refund rights. AB 
2285 provided that service contracts be made available for inspection by the buyer 
before purchase and be delivered to the buyer within 60 days of purchase. The bill 
also mandated buyer refund rights as a result of a contract cancellation. 

AB 4570 (Duplissea - Chapter 582, Statutes of 1988) extended the provisions of AB 
2285 (Moore) to include service contracts sold on a home appliance or home electronic 
product to make certain disclosures and to contain specific information. 

AB 4468 (Elder) was vetoed in 1988 and would have required any 3rd-party 
administrators providing a service contract for consumer goods, other than motor 
vehicles. to obtain a service contract reimbursement policy of insurance coverage 

.... , from a liability insurer admitted to do business in this state in an amount 
sufficient to indemnify the purchase of the service contract for any foreseeable 
losses under the service contract. 
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SB 798 
Page 4 

C 

AR 2226 (Epple) w;,s vt,toed in 1990 ,m<I would have prohi.hit~d service contrac-ts from 
d1..1plicating exp1·css warranly coverages 011 home appliances and home electronic C 
produces. 

SB ,086 (Rosenthal) failed passage in 1990 and would have required service contracts 
co contain information relating to the protection of the buyer from loss in the event 
of bankruptcy or insolvency of the service contract seller. 

C AB 3374 (Epple) was vetoed in 1992 and would have provided for a comprehensive scheme 
for the regulation of motor vehicle service contract administrators subject to the 
jurisdiction of and regulation by the Insurance Commissioner. The Governor's veto 
message of AB 3374 stated: 

"The department of insurance does not have the experience to carry out the , 
increased enforcement burden contemplated by this bill. Moreover, I believe that~ 
enforcement of .these contracts is best carried out by the Department of Consumer 
Affairs, which has expertise in the auto repair field which is not matched by the 
Department of Insurance ... " · 

FISCAL EFFECT: Appropriation: No Fiscal Committee: Yes Local: Yes 

According co the Assembly Ways and Means Committee analysis, estimated registration 
fees collected from service contractors would pay for administrative and enforcement 
costs. Contains a crimes and infractions disclaimer, making local costs 
non-reimbursable. 

SUPPORT: (Verified 8/31/93) 

Department of Consumer Affairs 
Department of Insurance 
California Retailers Association 
National Association of Retail Dealers of America 
California Stace Electronics Association 
Circuit City 

OPPOSITION: (Verified 8/31/93) 

Ser-:ice Contract Industry Council 

ARGL'MENTS IN SUPPORT: According to the Department of Consumer Affairs: 

Currently, only 50 percent of consumers who purchase service contracts have recourse 
for addressing complaints arising from violations of the Song-Beverly Act. 

Currently, nothing requires service contractors co disclose to consumers the party 
who is financially responsible for the performance of the contracts. 

SB 798 would ensure that a consumer is iuformed, and has recourse if the service 
contractor fails to comply with the terms of the service for all obligations and 
liabilities they incur. 

ARGUMENTS IN OPPOSITION: THE Service Contract Industry Council opposes this bill 
unless amended to allow administrators to serve as the obliger on service contracts 
they market to consumers, if the administrator purchased insurance for 100 percent of 
their liability on contracts from an A-rated insurer with a minimum of $100 million 
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SB 798 
Page 5 

in surplus. They state that a cons_umer purchasing a contract insured by a licensed 
property and casualty insurer is far better protected than a consumer purchasing a 
contract backed only by reserves held by a manufacturer or a retailer . 

ASSEMBLY FLOOR VOTE: 

MOTION: 

Aguiar 
Areias 
Bornstein 
Brulte 
Campbell 
Cortese 

SB 798 ROSENTHAL THIRD 
(AYES 58. NOES 14.) 

Allen 
Baca 
Bowler 
Burton 
Cannella 
Costa 

READING BY SP.EiER __ .. ___ _ 

(PASS) 

AYES 

**** 

Alpert Archie-Hudson 
Bates Boland 
Bronshvag Valerie Brown 
Bustamante Caldera 
Connolly Conroy 
Epple Escutia 

:'razee Barbara Friedman Terry Friedman Gotch 
Hannigan 
Hercher 

Klehs 
Martinez 
O'Connell 
Rainey 
Speier 
Vasconcellos 

Andal 
Haynes 
Morrow 
Wegge land 

Harvey 
Isenberg 

Knight 
McDonald 
Peace 
Richter 
Statham 
Willie Brown 

Bowen 
Hoge 
Nolan 
Woodruff 

CP:lm 9/1/93 Senate Floor Analyses 

NOES 

**** 

Hauser 
Karnette 

Lee 
Moore 
Polanco 
Sher 
Tucker 

Ferguson 
Jones 
Pringle 

Honeycutt 
Katz 

Margolin 
Mountjoy 
Quackenbush 
Solis 
Umberg 

Goldsmith 
Knowles 
Seastrand 
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QUESTIONS AND ANSWERS ON SB 798 . 

1) WHAT ABOUT,THE COST? 
PROGRAM IS FUNDED BY REGISTRATION FEES. ANNUAL FEE IS $60 PER 
LOCATION (WHERE CONTRACTS ARE SOLD). THERE'S A SCALE OF FEES FOR 
PLACES THAT ALSO ARE REGISTERED AS SERVICE DEALERS. THE INDUSTRY 
SUPPORTS THE FEES IN THIS BILL. 

2) WHAT ARE THE FINANCIAL TESTS TO BE REGISTERED? 
RETAILERS AND MANUFACTURERS WOULD HAVE TO MEET ONE OF THE 
FOLLOWING (AND VERIFY ANNUALLY UPON RENEWAL): 

a) Have a net worth that at least exceeds the revenues 
from service contracts (as reflected by their 10-k report 
filed with the SEC) 

b) Maintain an escrow account to pay claims (at least 25% 
of service contract revenues must go into this account). 

c) Cover contracts with an insurance policy, or have 
contracts administered by a 3rd party who's insured. 

THIRD-PARTY ADMINISTRATORS WOULD HAVE TO HAVE INSURANCE • 

. 3) WHAT ARE THE DISCLOSURE REQUIREMENTS? 
THE CONTRACT MUST DISCLOSE TO THE CONSUMER THE NAME AND ADDRESS 
OF THE PARTY FINANCIALLY RESPONSIBLE FOR FULFILLING ITS TERMS. 

4) IS THERE ANY OPPOSITION? 
THE SERVICE CONTRACT INDUSTRY COUNCIL (S.C.I.C.), WHICH 
REPRESENTS A SMALL MINORITY OF SERVICE CONTRACT ADMINSTRATORS. 
THE BILL PROHIBITS ADMINISTRATORS FROM BEING THE OBLIGOR OF A 
SERVICE CONTRACT -- SCIC WANTS THAT PROHIBITION REMOVED. 
HOWEVER, IF THEY WERE TO BECOME AN OBLIGOR, THEY WOULD BE A DE 
FACTO INSURER UNDER LONGSTANDING STATUTORY AND CASE LAW. SB 798 
IS NOT INTENDED TO REVERSE THIS FIELD OF LAW, AND THEIR 
AMENDMENTS HAVE BEEN REJECTED. 

OTHER SERVICE CONTRACT ADMINISTRATORS WHO ARE NOT MEMBERS OF THE 
S.C.I.C. DISAGREE WITH S.C.I.C.'S POSITION. 

S) WHERE ARE CONSUMER GROUPS ON THIS BILL? 
NEUTRAL, SINCE THEY DON'T THINK SERVICE CONTRACTS ARE A GOOD 
BARGAIN FOR CONSUMERS. HOWEVER, THEY HAVE INDICATED THAT THE 
BILL MOVES IN THE RIGHT DIRECTION BY REGULATING THEIR SALES. 

6) WHAT DID THE LATEST AMENDMENTS DO? 
RESOLVED CONFLICT WITH OTHER LEGISLATION, INCLUDING CONFORMING 
LANGUAGE TO SOME CARJACKING BILLS. 

7) IS THERE A SUNSET? 
YES. JANUARY 1, 1998, WHICH CAN BE EXTENDED IF THE PROGRAM IS 
RUNNING WELL AND IS EFFECTIVELY PROTECTING CONSUMERS. 
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In case You're Asked --

The groups who've been working with us on this bill (retailers, 

manufacturers, service contract industry) have not yet sent us 

their support letters since they're waiting for it to be amended 

in the Assembly. If our agreement breaks down, you will not 

proceed with this bill. 

Consumers Union has not taken a formal position, but have 

indicated to you that this bill will improve matters for those 

consumers who still choose to buy service contracts. 

[The Dept. of Consumer Affairs has been the key party in the 

drafting of this bill, with input from the Dept. of Insurance.] 

More specifics of bill --

THE PROGRAM WOULD BE FUNDED BY REGISTRATION FEES, SO THERE'S NO 

COST TO'THE STATE. THE RETAILING AND SERVICE CONTRACT INDUSTRY 

IS FULLY BEHIND THIS EFFORT. THERE IS A GROWING AWARENESS AMONG 

CONSUMERS THAT EXTENDED WARRANTIES ARE NOT A VERY GOOD BARGAIN 

WHEN YOU COMPARE THE CLAIMS PAID OUT AGAINST THE MILLIONS OF 

DOLLARS TAKEN IN BY BUSINESSES WHO SELL THEM. THE _INDUSTRY KNOWS 

THAT IF SERVICE CONTRACT SALES ARE TO CONTINUE GROWING, THEY NEED 

TO CLEAN UP THEIR ACT. 

, • I ' 000086 

00813

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/819



QUESTIONS AND ANSWERS ON SB 798 

1) IS THERE ANY OPPOSITION? 

THE SERVICE CONTRACT INDUSTRY COUNCIL (S.C.I.C.), WHICH 
REPRESENTS A SMALL MINORITY OF SERVICE CONTRACT ADMINSTRATORS. 
THE BILL PROHIBITS ADMINISTRATORS FROM BEING THE OBLIGOR OF A 
SERVICE CONTRACT -- SCIC WANTS THAT PROHIBITION REMOVED. 
HOWEVER, IF THEY WERE TO BECOME AN OBLIGOR, THEY WOULD BE A DE 
FACTO INSURER UNDEr- LONGSTANDING STATUTORY AND CASE LAW. SB 798 
IS NOT INTENDED TO REVERSE THIS FIELD OF LAW, AND THEIR 
AMENDMENTS HAVE BEEN REJECTED. 

INCIDENTALLY, OTHER SERVICE CONTRACT ADMINISTRATORS WHO ARE NOT 
MEMBERS OF THE S.C.I.C. DISAGREE WITH S.C.I.C. 1 S POSITION. 

2) WHAT ABOUT THE COST? 

PROGRAM IS FUNDED BY REGISTRATION FEES. ANNUAL FEE IS $60 PER 
LOCATION (WHERE CONTRACTS ARE SOLD). THERE'S A SCALE OF FEES FOR 
PLACES THAT ALSO ARE REGISTERED AS SERVICE DEALERS. THE INDUSTRY 
SUPPORTS THE FEES IN THIS BILL. 

3) WHAT ARE THE FINANCIAL TESTS TO BE REGISTERED? 

RETAILERS AND MANUFACTURERS WOULD HAVE TO MEET ONE OF THE 
FOLLOWING (AND VERIFY ANNUALLY UPON RENEWAL): 

a) Have a net worth that at least exceeds the revenues 
from service contracts (as reflected by their 10-k report 
filed with the SEC) 

b) Maintain an escrow account to pay claims (at least 25% 
of service contract revenues must go into this account). 

c) cover contracts with an insurance policy, or have 
contracts administered by a 3rd party who's insured. 

THIRD-PARTY ADMINISTRATORS WOULD HAVE TO HAVE INSURANCE. (Any 
further questions--say you'll get back to them.) 

4) WHERE ARE CONSUMER GROUPS ON THIS BILL? 

NEUTRAL, SINCE THEY DON'T THINK SERVICE CONTRACTS ARE A GOOD 
BARGAIN FOR CONSUMERS. HOWEVER, THEY HAVE INDICATED THAT THE 
BILL MOVES IN THE RIGHT DIRECTION BY REGULATING THEIR SALES. 
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---SACRAMENTO OFFICE 

STATE CAPITOL ROOM 4070 
COMMITTEES: 

EJ'IERGY ANO PUBLIC UTILITIES. CHAIRMAN 

H£Al. TH AND HUMAN SERVICES 1916)<145·7928 

DISTRICT OFFICE 
lll~SA,WT[t,.L[ BLVD 

SUIT£ 210 
LOS "'NGELES e,,. ~25 

,:1101<179-5588 

LYNNETTE STEVENS 
CHIE'.F OF ST Aff 

DAN FLYNN 
L[OISLATl~E CONSUL TANT 

Qlalifomia §tatt ~tnatt 
HERSCHEL ROSENTHAL 

22ND SENATORIAL DISTRICT 

CHAIRMAN 

SENATE COMMITTEE ON ENERGY AND PUBLIC UTILITIES 

September 8, 1993 

The Honorable Pete Wilson 
Governor 
state Capitol 
Sacramento, CA 95814 

Dear Governor Wilson: 

8USINESS ANO PROFESSIONS 

ELECTIONS AND RE,\PFORTIONMENT 

GOVERNM[NTALMG.o.NIZATION 

INDUSTRIAL RELATIONS 

INSURANCE. cv,JMS ,lND CORPORATIONS 

HOUSING AND URBAN AFFAIRS 

SUBCOMMITTEES: 

WOMEN IN TH£ WOfl.KFORCE 

Ml::NTAL HEAi. TH. DEVELOPMENT AL DISABILITIES 

AND GENETICOISE.lSES 

MEMBER: 

ADVISORY COUNCIL 

CALIFORNIA MOTION PICTURE 

COUNCIL AOVISORY COMMITTEE 

C,t,LIFOfiNLA HERITAGE PRESERVt<TION 

COMMISSION 

I am writing to urge you to sign SB 798, legislation 
that addresses a growing problem in the sale of service 
contracts on home appliances and electronic products. 

Current law does not regulate the issuance of service 
~ontracts except through limited disclosure provisions of the 

song-Beverly Consumer Warranty Act (Civil Code Sec. 1791 et 
seq). There are no requirements that service contractors 
guarantee the performance of the contracts nor disclose to 

/'.:onsumers the identity of the party financially responsible 
to cover claims made against a contract in the event of 
bankruptcy. 

There are many examples of retailers who sold service 
contracts on their products and subsequently filed for bank-

/ruptcy, leaving contract holders with worthless contracts and 
potentially high repair bills on the items that their con­
tract was supposed to cover. Examples include Leo's Stereo, 
Federated, Pacific Stereo, University Stereo, Handy Andy's, 
Gemco, Zody's, and Macy's. 

There are also examples of third-party administrators of 
service contracts going out of business. When one of the 
largest third-party service contractors in the nation went 

/bankrupt three years ago (Oklahoma-based EWC), roughly 
500,000 Californians were left with worthless contracts. 
State law currently provides no remedy for these consumers. 

Hearings convened last year by the Bureau of Electronic 
and Appliance Repair solicited input from industry and con­
sumers on ways to address this problem. SB 798 reflects the 

.,,consensus among the participants that the state should take 
/ action to prevent fraudulent and underfunded companies from 

selling service contracts in the first place. 
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Governor Wilson 
September 8 
Page Two 

SB 798 has received strong support from retailers, both 
large and small, because it assures that only reputable and 
financially solvent companies will be allowed to sell service 
contracts. This approach will help consumers by minimizing 
the risk invo~ved in buying a service contract. 

To register under SB 798, a company would have to meet 
at least one of the following financial requirements: demon­
.strate a net worth greater than the sum of revenues from 
,service contracts in force; back contracts with insurance 

./sold by an insurer admitted to do business in California; or 
maintain a reserve account equal to at least 25% of the 
revenues from contracts in force. Third-party administrators 
would be required to insure their service contracts. 

The four-year sunset in SB 798 will help assure that the 
program is put in place swiftly and that resources are used 
efficiently. Fees paid by registrants will cover the cost of 
implementation and enforcement. 

I believe SB 798 is a fair a balanced bill that deserves 
your support. I look forward to its speedy enactment. 

HR:lj 

000089 

Sincerely, 

~ROSENTHAL 
Senator, 22nd District 
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Analyst Name: Denni 13 Weber 
Phone Number: 3 2 2 ) 3 

STATE AND CONSUMER SERVICES AGENCY ~.NROLLED BILL REPORT 

DEPARTMENT 
Consumer Affairs 

BILL SUMMARY 

AUTHOR BILL NUMBER 

Rosenthal SB 798 

Existing law known as the Electronic and Appliance Repair Dealer Registration 
Law requires a service dealer to register with the Bureau of Electronic and 
Appliance Repair (BEAR). 

SB 798 prohibits service contract sellers from selling or offering a service 
contract unless they (1) disclose certain financial information, (2) obtain an 
insurance policy on the service contract, (3) sell service contracts 
administered by an insured service contract administrator, or (4) maintain a 
funded escrow account, as specified. This bill establishes an exemption to the 
California Public Records Act for the financial disclosures it requires. 
The bill requires service contracts to include statements identifying the 
persons who are financially responsible to perform the services specified in 
the contract. 

SB 798 requires registration of service contractors 
specifies registration and renewal fees. This bill 
investigate complaints against service contractors. 
for citations and administrative fines. 

and service dealers and 
authorizes the BEAR to 

SB 798 sets forth grounds 

Various provisions of this bill would remain in effect until January 1, 1998. 

BACKGROUND 

The sale of service contracts for appliances and consumer electronics has 
annually become an approximately $500 million dollar business in the state of 
California. Although the Song-Beverly Consumer Warranty Act (Civil Code 
§ 1791, et seq.) Specifies consumer disclosure procedures, only consumers who 
purchase contracts from BEAR registrants have recourse for addressing 
complaints arising from violations of that Act, according to BEAR regulation 
2711 (c). This covers only about 50 percent of service contract sales. 

There are no requirements that service contractors or dealers guarantee the 
performance of the contracts for the life of the contracts or that they 
disclose to consumers the party who is financially responsible for the 
performance of the contracts. 

In addition, there are no legal requirements concerning the financial viability 
of service contracts. Several major sellers of service contracts, including 
*EWC* and Component Guard, have gone out of business within the past year, 
leaving hundreds of thousands of California consumers with worthless contracts. 

Vote: ASSEMBLY 
Floor: 
Policy 
Fiscal 

Aye~ No-2,L 
Aye_9_ No_l_ 

Vote: SENATE 
Floor: 
Policy Committee: 
Fiscal Committee: 

DEFER TO OTHER 
AGENCY 

,-. 

Aye_n_ No_5_ 
Aye-1.Q_ No_o_ 
Aye28.8 No __ 

EBR 11/91 
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SB 798 . 
Page 2 

Prior Legislation: 

AB 2285 (Moore) Chapter 1047, Statutes of 1985, authorized the sale 
of service contracts covering motor vehicles as long as the contracts 
disclose the terms, conditions, and exclusions as well as the buyer's 
cancellation and refund rights. AB 2285 required that service 
contracts be available for inspection by the buyer before the 
purchase, and be delivered to the buyer within 60 days of purchase. 
The bill also mandated buyer refund rights in the event of a contract 
cancellation. 

AB 4570 (Duplissea) Chapter 582, Statutes of 1988, extended the 
provisions of AB 2285 to make certain disclosures and to contain 
specific information in service contracts sold on home appliances or 
home electronic products. 

AB 4468 (Elder) was vetoed in 1988 and would have required third­
party administrators providing a service contract for consumer goods, 
other than motor vehicles, to obtain an insurance policy on the 
contract in an amount sufficient to cover any foreseeable losses 
under the service contract. 

AB 2226 (Epple) was vetoed in 1990 and would have prohibited service 
contracts from duplicating express warranty coverage on home 
appliances and home electronic products. 

SB 2086 (Rosenthal) failed passage in the Assembly in 1990 and would 
have required service contracts to contain information relating to 
the protection of the buyer from loss in the event of bankruptcy or 
insolvency of the service contract seller. 

AB 3374 (Epple) was vetoed in 1992 and would have provided a 
comprehensive scheme for the regulation of motor vehicle service 
contract administrators by the Insurance Commissioner. The 
Governor's veto message indicated that the Department of Insurance 
lacked the experience to handle the increased enforcement burden 
contemplated by the bill. In addition, the message indicated the 
enforcement of these contracts was best carried out by the Department 
of Consumer Affairs because of its expertise in the auto repair 
field. 

SPECIFIC FINDINGS 

SB 798 would ensure that a consumer is informed and has recourse if 
the service contractor fails to comply with the te;r-ms of the service 
contract by requiring that the service contractor or be insured for 
all obligations and liabilities it incurs. 

SB 798 would create a registration program similar to the one the 
fiEAR manages for electronic and appliance repair dealers. It would 

require all sellers of service contracts to register with the BEAR by 
paying a fee. It.would authorize the BEAR to require that its name 
and address be imprinted on every contract. SB 798 also would 
authorize the BEAR to investigate and mediate complaints arising from 
violations of the Song-Beverly Consumer Warranty Act. 

The BEAR would be authorized to enforce the provisions of this bill 
through revocation or suspension of registration and by issuing 
citation infractions or administrative citations and fines. 
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The BEAR estimates that there are approximately 10,000 potential 
registrants in California as well as out-of-state registrants who 
would be required to comply. The bill it would become effective 
January 1, 1994. 

bill is sponsored by the California Retailers Association and is 
orted by most affected industry associations and by the Consumers 

Union. The Department of Insurance also supports this bill. 

FISCAL IMPACT 

The Department of Consumer Affairs' Budget Office has prepared the 
attached fiscal analysis on SB 798. 

INTERESTED PARTIES AND ARGUMENTS 

Proponents: California Retailers Association (Sponsor) 
Electronics Industries Association 
Consumers Union 
Department of Insurance 

Opponents: Service Contractors Industry Council 

ARGUMENTS 

Proponents argue that this bill is needed to ensure that a consumer 
has some recourse if the service contractor fails to comply with the 
terms of the service contract, and also to require that service 
contractors themselves are insured for all obligations and 
liabilities they incur. · 

Opponents argue that consumers have adequate legal remedies when a 
service contractor fails to comply with the terms of a service 
contract. 

RECOMMENDATION 

The Department of Consumer Affairs recommends that the Governor 
SIGN Senate Bill 798. 
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7404 STATUTES OF 1993 [ Ch. 1264 

inspected and found not in compliance with this article, or any 
regulation implementing it, to pay such reasonable fees as are 
?eces~ary to cover the costs of inspections and testing necessary to 
u~ve~tigate and enforce compliance by those manufacturers, 
distnbutors, and retailers. Fees shall be fixed in an amount not more 
than the cost of testing and inspection with a minimum fee of two 
hundred dollars ($200) for each test or inspection. The bureau may 
also conduct, or contract with approved independent third party 
labora~ories to _conduct, independent performance tests of insulation 
matenals sold m the state, in order to determine compliance with its 
adopted standards. Where a fee is not paid, the full amount of the 
~ssessed fee shall be added to the fee for the renewal of a license. A 
hcense shall not be renewed without payment of the renewal fee and 
all fees for testing and inspection. 

SEC. 93. Section 19213.1 of the Business and Professions Code is 
amended to read: 

19213.1. The bureau may require a licensee who sells or 
manufactures furniture and bedding products that are inspected and 
~ound not ~ob: in compliance with this chapter, or any regulation 
implementing ,t, to pay those reasonable fees as are necessary to 
cover the costs of inspections and testing necessary to investigate and 
enforce compliance by those licenses. Fees shall be fixed in an 
amount not more than the cost of testing and inspection except that 
th: minin:,um fee shall be two hundred dollars ($200) for each test 
or mspection. The range of fees for testing or inspection shall be fixed 
by the bureau in an amount not less than two hundred dollars ($200) 
~nd no_t more than five hundred dollars ($500) fo, each test or 
inspection. Where a fee is not paid, the full amount of the assessed 
fee shall be added to the fee for the renewal of a license. A license 
shall not be renewed without payment of the renewal fee and all fees 
for testing and inspection. 

SEC. 94. Section 19220 of the Business and Professions Code is 
amended to read: 

19220. Every person who violates any of the provisions of this 
chapter is guilty of a misdemeanor and punishable for each offense 
by a fine of not less than five hundred dollars ($500) nor more than 
one thousand five hundred dollars ($1,500) or by imprisonment for 
not less than three nor more than six months or by both such fine and 
imprisonment. 

SEC. 95. Section 116.220 of the Code of Civil Procedure is 
amended to read: 

116.220. (a) The small claims court shall have jurisdiction in the 
following actions: 

(1) Except as provided in subdivision (c), for recovery of money, 
·· if the amount of the demand does not exceed five thousand dollars 

($5,000). 
(2) Except as provided in subdivision (c), to enforce payment of 

delinquent unsecured personal property taxes in an amount not to 
exceed five thousand dollars ($5,000), if the legality of the tax is not 

241410 
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contested by the defendant. 
(3) To issue the writ of possession authorized by Sections 1861.5 

and 1861.10 of the Civil Code if the amount of the demand does not 
exceed five thousand dollars ($5,000). 

(b) In any action seeking relief authorized by subdivision (a), the 
court may grant equitable relief in the form of rescission, restitution, 
reformation, and specific performance, in lieu of, or in addition to, 
money damages. The court may issue a conditional judgment. The 
court shall retain jurisdiction until full payment and performance of 
any judgment or order. 

(c) Notwithstanding subdivision (a), the small claims.court shall 
have jurisdiction over a defendant guarantor who is required to 
respond based upon the default, actions, or omissions of another, only 
if the demand does not exceed two thousand five hundred dollars 
($2,500). 

(d) In any case in which the lack of jurisdiction is due solely to an 
excess in the amount of the demand, the excess may be waived, but 
any waiver shall not become operative until judgment. 

SEC. 96. Chapter 1.5 (commencing with Section 1249.5) of 
Division 2 of the Health and Safety Code is repealed. 

SEC. 97. No reimbursement is required by this act pursuant to 
Section 6 of Article XIII B of the California Constitution because the 
only costs which may be incurred by a local agency or school district 
will be incurred because this act creates a new crime or infraction, 
changes the definition of a crime or infraction, changes the penalty 
for a crime or infraction, or eliminates a crime or infraction. 
Notwithstanding Section 17580 of the Government Code, unless 
otherwise specified in this act, the provisions of this act shall become 
operative on the same date that the act takes effect pursuant to the 
California Constitution. 

CHAPTER 1265 

An act to amend Sections 9830, 9832, and 9847 of, to amend, repeal, 
and add Sections 9849, 9851, 9853, 9860, 9863, and 9873 of, to add and 
repeal Sections 146.5, 9830.5, 9832-:'i, 984?.5, and.9862.5 of, and to add 
and repeal Article 4.5 (commencing with Section 98.55) of Chapter 
20 of Division 3 of, the Business and Professions Code, to amend, 
repeal and add Sections 1791 and 1794.4 of the Civil Code, and to 
amend Section 6254 of the Government Code, relating to electronic 
and appliance repair. 

(Approved by Governor October 11, 1993. Fi1ed with 
Secretary of State October 11, 1993.) 
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7406 STATUTES OF 1993 [ Ch. 126.5 
The people of the State of California do enact as follows: 

SECTION I. Section 146.5 is added to the Business d 
Professions Code, to read: an 
f 146.5. 

00
(a) N

1
~twi~~

1
stadn~ingbandr <;>t.her provision oflaw, a violation 

o any c e sec 10n 1s e m su ivtsmn ( c) is an infraction b • 
to the procedures described in Sections 19.6 and 19.7 of thesuP ~e: 
Code when either of the following occur: en 

(1) A complaint or a written notice to appear in court pu 
to Chapter Sc (commencing with Section 853.5) of Title 3 of ~u~n~ 
of the Penal Code is filed in court charging the offense ar 
infraction unless the defendant, at the time he or she is arra·as ':i' 
after being advised of his or her rights, elects to have 1i:,gne • 
proceed as a misdemeanor. case 

(2) ~e court, "'.ith the consent of the defendant and the 
prosecution, determmes that the offense is an infraction in h • h 
event the case shall proceed as if the defendant has been arr: ,c d 
on an infraction complaint. gne 

(b) Subdivision (a) does not apply to a violation of the c d 
sections listed in subdivision (c) if the defendant has had his or h e 
license, registratio~, or cer~cate pre~ously revoked or suspended. 

( c) The followmg sections reqmre registration Jicensu 
certification, or other authorization in order to engage in cert:;;; 
businesses or professions regulated by this code: 

( l) Section 2630. 
(2) Section 2903. 
(3) Sections 3760 and 3761. 
(4) Section 4825. 
(5) Section 4980. 
(6) Section 4996. 
(7) Section 5536. 
(8) Section 6704. 
(9) Section 6980.10. 
(10) Section 7317. 
( 11) Section 7502 or 7592. 
(12) Section 7617 or 7641. 
(13) Subdivision (a) of Section 7ff12. 
(14) Section 8016. 
(15) Section 850.5. 
(16) Section ff125. 
(17) Section 9681. 
( 18) Section 9840. 
(19) Section 9855.1. 
(20) Section 9884.6. 
(21) Subdivision (c) of Section 9891.24. 
(22) Section 19049. 
(d) Notwithstanding any other provision of law, a violation of any 

of the sections listed in subdivision (c), which is an infraction is 
punishable by a fine ofnot less than two hundred fifty dollars ($250) 
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and not more than one thousand dollars ($1,000). No portion of the 
minimum fine may be suspended by the court unless as a condition 
of that suspension the defendant is required to submit proof of a 
current valid license, registration, or certificate for the profession or 
vocation which was the basis for his or her conviction. 

This section shall remain in effect only until January 1, 1998, and 
as of that date is repealed, unless a later enacted statute, which is 
enacted before January 1, 1998, deletes or extends that date. 

SEC. 1.5. Section 9830 of the Business and Professions Code is 
amended to read: 

9830. Each service dealer shall pay the fee required by this 
chapter for each place of business operated by him or her in this state 
~d shall register with the bureau upon forrns prescribed by the 
director: The form~ shall. contain sufficient inforrnation to identify 
the servtce dealer, mcludmg name, address, a copy of the certificate 
of qualification as filed with the Secretary of State if the service 
dealer is a foreign corporation, and other identifying data to be 
prescribed by the bureau. If the business is to be carried on under 
a fictitious name, that fictitious name shall be stated. If the service 
dealer is a partnership, identifying data shall be stated for each 
partner. If the service dealer is a private company that does not file 
an annual report on Form 10-K with the Securities and Exchange 
Commission, data shall be included for each of the officers and 
directors of the company as well as for the individual in charge of 
each place of the service dealer's business in the State of California, 
subject to such regulations as the director may make. If the service 
dealer is a publicly held corporation or a private company that files 
an annual report on Form 10-K with the Securities and Exchange 
Commission, it shall be sufficient to file with the director the most 
recent annual report on Form 10-K that is filed with the Securities 
and Exchange Commission. 

A service dealer who does not operate a place of business in this 
state, but who engages in the electronic repair industry or the 
appliance repair industry in this state, shall hold a valid registration 
issued by the bureau and shall pay the registration fee required by 
this chapter as if he or she had a place of business in this state. 

SEC. 1.7. Section 9830.5 is added to the Business and Professions 
Code, to read: 

9830.5. Each service contractor shall pay the fee required by this 
chapter for each place of business operated by him or her in this state 
and shall register with the bureau upon forms prescribed by the 
director. The forms shall contain sufficient information to Identify 
the service contractor, including name, address, a copy of the 
certificate of qualification as filed with the Secretary of State If the 
service contractor is a foreign corporation, and other identifying data 
to be prescribed by the bureau. If the business is to be carried on 
under a fictitious name, that fictitious name shall be stated. If the 
service contractor is a partnership, identifying data shall be stated for 
each partner. If the service contractor is a private company that does 

241520 

n ('\ 

00822

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/828



\__ ,• 

0 
0 
0 
0 
co 
c.rr 

\ \, 

7408 STATUTES OF 1993 [ Ch. 1265 

not file an annual report on Form 10-K with the Securities and 
Exch~nge Commission, data shall be included for each of the officers 
and directors of the company as well as for the individual in charge 
of ~•ch _place _of the service contractor's business in the State of 
Cahform_a, subJect to such regulations as the director may make. If 
the service contractor is a publicly held corporation or a private 
company that files an annual report on Form 10-K with the Securities 
a':'d Exchange Commission, it shall be sufficient to file with the 
director the most recent annual report on Form 10-K that is filed 
with the Securities and Exchange Commission 
~ service contractor who does not operate ~ place of business in 

this state but who sells, issues, or administers service contracts in this 
state, s~all h~ld a valid registration issued by the bureau and shall pay 
the registration fee required by this chapter as if he or she had a place 
of business in this state. 

This section shall remain in effect only u,itil January 1 1998 and 
as of that date is repealed, unless a later enacted statut;, whlch is 
enacted before January l, 1998, deletes or extends ·that date 

SEC. 2. Section 9832 of the Business and Professions Code is 
amended to read: 

9832, (a) Registrations issued under this chapter shall expire no 
mo~e th~n 12 months after the issue date. The expiration date of 
registrations shall be set by the director in a manner to best distribute 
renewal procedures throughout the year. 

(b) To renew an unexpired registration, the service dealer shall 
on or before the expiration date of the registration, apply for renewal 
on a form prescribed by the director, and pay the renewal fee 
prescribed by this chapter, 

(c) To renew an expired registration, the service dealer shall 
apply for rei:iewal on a form prescribed by the director, pay the 
renewal fee m effect on the last regular renewal date, and if the 
registration is renewed more than 30 days after it ceased to b~ valid, 
pay all accrued and unpaid delinquency and renewal fees. 

( d) A registration which is delinquent more than two years may 
not ~e renewed. A service dealer with a delinquent registration is 
required to reapply for registration. Renewal is effective on the date 
on which the application is filed and the renewal fee is paid. If there 
is a delinquency fee, renewal shall be effective upon payment of that 
fee. 

( e) For purposes of implementing the distribution of the renewal 
of registrations throughout the year, the director may extend by not 
more than six months, the date fixed by law for renewal of a 
registration, except that in such event any renewal fee which may be 
involved shall be prorated in such a manner that no person shall be 
required to pay a greater or lesser fee than would have been 
required had the change in renewal dates not occurred. 

SEC. 2.5. Section 9832.5 is added to the Business and Professions 
Code, to read: 

9832.5. (a) Registrations issued under this chapter shall expire 
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no more than 12 months after the issue date. The expiratio~ d~te of 
registrations shall be set by the director in a·manner to best distribute 
renewal procedures throughout the year. . 

(b) To renew an unexpired registration, the servi~e contractor 
shall on or before the expiration date of the registration, apply for 
ren:wal on a form prescribed by the director, and pay the renewal 
fee prescribed by this chapter. 

· (c) To renew an expired registration, the service contractor shall 
apply for renewal on a form prescribed by the director, par the 
renewal fee in effect on the last regular rene':"'al date, and if t~e 
registration is renewed more than 30 days after it ceased to be vahd, 
pay all accrued and unpaid delinquency and renewal fees. 

(d) A registration which is delinque~t more ~han two ye_ars ~•Y 
not be renewed. A service contractor with a delinquent registration 
is required to reapply for registration. Renewal is effecli',:e o~ the 
date on which the application is filed and the renewal fee is paid. If 
there is a delinquency fee, renewal shall be effective upon payment 

of that fee. \ 
(e) For purposes of implementing the distribution of the renewa 

of registrations throughout the year, the director may extend, by not 
more than six months, the date fixed by law for re~ewal of a 
registration, except that in the event any renewal fee which may be 
involved shall be prorated in such a manner that no person shall be 
required to pay a greater or lesser fee than would have been 
required had the change in renewal dates not oc7urred. 

(f) This section shall remain in effect only until January 1, 19?8, 
and as of that date is repealed, unless a later enacted statute, which 
is enacted before January 1, 1998, deletes or extends t~at dated. . 

SEC. 3. Section 9847 of th~ Business and Professions Co e is 

amended to read: d h 
9847. Each service dealer shall maintain all recor. ~ t at ar~ 

required by the regulations adopted to carry out the provisdonho~ltts 
chapter for a period of at least three years. '.hese recor s ~ a I e 
open for reasonable inspection by the director or ot er aw 

enforcement officials. p f · 
SEC. 3.5. Section 9847 .5 is added to the Business and ro essions 

Code, to read: . • th ecords as 
9847 5 Each service contractor shall mamtam ose r .. 

are re · uired by the regulations adopted to carry out the prov1S1ons 
of this ~hapter for a period of at least three year_s. These reco~ds 'f"~ 
be open for reasonable inspection by the director or ot er a 

enforcement officials. . 1 1998 d 
This section shall remain in effect only until January ' h: tn· 

as of that date is repealed, unless a later enacted sthatutde, w ic is 
d b f J uar 1 1998 deletes or extends t at ate. 

en~~~- 4. e i:~ti: 9~9 'of th~ Business and Professions Code is 

amended to read: . h II d · the 
9849. The expiration of a valid registrati~n s •. n~t epnve . 

director of jurisdiction to proceed with any mvesttgation or hearing 
241600 
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on a cease and desist order against a service dealer or se . 
contractor or to render a decision invalidating . ''?Ce 
temporarily or permanently. a registration 

This section shall remain in effect only until January 1 1998 d 
as of

1 
t~a~ri31e is repealed, unless a later enacted statut~ whlchn· 

en;~c 4 5 o~e Ja_nuary l, _1998, deletes or extends that d~te. IS 

Code .t . . d· ection 9849 is added lo the Business and Professions 
, o rea . 

d" 98419. Thf. e ~XdJ?i•~tion of a valid registration shall not deprive the 
nee or o Juns 1ction to proceed with · · · 

on ~ ~ea~e an~ desist order against a s:r~c1:·:t:~::~on or hearing 
dec15!on m~al1dating a registration temporarily or e.:n1:.:~~rer a 

This section shall become operative on Januar f 1998 y. 
SECd. d5. Section 9851 of the Business and P~of~ssion~ Cod . 

amen e to read: e 1s 

9851. ~e superior court in and for the county wherein an 
person _cames on, or attempts to carry on, business as a s . d y 
or service contractor in violation of the provisions of th~hce I ealer 
an~ •~gula_lion thereunder, shall, on application of the J:,:c:'! ~~;;; 
an~~Junchon ~• other appropriate order restraining such co~duct 

e proceedmgs under this section shall be governed b Ch · 
3 _(c_ommencing with Section 525) of Title 7 of Part 2 of tlie c

0
1.,1~r 

Civil Procedure, except that the director shall not be re uired to 
allege facts necessary to show or tending to show lack of an ~deg t 
reme_dy at !aw or irreparable injury. ua e 

This section shall remain in effect only until January 1 1998 d 
as of l~bt date is repealed, unless a later enacted statut; whi~hnis 
enacte efore January 1, 1998, deletes or extends that d~te 

C 
SdEC. 5.5. Section 9851 is added to the Business and Professions 
o e, to read: 
9851. T~e superior court in and for the county wherein any 

!'ers?n c~rnes on, or attempts lo carry on, business as a service dealer 
m v10lation of the provi~o~s of this chapter, or any regulation 
thereunder, shall, on application of the director issue an injunction 
or other appropriate order restraining such co~duct. 

The proce~ding! under _this section shall be governed by Chapter 
3 _(~mmencmg with Section 525) of Title 7 of Part 2 of the Code of 
Cml Procedure, except that the director shall not be required to 
allege facts necessary to show or tending to show lack of an adequate 
remedy at law or irreparable injury. 

This section •~all become operative on January 1, 1998. 
SEC. 6. Section 9853 of the Business and Professions Code is 

amended to read: 
9853. A plea or verdict of guilty or a conviction following a plea 

of n?lo C?ntendere. made to a charge substantially related to the 
qualificatio?•• functions, and duties of a service dealer or service 
co~tractor IS d~med to be a conviction within the meaning of this 
arhcle. The ~rec.tor may order th_e registration temporarily or 
permanently mvahdated, or may decline to issue a registration, when 

241640 
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the time for appeal has elapsed, or the judgment of conviction has 
been affirmed on appeal or when an order granting probation is 
made suspending the imposition of sentence, irrespective of a 
subsequent order under the provisions of Section 1203.4 of the Penal 
Code, allowing that person to withdraw his or her plea of guilty and 
to enter a plea of not guilty, or setting aside the verdict of guilty, or 
dismissing the accusation, information, or indictment. 

This section shall remain in effect only until January 1, 1998, and 
as of that date is repealed, unless a later enacted statute, which is 
enacted before January l, 1998, deletes or extends that date. 

SEC. 6.6. Section 9853 is added to the Business and Professions 
Code, to read: 

9853. A plea or verdict of guilty or a conviction following a plea 
of nolo contendere made to a charge substantially related to the 
qualifications, functions and duties of a service dealer is deemed to 
be a conviction within the meaning of this article. The director may 
order the registration temporarily or permanently invalidated, or 
may decline to issue a registration, when the time for appeal has 
elapsed, or the judgment of conviction has been affirmed on appeal 
or when an order granting probation is made suspending the 
imposition of sentence, irrespective of a subsequent order under the 
provisions of Section 1203.4 of the Penal Code allowing that person 
to withdraw his or her plea of guilty and to enter a plea ofnot guilty, 
or setting aside the verdict of guilty, or dismissing the accusation, 
information, or indictment. 

This section shall become operative on January 1, 1998. 
SEC. 7. Article 4.5 (commencing with Section 9855) is added to 

Chapter 20 of Division 3 of the Business and Professions Code, to 
read: 

Article 4.5. Service Contractors 

9855. The definitions used in this section shall govern the 
construction and terms as used in this chapter: 

(a) "Service contract" means a contract in writing to perfo!"'• 
over a fixed period of time or for a specified duration, services 
relating to the maintenance or repair of a set or appliance as defined 
by this chapter. 

(b) "Service contract administrator" or "adm!nistrator" n_ieans a 
person, other than a service contract seller or an msurer adm1tte~ lo 
do business in this state, who performs or arranges, or has an affiliate 
who performs or arranges, the collection, maintenance, or 
disbursement of moneys to compensate any party for claims or 
repairs pursuant to a service contract, and who also performs or 
arranges, or has an affiliate who performs or arranges, any of the 
following activities on behalf of service contract sellers: 

(1) Providing service contract sellers with servi~': contract for~s. 
(2) Participating in the adjustment of claims ansmg from service 

contracts. 
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(3) Arranging on behalf of service contract sellers the insurance 
required by Section 9855.2. 

A service contract administrator shall not be an obligor on a service 
contract. 

(c) "Service contract seller" or "seller" means a person who sells 
or offers to sell a service contract to a service contractholder. 

(d) "Service contractholder" means a person who purchases or 
receives a service contract from a service contract seller. 

(e) .. Service contractor" means a service contract administrator 
or a service contract seller. 

(f) "Service contract reimbursement insurance policy" means a 
policy .of insurance issued by an insurer admitted to do business in 
this state providing coverage for all obligations and liabilities 
incurred by a service contract seller under the terms of the service 
contracts sold in this state by the service contract seller to a service 
contractholder. The service contract reimbursement insurance 
policy shall either cover all service contracts sold or specifically cover 

'those contracts sold to residents of the State of California. 
9855.l. It shall be unlawful for any person to act as a service 

contractor in this state unless that person first registers with the 
bureau in accordance with the provisions of this chapter and 
maintains a valid registration. 

9855.2. (a) A service contract seller shall not issue, sell, or offer 
for sale a service contract unless he or she complies with one of the 
following requirements: 

(1) _ Files with the director the most recent annual report on Form 
10-K required by the Securities and Exchange Commission, 
reflecting a net worth greater than the sum of the deferred revenues 
from service contracts in force. If the service contractor is a foreign 
corporation that files a comparable audited financial statement with 
its home goverr.ment, the director may deem that statement an 
acceptable substitute for Form 10-K. 

(2) Obtains a service contract reimbursement insurance policy. 
(3) Sells service contracts which are administered by a service 

contract administrator who has obtained a service contract 
reimbursement insurance policy covering the seller's service 
contracts. 

(4) Maintains and annually verifies to the director a funded 
account held in escrow equal to a minimum of 25 percent of the 
deferred revenues from the service contracts in force. 

(b) A service contract administrator shall not administer service 
contracts sold in this state, unless a service contract reimbursement 
insurance policy covering these service contracts has been obtained. 

9855.3. (a) The service contract form to be issued by the service 
contractor shall be filed with the director by the service contractor 
prior to its use. 

(b) Every service contract administrator shall file with its 
application for registration, and thereafter, with its application for 
registration renewal, a service contract reimbursement insurance 

241690 

. STATUTES OF 1993 7413 
Ch. 1265] 

pol~rEvery service contract seller shall file with his ~r ~er 
application for registration, and thereafter ~ith his or her application 
for registration renewal, one of the followmg: . 

(1) The most recent annual report on Form 10-K required by the 
Securities and Exchange Commission, reflecting a n~t worth great':" 
than the sum of the deferred revenues_ from servi~e contracts m 
force If the service contractor is a foreign corporation that files a 
com~arable audited financial statement with its home gove~nment, 
the director may deem that statement an acceptable substitute for 

Form 10-K. r 
(2) A service contract reimbursement insurance po i_c}'.· 
(3) Evidence that his or her service contra~ts are adm~mstered by 

a service contract administrator who has obtamed a serv1c? contr~ct 
reimbursement insurance policy covering the sellers service 
contracts. . J t 

(4) Evidence of a funded account held m escrow equa ~ a 
minimum of 25 percent of the deferred revenues from the service 
contracts in force. • . 

9855 4 (a) The service contract reimbursement msurance 
policy ~hall cover the obligations of the service contract seller un~er 
the service contracts sold during the period of time that.:::e serv~ce 
contract reimbursement insurance polic~ was in for~~- e servicu 
contract reimbursement insurance pohcy shall e1t er cover a 
service contracts sold or specifically cover those contracts sold to 
residents of the State of California. . h 11 (b) A service contract reimbursement insuranc~ pohcy s a 
contain a rovision under which the insurer shall nollfy_ the bureau 
. writingpof the termination or nonrenewal of the service contract 
m r 
rei(ct~~~~~h: i:rr~~~:: Ja~;c:f the termination or canc~llation of 
a service contractor's service contract reimbursemenht insura~~= 

. h . tration of the service contractors w ose servi 
pohcy, I e regis d thereby shall be automatically suspended, 

~~:,:tcot~tehaaerffde~::~;~h~c:e~::.~:a~!~~;~:~:~~~1:!ho:~h:i::r~:et' 
pnor . 1. w service contrac 
contract reimbursement insurance po icy' a ?e of the . r cy or otherwise meet one 
reimbursement m5urance po 1 U • t of a written request 

r:i~i~h':~~;!i~~ ~~~::.:1!~~:~ dir~~t~~c:!'y delay 1~: Sui,e1!;: 
of a service contractor's registration for 11:0. mor~ an . shali 
Following the automatic suspension, an a~mimst,:ative h~ari~~ with 

be provided upon wri~ten r~tqhues!~~o~~l~)~[ p~~c~:f ~vision 3 
Chapter 5 (commencmg wi . 
of Title 2 of the <?0vernmen

1
t Cohdal\ comply with the provisions of 

9855.5. A service contrac or s . . d 
Sections 1794.4 and 179~·41 of trlhec~I~~j~~,°ca':;cels a service contract 

9855.6. Where a service con a . h Civil Code 
d •th the provisions of Section 1794.41 of I e in accor ance Wl 
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and the refund due is not 'd h 
credited to his or h pa, to th e service contract holder or 

er account wit in 30 days aft th 
contractor receives written notice f 11 • er e service 
required refund or credit shall h o ~ance ation, the amount of the 
contractholder at the rate of ~~r mterest, payable to the service 
additional 30 days or fraction lhereoiercent per annum for each 

9855,7. The director may refu t I'd 
or permanently invalidate the re~:tr~tiva , ;ie, or _may temporarily 
any act, omission, or crime th t . on o a .service contractor for 
contractor or any employee a I a IS committed hy the service 
contractor for any of the foit r. ner, officer, or agent of the service 

(a) Any conduct whi h ow,_ng reasons: 
(b) Conviction of a c~im:onSt~tutes fraud or dishonest dealing. 

the qualifications, functions :.~c~ ~as a s;'bstan~al relationship to 
chapter, in which event the u es o a registrant under this 
evidence thereof. record of conviction shall he conclusive 

( c) Assisting in or abet tin th . 1 . 
violate, any provision of this at I e VIofabon of, or conspiring to 
this article. r c e, or 0 regulations adopted under 

9855·8· (a) The director may iss · • 
contractor for any of the ' II . ue a c1tabon to the service 

(l) v· 1 . . . ,o owmg reasons: 10 at10n of subd1v1sion (a) rs ti 9 or any regulation adopted th od ec on 855.3 or Section 9855.5, 
(2) ereun er. 

Upon a determination b th d • 
contractor has committed a viol ~ e ,rector . that the service 
statements or advertisements ~ 1;" by (A) makin~ or a!'thorizing 

;:;d~~:g f~~:t~:i:i::~~~h;,a7ac~er Vkel;:~:n~::~:,~;~st:c!,,'.!~ 
chapter. e a serVIce contract as provided by this 

~~~~;!,ifi::;~st:i~ ~~!~!~ ~l~c::,~du~t:~~:h~s d~~!~!i~!J b~n~: 
. _n rue or mis eading. 

lo ~b~y ~ea~::~ntramti~y cofinntain an order of abatement and an order 
15 ve e assessed by the director 

(l) Ea~h citation shall be in writing and shall describe with 

f:ti:~t:•z t~~~r~!~;~: o11a:de~~~~~ t~n~~~:t~e! Jt~:t 
ab~t~m h:fui appropnate, the citation shall contain an order of 

(3) ;~tali ng a n:;asonable tim~ for abatement of the violation. 
inform the se~C: e assessment ,_ssued pursuant to a citation shall 
contest the findin fntr~clto~ that if he or she desires a hearing to 

. . g o a VI0 ation, that hearing shall be requested by 
:r:~=~~aO:oC: ~~ :=ear tthihn ~ days of the date of issuance 
t th. ti en . a eanng is not requested pursuant 
of th: :Ja~~~~~e,::: ~ an>: fine shall not constitute an admission 
5 ( . ~g · eanngs shall be held pursuant to Chapter 
2 Ocof tmh mGoencmg with SecCodtion 11500) of Part 1 of Division 3 of Title 

e vemment e. 
(4) (A) In addition lo requesting a hearing as provided for 

'J 241740 ,, (1 
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herein, the service contractor may request a citation review 
conference with the director or his or her designee regarding the 
acts charged in the citation. A citation review conference shall be 
requested by written notice to the bureau within 20 days of the date 
of the issuance of the citation or assessment. 

(B) The director or his or her designee shall hold a citation review 
conference within 60 days from the receipt of the request. At the 
conclusion of the citation review conference, the director or his or 
her designee shall stale, in writing, the reasons for his or her action 
and transmit a copy of his or her findings and decision to the service 
contractor. 

(5) The failure of a service contractor to pay a fine within 30 days 
of the date of assessment, unless the citation is being appealed, may 
result in disciplinary action being taken by the director. Where a 
citation is not contested and a fine is not paid, the full amount of the 
assessed fine shall be added to the fee for renewal of the registration. 
A registration shall not be renewed without payment of the renewal 
fee and fine. 

( c) Where a citation includes an administrative fine, it shall be 
issued in accordance with the following procedures: 

(1) For the first citation, the director may assess an administrative 
fine of not less than orie hundred dollars ($100) but not more than 
five hundred dollars ($500). 

(2) For the second citation issued during any one year period, the 
director may assess an administrative fine of not less than five 
hundred dollars ($500) but not more than one thousand dollars 
($1,000). 

(3) For the third citation issued during any two-year period, the 
director may assess an administrative fine of not less than one 
thousand dollars ($1,000) but not more than two thousand dollars 
($Z,OOO). 

(4) For the fourth violation of subdivision (a) of Section 9855.3 or 
of Section 9855.5, or any regulation adopted thereunder, during any 
two-year period, the director may either &ssess an administrative fine 
of not less than one thousand dollars ($1,000) but not more than two 
thousand dollars ($Z,OOO) or invalidate temporarily or permanently 
the registration of the service contractor. 

9855.9. This article shall remain in effect only until January 1, 
1998, and as of that date is repealed, unless a later enacted statute, 
which is enacted before January 1, 1998, deletes or extends that date. 

SEC. 8. Section 9860 of the Business and Professions Code is 
amended to read: 

9860. The director shall establish procedures for accepting 
complaints from the public against any service dealer or service 
contractor. 

This section shall remain in effect only until January 1, 1998, and 
as of that date is repealed, unless a later enacted statute, which is 
enacted before January 1, 1998, deletes or extends that date. 

SEC. 8.5. Section 9860 is added to the Business and Professions 
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Code, to read: 
9860.. The director shall establish procedures for accepting 

com~la1nts _from the public against any service dealer. 
This section shall become operative on January I, 1998. 
SEC. 9. Section 9862 of the Business and Professions Code is 

amended to read: 
9862. If a cm_nplaint indicates a possible violation of this chapter 

or of the regula~10ns made pursuant to this chapter, the director shall 
advise t~e service dealer of the contents of the complaint and, after 
the s~rv1ce dealer has had reasonable opportunity to reply thereto 
the director shall. make a summary investigation of the facts. ' 

SEC. 9.5. Sect10n 9862.5 is added to the Business and Professions 
Code, to read: 

9862.5. If a c?mplaint indicates a possible violation of this chapter 
or of the regula~10ns made pursuant to this chapter, the director shall 
advise the service contractor of the contents of the complaints and 
after the service contractor has had reasonable opportunity to reply 
ther":to, th~ director shall make a summary investigation of the facts. 

This section shall remain in effect only until January I 1998 and 
as of that date is repealed, unless a later enacted statut; whlch is 
enacted before January I, 1998, deletes or extends that d~te. 

SEC. 10. Section 9863 of the Business and Professions Code is 
amended to read: 

9863. If, upon summary investigation, it appears to the director 
probable that a violation of this chapter, or the regulations 
thereunder, has occurred, the director, in his or her discretion may 
suggest measures that in the director's judgment would comp;nsate 
the complainant for the damages he or she has suffered as a result 
of the alleged violation. If the service dealer or service contractor 
a~cepts the dir~ctor's suggestions and performs accordingly, the 
d~re_ct~r shall give t?at fact due consideration in any subsequent 
d1Sc1plmary proceedmg. If the service dealer or service contractor 
?eclin~s to abide by the suggestions of the director, the director may 
mvesttgate further and may institute disciplinary proceedings in 
accordance with the provisions of this chapter. 

This section shall remain in effect only until January I, 1998, and 
as of that date is repealed, unless a later· enacted statute which is 
enacted before January I, 1998, deletes or extends that d;te. 

SEC. 10.5. Section 9863 is added to the Business and Professions 
Code, to read: 

9863. If, upon summary investigation, it appears to the director 
probable that a violation of this chapter, or the regulations 
thereunder, has occurred, the director, in his or her discretion, may 
suggest measures that in the director's judgment would compensate 
the complainant for the damages he or she has suffered as a result 
of the ~leged violation. If the service dealer accepts the director's 
suggestions and performs accordingly, the director shall give that 
fact due consideration in any subsequent disciplinary proceeding. If 
the service dealer declines to abide by the suggestions of the 
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director the director may investigate further and may institute 
discipli;ary proceedings in accordance with the provisions of this 
chapter. . 

This section shall become operative on January I, 1998. . 
SEC. JI. Section 9873 of the Business and Professions Code IS 

amended to read: 
9873. The fees prescribed by this chapter shall be set by the 

· director by regulation, according to the following schedul_e: . 
(a) (I) The initial registration fe_e for an . el~ctromc rep~ir 

industry service dealer or for an appliance repair mdustry service 
dealer is not more than one hundred thirty dollars ($130) for each 
place of business in this state. The initial registration fee for a service 
contractor is not. more than sixty dollars ($60) for each place of 
business in this state. 

(2) The initial registration fee for a person who engages in 
business as both an electronic repair industry service dealer and an 
appliance repair industry service dealer is not more than two 
hundred sixty dollars ($260) for each place o~ busines_s in this state. 
The initial registration fee for a person who 1s a _service _co~tractor 
and engages in business as either an electronic repair m~ustry 
service dealer or an appliance repair industry service dealer 1s not 
more than one hundred ninety dollars ($190) for each place of 
business in this state. . 

(3) The initial registration fee for a per~on who e':'g~ges m both 
the electronic repair industry and the apphance repair mdustry as a 
service dealer and is a service contractor is not more than three 
hundred twenty dollars ($320) for each place of business in this state. 

A service dealer or service contractor who does n?t ope~at_e a place 
of business in this state, but engages in the electromc r_eJ?alf mdust!Y, 
the appliance repair industry, or sells, issues_, or adm1ms~ers serv1~e 
contracts in this state shall pay the registration fee specified herem 
as if he or she had a place of business in this state. . 

(b) (I) The annual registration renewal ~ee for an _el~ctromc 
repair industry service dealer or for an appliance repair mdus}ry 
service dealer is not more than one hundred thirtr doll~rs ($1~0) . or 
each place of business in this state, if renewed pnor _to its expuaho? 
date. The annual registration renewal fee fo~ a Sf:rv1ce c~ntractor 1s 
sixty dollars ($60) for each place of business m th1S state, 1frenewed 
prior to its expiration date. . 

(2) The annual renewal fee for a service dealer W?O engages m 
the business as both an electronic repair industry service dealer and 
an appliance repair industry service dealer is not mor_e tha;1 tw_o 
hundred thirty-five dollars ( $235) for each place of busmess m th IS 

state. . h · · 
(3) The annual renewal fee for a service dealer "'. ? engages m 

the electronic repair industry and the appliance repair md~stry ~nd 
is a service contractor is not more than two hundred nmety- 1ve 
dollars ($295) for each place of business in this state. 

1 A service dealer or service contractor who does not operate a p ace 
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?f business in this _state, but ~h.o engages in the electronic repair 
mdustry, the apphance repair mdustry, or sells or issues service 
co~tracts in this state shall pay the registration fee specified herein 
as 1f he or she had a place of business in this state. 

(c) The delinquency fee is an amount equal to 50 percent of the 
renewal fee for such license in effect on the date of renewal of the 
license, except as otherwise provided in Section 163.5. 

This section shall remain in effect only until January 1 1998 and 
as of that date is repealed, unless a later enacted statut~. whlch is 
enacted before January 1, 1998, deletes or extends that date. 

SEC. 11.5. Section 9873 is added to the Business and Professions 
Code, to read: 

. 9873. The fees prescribed by this chapter shall be set by the 
director by regulation, according to the following schedule: 

(a} The initial registration fee for an electronic repair industry 
service dealer or for an appliance repair industry service dealer is not 
more than one hundred thirty dollars ($130) for each place of 
business in this state. The initial registration fee for a person who 
engages in business as both an electronic repair industry service 
dealer and an appliance repair industry service dealer is not more 
than two hundred-sixty dollars ($260). 

(b) The annual registration renewal fee for an electronic repair 
industry service dealer or for an appliance repair industry service 
dealer is not more than one hundred thirty dollars (,130) for each 
place of business in this state, if renewed prior to its expiration date. 
The annual renewal fee for a service dealer who engages in the 
business as both an electronic repair industry servicr dealer and an 
appliance repair industry service dealer is not more than two 
hundred thirty-five dollars ($235). 

(c) The delinquency fee Is an amount equal to 50 percent of the 
renewal fee for such license in effect on the date of renewal of the 
license, except as otherwise provided in Section 163.5. 

This section shall become operative on January 1, 1998. 
SEC. 12. Section 1791 of the Civil Code is amended to read: 
1791. As used in this chapter: 
(a) "Consumer goods" means any new product or part thereof 

that is used, bought, or leased for use primarily for personal, family, 
or household purposes, except for clothing and consumables. 
"Consumer goods" shall include new and used assistive devices sold 
at retail. 

(b) "Buyer" or "retail buyer" means any individual who buys 
consumer goods from a person engaged in the business of 
manufacturing, distributing, or selling such goods at retail. As used 
in this subdivision, "person" means any individual, partnership, 
corporation, association, or other legal entity which engages in any 
such business. 

(c) "Clothing" means any wearing apparel, worn for any purpose, 
including under and outer garments, shoes, and accessories 
composed primarily of woven material, natural or synthetic yam, 
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fiber or leather or similar fabric. 
(di "Consumables" means any product_ ~hich is intended for 

consumption by individuals, or use by ind~vtduals. for _purposes of 
personal care or in the performance of services ordmanly render~d 
within the household, and which usually is consumed or expended m 
the course of such consumption or use. . 

(e) "Distributor" means any individual, partnership, corporation, 
association or other legal relationship which stands between the 
manufactu~er and the retail seller in purchases, consignments, or 
contracts for sale of consumer goods. 

(f} "Independent repair or service facility" or "independ_ent 
service dealer" means any individual, partnership, co~ration, 
association, or other legal entity, not an employ~e or subs1~ary of a 
manufacturer or distributor, which engages m the busmess of 
servicing and repairing consumer goods. 

(g) "Lease" means any contract for the lease or bailmen~ for the 
use of consumer goods by an individual, for a term exceedmg four 
months, primarily for personal, family, or household _purposes, 
whether or not it is agreed that the lessee bears the nsk of the 
consumer goods' depreciation. 

(h) "Lessee" means an individual who leases consumer goods 
under a lease. od 

(i) "Lessor" means a person who regularly leases consumer go s 
under a lease. . . h · 

U) "Manufacturer" means any individual,_ p~rtners _1p, 
corporation, associaijon, or other legal relationship which 
manufactures, assembles, or produces consumer goods. . 

(k) "Place of business" means, for the purposes of any r~ta~I se!Jer 
that sells consumer goods by catalog or mail order, the distribution 

point for such goods. .. · di "d I 
(I) "Retail seller," "seller," or "retailer means any m _vi u~, 

artnership corporation, association, or other legal relationship 
~hich engages in the business of selling or leasing consumer goods 
to retail buyers. h f y 

(m) "Return to the retail seller" means, for t e pur'?oses O he 
retail seller that sells consumer goods by c~talog o_r !'?"" order• t 
retail seller's place of business, as defined m subdivtSJOn (k) · 

(n) "Sale" ~eans (1) the P";'sing of title from the seller to the 
buyer for a pnce or (2) a consignment for sale. ~ 

( 
0

) "Service c~ntract" means a contract In writing to perfor~6 °d 
an additional cost, over a fixed period of time or for a speci e 
duration services relating to the maintenance <j' lepair Ii of f 
consum~r pr~uct, except dtha

6
tthdis ::r~=~ nl~~":.r ~h: ~!.:ir~:e 

automobile msurance, as e ne 

Code .. "Service contract administrator" or "administrator" n_ieans a 
pe~~n other than a service contract seller or an insurhr admt:~ ~o 
do business in this state, who performs or arr~ges, or . as an a ta e 
who performs or arranges, the collection, maintenance, or 
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disb~rsement of moneys to compensate any party for claims or 
repairs pursuant to a service contract, and who also performs or 
arran~es, or ~~s. an affiliate who performs or arranges, any of the 
following activities on behalf of service contract sellers· 

(1) Pro'?~ng.ser~ice contract sellers with service co~tract forms 
(2) Participating m the adjustment of claims arising from serv· · 

contracts. ice 

(3)_ Arranging_ on behalf of service contract sellers the insurance 
rbeeqmred J:>y Section 985~.2. A service contract administrator shall not 

an obligor on a service contract. 
(q) '"Service contract seller" or "seller" means a person who sell 

or off1;~s to ~ell a service ~.ontract to a service contractholder. s 
(r) S7rvtce contractor means a service contract administrato 

or a service contract seller. r 
(s) '"Assistive device" means any instrument apparatus 

0 
contrivanc~ in~luding anr component or part the;eof or acces~or; 
t~ereto, which is used or mtended to be used, to assist a physicall 
disabled person in the mitigation or treatment of an injury or di seas~ 
or to assist or affect or replace the structure or any function of the 
?ody of a physically disabled person, except that this term does not 
mclude prescriptive lenses and other ophthalmic goods unless they 
are sold or dispensed to a blind person, as defined in Section 19153 
of th<; Welfar~ ~d Institutions Code, and unless they are intended 
to asS1~.t the hmited vision of the person so disabled. 

(t) Catalog or similar sale" means a sale in which neither the 
seller nor any employee or agent of the seller nor any person related 
to t~': seller. nor any person with a financial interest in the sale 
partic~pates m the diagnosis of the buyer's condition or in the 
selection or fitting of the device. 

.<u) '"Home appliance" means any refrigerator, freezer, range, 
rmcrowave oven, washer, dryer, dishwasher, garbage disposal trash 
compactor, or room airwconditioner normally used or said for 
personal, family, or household purposes. 

(v) '"Home electronic product" means any television radio 
~tenna rotator,. audio or vid7o recorder or playback equlpment'. 
Video camera, video g~me: video _monitor, computer equipment, 
telephone, telecommumcations equipment electronic alarm system 
electronic appliance control system, or ~ther kind of electroni~ 
product, if it is normally us~d or sold for personal, family, or 
~ousehold purposes. The term mcludes any electronic accessory that 
lS normally used or sold with a home electronic product for one of 
those purposes. The term excludes any single product with a 
whol~sale ~rice to the retail seller of less than fifty dollars ($50). 

This section shall remain in effect only until January 1 1998 and 
as of that date is repealed, unless a later enacted statut~ whlch is 
enacted before January l, 1998, deletes or extends that d;te. 

SEC. 12.5. Section 1791 is added to the Civil Code, to read: 
1791. As used in this chapter: 
(a) "Consumer goods" means any new product or part thereof 
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that is used, bought, or leased for use primarily for personal, family, 
or household purposes, except for clothing and consumables. 
'"Consumer goods" shall include new and used assistive devices sold 
at retail. 

(b) '"Buyer" or "retail buyer" means any individual who buys 
consumer goods from a person engaged in the business of 
manufacturing, distributing, or selling such goods at retail. As used 
in ·this subdivision, .. person.. means any individual, partn~rship, 
corporation, association, or other legal entity which engages m any 
such business. 

(cl "Clothing" means any wearing apparel, worn for any purpose, 
including under and outer garments, shoes, and accessories 
composed primarily of woven material, natural or synthetic yarn, 
fiber, or leather or similar fabric. 

(d) "Consumables" means any product which is intended for 
consumption by individuals, or use by individuals for purposes of 
personal care or in the performance of s~rvices ordinarily render':d 
within the household, and which usually is consumed or expended m 
the course of such consumption or use. 

( e) "Distributor" means any individual, partnership, corporation, 
association, or other legal relationship which stands between the 
manufacturer and the retail seller in purchases, consignments, or 
contracts for sale of consumer goods. 

(fl "Independent repair or service facility" or '"independ_ent 
service dealer" means any individual, partnership,_ co~~oration, 
association or other legal entity, not an employee or subsidiary of a 
manufactu~er or distributor, which engages in the business of 
servicing and repairing consumer goods. 

(g) "Lease" means any contract for the lease or bailmen~ for the 
use of consumer goods by an individual, for a term exceedmg four 
months, primarily for personal, family, or household .purposes, 
whether or not it is agreed that the lessee bears the nsk of the 
consumer goods' depreciation. 

(h) "Lessee" means an individual who leases consumer goods 
under a lease. 

(i) "Lessor" means a person who regularly leases consumer goods 
under a lease. . 

(j) "Manufacturer" means any individual,. p~rtners~ip, 
corporation, association, or other legal relationship which 
manufactures, assembles, or produces consumer goods. . 

(k) "Place of business" means, for the purposes of any r~ta~I se~ler 
that sells consumer goods by catalog or mail order, the distribution 
point for such goods. . . . al 

(I) '"Retail seller," '"seller," or "retailer" means any md~vidu. , 
partnership, corporation, associatio~, or othe~ legal relationship 
which engages in the business of selling or leasmg consumer goods 
to retail buyers. 

(m) "Return to the retail seller" means, for the purposes of any 
retail seller that sells consumer goods by catalog or mail order, the 
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retail seller's place of bu • d 
(n) "Sale" Stness, as efined in subdivision (k) 

means (l) the pass' f • I fr · 
buyer f.or a price, or (2) a consiS:.~e:t t~ e J°m the seller to the 

(o) Service contract" means r ~a e. 
over a fixed period of 1· a contract_m writing to perform 
relating to the maintenan~':~r ':'., ~~r :r'pec1fied duration, service; 
that this term does not include a P 1· a consumer product, except 
defined in Section 116 of th I po icy of automobile insurance as 

( ) "As . e nsurance Code • 
P S1sl1ve device" means . · 

contrivance, including any com an~ mstrument, apparatus, or 
l~ereto, which is used or intenl..':i"~: b or P•:/ there?f or accessory 
disabled person in the mitigati I e use , lo aSS1sl a physically 
or to assist or affect or replac:~hor ~ea~ent of an injury or disease 
body of a physically disabled e s rue re or any function of the 
include prescriptive lenses ai.t~~h:~ ';:chi;: ~ha_t this term does not 
are sold or dispensed to a bl' d p. I a m1c goods unless they 
of the Welfare and Instituti 10 person, as defined in Section 19153 
assist the limited vision of othns Code and ud~ess they are intended to 

( ) "C e person so 1Sabled 
q atalog or similar sale" 1 . · 

seller nor any employee or agent '~'tths a l~a e m which neither the 
to the seller nor any erson . e se er. no~ any person related 
participates in the diiignosis :r~h a tnanc!al mte~~st in t~e sale 
selection or fitting of the d . e uyer s condition or m the 

( ) "H eVJce. 
r ome appliance" means an i · 

microwave oven washer dryer d' hy rh ngerator, freezer, range, 
compactor, or ;oom al;·cond·i· " was er, ~rbage disposal, trash 
personal, family or household p1 u1oner norm y used or sold for 

( ) "H • rposes. 
s ome electronic product" 

antenna rotator audio or vide mdans anr, television, radio, 
video camera, ~deo a . o recor ~r or p ayback equipment, 
telephone, telecommu~:,',:~o video _momtor, computer equipment, 
electronic appliance controi°s eqmpment, electr~nic alarm system, 
product if it . all system, or other kmd of electronic 
househdJd ur IS norm y us~d or sold for personal, family, or 
is norrnalli us!:r"::·s!l::' !'.;ili 10{ludes f'Y ele~tronic accessory that 
those purposes. The term a lomd e e ectro_mc product for one of 
wholesal · exc u es any smgle product with a 

This s e :nee ~alolthbecoe retail seller ?fless than fifty dollars ($50). 
ec on s me operative on January l 1998. 

SEC. 13. Section 1794.4 of the Civil Code is am~nded o 

~~
7
::·of ~a~:::~:n~!~:'t~h::bu~:1 :'a~ili::~et~ 1i;;:!;~I 

di;ci:se~":nwrantyd if tdJlhat contract fully and con'..pic~:u:; 
di P an rea Y understood language the term U: ,!':!• anh~xc1"1ons of that contract, provided that nothing :; 

home pro~tion ~~y 10 a ~e pr~tection contract iuued by a 
with Section 12740) or°D.Y'sithat2u suf bjh eel to Part 7 (commencing 

(b) IVI on o t e Insurance Code 
contra;'cc':iet as o~erwise expressly provided in the service 

• ry serVJce contract shall obligate the service contract 

. 241990 
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seller to provide to the buyer of the product all of the services and 
functional parts that may be necessary to maintain proper operation 
of the entire product under normal operation and service for the 
duration of the service contract and without additional charge. 

(cl The service contract shall contain all of the following items of 
information: 

( l l A clear description and identification of the covered product. 
(2l The point in time or event when the term of the service 

contract commences, and its duration measured by elapsed time or 
an objective measure of use. 

(3l If the enforceability of the service contract is limited to the 
original buyer or is limited to persons other than every consumer 
owner of the covered product during the term of the service 
contract, a description of the limits on transfer or assignment of the 
service contract. 

(4) A statement of the general obligation of the service contract 
seller in the same language set forth in subdivision (b), with equally 
clear and conspicuous statements of (A) any services, parts, 
characteristics, components, properties, defects, malfunctions, 
causes, conditions, repairs or remedies that are excluded from the 
scope of the service contract; (Bl any other limits on the application 
of the language in subdivision (b) such as a limit on the total number 
of service calls; ( C) any additional services which the service 
contract seller will provide; (D) whether the obligation of the 
service contract .seller includes preventive maintenance and, if so, 
the nature and frequency of the preventive maintenance that the 
service contractor will provide; and (E) whether the buyer has an 
obligation to provide preventive maintenance or perform any other 
obligations and, if so, the nature and frequency of the preventive 
maintenance and of any other obligations, and the consequences of 
any noncompliance. 

(5) A step-by-step explanation of the procedure which the buyer 
should follow in order lo obtain performance of any obligation under 
the service contract, including (A) the full legal and business name 
of the service contract seller; (Bl the mailing address of the service 
contract seller; (Cl the persons or class of persons that are authorized 
to perform service; (D) the name or title and address of any 
administrator, agent, employee, or department of the service 
contract seller that is responsible for the performance of any 
obligations; (El the method of giving notice to the service contract 
seller of the need for service; (Fl whether In-home service is 
provided or, if not, whether the costs of transporting the product, for 
service or repairs will be paid by the service contract seller; (G) if 
the product must be transported to the service contract seller, either 
the place where the product may be delivered for service or repairs 
or a toll-free telephone number which the buyer may call to obtain 
that information; (Hl all other steps which the buyer must take to 
obtain service; and (I) all fees, charges, and other costs that the buyer 
must pay to obtain service . 

n 
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(6) An explanation of the steps that th . 
take to carry out its obligati d h serv1c_e contract seller will 

(7) A descri tion of ?ns un er t e service contract. 
returns the prdduct or.%': ng~t t~ _cancel the contract if the buyer 
or, if there is no right to cf~~elc ':hsol~, t•t, stolen, or destroyed, 
statement of the fact. or e ng t to cancel is limited, a 

(8) Information respect· th 'I b' . 
settlement process. mg e ava, a thty of any informal dispute 

(9) A statement identif i th 
legally obligated to perfo/m nfh e p~rson who is financially and 
contract, including the name an~ ~d;1ces •re;;ified in the service 

Nothing in this subdivision shall ress o t at person. 
from designating an administrato preclude ~ service contract seller 
initially contact for performance ~:~;ta hrrv,~e contractholder may 
contract. e O igahons under the service 

(d) Subdivisions (b) and (c) of thi . 
service contracts on new o d h s section are applicable to 
electronic products entered ! t use o'}'e appliances and home 
applicable to service contra;~ ~::1f' :hter July I, 1989. They are_ 
entered into on and after July 1 1991 o er new or used products 

( e) This section shall re · ! f~ · 1 and as of that date is re mam me ect on y until January 1, 1998 
is enacted before Janua~;a1e1;;:;1~ssl a/ater enacted statute, which 

SEC. 13.5. Section 1794.4 is adde~ ~oe~ho; Ce~t~lnCds dthat date. 
17944 (a} Nth· • h' 1v1 o e, to read· 

the sal~ ~fa servi~e ~:~:~a~t 
1
:0c~h~t~ s:::~ bedd~~strued to_ pr~v~nt 

an express warranty if that c tr f y a ,tion to or m lieu of 
in simple and readily unders~o:d jct ully ant conspicuously discloses 
exclusions of that contract, provid:~ri::r~~thi tegr':1";;:?nditi?ns, hanldl 
apply to a home protection contr . n m 1S section s a 
company that is subject to Part 7 ( act issued_ by a_ home protection 
of Division 2 of the Insurance coJ;mmencmg with Section 12740) 

(b) Except as otherwise expressly provided in h . 
~in;~~d:v~~y :h;vte cont~act shall obligate the servic! c:n~~~~:~~ 
functional arts that uyer o t e product all of the services and 
of the entiie produc't1':~dbe necessarl y to ma!ntain proper operation 
d . er norma operation and service ~ th 

ur:tion of the_ service contract and without additional char o; e 
in~,;,,!~~;~rv1ce contract shall contain all of the following it!~s of 

( 1) A clear description and id tifi t· f h (2) Th . . . en ,ca ion o t e covered product. 
co e pomt m time or event when the term of the service 

80°~1,j;!t~i:::~:~~ ~~ ~ts duration measured by elapsed time or 
(3 .. se. 
. _} If the enforceability of the service contra t . Jim·t d h onmnal b • 1. . c 1s 1 e to t e 

0 • uyer or is tm1ted to persons other tha owne f th d n every consumer 
contr r o e C?V~re product during the term of the service 

Se . act, a descnphon of the limits on transfer or assignment of the 
TVIce contract. 

242050 
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(4) A statement of the general obligation of the service contractor 
in the same language set forth in subdivision (b), with equally clear 
and conspicuous statements of (A) any services, parts, 
characteristics, components, properties, defects, malfunctions, 
causes, conditions, repairs or remedies that are excluded from the 
scope of the service contract; (B) any other limits on the application 
of the language in subdivision (b) such as a limit on the total number 
of service calls; (C) any additional services which the service 
contractor will provide; (D) whether the obligation of the service 
contractor includes preventive maintenance and, if so, the nature 
and frequency of the preventive maintenance that the service 
contractor will provide; and (E) whether the buyer has an obligation 
to provide preventive maintenance or perform any other obligations 
and, if so, the nature and frequency of the preventive maintenance 
and of any other obligations, and the consequences of any 
noncompliance. 

(5) A step-by-step explanation of the procedure which the buyer 
should follow in order to obtain performance of any obligation under 
the service contract including (A) the full legal and business name 
of the service contractor; (B) the mailing address of the service 
contractor; (C) the persons or class of persons that are authorized to 
perform service; (D) the name or title and address of any agent, 
employee or deparbnent of the service contractor that is responsible 
for the performance of any obligations;_ (E) the method of giving 
notice to the service contractor of the need for service; (F) whether 
in-home service is provided or, if not, whether the costs of 
transporting the product, for service or repairs will be paid by the 
service contractor; (G) if the product must be transported to the 
service contractor, either the place where the product may be 
delivered for service or repairs or a toll-free telephone number 
which the buyer may call to obtain that information; (H) all other 
steps which the buyer must take to obtain service; and (I) all fees, 
charges, and other costs that the buyer must pay to obtain service. 

(6) An explanation of the steps that the service contractor will 
take to carry out its obligations under the service contract. 

(7) A description of any right to cancel the contract if the buyer 
returns the product or the product is sold, lost, stolen, or destroyed, 
or, if there is no right to cancel or the right to cancel is limited, a 
statement of the fact. 

(8) Information respecting the availability of any informal dispute 
settlement process. 

(d) Subdivisions (b) and (c) of this section are applicable to 
service contracts on new or used home appliances and home 
electronic products entered into on or after July 1, 1989. They are 
applicable to service contracts on all other new or used products 
entered into on and after July 1, 1991. 

(e) This section shall become operative on January 1, 1998. · 
SEC. 14. Section 6254 of the Government Code, as amended by 

Section 2 of Chapter 1128 of the Statutes of 1992, is amended to read: 

242080 
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6254. Except as provided, in Section 6254.7, nothing in this 
chapter shall be construed to require disclosure of records that are 
any of the following: 

(a) Preliminary drafts, notes, or interagency or intra-agency 
memoranda which are not retained by the public agency in the 
ordinary course of business, provided that the public interest in 
withholding those records clearly outweighs the public interest in 
disclosure. 

(b) Records pertaining to pending litigation to which the public 
agency is a party, or to claims made pursuant to Division 3.6 
(commencing with Section 810), until the pending litigation or claim 
has been finally adjudicated or otherwise settled. 

(c) Personnel, medical, or similar files, the disclosure of which 
would constitute an unwarranted invasion of personal privacy. 

(d) Contained in or related to: . 
(1) Applications filed with any state agency responsible for the 

regulation or supervision of the issuance of securities or, of financial 
institutions, including, but not limited to, banks, savings anil loan 
associations, industrial loan companies, credit unions, and insurance 
companies. 

(2) Examination, operating, or condition reports prepared by, on 
behalf of, or for the use of, any state agency referred to in paragraph 
(1). 

(3) Preliminary drafts, notes, or interagency or intra-agency 
communications prepared by, on behalf of, orfor the use of, any state 
agency referred to in paragraph ( 1). 

(4) Information received in confidence by any state agency 
referred to in paragraph (1). 

(e) Geological and geophysical data, plant production data, and 
similar information relating to utility systems development, or 
market or crop reports, which are obtained in confidence from any 
person. 

(f) Records of complaints to, or investigations conducted by, or 
records of intelligence information or security procedures of, the 
office of the Attorney General and the Department of Justice, and 
any state or local police agency, or any investigatory or security files 
compiled by any other state or local police agency, or any 
investigatory or security files compiled by any other state or local 
agency for correctional, law enforcement, or licensing purposes, 
except that state and local law enforcement agencies shall disclose 
the names and addresses of persons involved in, or witnesses other 
than confidential informants to, the incident, the description of any 
property involved, the date, time, and location of the incident, all 
diagrams, statements of the parties involved in the incident, the 
statements of all witnesses, other than confidential informants, to the 
victims of an incident, or an authorized representative thereof, an 
insurance carrier against which a claim has been or might be made, 
and any person suffering bodily injury or property damage or loss, 
as the result of the incident caused by arson, burglary, fire, explosion, 
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larceny, robbery, vandalism, vehicle theft, or a cri~e
1
as defined~~ 

subdivision (c) of Section 13960, unless the d1~ osure ~ou 
endanger the safety of a witness or other person mvolved m t~j 
investigation, or unless disclosure would e!1dan!:er !he success u 

letion of the investigation or a related investigation. Ho"'.ever, 
~':'Jng in this division shall require the disclosur_e of that por~1on o~ 
those investigative files which reflect the analysis or conclusmns o 
the investigating officer• . . d 

n 

Other provisions of this subdivision notw1thsta'.'dmg, state ~n 
local Jaw enforcement agencies shall make pubbc the_ follo,:"'ng 
information, except to the extent that disclosure of a ~articular !tern 
of information would endanger the safety of a person mvo)ved ft~! 
· vestigation or would endanger the successful completion o 
m 1 d · · r investigation or a re ale mvest1ga 10n: . f 

(1) The full name, current address, and ?"curotio'.' o hev~) 
individual arrested by the agency, the mdiv1du~l s P Y~•ca 
description including date of birth, color of eyes an~ ~au, s~~ hk•_ght 
and weight the time and date of arrest, the time an ate o ~o mg, 
h I ti ' f the arrest the factual circumstances surroundmg the 

t e oca on o f b il t th t" and manner of release or the 
r~~:~~!h!~:.~~~! ?ndi~d!ai is ~u::~tly being held, and all chad~es 
the individual is being held upon, including any . outhsta1nd mg 

h . "sd" t· d parole or probation o s. 
warrants from ot er Jun ,c mns an d b S ti 841 5 of the 

P 
(2)1 sc~bd1eec~~; J1:e r~t~~~;:, ~~s'i:ati:n :t all~om~laints odr 

ena • ' . d b th cy and the time an 
requests for assistance receive y . e a~en h t t the 
nature of the response . thereto, mclud~:~~fu!d e ore~:; other 
information re~ardi~g- crimes dal~eg:e oJme date and location of 
incident investigate ,s recor e ' h o;t th~ name age and 
occurrence, the time ~d _date of t e h~pthe' address of the victim 
current address of the v,cti~, except t a 264 1 273a 273d, 273.5, 286, 
of any crime defined by Section 261• 264f 'h -j, ' al Code shall not be 
288 288a 289 422 6 422.7, or 422.75 o t e en . 

. ' ' h' f ~t~al circumstances surrounding the crime or 
disclosed, t e a al d . ti of any ini·uries property' or . "d t d a gener escnp on ' ed b 
:~~p::; i:olved. The name of a victim ;'k a~c: d:t 422.l, 
Section 261, 264, f~·\, 273j• J7~d, !~~5

be withheid at ihe ~ctim's 
422.7, or 422.75 o t e e~a f th evictim's parent or guardian if the 
request, or at the rWheques o e . s the victim of more than one 
victim is a minor· en a person 1 

• • tim of a crime 
crime, information disclosing that the pe:Mo~ ~~a 289 422.6, 
defined by Section 26h \,264;.i~·J 

27
!:;,27be deleted ;t the' req~est of 

422 7 or 422.75 oft e en ° e d" "f h · tim is a minor 
the· vlctim, or the victim's parent ?r guar ,an I t :~:e or incident , 
in making ~he hrepo~t of tht;l~bj;~~ ilie ;uh~~ in compliance with 
accompanymg t e cnm_e, avm 
the requirements of this ~ararap\nd other examination data used 

to ~~mT:!~;;:i::,:"::;i~~o~~':ni:~!ion, examination for employment, 
242120 

n () 00832

D
oc

um
en

t r
ec

ei
ve

d 
by

 th
e 

C
A

 4
th

 D
is

tr
ic

t C
ou

rt
 o

f 
A

pp
ea

l D
iv

is
io

n 
2.

MJN/838



0 
0 
0 
i-.. 
0 
<.,, 

'- \ 

7428 STATUTES OF 1993 [ Ch. 1265 

or academic examination, except as provided for in Chapter 3 
( commencing with Section 99150) of Part 65 of the Education Code. 

(h) The contents of real estate appraisals or engineering or 
feasibility estimates and evaluations made for or by the state or local 
agency relative to the acquisition of property, or to prospective 
public supply and construction contracts, until all of the property has 
been acquired or all of the contract agreement obtained. However 
the law of eminent domain shall not be affected by this provision'. 

(i) Information required from any taxpayer in connection with 
the collection of local taxes which is received in confidence and the 
disclosure of the information to other persons would result in unfair 
competitive disadvantage to the person supplying the information. 

(D Library circulation records kept for the purpose of identifying 
the borrower of items available in libraries, and library and museum 
materials made or acquired and presented solely for reference or 
exhibition purposes. The exemption in this subdivision shall not 
apply to records of fines imposed on the borrowers. 

(k) Records the disclosure of which is exempted or prohibited 
pursuant to federal or state law, including, but not limited to, 
provisions of the Evidence Code relating to privilege. 

(I) Correspondence of and to the Governor or employees of the 
Governor's office or in the custody of or maintained by the 
Governor's legal affairs secretary, provided that public records shall 
not be transferred to the custody of the Governor's legal affairs 
secretary to evade the disclosure provisions of this chapter. 

(m) In the custody of or maintained by the Legislative Counsel. 
(n) Statements of personal worth or persone.l financial data 

required by a licensing agency and filed by an applicant with the 
licensing agency to establish his or her personal qualification for the 
license, certificate, or permit applied for. 

(o) Financial data contained in applications for financing under 
Division 27 (commencing with Section 44500) of the Health and 
Safety Code, where an authorized officer of the California Pollution 
Control Financing Authority determines that disclosure of the 
financial data would be competitively injurious to the applicant and 
the data is required iri order to obtain guarantees from the United 
States Small Business Administration. The California Pollution 
Control Financing Authority shall adopt rules for review of 
individual requests for confidentiality under this section and for 
making available to the public those portions of an application which 
are subject to disclosure under this chapter. 

(p) Records of state agencies related to activities governed by 
Chapter 10.3 ( commencing with Section 3512) of Division 4 of Title 
1, Chapter 10.5 (commencing with Section 3525) of Division 4 of 
Title 1, and Chapter 12 (commencing with Section 3560) of Division 
4 of Title 1, which reveal a state agency's deliberative processes, 
impressions, evaluations, opinions, recommendations, meeting 
minutes, research, work products, theories, or strategy, or which 
provide instruction, advice, or training to employees who do not 

242150 
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have full collective bargaining and representation rights under. th~ 
above chapters. Nothing in this subdivision shall be construed to hm1t 
the disclosure duties of a state agency with respect to any o~her 
records relating to the activities governed by the employee relations 
acts referred to in this subdivision. · . . . 

(q) Records of state agencies related to activities governed _by 
Articles 2 6 (commencing with Section 14081), 2.8 (commencmg 
with Secti~n 14087.5), and 2.91 (commencing with Sec~io~ 14089) of 
Chapter 7 of Part 3 of Division 9 of the Welfare and Institutions Code, 
which reveal the special negotiator's deliberative pro~e~ses, 
discussions, communications, or any other portion of t~e negot~a~10ns 
with providers of health care services, impressions, op1n1ons, 
recommendations, meeting minutes, research, "':ork pro?~ct, 
theories, or strategy 

I 
or which provide instruction, advice, or tra1nmg 

to employees. . . f 
Except for the portion of a contract contam1?g the rates o 

payment, contracts for inpatient services entered 1n~o purs?ant to 
these articles, on or after April 1, 1984, shall be open to mspection one 
year after they are fully executed. In the ev~nt that a _contract f~r 
inpatient services which is entered into pnor to Apnl 1, 1984, 1s 
amended on or after April 1, 1984, the amendment, except for ~ny 

ortion containing the rates of payment, shall be open to ms~ection 
~ne year after it is fully executed. If th~ California Medical A~s1stance 
Commission enters into contracts with health care providers for 
other than inpatient hospital_ services, those contracts shall be open 
to ins ection one year after they are fully exe:uted. . . 

Thr~e years after a contract or amendment 1s open to mspdct10n 
under this subdivision, the portion of the contrac_t or an_ien ment 
containing the rates of payment shall be open to ms'i'echon. 

Notwithstanding any other provision oflaw, t~e enhr_e{o,ntr'.!:'\r~ 
amendment shall be open to inspection ?Y theJ01?t Legh llttve. ~ .' 
Committee. The Joint Legislative Audit Committee s ~ mam. ru~ 
the confidentiality of the contracts and ame?dmen~s u~til huch tuc 
as a contract or amendment is fully open to mspec1to1;1 y t d pu d 

(r) Records of Native American graves, cemetenes, an _sa~re 
laces maintained by the Native American Heritage Com_m~ss1on. 

p A final accreditation report of the Joint Comm1ss10n on 
Ac~;editation of Hospitals wh!ch has beenttra

1
nsm~~~~:;;,~h(it~f 

Department of Health Services pursuan o su 
Section 1282 or-the Health and Safety Code. ant to Division 

(t) Records of a local hospital district, formed puhrsud Saf ty C de 
ncin with Section 32000) of the Heall an e . 0 

• 

: ih~':-1:C~rds o~ a municipal hospital, formed pursuant to ~rhcl~t~ 
. h S ti 37600) or Article 8 (commencmg w1 

~co:m~~~~ :r~ha~~ero; of Division 3 of Title 4 of this c?df' whi_ch 

r!fat~~o a?Y c~-~::c~rw~~t;~1:~~~r~:r
0
~;e~n1~~fi~l~;:~~:v!e:;1:~ 

plan fo~ /n§:c:ion 10133 or 11512 of the Insurance Code. Howevr, 
r:;s~:;ord shall be open to inspection within one year after t e 
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contract is fully executed. 
(u) Information contained in applications for licenses to carry 

firearms issued pursuant to Section 12050 of the Penal Code by the 
sheriff of a county or the chief or other head of a municipal police 
department which indicates when or where the applicant is 
vulnerabl~ to a~tack or which concerns the applicant's medical or 
psychological history or that of members of his or her family. 

( v) ( 1) R~c?~ds of the Major Risk Medical Insurance Program 
related to activities governed by Part 6.3 ( commencing with Section 
12695), and Part 6.5 (commencing with Section 12700), of Division 
2 '.'f the_ Insurance Co~e, ~nd which reveal the deliberative processes, 
d1~cuss1ons, communications, or any other portion of the negotiations 
with ~ealt~ plans, or the impressions, opinions, recommendations, 
meeting "?mutes, research, work product, theories, or strategy of the 
bo~r~ or its staff, or records that provide instructions, advice, or 
trammg to employees. 

(2) (A) Except for the portion of a contract that contains the 
rates of payment, contracts for health coverage entered into 
pursuant t~ Part 6.3 (commencing with Section 12695), or Part 6.5 
(commencing with Section 12700), of Division 2 of the Insurance 
Code, on or after July l, 1991, shall be open to inspection one year 
after they have been fully executed. 

(B) In the event that a contract for health coverage that is 
entered into prior lo July 1, 1991, is amended on or after July l, 1991, 
the amendment, except for any portion containing the rates of 
payment shall be open to inspection one year after the amendment 
has been fully executed. 

(3) Three years after a contract or amendment is open to 
inspection pursuant to this subdivision, the portion of the contract or 
amendment containing the rates of payment shall be open to 
inspection. 

(4) Notwithstanding any other provision of law, the entire 
contract or amendments to a contract shall be open to inspection by 
the Joint Legislative Audit Committee. The Joint Legislative Audit 
Committee shall maintain the confidentiality of the contracts and 
amendments thereto, until the contract or amendments to a contract 
is open to inspection pursuant lo paragraph (3). 

(w) (1) Records of the Major Risk Medical Insurance Program 
related lo activities governed by Chapter 14 (commencing with 
Section 10700) of Part 2 of Division 2 of the Insurance Code, and that 
reveal the deliberative processes, discussions, communications, or 
any other portion of the negotiations with health plans, or the 
impressions, opinions, recommendations, meeting minutes, 
research, work product, theories, or strategy of the board or its staff, 
or records that provide instructions, advice, or training lo employees. 

(2) Except for the portion of a contract that contains the rates of 
payment, contracts for health coverage entered into pursuant to 
Chapter 14 (commencing with Section 10700) of Part 2 of Division 
2 of the Insurance Code, on or after January 1, 1993, shall be open to 
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·nspection one year after they have been fully executed. . 1 
(3) Notwithstanding any other provision of law: the ~nttre 

contract or amendments to a contract shall be o_pen to ~ns~tion by 
the Joint Legislative Audit Committee. The Jomt Legislative Audit 
Committee shall maintain the confidentiality of the contracts and 
amendments thereto, until the contract or amendments to a contract 
is open to inspection pursuant to paragraph (2) • . . 

(x) Financial data contained in applications for. registra~on, or 
registration renewal, as a service contractor filed with the Director 
of the Department of Consumer Affairs pursuant to C~apter 20 
(commencing with Section 9800) of Division 3 of the Busmess and 
Professions Code, for the purpose of establish~g the service 
contractor's net worth, or, financial data regard~g the funde~ 
accounts held in escrow for service contracts held m force In this 
state by a service contractor. . . 

Nothing in this section prevents any agency from openmg 1!s 
records concerning the administration of the agency to public 
inspection, unless disclosure is otherwise prohib!t.ed by la"'.. . 

Nothing in this section prevents any health fac1lil);' fro~ dISclos~ng 
to a certified bargaining agent relevant finan~mg information 
pursuant to Section 8 of the National ~bor Relat_ions Act. 

SEC. 15. No reimbursement is required by t(ns ~ct pursuant to 
Section 6 of Article XIII B of the California Constitution becan~e t?e 
only costs which may be incurred by a local agenc)'. or sch~) d1St~1ct 
will be incurred because this act creates a new crune or mfracti<;n, 
changes the definition of a crime or infraction, c!'anges t~e pen~ ty 
for a crime or infraction, or eliminates a crune or infraction. 
Notwithstanding Section 17580 of the Government Code, unless 
otherwise specified in this act, the provisions of this act shall becohe 
operative on the same date that the act takes effect pursuant to t e 
California Constitution. 

CHAPTER 1266 

An act to amend Sections 7528, 7532, 7546.9,_ 754~~ii75,rs7~ :~1 
759s 14 of and to amend, repeal, and add Sections , 1 . • to 
7599· 70 ~f the Business and Professions Code, h re iting d 
inve~tigati~e services, making an appropr!ation :t:r or, an 
declaring the urgency thereof, to take effect unmedi Y· 

(Approved by Governor October 11, 1993
993

, F
1
iled wlth 

Secretary or State October 11, 1 • • 

The people of the State of California do enact 85 follows: 

SEGnON 1. Section 7511 of the Business and Professions Code 

is ~~~d~;,~ ~h!d~ffective date of the amendments to this section 
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1993 SUMMARY DIGEST 571 

Ch. 1264 (SB 574) Boatwright. Deparbnent of Consumer Affairs. 
Existing Jaw establishes the Department of Consumer Affairs. Under existing law, 

there are various professional and vocational boards and similar entities in the depart­
ment with responsibilities for the licensure and discipline of various licensed professions 
and vocations. 

This bill would. among other things, do all of the following: 
(1) Revise certain experience requirements and renewal periods with respect to 

repossession agencies and repassessors. 
(1.1) Revise certain revenue and fee provisions relative to psychiatric technicians. 
(U) Increase the required amount of a contractor's bond and a qualifying in­

dividual"s bond, and make related changes, as specified. 
(1.3) Provide that engaging in a business as an unlicensed private investigator or 

private patrol operator is an infraction under specified circumstances. 
(2) Remove from licensure and regulation protection dog operators. 
(3) Remove various conditions upon licensure of alarm company operators, and re­

vise provisions relating lo the operation of alarm companies, as specified. 
(4) Consolidate the list of electronic items under the term "electronic set" with 

respect to the jurisdiction of the Bureau of Electronic and Appliance Repair. 
(5) Delete certain references to the Bureau of Automotive Repair Adviso,y Board. 
(6) Delete the category of "'tax interviewer .. from registration of tax preparer provi­

sions. 
(7) Eliminate the Tax Preparer Advisory Committee. . 
(8) Increase certain license renewal delinquency fee amounts, revise certain financial 

provisions, and increase certain fine amounts for home furnishings' licensees, as speci­
fied. 

(8.5) Increase the license fees for certain home furnishings' licensees, as specified, 
and provide a fee for licensure as a retail furniture and bedding dealer. 

(9) Eliminate licensure and regulation of medical provider consultants. 
(10) The bill would also make conforming, clarifying, and related changes. It would 

specify certain penalty provisions including the penalty of perjury. The bill would thus 
impose a state-mandated local program by expanding the scope of an existing crime. 

(11) Under existing law, the small claims court has jurisdiction over a defendant 
guarantor who is required to respond based upon the default, actions, or omissions of 
another, only if the demand does not exceed $1,500. 

This bill would increase that limit to $2,500. 
The California Constitution requires the state to reimburse local agencies and school 

districts for certain costs mandated by the state. Statutory provisions establish proce­
dures for making that reimbursement. 

This bill would provide that no reimbursement is required by this act for a specified 
reason. 

Ch. 1265 (SB 798) Rosenthal. Electronic and appliance repair: service contractors. 
Existing law known as the Electronic and Appliance Repair Dealer Registration Law 

requires a service dealer, as defined, to register with the Bureau of Electronic and 
Appliance Repair, as specified. 

This bill would require the registration of service contractors, as defined, and would 
prohibit a service contract seller, as defined, from issuing, selling, or offering for sale a 
service contract unless he or she (1) discloses certain financial information, (2) obtains 
a service contract reimbursement insurance policy, (3) sells service contracts which are 
administered by a service contract administrator, as defined, who has obtained service 
contract reimbursement insurance, or (4) maintains a specified funded escrow account. 
The bill would also prohibit a servir.e contract administrator from administering service 
contracts unless he or she has obtained a service contract reimbursement insurance 
policy. Among other things, this bill would require the filing of the form of a service 
contract issued by a service contractor prior to its use and would authorize the Director 
of Consumer Affairs to invalidate the registration of a service contractor for specified 
reasons and to investigate complaints against a service contractor. The bill would require 
a service contractor to pay various registration and renewal fees, as specified. 

NOTE: Superior numben appear as a separate section at the end of the digests. 
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Existing law requires a service dealer to pay a specified fee for each place of business 
operated in this state. 

This bill would require a service dealer or a service contractor who does not operate 
a place of business in this state, but who engages in the electronic repair industry. the 
appliance repair industry, or sells, issues, or administers service contracts in this state, 
to hold a valid registration and to pay required registration fees. 

Existing law permits the sale of a service contract to a buyer, except as specified, in 
addition to or in lieu of an express warranty if the contract fully discloses the tenns, 
conditions, and exclusions of the contract and the contract contains specified informa• 
tion. 

This bill would require the contract to include a statement identifying the person who 
is financially and legally obligated to perform the services specified in the service 
contract. including the name and address of that person. 

The bill would set forth grounds for various citations and administrative fines, as 
specified. 

The bill would also add, as an exception to the disclosure provisions of the California 
Public Records Act, specified financial data contained in applications for registration or 
registration renewal as a service contractor or financial data regarding funded escrow 
accounts for service contracts. 

Various provisions of the bill would be operative only until January 1, 1998, as specified. 
Existing law provides that any violation of the Electronic and Appliance Repair Dealer 

Registration Law is a misdemeanor. 
This bill would impose a state-mandated local program by creating new crimes. 
The California Constitution requires the state to reimburse local agencies and school 

districts for certain costs mandated by the state. Statutory provisions establish proce­
dures for making that reimbursement. 

This bill would provide that no reimbursement is required by this act for a specified 
reason. 

Ch. 1266 (SB 756) Kelley. Private investigators. 
Existing law provides for various fees for persons licensed by the Bureau of C'.ollection 

and Investigative Services as private investigators, private patrol operators, and related 
capacities. 

This bill would increase those fees, except as specified. It would make additional 
changes on January 1, 1995 and January 1, 1998. 

The bill would appropriate $1,411,000 as an augmentation to a specified item of the 
Budget Act of 1993 from the Private Investigator Fund. · 

The bill would declare that it is to take effect immediately as an urgency statute . 

Ch. 1267 (SB 916) Presley. Medical quality, reporting, disciplinary actions, 
hearings. 

( l) Existing law establishes a Medical Board of California to administer and enforce 
provisions relating to licensure and regulation of physicians and surgeons. Existing law 
requires that the board consist of3 divisions of specified composition. Under existing law, 
the 3 divisions are the Division of Allied ·Health Professions, •the Division of Licensing, 
and the Division of Medical Quality. Under existing law, the Division of Medical Quality 
of the Medical Board of California is responsible for the administration and hearing of 
disciplinary actions against physicians and surgeons. 

This bill would, commencing July 1, 19f>.1, eliminate the Division of Allied Health 
Professions, and would require the board to establish a Committee on Allied Health 
Professions. This bill would also, commencing January 1, 1994, revise the composition of 
the Division of Medical Quality, and revise the duties of the division relating to discipli­
nary actions against physicians and surgeons. 

This biil would make conforming changes transferring certain responsibilities of the 
Division of Allied Health Professions relating to psychoanalysts, optometrists, and regis­
tered dispensing opticians, and perfusionists to the Division of Licensing. 

This bill would require the State Auditor to perform an audit of the disciplinary 
system, regarding specified information, and to send a report on the audit to the Chairp-

NOTE: Superior numbers appear as a separate section at the end of the digests. 
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VOLUME 2 

CALIFORNIA LEGISLATURE 

AT SACRAMENTO 

1997-98 REGULAR SESSION 

1997-98 FIRST EXTRAORDINARY SESSION 

ASSEMBLY FINAL HISTORY 
ASSEMBLY BILLS, CONSTITUTIONAL AMENDMENTS, CONCURRENT, 

JOINT, AND HOUSE RESOLUTIONS 

Assembly Convened December 2, 1996 

Recessed December 2, 1996 
Recessed March 21, 1997 
Recessed August 12, 1997 
Recessed September 13, 1997 
Recessed April 2, 1998 

Reconvened JanOary 6, 1997 
Reconvened March 31, 1997 
Reconvened August 25,. 1997 
Reconvened January 5, 1998 

Reconvened April 13, 1998 

Adjourned September 1, 1998 
· Adjourned Sine Die November 30, 1998 

legislative Days ············································ 268 
Calendar Days • . . . • • . • . • • . . • • . • • • • • • . . • . . • • • • • • • . . • . . • • . . • 729 

HON. ANTONIO R. VILIARAIGOSA 
Speaker 

HON. SHEILA JAMES KUEHL 
Speaker pro T11mpore· 

HON. JOE BACA 
Speakt,r pro Tempore 

HON. KEVIN SHELLEY 
Majority Floor L~er 

HON. ROD PACHECO 
Minon'ty Floor Lt1ader 

Compiled Unckr tlie Direction of· 
E. DOTSON WILSON 

Chief O.rlc 

AMY DUARTE. 
History Oerlc 

DARCI KING 
A11ls~nl Hi'story Cled_ 
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1944 AssEMBLY FINAL HISTORY 

A.B. No. 2704--Alquist (Coauthor: Senator Watson). 
An act to amend Section 98515 of the Business and Profeaions Code, and to 

Section 1791 of the Civil Code, relating to service contracts. 

1998 
Feb. 23-Joint Rule 54 suspended. Auembly Rule 49(c) suspended. Bad 

time. To print. 
Feb. 24-From printer. May be heard in committee March 116. 
Mar. l~Refened to Com. ~G.E. &: E.D. 
May 11-From committee: , and do pass as amended. (Ayes 11. 

~l.!iMay 5). 
May 1:2-- second time and amended. Orclerell returned to 

reading. 
May 13-Read second time. To third reading. 
May 14-Read third t'.:'J ~ and to Senate. (Al{i72. Noes l, PageO'Jll, 
May 14-ln Senate. R time. To Com. on ft,r •scignment 
June 16-Referred to Com. on B. &: P. · 
une 17-From committee chair, with author's amendments: Amend, 

re-refer to committee. Read second time, amended, and re-
to Com. on B. &: P. 

-June 21>-From committee: Amend, and do pass as amended. To 
Calendar. Oune 25). 

June 29-Read secon<l time, amend,:a and to Consent Calendar. 
uly :2--Read third time, passed, to Assembly. (Ayes 38. Noes 0. 

5370.) . -
July :2--ln Assembly. Concurrence in Senate amendments=· MaJ 
July 

considered on or after July 4 pursuant to Assembly Rule . . 
7-Senate amendments concurrecl in. To enrolhnent. (Ayes 69. Noe, 

July 
Page 7812.) · . 

~Enrolled and to the Governor at 2:30 p.m. 

J::I~ 
20-~roved by the Governor. 
·21- ptered by Secretary of State - Chapter 196, ·Statutes of 1998. , 
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CALIFORNIA LEGISLATURE-1997-98 REGULAR SESSION 

ASSEMBLY BILL No. 2704 

Introduced by Assembly Member Alquist 

February 23, 1998 

An act to amend Section 9855 of the Business and 
Professions Code, and to amend Section 1791 of the Civil 
Code, relating to service contracts. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 2704, as introduced, Alquist. Service contracts. 
Existing law regulating the activities of service contractors, 

including service contract sellers, defines a service contract 
seller as a person who sells or offers to sell a service contract 
for the maintenance or repair of electronic sets or appliances, 
as defined. Existing law regulating consumer warranties 
provides for substantially the same definition of a "service 
contract seller" with respect to the maintenance or repair of 
consumer products, as defined. 

This bill would add to the definition of "service contract 
seller" or "seller," for purposes of both regulatory laws, a 
person who is the obligor under a service contract sold by the 
seller, manufacturer, or repairer of the product covered by 
the service contract. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 
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AB 2704 -2-

The people of the State of California do enact as follows: 

1 SECTION 1. Section 9855 of the Business and 
2 Professions Code is amended to read: 
3 9855. The definitions used in this section shall govern 
4 the construction and terms as used in this chapter: 
5 (a) "Service contract" means a contract in writing to 
6 perform, over a fixed period of time or for a specified 
7 duration, services relating to the maintenance or repair 
8 of a set or appliance as defined by this chapter. 
9 (b) "Service contract administrator" or 

10 "administrator" means a person, other than a service 
11 contract seller or an insurer admitted to do business in 
12 this state, who performs or arranges, or has an affiliate 
13 who performs or arranges, the collection, maintenance, 
14 or disbursement of moneys to compensate any party for 
15 claims or repairs pursuant to a service contract, and who 
16 also performs or arranges, or has an affiliate who performs 
17 or arranges, any of the following activities on behalf of 
18 service con tract sellers: 
19 ( 1) Providing service contract sellers with service · 
20 contract forms. 
21 (2) Participating in the adjustment of claims arising 
22 from service contracts. 
23 (3) Arranging on behalf of service contract sellers the 
24 insurance required by Section 9855.2. 
25 A service contract administrator shall not be an obligor 
26 on a service contract. 
27 ( c) "Service contract seller" or "seller" means a 
28 person who sells or offers to sell a service contract to a 
29 service contractholder, including a person who is the 
30 ob/igor under a service contract sold by the seller, 
31 manufacturer, or repairer of the product covered by the 
32 service contract. 
33 (d) "Service contractholder" means a person who 
34 purchases or receives a service contract from a service 
35 contract seller. 
36 (e) "Service contractor" means a service contract 
37 administrator or a service contract seller. 

99 
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1 (f) "Service contract reimbursement . insurance 
2 policy" means a policy of insurance issued by an insurer 
3 · admitted to do business in this state providing coverage 
4 for all obligations and liabilities incurred by a service 
5 contract seller under the terms of the service contracts 
6 sold in this state by the service contract seller to a service 
7 contractholder. The service contract reimbursement 
8 insurance policy shall either cover all service contracts 
9 sold or specifically cover those contracts sold to residents 

10 of the State of California. 
11 SEC. 2. Section 1791 of the Civil Code is amended to 
12 read: 
13 1791. As used in this chapter: 
14 (a) "Consumer goods" means any new product or part 
15 thereof that is used, bought, or leased for use primarily for 
16 personal, family, or household purposes, except for 
17 clothing and consumables. "Consumer goods" shall 
18 include new and used assistive devices sold at retail. 
19 (b) "Buyer" or "retail buyer" means any individual 
20 who buys consumer goods from a person engaged in the 
21 business of manufacturing, distributing, or selling 
22 consumer goods at retail. As used in this subdivision, 
23 "person" means any individual, partnership, corporation, 
24 limited liability company, association, or other legal 
25 entity that engages in any such business. 
26 (c) "Clothing" means any wearing apparel, worn for 
27 any purpose, including under and outer garments, shoes, 
28 and accessories composed primarily of woven material, 
29 natural or synthetic yarn, £her, or leather or similar 
30 fabric. 
31 (d) "Consumables" means any product that is 
32 intended for consumption by individuals, or use by 
33 individuals for purposes . of personal care or in the 
34 performance of services ordinarily rendered within the 
35 household, and that usually is consumed or expended in 
36 the course of consumption or use. 
37 ( e) "Distributor" means any individual, partnership, 
38 corporation, association, or other legal relationship that 
39 stands between the manufacturer and the retail seller in 
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1 purchases, consignments, or contracts for sale of 
2 consumer goods. 
3 (f) "Independent repair or service facility" or 
4 "independent service dealer" means any individual, 
5 partnership, corporation, association, or other legal 
6 entity, not an employee or subsidiary of a manufacturer 
7 or distributor, that engages in the business of servicing 
8 and repairing consumer goods. 
9 (g) "Lease" means any contract for the lease or 

10 baihnent for the use of consumer goods by an individual, 
11 for a term exceeding four months, primarily for personal, 
12 family, or household purposes, whether or not it is agreed 
13 that the lessee bears the risk of the consumer goods' 
14 depreciation. 
15 (h) "Lessee" means an individual who leases 
16 consumer goods under a lease. 
17 ( i) "Lessor" means a person who regularly leases 
18 consumer goods under a lease. 
19 (i) "Manufacturer" means any individual, 
20 partnership, corporation, association, or other legal 
21 relationship that manufactures, assembles, or produces 
22 consumer goods. 
23 (k) "Place of business" means, for the purposes of any 
24 retail seller that sells consumer goods by catalog or mail 
25 order, the distribution point for these goods. 
26 (l) "Retail seller," "seller," or "retailer" means any 
27 individual, partnership, corporation, association, or other 
28 legal relationship that engages in the business of selling or 
29 leasing consumer goods to retail buyers. 
30 (m) "Return to the retail seller" means, for the 
31 purposes of any retail seller that sells consumer goods by 
32 catalog or mail order, the retail seller's place of business, 
33 as defined in subdivision (k). 
34 (n) "Sale"means (1) thepassingoftitlefrom the seller 
35 to the buyer for a price, or (2) a consignment for sale. 
36 ( o) "Service contract" means a contract in writing to 
37 perform, for an additional cost, over a fixed period of time 
38 or for a specified duration, services relating to the 
39 maintenance or repair of a consumer product, except that 
40 this term does not include a policy of automobile 
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1 insurance, as defined in Section 116 of the Insurance 
2 Code. 
3 (p) "Service contract administrator" or 
4 "administrator" means a person, other than a service 
5 contract seller or an insurer admitted to do business in 
6 this state, who performs or arranges, or has an affiliate 
7 who performs or arranges, the collection, maintenance, 
8 or disbursement of moneys to compensate any party for 
9 claims or repairs pursuant to a service contract, and who 

10 also performs or arranges, or has an affiliate who performs 
11 or arranges, any of the following activities on behalf of 
12 service contract sellers: 
13 (1) Providing service contract sellers with service 
14 contract forms. 
15 (2) Participating in the adjustment of claims arising 
16 from service contracts. 
17 (3) Arranging on behalf of service contract sellers the 
18 insurance required by Section 9855.2. A service contract 
19 administrator shall not be an obligor on a 8ervice contract. 
20 ( q) "Service contract seller" or "seller" means a 
21 person who sells or offers to sell a service contract to a 
22 service contractholder, including a person who is the 
23 obligor under a service contract sold by the seller, 
24 manufacturer, or repairer of the product covered by the 
25 service contract. 
26 (r) "Service contractor" means a service contract 
27 administrator or a service contract seller. 
28 (s) "Assistive device" means any instrument, 
29 apparatus, or contdvance, including any component or 
30 part thereof or accessory thereto, that is used or intended 
31 to be used, to assist an individual with a disability in the 
32 mitigation or treatment of an injury or disease or to assist 
33 or affect or replace the structure or any function of the 
34 body of an individual with a disability, except that this 
35 term does not include prescriptive lenses and other 
36 ophthalmic goods unless they are sold or dispensed to a 
37 blind person, as defined in Section 19153 of the Welfare 
38 and Institutions Code, and unless they are intended to 
39 assist the limited vision of the person so disabled. 
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1 (t) "Catalog or similar sale" means a sale in which 
2 neither the seller nor any employee or agent of the seller 
3 nor any person related to the seller nor any person with 
4 a financial interest in the sale participates in the diagnosis 
5 of the buyer's condition or in the selection or fitting of the 
6 device. 
7 (u) "Home appliance" means any refrigerator, ( 
8 freezer, range, microwave oven, washer, dryer, 
9 dishwasher, garbage disposal, trash compactor, or room 

10 air-conditioner normally used or sold for personal, family, 
11 or household purposes. 
12 (v) "Home electronic product" means any television, 
13 radio, antenna rotator, audio or video recorder or 
14 playback equipment, video camera, video game, video 
15 monitor, computer equipment, telephone, 
16 telecommunications equipment, electronic alarm 
17 system, electronic appliance control system, or other kind 
18 of electronic product, if it is normally used or sold for 
19 personal, family, or household purposes. The term 
20 includes any electronic accessory that is normally used or 
21 sold with a home electronic product for one of those 
22 purposes. The term excludes any single product with a 
23 wholesale price to the retail seller ofless than fifty dollars 
24 ($50). 
25 This section shall remain in effect only until January 1, 
26 2003, and as of that date is repealed, unless a later enacted 
27 statute, that is enacted before January 1, 2003, deletes or 
28 extends that date. 
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STATE AND CONSUMER SERVICES AGENCY BILL ANALYSIS 
Department 
CONSUMER AFFAIRS 
Sponsor 
California Retailers Association 
Subject 

Service Contracts 

Summary: 

Author 

Alquist 
Related Bills 

Bill Number 
AB2704 

Amended Date 
Intro 2-23-98 

The Department of Consumer Affairs Bureau of Electronic and Appliance Repair (BEAR) regulates 
service contract sellers. AB 2704 would add to the definition of a service contract seller or seller, in both 
the Business and Professions Code and the Civil Code, a person who is the third-party obliger under a 
service contract sole;! by the seller, manufacturer, or repairer of the product covered by the service 
contract. 

Bill Description: 

Existing law: 

Regulates the activities of service contractors including service contract sellers. The law defines service 
contract seller as a person who sells or offers to sell a service contract for the maintenance or repair of 
electronic sets or appliances. 

Regulating consumer warranties defines service contract seller with respect to the maintenance or 
repair of consumer products. 

This bill would: 

Add to the definition of a service contract seller or seller, in both the Business and Professions 
Code and the Civil Code, a person who is the third-party obliger under a service contract sold by 
the seller, manufacturer, or repairer of the product covered by the service contract. 

FEE /X/ 
DEPARTMENTS THAT MAY BE AFFECTED 
DOI, 

FISCAL /X/ REPORT// 

STATE MANDATE// GOVERNOR'S APPOINTMENT// 
DEPARTMENT DIRECTOR POSITION AGENCY SECRETARY POSITION GOVERNOR"S OFFICE USE 

S 0 S O POSITION APPROVD. 
SIA OUA SIA OUA POSITION DISAPP. 
N NP 

XX NIA NAR 
N NP POSITION NOTED 

-......-1ITA NAR 
DEFER DEFER 

DEPARTMENT DIRECTOR DATE: AGENCY SECRETtW,IGINAL Sl~¥6 BY i / 411 td;J HAPPY ~HASTAIN 

1 7 APR 8 1998 
/ 

DEPUTY SECRETARY 
Lt::GiSLA'fiOl'l 
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AB 2704 
Page 2 

Background: 

This bill is sponsored by the California Retailers Association to ensure that third-party 
obligors on service contracts are held to the same standard of accountability as the retailer or 
manufacturer that sells or administers the service contract. 

Specific Findings: 

The BEAR indicates that this bill would essentially codify existing policy. The BEAR currently 
registers third-party obligors on contracts sold by major retailers (Circuit City, Good Guys, 
Wards, Radio Shack) where the obliger has an exclusive relationship with one retailer. 
Apparently there are certain business and tax advantages for these large retailers to have a 
third party be the obliger on the service contracts they sell. The BEAR sees no erosion of 
consumer protection by this proposal as long as the company ultimately responsible for 
fulfilling the contract can meet the fiscal requirements of registration. 

The BEAR has determined that this policy is in the spirit of existing law which is intended to 
ensure that service contracts, sold to consumers, are backed by responsible companies with 
demonstrated financial means to ensure the contracts. 

The BEAR estimates that there are less than 10 companies that fit the definition in this bill 
and would be required to be registered. 

The Department of Insurance, in a letter dated June 14, 1996, has stated that service 
contracts with a third-party obliger are provided as a convenience to consumers and are 
incidental to the sale of the product, therefore are not considered "insurance" within the ambit 
of the California Insurance Code. This interpretation allows these contracts to be 
administered by the DCA. 

Fiscal Impact: 

The BEAR estimates it would be required to register less than 1 O obligors at $75 a 
registration. The workload and revenue are projected to be minor. 

Support: 

None identified. (Verified 3-18-98) 

Opposition: 

None identified. (Verified 3-18-98) 

Arguments: 

Pro: 

This bill provides the same accountability for the ultimate provider of security on a service 
contract as the company that interfaces with the customer. 
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AB 2704 
Page 3 

Con: 

Proposed language could be more narrowly crafted to specify third-party obligors who have 
an exclusive relationship with the seller, manufacturer or repairer of the product covered by 
the service contract. 

Recommendation: 

The Department of Consumer Affairs recommends a NEUTRAL IF AMENDMED position on 
AB 2704. 

Prepared by: Dennis Weber, Analyst 

Ray Saatjian, Deputy Director 

Telephone: 324-5402 

Telephone: 327-5196 
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Draft Language for amendment to AB 2704 

Section 9855 of the Business and Professions Code 

(11} "Ob[j11or'' is the entity financially and )e~Uy ob[jgated to provide service on a service 
contract, An ob)i11or mav be one of the fonowing: 

A retailer who sells both the eqµipment and the contract to the consumer: 

A manufacturer who manufacturers the equjpment and either sells the contract directly to 
the consumer or through a retaj) agent; 

A service dealer who perfonns an service on the eqllipment and either sens the contract 
djrectlv to the consumer or through a retail ai:ent: or 

A third party oblh:or, who js either a wholly-owned subsidiary of the retailer, 
manufacturer, or seryjce dealer sej)jng the contract, or a whoUy-owned subsidiary of the 
insurance companv that provides the seryjce contract reimbursement insurance poljcv that covers 
contracts sold bv the retaileL manufacturer, or service dealer, The third party obHiQt shal! on!y 
be financial)v or )ega))y obHi:ated for a sin11)e retailer, manufactµrer or service dealer, 
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Assembly Republican Bill Analysis AB 2704 (Alquist) 

Consumer Protection, Governmental Efficiency and 
Economic Development Committee 

€iDD·M,i 

AB 2704 (ALQUIST) 
SERVICE CONTRACTS. 

Version: 2/23/98 As Introduced Vice-Chair: Jim Morrissey 
Tax or Fee Increase: No Vote: Majority 

Support Clarifies that an individual which sells a service contract for a product on 
behalf of another entity be subject to the same regulations to which the 
entity is subject. • 

Policv Question 

Should an individual, which sells service contracts 
on behalf of a seller, manufacturer, or repairer of a 
product, be subject to the same regulations as that 
seller? 

Summan· 

Clarifies that the definition of"service contract 
seller" includes individuals who are obligors wider 
a service contract sold by the seller, manufacturer, 
or repairer of the product covered by the service 
contract Provides that these third party obligors 
will be subject to regulatory authority by the Bureau 
of Electronic and Appliance Repair (BEAR). 

Support 

CA Retailers Assn. (sponsor).; Circuit City Stores, 
Inc. 

Opposition 

None on file. 

Arguments In Support of the Bill 

Clarifies that BEAR has the authority to regulate 
third party obligors as sellers. 

Assembly Republican Consumer Protection Votes 
(0-0) 5/5/98 

Aycs:None 
Noes: None 
Abs./NV: None 

Assembly Republican 
Aycs:Nonc 
Noes: None • 
Abs./NV: None 

Assembly Republican 
Ayes:None 
Noes: None 
Abs./NV: None 

Assembly Republican 
Ayes:None 
Noes: None 
Abs. /NV: None 

Votes (0-0) 1/1/98 

Votes (0-0) 1/1/98 

Votes (0-0) 1/1/98 

Arguments In Opposition to the Bill 

These seMce contract sellers, are retailing a 
product and should not be held to the same standard 
unless they are a direct party to the contract. 

Fiscal Effect 

Unknown. 

Comments 

I. Under existing law, a person which-sells a 
service contract for a manufacturer, or repair 
facility is not legally subject to the same 
regulatory authority. However, the Bureau of 
Electronic anrl"Appliance Repair (BEAR) treats 
third party obligors under service contracts as 
sellers pursuant to B&P Sec. 9855. This 
measure is intended to clarify the law to 
specifically provide that BEAR has the authority 
to_ regulate their party obligors as sellers. 

2. The CA Retailers point out that, historically, the 
Bureau of Electronic and Appliance Repair 
(BEAR) bas treated third party obligors under 
service contracts as sellers, under the Business 
and Professions Code. This measure will codify 
this long-standing practice. This measure will 
ensure that no other interpretation is made with 
regard to third party obligors. 

3. Related Legislation includes SB 2075 (Polanco) 
which specifies that a "service contract11 

includes a contract in writing for maintenance 
or repair under which the seller of the service 
contract is responsible for maintenance or repair 
of the electronic set or appliance, other than a 
service contract offered by a building of a home 
in conjunction with the sale of a home. 

4. The Department of Insurance, in a letter dated 
June 14, 1996, stated that service contracts wiih 
a third-party obligor are provided as a 
convenience to consumers and are incidental to 
the sale of the product, therefore are not 
considered "insurance" within the purview of 
the California Insurance Code. This 
interpretation allows these contracts to be 
administered by the Department of Consumer 

. Affairs. 
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Assembly Republican Bill Analysis 
5. BEAR currently registers third-party obligors on 

contracts sold by major retailers (Circuit City, 
Good Giiys, Wards, Radio Shack) where the 
obliger bas an-eKclusive relationship with one 
retailer. Apparently there are certain business 
and tax advantages for these large retailers to 
have a third party be the obliger on the service 

Policy Consuitant Peter Rcnevitz 4/27/98 
Fiscal Consultant 

00012.l 

AB 2704 (Alquist) 
c:ontracts they sell. BEAR sees no erosion of 
consumer protection by this proposal as long as 
the company ultimately responsible for fulfilling 
the contract can meet the fiscal requirements of 
registration. 
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Date of Hearing: May S, 1998 

ASSEMBLY COMMITTEE ON CONSUMER PROTECTION, 
GOVERNMENTAL EFFICIENCY, AND ECONOMIC DEVELOPMENT 

Susan Davis, Chair 

AB 2704 (Alquist) - As Introduced: February 23, 1998 

Pagel 

SUBJECT: Specifies that a obliger under certain service contracts shall be 
subject to regulation by the Bureau of Electronic and Appliance Repair 

SUMMARY.: Revises the definition of a "service contract seller 11 that is 
regulated by the Bureau of Electronic and Appliance Repair (BEAR) to include 
any person who is the 11 obligor 11 under a service contract sold by the seller, 
manufacturer, or repairer of the product covered by the service contract. 

In other words, the measure provides that an obliger of the specified service 
contracts shall be deemed to be a "service contract seller" and shall be 
subject to regulation by BEAR. 

UNDER EXISTING LAW, the definition of a service contract seller is limited to 
a person who sells or offers to sell a specified service contract. Existing 
law also: 

l) Establishes the Electronics and Appliance Repair Dealer Registration Law, 
administered by BEAR within the Department of Consumer Affairs; this law: 

a) requires the registration and regulation of service dealers who 
perform electronic equipment and appliance repairs; 

b) requires the registration and regulation of service contract sellers 
and administrators, as defined, for service contracts relating to the 
maintenance and repair of appliances and electronic sets including 
televisions, radios, computer systems, etc.; 

c) specifies certain financial solvency requirements fo.r these regulated 
entities (e.g., obtaining service contract reimbursement insurance, 
specified minimum net worth amounts, etc.); and 

d) specifies that the service contracts sold must meet the requirements 
of the Song-Beverly Consumer Warranty Act including contract form, 
contents, disclosures, and refunds of premiums under certain 
conditions. 

2) Provides for the licensure and regulation by the Department of Insurance 
of certain home protection companies and contracts that effectively 
insure a homeowner against repair or replacement of among other things, 
home appliances. Service contracts sold by a home builder or seller or 
manufacturer of the home or appliance are specifically exempted from DOI 
regulation under these provisions. 

FISCAL EFFECT: Unknown potential additional costs to BEAR to regulate the 
newly defined group of se~ice contract sellers, to the extent this group is 
not already within BEAR regulation. However, this bill is designated as 
non-fiscal and will not be referred to the Appropriations Committee. 
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COMMENTS: 

l) Purpose of the Measure 

AB 2704 
Page 2 

According to the author's office, the purpose of this measure is to 
11 clarify11 the treatment of third party obligors under service contracts. 
Specifically, if a retailer sells a product, say a radio, and as part of 
that sale the retailer also sells the purchaser a service repair contract 
on behalf of a third party (other than the manufacturer) to repair the 
radio, that third party would be deemed to be a "service contract seller" 
for purposes of regulation. The effect of this change is make certain 
that third party obligors are subject to regulation under the BEAR. 
Proponents maintain that this is consistent with the existing practice of 
the BEAR. 

The BEAR currently regulates approximately 2,700 service contract sellers 
and 24 service contract administrators. The Department of Insurance 
regulates 15 home pro~ection contract companies. 

2) Should Third Party Obligors be Regulated by the BEAR or by the Department 
of Insurance? 

It can be argued that a contract which obligates a third party to cover 
repair or replacement costs is an insurance product because purchasers of 
the contracts pay money in exchange for a promise that another party will 
pay for a loss caused by a contingent future event. 

The author's office has asked Legislative Counsel for an opinion as to 
whether or not "service contract sellers 11 within the context of Business 
and Professions Code Section 9855 (which this measure amends) should be 
subject to regulation by the Department of Insurance. 

Legislative Counsel opines that service contract sellers should not be 
subject to regulation by the Department of Insurance. Generally, counsel 
states that 11 since a service contract, as defined in subdivision (a) of 
Section 9855, is a contract to perform services related to the maintenance 
or repair of an electronic set or appliances, as defined, the contract is 
not insurance in the traditional sense in which the insured bears the risk 
of personal liability for ser.rices ... " 

3) Consumer Affairs Requests Clarifying Amendments 

The Department of Consumer Affairs has requested an amendment to the bill 
which clarifies the definition of "obliger." As currently drafted in this 
bill, and as used in existing law, the term obliger is not specifically 
defined. BEAR is concerned that in the absence of a specific definition, 
it may be possible for entities other than those which BEAR currently has 
within its jurisdiction to qualify as an obliger. 

The BEAR has provided proposed amendment language which would clarify the 
definition of obliger, consistent with its existing practices. 
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REGISTERED SUPPORT/ OPPOSITION: 

Support 

Circuit City Stores, Inc. (sponsor) 
California Retailers Association 

Opposition 

None on file 

Analysis prepared by: Andrew Meyers/ aconpro / (916) 319-2089 
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AMENDED IN ASSEMBLY MAY 12, 1998 · 

CALIFORNIA LEGJSLATURE-1997-98 REGULAR SESSION 

ASSEMBLY BILL No. 2704 

Introduced by Assembly Member Alquist 

February 23, 1998 

An act to amend Section 9855 of the Business and 
Professions Code, and to amend Section 1791 of the Civil 
Code, relating to service contracts. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 2704, .as amended, Alqtiist. Service contracts: 
Existing law regulating the activities of service contractors, 

including service contract sellers, defines a service contract · 
seller'as a person who sells or offers to sell a service contract 
for the maintenance or repair of electronic sets or appliances, 
as defined, Existing law regulating consumer warranties 
provides for substantially the same definition of a "service 
contract seller" with respect to the maintenance or repair of 
consumer products, as defined. 

This bill would add to the definition of "service contract 
seller" or· "seller," for purposes of both regulatory laws, a 
person who is the obligor, as defined, under a service contract 
sold by the seller, manufacturer, or repairer of the product 
covered bi the service contract. 

Vote: majority, Appropriation: no. Fiscal committee: no, 
State-mandated local program: no, · 
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AB 2704 -2-

1 
2 
3 

.4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

The people of the State of California do enact as follows: 

SECTION 1. Section 9855 of the Business and 
Professions Code is amended to read: 

9855. The_definitions used in~ section shall govern 
the construction and terms as used m this chapter: 

(a) "Service contract" means a contract in writing to 
perfo~, over a fixed period of time or for a specified 
duration, services relating to the maintenance or repair 
of a se~.or appliance as defined by this chapter. 

(b) Service . contract administrator" or 
"administrator" means a person, other than a service 
contract seller or an insurer admitted to do business in 
this state, who performs or arranges, or has an affiliate 
who performs or arranges, the collection maintenance 
or ~sburseme!1t of moneys to compensat~ any party fo; 
claims or repru.rs pursuant to a service contract, and who 
also performs or arranges, or has an affiliate who performs 
or arranges, any of the following activities on behalf of 
service contract sellers: 

(1) Providing service contract sellers with service 
contract forms. 

(2) Participating in the adjustment of claims arising 
from service contracts. 

(3) Arranging on behalf of service contract sellers the 
insurance required by Section 9855.2. 

A service contract administrator shall not be an obliger 
on a service contract. 

( c) "Service contract seller" or "seller" means a 
person who sells or offers to sell a service contract to a 
service contractholder, including a person who is the 
obligor under a service contract sold by the seller, 
manufacturer, or repairer of the product covered by the 
service contract. - · 

33 
34 
35 
36 
37 

(d) "Service contractholder" means a person who 
purchases or receives a service contract from a service 
contract seller. 

( e) "Service contractor" means a service contract 
administrator or a service contract seller. 
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(f) "Service contract reimbursement insurance 
policy" means a policy of insurance issued by an insurer 
admitted to do business in this state providing coverage 
for all obligations and liabilities incurred by a service 
contract seller under the terms of the service contracts 
sold in this state by the service contract seller to a service 
contractholder. The service contract reimbursement 

· insurance policy shall either cover all service contracts 
sold or specifically cover those contracts sold to residents. 
of the State of California. 

(g) "Obligor" is the entity financially and legally 
obligated under the tenns of a service contract. An 
obligor may be one of the following: 

(1) A retailer who sells both the equipment and the 
contract to the consumer. 

(2) A manufacturer who manufactures the equipment 
and either sells the contract directly to the consumer or 
through a retailer. . 

(3) A service dealer who performs, or while remaining 
responsible, arranges for the performance of service on 
the equipment and either sells the contract directly to the 
consumer or through a retailer. -----

(4) A third-party obligor, who is either an affiliate of 
the retailer, manufacturer, or service dealer selling the 
contract, or an affiliate of the insurance company that 
provides the service contract reimbursement insurance 
policy that covers contracts sold by the retailer, 
manufacturer, or service dealer. The third-party obligor 
shall only be financially or legally obligated for a single 
retailer, manufacturer, or service dealer. 

SEC. 2. Section 1791 of the Civil Code is amended to 
read: 

1791. As used in this chapter: 
( a) "Consumer goods" mE:ans any new prod!1ct o~ part 

thereof that is used, bought, or leased for use prunarily for 
personal, family, oi' household purposes, exc~pt for 
clothing and consumables. "Consumer goods shall 
include new and used assistive devices sold at retail. 

(b) "Buyer" or "retail buyer" means any indi~dual · 
who buys consumer goods from a person engaged m the_ 
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AB 2704 -4-

1 business of manufacturing, distributing, or selling 
2 consumer goods at retail. As used in this subdivision 
3 ''.pe_rson" ;Ile_3?s any individual, partnership, corporation'. 
4 ~ted liability company, association, or other legal 
5 entity that engages in any such business. 
6 (c) "Clothing" means any wearing apparel worn for 
7 any purpose,_including under and outer garme'nts, shoes, 
8 and accessones composed primarily of woven material 
9 natural or synthetic yam, fiber, or leather or simil:u'. 

10 fabric. . 
11 . (d) "Consumables" means any product that is 
12 ~t~n?ed for consumption by individuals, or use by 
13 mdiyiduals for purposes of personal care or in the 
14 performance of services ordinarily rendered within the 
15 household, and that usually is consumed or expended in 
16 the course of consumption or use. 
17 ( e) "Distributor" means any individual partnership . 
18 corporation, association, or other legal rel;tionship that 
19 stands between the manufacturer and the retail seller in 
20 purchases, consignments, or contracts for sale of 
21 consumer goods. 
22 (f) "Independent repair or service facility" or 
23 "independent service dealer" means any individual 
24 par~ership, corporation, association, or other legai 
25 entity, not an employee or subsidiary of a manufacturer 
26 or distributor, that engages in the business of servicin" 
27 and repairing consumer goods. _ 

0 

28 (g) "Lease" means any contract for the lease or 
29 bailment for the use of consumer goods by an individual, 
30 for ~ term exceeding four months, primarily for personal, 
31 family, or household purposes, whether or not it is agreed 
32 that the lessee bears the risk of the consumer goods' 
33 depreciation. 
34 (h) "Lessee" means an individual who · leases 
35 consumer goods under a lease. 
36 (i) "Lessor" means a person who regularly leases 
37 consumer goods under a lease. · 
38 (i) "Manufacturer" means any individual, 
39 partnership, corporation, association, or other legal 
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/ 1 relationship that manufactures, assembles, or produces 
2 consumer goods. 
3 (k) "Place of business" means, for the purposes of any 
4 retail seller that sells consumer goods by catalog or mail 
5 order, the distribution point for these goods. 
6 (l) "Retail.seller," "seller," or "retailer" means any 

( 1 individual, partnership, corporation, association, or other 
8 legal relationship that engages in the business of selling or 
9 leasing consumer goods to retail buyers. 

10 ( m) "Re tum to the retail seller" means, for the 
11 purposes of any retail seller that sells consumer goods by 
12 catalog or mail order, the retail seller's place of business, 
13 as defined in subdivision (k). 
14 (n) "Sale"means (1) thepassingoftitlefrom the seller 
15 to the buyer for a price, or (2) a consignment for sale. 
16 ( o) "Service contract" means a contract in writing to 
17 perform, for an additional cost, over a fixed period of time 
18 or for a specified duration, services relating to the 
19 maintenance or repair of a consumer product, except that 
20 this term does not include a policy of automobile 

( · 21 insurance, as defined in Section 116 of the Insurance 
22 Code. 
23 (p) "Service contract administrator" or 
24 "administrator" means a person, other than a service 
25 contract seller or an insurer admitted to do business in 
26 this state, who performs or arranges, or has an affiliate 
27 who performs or arranges, the collection, maintenance, 
28 or disbursement of moneys to compensate any party for 
29 claims or repairs pursuant to a service contract, and who 
30 also performs or arranges, or has an affiliate who performs 
.31 or arranges, any of the following activities on behalf of 
32 service contract sellers: · 
33 (1) Providing service contract sellers with service 

( 34 contract forms. · 
- 35 (2) Participating in the adjustment of claims arising 

l 

36 from service contracts. · 
37 · (3) Arranging on behalf of service contract sellers the 
38 insurance required by Section 9855.2. A service contract 
39 administrator shall not be an obligor on a service contract. 
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AB 2704 -6-

1 ( q} "Service contract seller" or "seller" means a ( -
2 person who sells or offers to sell a service contract to a 
3 service contractholder, including a person who is the 
4 obligor under a service contract sold by the seller 
5 manufacturer, or repairer of the product covered by th~ 
6 . service contract. 
7 (r) "Service contractor" means a service contract ( 
_8 administrator or a service contract seller. 
9 (s} "Assistive device". means any instrument 

10 apparatus, or contrivance, including any component o: 
11 part thereof or accessory thereto, that is used or intended 
12 to~ ~e ~ed, to assist an individual with a disability in the 
13 rmtigation or treatment of an injury or disease or to assist· 
14 .or affect or replace the structure or any function of the 
15 body of an individual with a disability, except that this 
16 term does not include prescriptive lenses and other 
17 ophthalmic goods unless they are sold or dispensed to a 
18 blind person, as defined in Section 19153 of the Welfare 
19 and Institutions Code, and unless they are intended to 
20 assist the limited vision of the person so disabled. ( _· . 
21 (t) "Catalog or similar sale" means a sale in which· 
22 neither the seller nor any employee or agent of the· seller 
23 nor any person related to the seller nor any person with 
24 a financial interest in the sale participates in the diagnosis ( 
25 of the buyer's condition or in the selection or fitting of the 
26 device. 
27 (u) "Home appliance" means any refrigerator, 
28 fi:eezer, range, microwave oven, washer, dryer, 
29 dishwasher, garbage disposal, trash compactor, or room 
30 air-conditioner normally used or sold for personal, family, 
31 or household purposes. 
32 (v) "Home electronic product" means any television,' 
33 radio, antenna rotator, audio or video recorder or 
34 playback equipment, video camera, video game, video· ( , 
35 monitor, computer equipment, telephone, 
36 telecommunications equipment, electronic alarm 
37 system, electronic appliance control system, or other kind 
38 of electronic product, if it is normally used or sold for 
39 personal, family, or household purposes. The term 
40 includes any electronic accessory that is normally used or L. 
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1 sold with a home electronic product for one of those 
2 purposes. The term excludes any single product with a 
3 wholesale price to the retail seller ofless than fifty dollars 

. 4 ($50). 
5 (w) "Obligor" is the entity financially and legally 
6 obligated under the terms of a service contract. An 
1 obligor may be one of the following: 
8 (I) A retailer who sells both the consumer product and 
9 the contract to the consumer. 

.10 (2) A manufacturer who manufactures the consumer 
11 product and either sells the contract directly to the 
12 consumer or through a retailer. . 
13 (3) A service dealer who performs, or while remaining 
14 responsible, arranges for the performance of service on 
15 the consumer product and either sells the contract 
16 directly to the consumer or through a retailer. 
17 (4) A third-party obligor, who is either an alliliate of 
18 the retailer, manufacturer, or service dealer selling the 
19 contract, or an alllliate of the insurance company that 
20 provides the service contract reimbursement insurance 
21 policy that covers contracts sold by the retailer, 
22 manufacturer, or service dealer. The third-party obligor 
23 s,hall only be financially or legally obligated for a single 
24 retailer, manufacturer, or service dealer. 
25 This section shall remain in effect only until January 1, 
26 · 2003, and as of that date is repealed, unless a later enacted 
27 statute, that is enacted before January 1, 2003, deletes or 
28 extends that date. · 
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ASSEMBLY THIRD READING 
AB 2704 (Alquist) 
As Amended May 12, 1998 
Majority vote 

CONSUMER PROTECTION 11-0 

Ayes: Davis, Morrissey, Alquist, 
Cedillo, Figueroa, Frusetta, 
Machado, Napolitano, Strom-Martin, 
Takasugi, Wildman 

AB 2704 
Pagel 

SUMMARY: Revises the definition of a "service contract seller" that is 
regulated by the Bureau of Electronic and Appliance Repair (BEAR) to include 
any person who is the "obl i gor" under a service contract so 1 d by the se 11 er, 
manufacturer or repairer of the product covered by the service contract. 
Requires that an obligor, as defined, of the specified service contracts, be 
deemed to be a •service contract se 11 er" and be subject to regulation by BEAR. 

UNDER EXISTING LAW, the definition of a service contract seller is limited to 
a person who sells or offers to sell a specified service contract. 
Specifically, existing law: 

1) Establishes the Electronics and Appliance Repair Dealer Registration Law, 
administered by BEAR within the Department of Consumer Affairs (DCA); this 
law: 

a) Requires the registration and regulation of service dealers who perform 
electronic equipment and appliance repairs; 

b) Requires the registration and regulation of service contract sellers and 
administrators, as defined, for service contracts relating to the 
maintenance and repair of appliances and electronic sets including 
televisions, radios and computer systems. 

c) Specifies certain financial solvency requirements for these regulated 
entities (e.g., obtaining service contract reimbursement insurance, 
specified minimum net worth amounts); and 

d) Specifies that the service contracts sold must meet the requirements of the 
Song-Beverly Consumer Warranty Act including contract form, contents, 
disclosures and refunds of premiums under certain conditions. 

2) Provides for the licensure and regulation by the Department of Insurance 
(DOI) of certain home protection companies and contracts that effectively 
insure a homeowner against repair or replacement of among other things, 
home appliances. Service contracts sold by a home builder or seller or 
manufacturer of the home or appliance are specifically exempted from DOI 
regulation under these provisions. 

FISCAL EFFECT: Unknown potential additional costs to BEAR to regulate the 
newly defined group of service contract sellers, to the extent this group is 
not already within BEAR regulation. 

COMMENTS: 
000129 

1) According to the author's office, th1{ pur'pose of this measure is to 
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AB 2704 
Page 2 

"clarify" the treatment of third party obligors under service contracts. 
Specifically, if a retailer sells a product, say a radio, and as part of 
that sale the retailer also sells the purchaser a service repair contract 
on behalf of a third party (i.e., other than the manufacturer) to repair 
the radio, that third party would be deemed to be a "service contract 
seller" for purposes of regulation. The effect of this change is make 
certain that third party obligors are subject to regulation under BEAR. 
Proponents maintain that this is consistent with the existing practice of 
BEAR. 

BEAR currently regulates approximately 2,700 service contract sellers and 
24 service contract administrators. DOI regulates 15 home protection 
contract companies. 

DCA requested an amendment to this bill to clarify the definition of 
"obligor." The most recent amendments to the bill provide that 
definition. With this amendment, it appears that the measure's provisions 
are consistent with the existing practices of BEAR. 

Analysis prepared by: Andrew Meyers/ aconpro / (916) 319-2089 
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STATE AND CONSUMER SERVICES AGENCY SUMMARY ANALYSIS OF AMENDED BILL 
Department 
CONSUMER AFFAIRS 
Sponsor 
California Retailers Association 
Analyst: 
Weber, Dennis 
Subject: 
Service Contracts 

Author 
Alquist 

Related Bills 
SB 2075 
Telephone 
324-5402 

XX DEPARTMENT'S AMENDMENTS ACCEPTED. Amendments reflect suggestions of analysis for 
the 2-23-98 version. 

_ AMENDMENTS HA VE A FISCAL IMPACT. A new fiscal analysis is provided. 

XX AMENDMENTS DID NOT RESOLVE TIIE DEPARTMENT'S CONCERNS stated in the analysis for 
the 2-23-98 version. 

XX MORE AMENDMENTS NECESSARY· See comments below. 

DEPARTMENT RECOMMENDS POSITION BE CHANGED TO _______ . 

REMAINDER OF ANALYSIS FOR. _____ VERSION STILL APPLIES. 

OTIIER • See comments below. 

SUMMARY: 

Bill Number 
. AB2704 
Amended Date 

5/12/98 

The Department of Consumer Affairs Bureau of Electronic and Appliance Repair (BEAR) regulates service contract sellers. 
AB 2704 would add to the definition of a service contract seller or seller, in both the Business and Professions Code and the 
Civil Code, a person who is the third-party obliger under a service contract sold by the seller, manufacturer, or repairer of the 
product covered by the service contract. 

Amendments of May 12, 1998 which define an 'obliger" are those proposed by the Department. However, the sponsor 
changed one key phrase in the amendments which the Department's legal staff indicates was significant. The Department 
proposed amendments that defined a third-party obliger as a "wholly-owned subsidiary of a retailer.• Amendments changed 
that phrase to 'an affiliate of a retailer." Department legal counsel opines that "affiliate" has no legal standing and is vague. 

The Department has expressed its concerns to the sponsor and is working with legal counsel from the Department and the 
sponsor to find mutually agreeable language. The Department continues to recommend a NEUTRAL IF AMENDED position 
on AB 2704. Proposed amendments will be forwarded when prepared. 

DEPARTMENTS THAT MAY BE AFFECTED 

STATEMANDATE/ 7 GOVERNOR'S APPOINTMENT 7 7 

DEPARTMENT DIRECTOR POSITION AGENCY SECRETARY POSITION GOVERNOR'S OFFICE USE 

-- s -- 0 -- s -- 0 POSITION APPROVD. 

-- SIA -- OUA -- SIA -- OUA POSITION DISAPP. 

-- N -- NP N -- NP POSITION NOTED 
XX NIA -- NAR ~NIA -- NAR 

-- DEFER TO _ DEFERTO BY: DATE: 

DEPARTMENT DIRECTOR DATE: AGENCY SECRETARY DATE: 

~ j_ sl1fih<t 
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AMENDED IN SENATE JUNE 17, 1998 

AMENDED IN ASSEMBLY MAY 12, 1998 

CALIFORNIA LEGISLATURE-1997-98 REGULAR SESSION 

\. 

ASSEMBLY BILL No. 2704 

Introduced by Assembly Member Alquist _ 
(Coauthor: Senator Watson) 

February 23, 1998 

An act to amend Section 9855 of the Business and 
Professions Code, and to amend Section 1791 of the Civil 
Code, relating to service contracts. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 2704, as amended, Alquist. Service contracts. 
Existing law regulating the activities of service contractors, 

including service contract sellers, defines a service contract 
seller as a person who sells O!" offers to sell a service contract 
for. the maintenance or repair of electronic sets or appliances, 
as defined. Existing law regulating consumer warranties 
provides for substantially the same definition of a "service 
_contract seller" with respect to the maintenance or repair of 
consumer products, a:s defined. 

This bill· would add to the definition of "service contract 
·seller" or .. seller," for purposes of both regulatory. laws, a 
person who is the obligor, as defined, under a service contract 
sold by the seller, manufacturer, or repairer of the product 
covered by the service contract. 
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AB 2704 -2-

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

The people of the State of California do enact as follows: 

1 SECTION 1. Section 9855 of the Business and 
2 Professions Code is amended to read: 
3 9855. The definitions used in this section shall govern 
4 the construction and terms as used in this chapter: 
5 (a) "Service contract" means a contract in writing to 
6 perform, over a fixed period of time or for a specified 
7 duration, services relating to the maintenance or repair 
8 of a set or appliance as defined by this chapter. 
9 (b) "Service contract administrator" or 

10 "administrator" means a person, other than a service 
11 contract seller or an insurer admitted to do business in 
12 this sta_te, who performs or arranges, or has an affiliate 
13 who~perf_pi:_Illl!.:Or arranges, the collection, maintenance, 
14 or rusoursement of moneys to compensate any party for 
15 claims.or repairs pursuant.to a service contract, and who 
16 also performs or arranges, or has an affiliate who performs 
17 or arranges, any of the following activities on behalf of 
18 service-contract sellers: 
19 ( 1) Providing service contract sellers with service 
20 contract forms. 
21 (2) Participating in the adjustment of claims arising 
22 from service contracts. 
23 (3) Arranging on behalf of service contract sellers the 
24 insurance required by Section 9855.2. 
25 A service contract administrator shall not be an obligor 
26 on a service contract. 
27 ( c) "Service contract seller" or "seller" means a 
28 person who sells or offers to sell a service contract to a 
29 service contractholder, including a person who is the 
30 obligor under a service contract sold. by the seller, 
31 manufacturer, or repairer of the product covered by the 
32 service contract. 
33 (d) "Service contractholder" means a person who 
34 purchases or receives a service contract from a service 
35 contract seller. 1. 
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1 ( e) "Service contractor" means a service contract 
2 administrator or a service contract seller. 
3 (f) "Service contract reimbursement insurance 
4 policy" means a policy of insurance issued by an insurer 
5 admitted to do business in this state providing coverage-
6 for all obligations and liabilities incurred by a service 
7 contract seller under the terms of the service contracts 

. 8 sold in this state by the service contract seller to a service 
9 contractholder. · The service contract reimbursement 

10 insurance policy shall either cover all service contracts 
11 sold or specifically cover those contracts sold to residents 
12 of the State of California. 
13 (g) "Obligor" is' the entity financially and legally 
14 obligated under the terms of a service contract. Aft 
15 eeliger ftle,' ee ene ef Nie fellewiflg. 
16 flt -A retfti.ler whe sells ~ Nie eEtt1itimeftt ftftEl ~ 
17 COftft'&et ~ lfle COft9WBCf. 

18 -(Sr A ffie.mif'aea:tre!' whe :eumeMteRlres t-he Cffttif.tfB:Cftt 
19 ftft6 either oells Nie eefttr&et direetly te ~ eeftstlffler er 
20 thret1gh 11 retailer. . 
21 -(at A service tie flier whe perfefffl:s, er WftHe remail'ling 
22 rcspoHsi-ele, e.Hftftges fer -the :r,edeflftanee ef service ett 
23 Mic eEtttttlffleftt ftftd eitherscllsN!e eefttr&et direetl:jl' t-e~ 
24 eeftsttmef' 6f tftfougfl. ft rete:ileP. 
25 flt ;\ thirE!lpftl'ty eeliger, whe is either ftft llffiliate ef 
26 Mle retailer, mftfttl:faeatrer, et' ser•liee deeJ.ef selttftg the 
27 eefttr&et, er lift affiliate ef the iflst1rftftee eeffltltmy ~ 
28 pro•,rides -M¼e service eeRffact reifftel:H'semeftt iftstwtmee 
29 pe1iey th.et ee•1ers eeftl:\'&ets sele e,- ~ retailer, 
30 mttftl:lfflcktrer, 61' scrYiee dealer.~~ ehligor 
31 shell eBly ee ftfttmei&lly 0P legally eeligatea fer II siftgle 
32 rct:&tier, Ht&nu&tetarer, er service tleeJcr. 
33 SEC. 2. Section 1791 of the Civil Code is amended to 
34 read: · 
35 1791. As used in this ~hapter: 
36 (a) "Consumer goods" means any new product or part 
37 thereof that is used, bought, or leased for use primarily for 
38 personal, family, or household purposes, except for 
39 clothing and consumables. "Consumer goods" shall 
40 include new and used assistive devices sold at retail. 
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l 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

(b) "Buyer" or "retail buyer" means any individual 
wh? buys consumer goods from a person engaged in the 
busmess of manufacturing, distributing, or selling 
consumer goods at retail. As used in this subdivision 
''.PE;rson" !11E:a!1s any individual, partnership, corporation: 
h~ted liability company, association, or other legal 
entity that engages in any such business. 

(c) "Clothing" means any wearing apparel worn for 
any purpose, _including under and outer garme~ts, shoes, 
and accessories composed primarily of woven material 
natural or synthetic yarn, fiber, or leather or simil:u'. 
fabric. 
. ( d) "Consumables" means any product that is 
mtended for consumption by individuals or use by 
individuals for purposes of personal car~ or in the 
performance of services ordinarily rendered within the 
household, and that usually is consumed or expended in 
the course of consumption or use. · 

( e) "J?istributo:( _means any individual, partnership, 
corporation, association, or other legal relationship that 
stands between the manufacturer and the retail seller in 
purchases, consignments, or contracts for sale of 
consumer goods. 
. (f) "Independent repair or service facility" or 

"independent service dealer" means any individual, 
partnership, corporation, association, or other legal 
entity, not an employee or subsidiary of a manufacturer 
or distributor, that engages in the business of servicing 
and repairing consumer goods. · 

(g) "Lease" means any contract for the lease or 
bailment for the use of consumer goods by an individual, 
for a term exceeding four months, primarily for personal, 
family, or household purposes, whether or not it is agreed 
that the lessee bears the risk of the consumer goods' 
depreciation. 

(h) "Lessee" means an individual who leases 
consumer goods under a lease. 

(i) "Lessor" means a person who regularly leases 
consumer goods under a lease. 
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l (j) "Manufacturer" means any individual, 
2 partnership, corporation, association, or other legal 
3 · relationship that manufactures, assembles, or produces 
4 consumer goods. . 
5 (k) "Place of business" means, for the purposes of any 
6 retail seller that sells consumer goods by catalog or mail 
7 order, the distribution point for these goods. 

( 8 (/) "Retail seller," "seller," or ."retailer" means any 
9 individual, partnership, corporation, association, or other 

10 legal relationship that engages in the business of selling or 
11 leasing consumer goods to retail buyers. 
12 (m) "Return to the retail seller" means, for the 
13 purposes of any retail seller that sells consumer goods by 
14 catalog or mail order, the retail seller's place of business, 
15 as defined in subdivision (k). 
16 (n) "Sale"means (1) thepassingoftitlefrom the seller 
17 to the buyer for a price, or (2) a consignment_ for sale. 
18 ( o) "Service contract" means a contract in writing to 
19 perform, for an additional cost, over a fixed period of time 
20 or for a specified duration, services relating to the 
21 maintenance or repair of a consumer product, except that 

( 22 this term does not include a policy of automobile 
, 23 insurance, as defined in Section 116 of the Insurance 

, . 

'· 

24 Code. · 
25 (p) "Service contract administrator" or 
26 "administrator" means a person, other than a service 
27 contract seller or an insurer admitted to do business in 
28 this state, who performs or arranges, or has an affiliate 
29 who performs or arranges, the collection, maintenance, 
30 or disbursement of moneys to compensate any party for 
31 claims or repairs pursuant to a service contract, and who 
32 also performs or arranges, or has an affiliate who performs 
33 or arranges, any of the following activities on behalf of 
34 service contract sellers: 
35 ( 1) Providing service c,ontract sellers with service 
36 contract forms. 
37 (2) Participating in the adjustment of claims arising 
38 from service contracts. 
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1 (3) Arranging on behalf of service contract sellers the 
-7- AB 2704 

2 insurance required by Section 9855.2. A service contract( 1 of electronic product, if it is normally used or sold for 
3 administratorshallnotbeanobligoronaservicecontract.- 2 personal, family, or household purposes. The terrn 
4 ( q) "Service contract seller" or "seller" means a 3 - includes any electronic accessory that is normally used or 
5 person who sells or offers to sell a service contract to a 4 sold with a home electronic product for one of those: 
6 service contractholder, including a person who is the 5 purposes. The term excludes any single product with a 
7 obligor under a service contract sold by the seller, .. 6 wholesale price to the retail seller ofless than fifty dollars 
8 manufacturer, or repairer of the product covered by the' 7 ($50). 
9 service contract. 8 (w) "Obligor" is the entity financially and legally 

10 (r) "Service contractor" means a service contract 9 obligated under the terrns of a service contract. Aft 
11 administrator or a service contract seller. 10 eeliger-,- ee eHe et Nie felle~~iftg. 
12 (s) "Assistive device" means any instrument, 11 fl-7 :AretailerwltesellseetltYteeeMl:ifflerf!reeltictlfflEl 
13 apparatus, or contrivance, including any component or 12 Nie centract te Nie ceft!ltilfter . 
14 · part thereof or accessory thereto, that is used or intended 13 -tit :A ftl:llffilfacturer whe ftl:!lftlHIICfflres Nie eenslffll:er 
15 to be used, to assist an individual with a disability in the 14 f!reeltict ftfMl' either sells Nie' centreet eireetly te Nie 
16 mitigation or treatment of an injury or disease or to assist 15 eenslHfter 8i' threegh a retailer. 
17 or affect or replace the structure or any function of the. 16 ~ :Aser·tieedetHerwhef!ePN!Pftl:S,8f'whilereftl:~g 
18 body of an individual with a disability, except that this 17 resf!ensiele, errllllges fei' ~ f!erfePftl:enee of ser"ltee en 
19 term does not include prescriptive lenses and other 18 Nie eefts'ltftl:er f!redeet and either sells the eentreet 
20 ophthalmic goods unless they are sold or dispensed to a 19 Elireetl:y te lhe ecinsl:Hfter er threegh a retailer. 
21 blind person, as defined in Section 19153 of the Welfare 20 -f4t A third/f!Mty eeliger, whe is either llft affiliate ef 
22 and Institutions Code, and unless they are intended td 21 Nie retailer, ft'lltffllfflemrer, 8f' se~iee detHer selling lhe 
23 assist the limited vision of the person so disabled. 22 eentreet 8f' ftll Mfiliete et tfte ift!lerenee eeftl:f!ftftY thftt 

, L • 
24 (t) "Catalog or similar sale" means a sale in which 23 f!re·tides the seniee eefttreet reifflvmseftl:eftt "'lfl: .. 91 .. 1:H'"'IH"'ll."'eee 
25 neither the seller nor any employee or agent of the seller - 24 f!eliey thftt ee~•ers eentreets sale BY lhe ret~er, 
26 nor any person related to the seller nor any person witll 25 ftl:llffliNtemrer eF seniee detHer. :fhe third/f!erty eM!ger 
27 a financial interest in the sale participates in the diagnosis 26 9ft£lil enly ee Bnenei!Hl:y or leg!Hl:y eeligeted fei' e smgle 
28 of the buyer's condition or in the selection or fitting of the 27 retailer, ftl:ltffllffleturer, 8f' ser•tiee detHer. 
29 device. 28 This section shall remain in effect only until January 1, 
30 (u) "Home· appliance" means any refrigerator, 29 2003,andasofthatdateisrepcaled,unlessalaterenacted 
31 freezer, range, microwave oven, washer, dryer, 30 statute, that is enacted before January 1, 2003, deletes or 
32 dishwasher, garbage disposal, trash compactor, or room 31 extends that date. 
33 air-conditioner normally used or sold for personal, family, 
34 or household purposes. 
35 (v) "Home electronic product" means any television( 
36 radio, antenna rotator, audio or video recorder or 
37 playback equipment, video camera, video game, video 
38 monitor, computer equipment, telephone, 
39 telecommunications · equipment, electronic alarm 
40 system, electronic appliance control system, or other kind 
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SENATE COMMITTEE ON 
BUSINESS AND PROFESSIONS 
Senator Richard G. Polanco, Chairman 

HEARING DATE: June 22, 1998 

BILL NO: AB 2704 
AUTHOR: Alquist 

As Amended: 6/17 /98 

FISCAL: No 

SUBJECT: Service contracts: specifically subjecting the "obligor" on service 
contracts to regulation by the Bureau of Electronic and Appliance 
Repair and the Song-Beverly Consumer Warranty Act. 

DIGEST: 

Existing law: 

1. Provides for the regulation of consumer warranties, including service contracts 
on consumer goods, under the provisions of the Song-Beverly Consumer 
Warranty Act in the Civil Code, and specifies various requirements on those 
who sell those contracts, including contract form, contents, disclosures, refunds 
of premiums under certain conditions, and consumer legal remedies for 
damages suffered by consumers as a result of a failure to comply with any 
obligations imposed by the Act. 

2. Provides for the registration and regulation of service dealers who perform 
electronic equipment and appliance repair, and of service contract sellers and 
administrators, as defined, by the Bureau of Electronic and Appliance Repair 
(BEAR) of the Department of Consumer Affairs pursuant to provisions of the 
Electronics and Appliance Repair Dealer Registration Law in the Business and 
Professions Code. 

3. Specifies certain financial solvency requirements for service contract sellers 
and administrators regulated by the BEAR (e.g., obtaining service contract 
reimbursement insurance, specified minimum net worth amounts, etc.), and 
requires that service contracts meet certain requirements of the Song-Beverly 
Act. 

4. Defines "service contract seller" for purposes ~f the BEAR regulation as a 
person who sells or offers to sell a service contract for the maintenance or 
repair of electronic sets or appliances, and defines "service contract seller" 
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similarly for purposes of the Song-Beverly Act's regulation of service contracts 
for consumer goods generally. 

5. Provides for the licensure and regulation by the Department of Insurance of 
certain home protection companies and contracts that protect a homeowner 
against the cost of having to repair or replace, among other things, home 
appliances. Exempts from this regulation the builder of the home or the 
manufacturer of the appliance. 

This bill would: 

I. Revise the definitions of "service contract seller" for the purposes of both 
regulatory laws to specifically include.an "obligor," as defined, under the 
service contract sold by the seller, manufacturer, or repairer of the product 
covered by the service contract. 

2. Define "obligor" as the entity financially and legally obligated under the terms 
of the service contract. 

FISCAL EFFECT: 

Unknown. This is a "fiscal" bill. According to the Assembly Consumer 
Protection Committee (5/5/98), there would be unknown potential additional costs 
to the BEAR to regulate any additional third-party service contract obligors who 
will fall within the expanded definition of regulated service contract sellers and 
are not already regulated by the BEAR. The BEAR is currently authorized to 
collect an annual registration fee of $75 from each service contractor to offset its 
administrative costs. However, provisions of SB 2075 (Polanco) would amend the 
law to permit the Director of the Department of Consumer Affairs to establish the 
registration fee for service contractors who are not also service dealers at a level 
sufficient to cover the costs of regulating those registrants. 

COMMENTS: 

1. Sponsorship and Purpose. 

This bill is sponsored by the California Retailers Association and supported by 
Circuit City Stores, Inc. to clarify that third-party obligors under service contracts 
are regulated as service contract sellers by the Bureau of Auto Repair and also 
under the provisions of the Song-Beverly Consumer Warranty Act. Doing so, 
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according to the proponents, would be consistent with the BEAR's longtime 
practice and underscore its regulatory authority over obligors on such contracts. 

2. Background. 

The BEAR currently regulates 2,717 service contract sellers and 24 service 
contract administrators who each pay an annual registration fee of $75. · 

3. Similar or Related Legislation This Session. 

SB 2075 (Polanco) is another service contracts bill this year. That bill would 
provide that service contracts under which the seller of the contract is responsible 
for the maintenance or repair of an appliance or electronic product are subject to 
the regulation by the BEAR and exempt from regulation by the Department of 
Insurance - so long as they are not contracts offered by a builder of a home in 
conjunction with the sale of a home. 

4. Technical Amendments. 

Both this bill and SB 2075 (Polanco), previously passed by this committee and 
now pending in the Assembly, would amend Section 9855 of the Business and 
Professions Code in different ways. The changes proposed by both bills appear to 
be compatible. Both bills should be amended to avoid a chaptering-out problem. 

5. Assembly Votes. 

Assembly Consumer Protection Committee: 
Assembly Floor: 

SUPPORT AND OPPOSITION: 

Support: California Retailers Association (sponsor) 
Circuit City Stores, Inc. 

Opposition: None received. 

Consultant: Jay J. DeFuria 

11 - 0 (5/5/98) 
72 - 1 (5/14/98) 
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STATE AND CONSUMER SERVICES AGENCY 
Departtnent 

SUMMARY ANALYSIS OF AMENDED BILL C 

CONSUMER AFFAIRS 
Sponsor 
California Retailers Association 
Analyst: 
Weber, Dennis 
Subject: 
Service Contracts 

Author 
Alquist 

Related Bills 
SB 2075 
Telephone 
324-5402 

Bill Number 
AB2704 

Amended Date 
6/17/98 

xx_ DEPARTMENT'S AMENDMENTS ACCEPTED. Amendments reflect suggestions of analysis for 
the S/12/98 version. 

_ AMENDMENTS HA VE A FISCAL IMPACT. A new fiscal analysis is provided. 

_ AMENDMENTS DID NOT RESOLVE THE DEPARTMENT'S CONCERNS stated in the analysis for 
the _______ v,ersion. 

MORE AMENDMENTS NECESSARY• See comments below. 

~ DEPARTMENT RECOMMENDS POSmON BE CHANGED TO NEUTRAL 

REMAINDER OF ANALYSIS FOR. _____ VERSION STILL APPLIES. 

OTHER• See comments below. 

SUMMARY: CHANGE OF POSITION 

The Department of Consumer Affairs Bureau of Electronic and Appliance Repair (BEAR) regulates service contract sellers. 
AB 2704 would add to the definition of a service contract seller or seller, in both the Business and Professions Code and the 
Civil Code, a person who is the third-party obliger under a service contract sold by the seller, manufacturer, or repairer of the 
product covered by the service contract. 

Amendments of June 17, 1998 define an "obliger" as "the entity financially and legally obligated under the terms of the 
service contract• The Department previously proposed amendments that defined a third-party obliger as a "wholly-owned 
subsidiary of a retailer." Amendments of May 12, 1998 changed that phrase to "an affiliate of a retailer." Department legal 
counsel opines that "affiliate• had no legal standing and is vague. 

The latest amendments are a compromise that would provide a general definition of "obliger" that would later be more 
specifically defined through a rulemaking process. 

The Department recommends a change of position to NEUTRAL on AB 2704. 
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AB2704 
Proposed Amendments 

First Amendment 

On page 2, line 7, after the word "maintenance" insert ", replacement" 

Second Amendment 

---·------------

On page 5, line 21, after the word "maintenance" insert", replacement" 

Third Amendment 

On page 6, line 32 delete the word "or". On page 6, line 33 after "air-conditioner" 
add "or other kind of appliance product" · 
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. AMENDED IN SENATE JUNE 29, 1998 

AMENDED IN SENATE JUNE 17, 1998 

AMENDED IN ASSEMBLY MAY 12, 1998 

CALIFORNIA LEGISLATURE-1997-98 REGULAR SESSION 

ASSEMBLY BILL No. 2704 

Introduced by Assembly Member Alquist 
(Coauthor: Senator Watson) 

February 23, 1998 

An act to amend Section 9855 of the Business and 
Professions Code, and to amend Section 1791 of the Civil 
Code, relating to service contracts. · 

LEGISLATIVE COUNSEL"S DIGEST 

AB 2704, as amended, Alquist. Service contracts. 
Existing law regulating the activities of service contractors, 

including service contract sellers, defines a service contract 
seller as a person who sells or offers to sell a service contract 
for the maintenance or repair of electronic sets or appliances, 
as defined. Existing law regulating consumer warranties 
provides for substantially the same definition of a "service 

( contract seller" with respect to the maintenance or repair of 
consumer products, as defined: Under existing law, a "servic_e 
contract" is defined to relate to the maintenance or repair of 
consumer products. 

This bill would add to the definition of "service contract 
.,seller" or "seller," for purposes of both regulatory laws, a 

l person who is the obligor, as defined, under a service contract 
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AB 2704 -2-

sold PY the seller, manufacturer, or repairer of the product 
covered by the service contract. The bill also would revise the 
definition of "service contract" to include the replacement of 
consumer products. The bill also would revise the definition 
of "home appliance" for the provisions relating to consumer 
warranties ~o ~elude any kind of appliance product. . 

. Vote: maJonty. Appropriation: no. Fiscal committee: rio 
State-mandated local program: no. · 

The people of the State of California do enact as follows: 

1 SECTION 1. ·Section 9855 of the Business and 
2 Professions Code is amended to read: . 
3 9855. The definitions used in this section· shall govern 
4 the construction and terms as used in this chapter: . 
5 (a), "Service contract" means a contract in writing to 
6 perfo~, over 9: fixed peri_od of time or for a specified 
7 duration, services relating to the maintenance, · 
8 replacement, or repair of a set or appliance as defined by 
9 this chapter. · 

10 (b) "Service contract administrator" · or 
11 "administrator" means a person, other than a· service 
12 contract seller or an insurer admitted to do business in 
13 this state, who performs or arranges, or has an affiliate 
14 who performs or arranges, the collection, maintenance 
15 or ?i5burseme!1t of moneys to compensate any party fo; 
16 claims or repairs pursuant to a service contract, and who 
17 also performs or arranges, or has an affiliate who performs 
18 or arranges, any of the following activities on behalf of 
19 service contract sellers: 
20 ( 1) Providing service contract sellers with service 
21 contract forms. · 
22 · (2) Participating in the adjustment of claims arising 
23 from service contracts. · 
24 (3) Arranging on behalf of service contract sellers the 
25 insurance required by Section 9855.2. · . 
26 A servi~e contract administrator shall not be an obligor 
27 on a service contract. 
28 (c) "Service contract seller" or "seller" means a 
29 person who sells or offers to sell a· service contract to a 
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service contractholder, including a person who is the 
obligor under a service contract sold by the seller, 
manufacturer, or repairer of the product covered by the 
service contract. 
· (d) "Service contractholder" me·ans a person who 
purchases or receives a service contract from a service 
contract seller. 

( e) "Service contractor" means a· service contract 
· administrator or a service contract seller. · 

(f) "Service . contract reimbursement insurance 
policy" means a policy of insurance issued by an ·insurer 
admitted to do business in this state providing coverage 
for all (1bligations and liabilities incl,llTed by a service 
contract seller under the terms of the service contracts 
sold in this state by the service contract seller to a service 
contractholder. The service contract reimbursement 
insurance policy shall either cover all service contracts 
sold or specifically cover those contracts sold to residents 
of the State of California. · 

(g) "Obligor" is the entity financially and legally 
obligated under the terms of a service contract. 

SEC. 2. Section 1791 of the Civil Code is amended to 
read: 

1791. As used in this chapter: 
(a) "Consumer goods" means any new product or part . 

thereof that is used, bought, or leased for use primarily for 
personal, family, or household purposes, except for 
clothing and consumables. "Consumer goods" shall 
include new and used assistive devices sold at retail. 

(b) '1Buyer" or "retail buyer" means any individual 
who buys consumer goods from a person engaged in the 
business . of manufacturing, distributing, or selling 
consumer- goods at retail. As used in this subdivision, 
"person" means any individual, partnership, corporation, 
limited liability company. association, or other legal 
entity that engages in any such business. . · 

( c) "Clothing" me~ any wearing apparel, worn for 
any purpose, including under and outer garments, shoes, 
and accessories composed primarily of woven material, 
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l natural or synthetic yam, fiber, or leather or similar ( 
2 fabric. - -
3 (d) "Consumables" means any product that is 
4 ~t~n?ecl for consumption by individuals, or use by 
5 mdividuals for purposes .of personal care or in the 
6 performance of services ordinarily rendered within the 
7' household, and that usually is consumed or expended in ( 
8 the course of consumption or use. 
9 ( e) "Distributor" means any individual, partnership 

10 corporation, association, or other legal relationship that 
11 stands between the manufacturer and the retail seller in 
12 -purchases, consignments, or contracts for sale of 
13 consumer goods. · 
14 (f) "Independent repair · or service facility" or 
15 ''inc,lependent service dealer" means any individual, 
16 partnership, corporation, association, or other legal 
17 entity, not an employee or subsidiary of a manufacturer 
18 or.:aistnliul:or, that engages in the business of servicing 
19 --luia"r~pmnng consumer goods. - -
20 ___ __:(g)c_~'Lease" means any contract for the lease or 
21 bilibhentfor the i:tse of consumer goods by an individual, ( 

· 22 for. a term exceeding four months, primarily for personal, 
23 _ fainily;·or household purposes, whether or not it is agreed 
24 that the lessee bears the risk of the consumer goods' 
25 depreciation. · ( 
26 (h) "Lessee" means an individual who leases 
27 consumer goods under a lease. 
28 (i) "Lessor" means a person who regularly leases 
29 consumer goods under a lease. 
30 (j) "Manufacturer" means any _ individual,. 
31 partnership, corporation, association,- or other legal 
32 relationship that manufactures, assembles, or produces 
33 consumer goods. 
34 (k) "!'lace of business" means, for the purposes of any ( 
35 retail seller that sells consumer goods by catalog· or mail 
36 order, the distribution point for these goods. 
37 (l) "Retail seller," "seller," or "retailer" means any 
38 individual, partnership, corporation, association, or other 
39 legal relationship that engages in the business of selling or 
40 leasing consumer goods to retail buyers. 
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1 ( m) "Return to the retail seller" means, for the 
2 purposes of any retail seller that sells consumer goods by 
3 catalog or mail order, the retail seller's place of business, 
4 as defined in subdivision (k). 
5 (n) "Sale"means (1) thepassingoftitlefromtheseller 
6 to the buyer for a price, or (2) a consignment for sale. 
7 ( o) "Service contract" means a contract in writing to 
8 perform, for an additional cost, over a fixed period of time 

-9 or for a specified duration, _services relating to the 
10 maintenance, replacement, or repair of a consumer 
11 product, except that this term does not include a policy 
12 of automqbile insurance, as defined in Section 116 of- the 
13 Insurance Code. 
14 (p) "Service contract administrator" or 
15 "administrator'.' means a person, other than a- service 
16 contract seller or an insurer admitted to do business in 
17 this state, who performs or arranges, or has an affiliate 

_ 18 who performs or arranges, the collection, maintenance, 
19 or disbursement of moneys to compensate any party for 
20 claims or repairs pursuant to a service contract, and who 
21 also performs or arranges, or has an affiliate who performs 
22 or arranges, any of the following activities on behalf of 
23 service {:Ontract sellers: 
24 (1) l'roviding service contract sellers with service 
25 contract forms. 
26 (2) l'articipating in the adjustment of claims arising 
27 from service contracts. 

\_ 

· 28 ( 3) Arranging on behalf of service contract sellers the 
29 insurance required by Section 9855.2. A service contract 
30 administrator shall not be an obligor on a service contract. 
31 ( q) "Service_ contract seller" or "seller" means a 
32 person who sells or offers to sell a service contract _to a-
33 service contractholder, including a person who is the _ 
34 obligor under a service contract sold by the seller, 
35 manufacturer, or repairer-of the product covered by the 
36 service contract. 
37 (r) "Service contractor" means a service contract 
38 _ administrator or a service contract seller. 
39 -- (s) "Assistive device". means any instrument, 
40 apparatus, or !!Ontrivance, including any component or 
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20 
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22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

part_thereof or accessory thereto, that is used or intended ( 
to be used, to assist an individual with a disability in the 
mitigation or treatment of an injury or disease or to assist 
or affect or replace the structure or any function of the 
body of an.individual with a disability, except that this 
term does not include prescriptive lenses and other 
ophthalmic goods unless they are sold or dispensed to a ( 
blind person, as defined in Section 19153 of the Welfare 
and Institutions Code, and unless they are intended to 
assist the limited vision of the person so disabled. · 

(t) "Catalog or similar sale" means a sale in which 
neither the seller nor any employee or agent of the seller 
nor any person related to the seller nor any person with 
a financial interest in the sale participates in the diagnosis . · 
of the buyer's condition or in the selection or fitting of the 
device. . 

(u) "Home appliance" means any refrigerator, 
freezer, range, . microwave oven, washer, dryer, 
dishwasher, garbage disposal, trash compactor, M t"eeHt 
BH\leefteiliefter room air-conditioner, or other kind of 
appliance product nonµally used- or sold for personal, ( 
family, or household purposes. · 

(v) "Home electronic product" means any television, 
radio, antenna rotator, audio or video recorder oi:' 
playback equipment, video camera, video game, video 
monitor, computer equipment, telephone, 
telecommunications · equipment, electronic alarm 
system, electronic appliance control system, or other kind 
of electronic product, if it is normally used or sold for 
personal, family, or household purposes. The term 
includes any electronic accessory that is normally used or 
sold with a home electronic product for one of those 
purposes. The term excludes any single product with a 
wholesale price to the retail seller ofless than fifty dollars ( 
<•). . 

(w) "Obligor" is the entity financially ·and legally 
obligated under the terms of a service contract. 

This section shall remain in effect only until January 1, 
2003, and as of that date is repealed, unless a later enacted 
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_
2
1. statute, that is enacted before January 1 2003 deletes or 

extends that date. ' ' . 
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SENATE RULES COMMITTEE 
Office of Senate Floor Analyses 
1020 N Street, Suite 524 

AB 2704 

(916) 445-6614 Fax: (916) 327-4478 

Bill No: 
Author: 
Amended: 
Vote: 

AB 2704 
Alquist (D), et al 
6/29/98 in Senate 
21 

CONSENT 

SENATE BUSINESS & PROFESSIONS COMMITTEE: 5-0, 6/22/98 
AYES: Johannessen, Kelley, O'Connell, Rosenthal, Polanco 
NOT VOTING: Ayala, Greene 

ASSEMBLY FLOOR: 72-1, 5/14/98 - See last page for vote 

SUBJECT: Service contracts 

SOURCE: California Retailers Association 

DIGEST: This bill specifically subjects the "obligor" on service contracts 
to regulation by the Bureau of Electronic and Appliance Repair and the 
Song-Beverly Consumer Warranty Act, and revises the definition of 
"service contract" and "home appliance." 

ANALYSIS: Existing law: 

1. Provides for the regulation of consumer warranties, including service 
contracts on consumer goods, under the provisions of the Song-Beverly 
Consumer Warranty Act in the Civil Code, and specifies various 
requirements on those who sell those contracts, including contract form, 
contents, disclosures, refunds of premiums under certain conditions, and 
consumer legal remedies for damages suffered by consumers as a result 
of a failure to comply with any obligations imposed by the Act. 

000146 
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AB 2704 
Page2 

2. Provides for the registration and regulation of service dealers who 
perform electronic equipment and appliance repair, and service contract 
sellers and administrators, as defined, by the Bureau of Electronic and 
Appliance Repair (BEAR) and the State Department of Consumer 
Affairs (DCA) pursuant to the provisions of the Electronics and 
Appliance Repair Dealer Registration Law in the Business and 
Professions Code. 

3. Specifies certain financial solvency requirements for service contract 
sellers and administrators regulated by BEAR (e.g., obtaining service 
contract reimbursement insurance, specified minimum net work amounts, 
etc.), and requires that service contracts meet certain requirements of the 
Song-Beverly Act. 

4. Defines "service contract seller" for purposes of the BEAR regulation as 
.a person who sells or offers to sell a service contract for the maintenance 
or repair of electronic sets of appliances, defines "service contract seller" 
similarly for purposes of the Song-Beverly Act's regulation of service 
contracts for consumer goods generally, and defines "home appliance" to 
include refrigerator, freezer, range, microwave oven, washer, dryer, 
dishwasher, garbage disposal, trash compactor, or room air conditioner, 
normally used or sold for personal, family or household products. 

This bill: 

1. Revises the definitions of: 

A. "service contract seller" for the purposes of both regulatory laws to 
specifically include an "obligor," as defined, under the service contract 
sold by the seller, manufacturer, or repairer of the product covered by 
the service contract, and 

B. "service contract" to include services relating to replacement, and 

C. "home appliance" to include other kind of appliance product normally 
used or sold for personal, family or household purposes. 

2. Defines "obligor" as the entity financially and legally obligated under the 
terms of the service contract. 
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Comments 

AB 2704 
Page 3 

This bill is sponsored by Circuit City Stores, Inc. to clarify that third-party 
obligors under service contracts are regulated as service contract sellers by 
the Bureau of Auto Repair and also under the provisions of the Song­
Beverly Consumer Warranty Act. Doing so, according to the sponsor, 
would be consistent with the BEAR's longtime practice and underscore its 
regulator authority over obligors on such contracts. 

Background 

The BEAR currently regulates 2,718 .service contract sellers and 24 service 
contract administrators who each pay an annual registration fee of $75. 

Related Legislation 

SB 2075 (Polanco), pending in Assembly Consumer Protection, 
Governmental Efficiency and Economic Development Committee, is 
another service contracts bill this year. This bill would exempt service 
contracts offered or issued by a person or affiliate of a person whose 
business is regulated by the California Public Utilities Commission from 
regulation by the State Department of Insurance if certain conditions are 
met. 

FISCAL EFFECT: Appropriation: No Fiscal Com.: No Local: No 

SUPPORT: (Verified 6/29/98) 

California Retailers Association (source) 
Circuit City Stores, Inc. 

ASSEMBLY FLOOR: 
AYES: Ackerman, Aguiar, Alby, Alquist, Aroner, Baca, Baldwin, Battin, 

Baugh, Bordonaro, Bowen, Bowler, Brewer, Brown, Campbell, 
Cardenas, Cardoza, Cedillo, Cunneen, Davis, Ducheny, Escutia, 
Figueroa, Firestone, Floyd, Frusetta, Granlund, Havice, Hertzberg, 
Honda, House, Kaloogian, Keeley, Knox, Kuehl, Leach, Lempert, 
Leonard, Machado, Margett, Martinez, Mazzoni, Migden, Miller, 
Morrissey, Morrow, Murray, Napolitano, Olberg, Oller, Ortiz, Papan, 
Perata, Poochigian, Prenter, Pringle, Richter, Runner, Scott, Shelley, 

CONTINUED 
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Strom-Martin, Sweeney, Takasugi, Thompson, Thomson, Torlakson, 
Vincent, Washington, Wayne, Wildman, Woods, Villaraigosa 

NOES: McClintock 
NOT VOTING: Ashburn, Bustamante, Gallegos, Goldsmith, Kuykendall, 

Pacheco, Wright 

CP:cm 6/26/98 Senate Floor Analyses 
SUPPORT/OPPOSITION: SEE ABOVE 

**** END **** 
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CONCURRENCE IN SENATE AMENDMENTS 
AB 2704 (Alquist) 
As Amended June 29, 1998 
Majority vote 

ASSEMBLY: 72-1 /May 14, 1998) SENATE: 38-0 /July 2, 1998) 

Original Committee Reference: CONPRO 

SUMMARY: Specifies that a obligor under certain service contracts shall be 
subject to regulation by the Bureau of Electronic and Appliance Repair (BEAR). 

The Senate amendments: 

1) Remove examples of the definition of obligor, which are more appropriately 
specified in regulation, and not in statute. 

2) Make changes to the definitions of service contract and home appliance for 
purposes of either broadening their meaning to reflect current industry 
practices or conforming to definitions in other code sections. 

UNDER EXISTING LAW, the definition of a service contract seller is limited to 
a person who sells or offers to sell a specified service contract. 
Specifically, existing law: 

l) Establishes the Electronics and Appliance Repair Dealer Registration Law, 
administered by BEAR within the Department of Consumer Affairs (DCA); this 
law: 

a) Requires the registration and regulation of service dealers who perform 
electronic equipment and appliance repairs; 

b) Requires the registration and regulation of service contract sellers and 
administrators, as defined, for service contracts relating to the 
maintenance and repair of appliances and electronic sets including 
televisions, radios and computer systems. 

c) Specifies certain financial solvency requirements for these regulated 
entities (e.g., obtaining service contract reimbursement insurance, 
specified minimum net worth amounts); and 

d) Specifies that the service contracts sold must meet the requirements of the 
Song-Beverly Consumer Warranty Act including contract form, contents, 
disclosures and refunds of premiums under certain conditions. 

2) Provides for the licensure and regulation by the Department of Insurance 
(DOI) of certain home protection companies and contracts that effectively 
insure a homeowner against repair or replacement of among other things, 
home appliances. Service contracts sold by a home builder or seller or 
manufacturer of the home or appliance are specifically exempted from DOI 
regulation under these provisions. 

AS PASSED BY THE ASSEMBLY, this bill revised the definition of a "service 
contract seller" that is regulated by BEAR to include any person who is the 
"obligor" under a service contract sold by the seller, manufacturer or 
repairer of the product covered by the service contract. Required that an 
obligor, as defined, of the specified service contracts, be deemed to be a 
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"service contract seller" and be subject to regulation by BEAR. 

AB 2704 
Page 2 

FISCAL EFFECT: Unknown potential additional costs to BEAR to regulate the 
newly defined group of service contract sellers, to the extent this group is 
not already within BEAR regulation. 

COMMENTS: 

1) According to the author's office, the purpose of this measure is to 
"clarify" the treatment of third party obligors under service contracts. 
Specifically, if a retailer sells a product, say a radio, and as part of 
that sale the retailer also sells the purchaser a service repair contract 
on behalf of a third party (i.e., other than the manufacturer) to repair 
the radio, that third party would be deemed to be a "service contract 
seller" for purposes of regulation. The effect of this change is make 
certain that third party obligors are subject to regulation under BEAR. 
Proponents maintain that this is consistent with the existing practice of 
BEAR. 

BEAR currently regulates approximately 2,700 service contract sellers and 
24 service contract administrators. DOI regulates 15 hom·e protect ion 
contract companies. · 

2) BEAR requested an amendment to this bill to clarify the definition of 
"obl igor. 11 Assembly amendments to the bill provided that definition. 
With these amendment, it appears that the measure's provisions are 
consistent with the existing practices of BEAR. 

Analysis prepared by: Andrew Meyers/ aconpro / (916) 319-2089 

FN 040148 
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S·rATE 'AND CONSUMER SEr··,:cES AGENCY 

DEPARTMENT 

Consumer Affairs 

Summary: 

AUTHOR 

Alquist 

ENROLLED BILL REPORT 

BILL NUMBER 

AB 2704 

The Department of Consumer Affairs Bureau of Electronic and Appliance Repair (BEAR) regulates 
service contract sellers. AB 2704 would add to the definition of a service contract seller or seller, in 
both the Business and Professions Code and the Civil Code, a person who is the third-party obliger 
under a service contract sold by the seller, manufacturer, or repairer of the product covered by the 

_; service contract. The bill also makes minor changes to the Civil Code definitions of "service 
contract" and "home appliance." 

) 

) 

Bill Description: 

Existing law: 

1. Regulates the activities of service contractors including service contract sellers. The law defines 
service contract seller as a person who sells or offers to sell a service contract for the 
maintenance or repair of electronic sets or appliances. 

2. Regulating consumer warranties defines service contract seller with respect to the maintenance or 
repair of consumer products. 

3. The Civil Code defines "service contract" as a contract in writing to perform for a cost over a fixed 
period of time, services relating to the maintenance or repair of a consumer product. 

4. Defines "home appliance" as any refrigerator, freezer, range, microwave oven, washer, dryer, 
dishwasher, garbage disposal, trash compactor, or room air conditioner. 

This bill would: 

1. Add to the definition of a service contract seller or seller, in both the Business and 
Professions Code and the Civil Code, a person who is the third-party obligor under a 
service contract sold by the seller, manufacturer, or repairer of the product covered by the 
service contract. 

Vote: ASSEMBLY 
Floor: 
Floor: 
Policy Committee: 
Fiscal Committee: 

RECOMMENDATION 
TO GOVERNOR: 

DEPARTMENT DIRECTOR: 

EBR91 ~◊~ 

Aye__i2__ No 1 
Aye...:J.2_ No 1 
Aye 11 No 0 
Aye N/A No 

Vote: SENATE 

Floor: 
Policy Committee: 
Fiscal Committee: 

DEFER TO OTHER 
AGENCY 

Aye__lL No 0 
Aye 5 No--0-
Aye N/A No 
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AB 2702 
Page 2 

2. Define "obligor'' in the Business and Professions Code and the Civil Code. 

3. Add "replacement" to the services in the definition of "service contract." 

4. Add "or other kind of appliance product" to the definition of "Home Appliance" in the 
Civil Code. 

Background: 

C 

r ,_ 

This biU is sponsored by the California Retailers Association to ensure that third-party obligors on 
service contracts are held to the same standard of accountability as the retailer or manufacturer that 
sells or administers the service contract. 

Other legislation 

SB 2075 (Polanco) - pending in Assembly Appropriations Committee also affects service contracts. 
This bill would exempt service contracts offered or issued by a person or an affiliate of a person 
whose business is regulated by the California Public Utilities Commission from regulation by the 
State Department of Insurance if certain conditions are met. The author intends for these service 
contracts to instead be regulated by the BEAR. 

Specific Findings: 

r ,_ 

r ,_ 

The BEAR indicates that this bill would essentially codify existing policy. The BEAR currently r 
'-

registers third-party obligors on contracts sold by major retailers (Circuit City, Good Guys, Wards, 
Radio Shack) where the obliger has an exclusive relationship with one retailer. Apparently there are 
certain business and tax advantages for these large retailers to have a third party be the obliger on 
the service contracts they sell. The BEAR sees no erosion of consumer protection by this proposal­
as lony as the company ultimately responsible for fulfilling the contract can meet the fiscal 
requirements of registration. 

The BEAR has determined that this policy is in the spirit of existing law which is intended to ensure 
that service contracts, sold to consumers, are backed by responsible companies with demonstrated 
financial means to ensure the contracts. C 

The BEAR estimates that there are less than 1 D companies that fit the definition in this bill and would 
be required to be registered. 

The Department of Insurance, in a letter dated June 14, 1996, has stated that service contracts with 
a third-party obliger are provided as a convenience to consumers and are incidental to the sale of th\ 
product, therefore are not considered "insurance" within the gambit of the California Insurance Code. 
This interpretation allows these contracts to be administered by the DCA. 

This bill defines obligors as an entity financially and legally obligated under the terms of a service r 

contract. '--

Amendments also amend the definition of service contract to indicate that it may be for the 
maintenance, repair or replacement of a consumer product. In an increasingly disposable 
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AB 2702 
Page 3 

marketplace, it is often more economical to replace a broken appliance than repair it. This change 
recognizes this option. 

Additionally, the Civil Code definition of a home appliance is modified to include "any other kind of 
appliance" used or sold for personal, family or household purposes. This essentially conforms the 
Civil Code with the Business and Professions Code definition of "home appliance." 

Fiscal Impact: 

The BEAR estimates it would be required to register less than 1 O obligors at $75 a registration. The 
workload and revenue are projected to be minor. 

Support: 

California Retailers Association (sponsor) 
Circuit City 

(Verified 7-9-98) 

Opposition: 

None on file. 

(Verified 7-9-98) 

Arguments: 

AB 2704 provides the same accountability for the ultimate provider of security on a service contract 
as the company that interfaces with the customer. The bill ensures that the obligor as a financial and 
legal obligation to fulfill the contract. 

The bill modifies the definition of "service contract" to recognize that such contracts often offer 
replacement as an alternative to repair. 

Con: 

No opposition has been voiced. 

Explanation of "NO" Votes: 

The bill received a single no vote from Assembly Member McClintock. Neither the author nor the 
Republican Caucus could explain the lone opposition. 
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Recommendation: 

The Department of Consumer Affairs recommends that the Governor SIGN AB 2704. 

Prepared by: Dennis Weber, Analyst. Office: 324-5402 
Home: 772-3775 

Ray Saatjian, Deputy Director. Office: 327-5196 
Home: 641-2166 
Pager: 948-0493 
Cellular: 600-2149 

Happy Chastain, Deputy Secretary, Legislation. Office: 653-3111 
Home: 443-1366 
Pager: 810-2768 
Cellular: 806-8134 
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COMMITTEES: SACRAMENTO ADDRESS 

STATE CAPITOL 
P.O. BOX 942849 

SACRAMENTO, CA 94249-0001 
(916) 445-4253 

DISTRICT OFFICE 

!-ss:emhll,! 
filalifarnht ~:eBislafur:e 

ELAINE ALQUIST 

CHAIR, INFORMATION TECHNOLOGY 
CHAIR, SELECT COMMITTEE ON AGING 

275 SARATOGA AVENUE, #205 
SANTA CLARA, CA 95050 

(408) 296-1616 

E•MAIL ADDRESS 
assembJywoman.alquist@assembly.ca.gov 

APPOINTMENTS: 
SEISMIC SAFETY COMMISSION 

ELECTRONIC BENEFITS TRANSFER 
PROJECT 

July 9, I 998 

ASSEMBLYMEMBER, TWENTY-SECOND DISTRICT 

Representing the communities of.Campbell, Cupertino, Los Altos, 
Mountain View, Palo Alto, Santa Clara, Saratoga, Sunnyvale, 

and West San Jose. THE HEART OF THE SIUCON VALLEY 

The Honorable Pete Wilson 
Governor 
State Capitol, First Floor 
Sacramento, CA 95814 

Dear Governor Wilson, 

CONSUMER PROTECTION, GOVERNMENTAL 
EFFICIENCY & ECONOMIC DEVELOPMENT 

EDUCATION 
HEALTH 

JOINT LEGISLATIVE SUNSET 
REVIEW COMMITTEE 
REVENUE & TAXATION 

SELECT COMMITTEE ON AEROSPACE 
SELECT COMMITTEE ON 

EDUCATION TECHNOLOGY 

I am writing to urge you to sign AB 2704, which passed off the Assembly Floor on a vote 
of65-l. 

This bill would secure consumer confidence by clarifying the law with regard to obligors 
under service contracts sold covering electronics and appliances to make it consistent 
with the current regulating practice of the Bureau of Electronic and Appliance Repair 
(BEAR). Specifically, the bill clarifies that obligors (those responsible for fulfilling the 
terms of a service contract) are regulated the same as service contract sellers.- The bill 
also defines "obliger" for regulatory purposes. Finally, the bill, which amends the 
Business and Professions Code, also amends the civil Code governing warranties so that 
the two codes remain consistent. 

With the absence of any opposition, this bill was on consent in the Senate and passed 
nearly unanimously off the Assembly Floor. 

If you have any questions regarding this or any other matter, please feel free to contact 
me at any time. This is a good bill for consumers and I respectfully request your 
signature. 

Sincerely, 

a(;.L.-CN d0v.-b'-A~"""' 

Assemblywoman Elaine White Alquist 
2f• A~sembly District 

• 1 .' 

-~ 
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Assembly Bill No. 2704 

CHAPTER 196 . 

An act to amend Section 9855 of the Business and Professions Code, 
and. to amend Section 1791 of the Civil Code, relating to service 
contracts. 

[Approved by Governor July 20, 1998. Filed with 
Secretary of State July 21, 1998.] 

LEG!SLATNE COUNSEL'S DIGEST 

AB 2704, Alquist. Service contracts. . 
Existing law regulating the activities of service contractors, 

including service contract sellers, defines a service contract seller as · 
a person who sells or •offers to sell a service. contract for the 
maintenance or repair of electronic sets or appliances, as defined. 
Existing law regulating consumer warranties provides for 
·substantially the same definition of a "service contract seller" with 
respect to the maintenance or repair of consumer products, as 
defined. Und~r existing law, a "service contract" is defined to relate 
to the maintenance or·repair of consumer products. 

This bill would add to the definition of "service contract seller" or 
"seller," for purposes of both regulatory laws, a person who is the 
obligor, as defined, under a service. contract sold by. the seller, 
manufacturer, or repairer of the product covered by the service 
contract. The bill also would revise the definition of "service 
contract" to include the replacement of consumer products. The bill 
also would revise the definition of "home appliance" for the 
provisions relating to consumer warranties to include any kind of 
appliance product. 

The people of the State of California do enact as follows: 

SECTION 1. Section 9855 of the Business and Professions Code 
is amended to read: 

9855. The definitions used in this section shall govern the 
construction and terms as used in this chapter: 

(a) "Service contract" means a contract in writing to perform, 
over a fixed period of time or for a specified duration, services 
relating to the maintenance, replacement, or repair of a set or 
appliance as defined by this chapter. . 

(b) "Service contract administrator" or "administrator" means a 
person, other than a service contract seller or an insurer admitted to 
do business in this state, who performs or arranges, or has an affiliate 
who performs or arranges, the . collection, maintenance, or 
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Ch. 196 -2-

disbursement of moneys to compensate any party for claims or 
repairs pursuant to a service contract, and who also performs or 
arranges, or has an affiliate who performs or arranges, any of the 
following activities on behalf of service contract sellers: 

(1) Providing service contract sellers with service contract forms. 
(2) Participating in the adjustment of claims arlsing from service 

contracts. 
(3) Arranging on behalf of service contract sellers the insurance 

required by Section 9855.2. 
A service contract administrator shall not be an obligor on a service 

contract. 
(c) "Service contract seller" or "seller" means a person who sells 

or offers to sell a service contra.ct to a service contractholder, 
including a person who is the obligor under a service contract sold 
by the seller, manufacturer, or repairer of the product covered by the 
service contract:. 

(d) "Service contractholder" means ·a person who purchases or 
receives a service contract from a service contract seller. 

( e) "Service contractor" means a service contract administrator 
or a service contract seller. 

(f) "Service contract reimbursement insurance policy" means a 
policy of insurance issued by an insurer admitted to do business in this 
state providing coverage for all obligations and liabilities incurred by 
a service contract seller under the terms of the service contracts sold 
in this state by the service contract seller to a service contractholder. 
The service contract reimbursement insurance policy shall either 
cover all service contracts sold or specifically cover those contracts 
sold to residents of the State of California. 

(g) "Obligor" is the entity financially and legally obligated under 
the terms of a service contract. · 

SEC. 2. Section 1791 of the Civil Code is amended to read: 
1791. As used in this chapter: 
(a) "Consumer goods" means any new product or part thereof. 

that is used, bought, or leased for use primarily for personal, family, 
or household purposes, except for clothing and consumables. 
"Consumer goods" shall include new and used assistive devices sold 
at retail. 

(b) "Buyer" or "retail buyer" means any individual who buys 
consumer goods from a person engaged in the business of 
manufacturing, distributing, or selling consumer goods at retail. As 
used in this subdivision, "person" means any individual, partnership, 
corporation, limited liability company, association, or other legal· 
entity that engages in any such business. 

( c) "Clothing" means any wearing·apparel, worn for any purpose, 
including under and outer garments, shoes, and accessories 
composed primarily of woven material, natural or synthetic yarn, 
fiber, or leather or similar fabric. 
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-3- Ch. 196 

(d) "Consumables" means any product that is intended for 
consumption by individuals, or use by individuals for purposes of 
personal care or in the performance of services ordinarily rendered 
within the household, and that usually is consumed or expended in 
the course of consumption or use. 

( e) "Distributor" means any individual, partnership, corporation, 
association, or other legal relationship that stands· between the 
manufacturer and the retail seller in purchases, consignments, or 
contracts for sale of consumer goods. · 

(f) "Independent rep:rlr. or service facility" or "independent 
service dealer" means any individual, partnership, corporation, 
association, or other legal entity, not an employee or subsidiary of a 
manufacturer or distributor, that engages in the business of servicing 
and repairing consumer goods. 

(g) "Lease" means any contract for the lease or bailment for the 
use of consumer goods by an individual, for a term exceeding four 
months, primarily for personal, family, or household purposes, 
whether or not it is agreed that the lessee bears the risk of the 

. consumer goods' depreciation. · . 
• (h) "Lessee" means an individual who leases consumer goods 

under a lease. 
(i) "Lessor" means a person who regularly leases consumer goods 

under a lease. 
(j) "Manufacturer" means any individual, partnership, 

corporation,- association, or other legal relationship that 
manufactures, assembles, or produces consumer goods. 

(k) "Place of business" means, for the purposes of any retail seller 
that sells consumllr goods by catalog or mail order, the distribution 
point for these goods. 

(l)" "Retail seller," "seller," or "retailer" means any individual, 
partnership, corporation, association, or other legal relationship that 

• engages in the business of selling or leasing consumer goods to retail 
buyers. · 

(m) "Return to the retail seller" means, for the purposes of any 
retail seller that sells consumer goods by catalog or mail order, the 
retail seller's place of business, as defined in subdivision (k). 

(n) "Sale" means (1) the passing of title from the seller to the 
buyer for a price, or (2) a consignment for sale. 

( o) "Service contract" means a contract in writing to perform, for 
an additional cost, over a fixed period of time or for a specified 
duration, services relating to the maintenance, replacement, or 
-repair of a consumer product, except that this term does not include 
a policy of automobile" insurance, as defined in Section 116 of the 
Insurance Code. 

(p) "Service contract administrator" or "administrator" means a 
person, other than a service contract seller or an insurer admitted to 
do business in this state, who performs or arranges; or has an affiliate 
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Cb. 196 . -4-

who performs or arranges, the collection, maintenance, or 
disbursement of moneys to compensate any party for claims or 
repairs pursuant to a service contract, and who also performs or 
arranges, or has an affiliate who performs or arranges, any of the 
following activities-on behalf of service contract sellers: 

(1) Providing service contract sellers with service contract forms. 
(2) Participating in the adjustment o( claims arising from service 

contracts. · 
(3) Arranging on behalf of service contract sellers the insurance 

required by Section 9855.2. A service contract administrator shall not 
be an obligor on a service contract. 

(q) "Service contract seller" or "seller" means a person who sells 
or offers to sell a service contract to a service contractholder, 
including a person who is the obligor under a service contract sold 
by the.seller, manufacturer, or repairer of the product covered by the 
service contract. 

(r) "Service contractor" means a service contract administrator 
or a service contract seller. 

(s) "Assistive device" means any instrument, apparatus, or 
contrivance, including any component or part thereof or accessory 
thereto, that is used or intended to be used, to assist an individual with 
a disability in the mitigation or treatment of an injury or disease or 
to assist or affect or replace the structure or any function of the body 
of an individual with a disability, except that this term does not 
include prescriptive lenses and other ophthalmic goods unless they 
are sold or dispensed to a blind person, as defined in Section 19153 
of the Welfare and Institutions Code, and unless they are intended 
to assist the limited vision of the person so disabled. · 

(t) "Catalog or similar sale" means a sale in which neither the 
seller nor any employee or agent of the seller nor any person related 
to the seller nor any person with a financial interest in the sale 
participates in the diagnosis of the buyer's condition or in the 
selection or fitting of the device. · 

(u) "Home appliance" means any refrigerator, freezer, range, 
microwave oven, washer, dryer, dishwasher, garbage disposal, trash 
compactor, room air-conditioner, or other kind of appliance product 
normally used or sold for personal, family, or household purposes. 

(v) "Home electronic product" means any television, radio, 
antenna rotator, audio or video recorder or playback equipment, 

· video camera, video game, video monitor, computer equipment, 
telephone, telecommunications equipment, electronic alarm system, 
electronic appliance control system, or other kind of. electronic 
product, if it _is normally used or sold for personal; family, or 
household purposes. The term includes any elecj:ronic accessory that 
is normally used or sold with a home electronic product for one of 
those purposes. The term excludes any single product with a 
wholesale price to the retail seller of less than fifty dollars ($50). 
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(w) "Obligor" is the entity financially and legally obligated under 
the terms of a service contract. 

This section shall remain in effect only until January 1, 2003, and 
as of that date is repealed, unless a later enacted statute, that is 
enacted before January 1, 2003, deletes or extends that date . 
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E073766 

IN THE COURT OF APPEAL 
OF THE STATE OF CALIFORNIA 

FOURTH APPELLATE DISTRICT, DIVISION TWO 
 
 

EVERARDO RODRIGUEZ et al., 
Plaintiffs and Appellants, 

 
v. 
 

FCA US, LLC, 
Defendant and Respondent. 

 
 

APPEAL FROM RIVERSIDE COUNTY SUPERIOR COURT 
JACKSON LUCKY, JUDGE • CASE NO. RIC1807727 

 

EXHIBITS TO MOTION FOR JUDICIAL NOTICE 
Volume 5 of 5 • Pages 00895 – 00923 of 00923 

 
 

HORVITZ & LEVY LLP 
LISA PERROCHET (BAR NO. 132858) 

*SHANE H. MCKENZIE (BAR NO. 228978) 
3601 WEST OLIVE AVENUE, 8TH FLOOR 

BURBANK, CALIFORNIA  91505-4681 
(818) 995-0800 • FAX: (844) 497-6592 

lperrochet@horvitzlevy.com 
smckenzie@horvitzlevy.com 

CLARK HILL LLP 
DAVID L. BRANDON (BAR NO. 105505) 

1055 WEST SEVENTH STREET, 24TH FLOOR 
LOS ANGELES, CALIFORNIA 90017 

(213) 417-5306 • FAX: (213) 488-1178 
dbrandon@clarkhill.com 

CLARK HILL LLP 
GEORGES A. HADDAD (BAR NO. 241785) 

ONE EMBARCADERO CENTER, SUITE 400 
SAN FRANCISCO, CALIFORNIA 94111 

(415) 984-8500 • FAX: (415) 984-8599 
ghaddad@clarkhill.com 

ATTORNEYS FOR DEFENDANT AND RESPONDENT 
FCA US, LLC 
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DECLARATION OF]AN S. RAYMOND 

I,Jan Raymond declare: 

I am an attorney licensed to practice by the California State Bar, State Bar number 
88703, and admitted to practice in the United States Federal Court for the Eastern 
District of California. My business is researching legislative history and interpreting 
legislative intent, I have over 15 years experience in legislative research and analysis of 
legislative intent. 

In cooperation with persons working under my supervision, I undertook to research the 
legislative history of the following project. All use of the word project in this declaratidn 
refers to legislative research addressed to this focus: 

Civil Code Sections 1791(0), 1791.2(a)(1), 1794(a)&(b) & 1795.7 
In particular: 

Chapter 1333, Statutes of 1970 
Enacting Civil Code Sections 1791.2(a)(1) and 1794. 

Chapter 1523, Statutes of 1971 
Enacting 1795.5 and amending 1794 

Chapter 169, Statutes of 1974 
Enacting 1795.5(d) 

Chapter 991, Statutes of 1978 
Enacting 1791(0) 

· Chapter 385, Statutes of 1982 
Repealing and reenacting 1794 

Chapter 728, Statutes of 1983 
Amending· 1795.5 

Chapter 1047, Statutes of 1985 
Amending 1791 (o) 

Chapter 1280, Statutes of 1987 
Adding 1793.2(d)(2) and amending 1794 

Chapter 1265, Statutes of 1993 
Amending 1791(0) 

(888) 676-1947 Declaration of Jan Raymond Page 1 of 2 
For definitions of the legislative terms used in this declaration, visit the California law page at 

LEGISLATIVE HISTORY CLEARINGHOUSE 

www.lhdearinghouse.com 
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Chapter 196, Statutes of 1998 
Amending 1791 (o). 

We reported in four volumes under cover of declarations dated April 3 and 4, 2000, with 
a supplementary report regarding Chapter 1238 of the Statutes of 1987 under cover of a 
declaration dated April 11, 2000. This declaration concerns additional supplementary 
material pertinent to Assembly Bill 1367 of 1987-88. While pending in 1987 AB 1367 
contained proposed amendments to Civil Code Section 1794 which were later moved to 
AB 2057 where they were enacted by Chapter 1283, Statutes of 1987. All provisions of 
my prior declaration pertinent to the scope of the research and report are applicable to 
this supplementary declaration. 

The following documents accompany this declaration: 

Assembly Bi/11367 as considered in 1987 

Excerpt regarding AB 1367 (Tanner) from the Assembly Final History, 1987-88 
Regular Session. Page 1 

AB 1367 as introduced March 1, 1987 Page 3 

Documents regarding AB 1367 as introduced from the bill file of the author, five 
pages. 

Assembly Committee on Governmental Efficiency and Consumer Protection 
analysis of AB 1367 as introduced for hearing May 19, 1987. 

Documents regarding AB 1367 as introduced from the bill file of the Assembly 

Page5 

Page 10 

Republican Caucus, six pages. Page 12 

Senate Committee on Insurance, Claims and Corporations Background 
Information Request re AB 1367, from the bill file of the author, one page. Page 18 

Senate Insurance Claims and Corporations analysis of AB 1367 as introduced. Page 19 

Letter dated July 10, 1987, from the bill file of the author, one page. Page20 

AB 1367 as amended in the Senate May 11, 1988. Page21 
This collection ends v,ith page 24 

I declare under penalty of perjury the foregoing is true and correct. 

Executed at Davis California, May 9, 2000. 

25 I/ ~1f2.- f7 
26 Jen Ray1lnond I 

27 ~ '!88) 676-1947 Declaration of Jan Raymond Page 2 of 2 

8 
For definitions of the legislative terms used in this declaration, visit the Galifomia law page at 

2 LEGISLATIVE HISTORY CLEARINGHOUSE 
www.lhclearinghouse.com 
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VOLUME 1 

CALIFORNIA LEGISLATURE 

AT SACRAMENTO 

1987-88 REGULAR SESSION 
1987-88 FIRST EXTRAORDINARY SESSION 

ASSEMBLY FINAL HISTORY 
SYNOPSIS OF 

ASSEMBLY BILLS, CONSTITUTIONAL AMENDMENTS, CONCURRENT, 

JOINT, ANO HOUSE RESOLUTIONS 

Assembly Convened December 1, 1986 
Recessed December 3, 1986 Reconvened January 5, 1987 
Recessed April 9, 1987 Reconvened April 20, 1987 
Recessed July 16, 1987 Reconvened August 17, 1987 
Recessed September 11, 1987 Reconvened January 4, 1988 
Recessed March 24, 1988 Reconvened April ,4, 1988 
Recessed June·30, 1988 Rec~nvened August 1, 1988 

Adjourned September 1, 1988 
Adjourned Sine Die November 30, 1988 

LegislaJ;ve Days ........................................................................... ',', ..... 2"6 

HON. WILLIE L BROWN JR. 
Speaker 

HON. MIKE ROOS 
Speaker pro Tempore 

HON. PHILLIP ISENBERG 
Assistant Speolcer pro Tempore 

HON. THOMAS HANNIGAN 
Maiorlty Floor Leadt,r · 

HON. PAT NOLAN 
Minority Floor Loader 

Compil«I Under the Direction of 
R. BRIAN KIDNEY 

Chief Clerk 

GUNVOR ENGLE 
History Cleric 
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1987-88 REGULAR SESSION 

A.B. No. 1366-Costa. 
An act to add Section .391 to the Fish and Grune Code, relating io fish »nd gami.. 

1987 
Mar. 4-Read first time. To print. · 
Mar. 5-From printer. May be heard in committee April 4. 
Mar.. 17-Referred to Com. on W.P. & W. · 
April 29-From committee: Amend, and do pass as amended, and re-refer to 

, Corn. on W. & M. with recommendation: To Consent Calendar. 

· April 
May 
May 
June 
June 
June 
June 

.June 

(Ayes 12. Noes 0.) (April 22). 
30-Read second time and amended. 
5-Re-referred to Com. on W. & M. 

28-From committee: Do pass. To Consent Calendar. (May 27). 
1-Read second time. To Con:5ent Calendar. 
3-Read third time, passed, and to Senate. (Ayes 74. Noes 0. Page 2468.) 
4-In Senete. Read first time. To Com. on RLS. for assignment. 

11-Referred to Com. on N.R. & W. . 
30-From committee: Do pass, and re-refer to Com. on APPR-. with 

recommendation: To Consent Calendar. Re-referred. (Ayes 5. i\oes 
0.). 

July 9-From committee: Be placed on second reading file puTsuant to 
Senate ·Rule 28.8. · 

July 
July 

13-Read second time. To third reading. 
16-Read third time, passed, and to Assembly. (Ayes 36. ·r-.;oes 0. Page 

2903.) . 
July 16-ln Assembly. To enrollment. . 
July ro-:.Enrolled and to the Governor at 4 p.m. 
July 29-Approved by_ the Governor. 
July :JO-Chaptered by Secretary of State - Chapter 2!!7, Statutes of 1987. 

A.B. No. 1367-Tanner. 
An act to runend Section 9889.75 of the Business and Profession Code, relating 
. to warranties, and declaring the urgency thereof, to take effect immediately. 

1987 
Mar. ·4-Read first time. To print. · · 
Mat. 5-From printer. May be heard in committee April 4. 
Mar. 26-Referred to Com. on G.E. & CON.PRO. 
May 20-From committee: Do pass. To Consent Calendar. (May 19). 
May 21-Read second time. To Consent Calendar. 
May 26-Read third time, passed, and to Senate. (Ayes 74. Noes 0. Page 2246.) 
May 27-In Senate. Read.first time. To Com. on RLS. -for assignment. 
June 4-Referred to Com. on INS., CL. & CORPS. 
July 2-From committee: Do pass. To Consent Calendar. 
July 6-Read second time. To Consent Calendar. 
July 9-From Consent Calendar. To inactive fiie on motion of.Senator Mello. 

1988 
May 
May 

May 
May 
May 

May 
June 

June 
June 

June 
June 
}une 

5-From inactive file. Re-referred to Com. On APPR. 
11-From'COmmittee chairman, with author's amendments: Amend, and 

re-refer to committee. Read second time, amended, and re-referred 
to Com. on APPR. · 

19-Withdrawn from committee. Re-referred to Com. on JUD. 
23--ln committee: Hearing 1>9stponed by committee. 
27-From committee: Amend, and do pass as·runended. (Ayes 8. :-Soes 

0,). 
31-Read second time, runended, and to third reading. 
9-Read third time. Urgency clause adopted. Passed and to Assembly. 

(Ayes 39. Noes 0. Page 6420.) 
9-ln Assembly. Concurrence in Senate amendments pending. 

13-Urge!lC}' clause adopted. Senate amendments concurred in. To 
enrollment. (Ayes 75. Noes 0. Page 8327.) · 

14-Enrolled and to the Governor at 2 p.m. 
23-Approved by the Governor. 
23-Chaptered by Secretary of State - Chapter 203, Statutes of 1988. 
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CALIFORNIA LEGISLA TURE-1987-,88 REGULAR SESSION 

ASSEMBLY BILL 
~ 

No. 1367 

Introduced by Assembly Member Tanner 

March 4, 1987 

An act to arriend Section 1794 of the Civil Code; relating to 
warranties. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 1367, as introduced, Tanner. Warranties: remedies. 
Existing law provides that any buyer of consumer goods 

who is damaged by a failure to comply with any obligation 
under the Song-Beverly Consumer Warranty Act or under an. 
implied or express warranty or service contract may bring an 
action for the recovery of damages and other legal and 
equitable· relief. Existing law sets forth the measure of lhe 
buyer's damages in an action, as specified. 

This bill would specify that the measure of the buyer's 
damages in an action includes, in addition, the rights of 
replacement or reimbursement, as set forth in specified 
provisions of the act. The bill would declare that the provision 
does not constitute a change in, but is declaratory of, existing 
law. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

,,,.., The people of the State of California do enact as follows: 

1 SECTION 1. Section 1794 of the Civil Code is 
2 amended to read: 
3 1794. (a) Any buyer of consumer goods who is 
4 damaged by a failure to comply with any obligation 
5 under this chapter or under an implied or express 
6 warranty or service contract may bring an action for the· 
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1 recovery of damages and other legal and equitable relief. 
2 (b) The measure of the buyer's damages in an action 
3 under this section shall be es feU0•11·s include the rights of 
4 replacement or reimbursement as set forth in subdivision 
5 (d) of Section 1793.2, and the following: 
6 (1) Where the buyer has rightfully rejected or 
7 justifiably revoked acceptance of . the goods or has 
8 exercised any right to cancel the sale, Sections 2711, 2712, 
9 and 2713 of the Commercial Code shall apply. 

10 (2) Where the buyer has accepted the goods, Sections 
11 2714 and 2715 of the Commercial Code shall apply, and 
12 the measure of damages shall include the cost of repairs 
13 necessary to make the goods conform. 
14 (c) If the buyer establishes that the failure to comply 
15 was willful, the judgment may include, in addition to. the 
16 amounts recovered under subdivision (a), a civil penalty 
17 which shall not exceed two times the amount of actual 
18 damages. This subdivision shall not apply in any class 
19 action under Section 382 of the Code of Civil Procedure 
20 or _under Section 1781, or with respect to a claim based 
21 solely on a breach of an implied warranty. 
22 (d) 1£ the buyer prevails in' an action under this 
23 section, the buyer may be allowed, by the court to recover 
24 as part of the judgment a sum equal to the aggregate 
25 amount of costs and expenses, including attorney's fees 
26 based on actual time expended, determined by the.court 
27 to have been reasonably incurred by the buyer in 
28 connection with the commencement and prosecution of 
29 suc;h action, unless the court in its discretion determines 
30 that such an award of attorney's fees would be 
31 inappropriate. 
32 SEC. 2. The amendment of Section 1794 of the Civil 
33 Code made at the 1987--88 Regular Session· of the 
34 Legislature does not constitute a change in, but is 
35 declaratory of, the existing law. 
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LEt;ISLATIVE COU~SEL 
l.-::5/ 

No. 06631 

REQUEST OF-----_--------------,AS=-SEMBt--=-_:t_Ml?IGBl.'--....c....-S&;....tccJ'-'i'_T.:..llHElt.c...;..'-----­
Per letter 

Draft bUl pe:r attechad, 

Ax1y quatioa., coeuct Arnie Patera S-0991. 

1-pa&• l.Altter f:nm :req11uter; 2-page letter fra. Jay J. De1'111'1a; %-papa 
CiYil Code• SectiOQ 1794. 

t.aoa. I.- (I) 

• This will oc~nowledge your request received on 1he date indicated. Please examine 

the above statement to determine if it correctly sets forth your request. 

Any question with respect to this reque.t may be directed to 

Mi. , 'JY/a;&-7- s::- t.. 'i 3 I 
to whom it has been assigned. 

BION M. GREGORY 
legislative Counsel 

2/6/87 
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February 6, 1987 

MEMORANDUM 

TO: 

FROM: 

SUBJECT: 

ISSUE 

Assemblywoman Sally Tanner 

Jay J. DeFuria 

Legislative Proposal: "Clean-up" (clarifying) 
amendment to your AB 3560 of 1982 (Chapter 385, 
Statutes of 1982) 

Aslbriefly discussed with you and Arnie in your office 
recently, an interpretation concerning Civil Code Section 1794 
(in the Song-Beverly Consumer Warranty Act) has been broached by 
an automobile manufacturer's attorney in at least one pending 
consumer auto "lemon" case which, were it to become accepted, 
could seriously weaken your lemon law. This problem was brought 
to my attention by the consumer's attorney (Mr. Brian 
Kermnitzer-San Francisco) who requested that Section 1794 be 
amended to clarify its meaning and ward off this dangerous 
misinterpretation. 

BACKGROUND 
CTviT-Ccide Section 1794 is a provision of the Song-Beverly Act 
which gives the consumer the right to bring a legal action to 
obtain damages and other relief because of damage the consumer 
has suffered due to a manufacturer's (or others) failure to 
comply with Song-Beverly warranty obligations. You authored AB 
3560 in 1982 which made some "fine tuning" clarifications to 
Section 1794 (the bill's sponsor was the Department of Consumer 
Affairs). 

Section 1794 specifies what the measure of damages will be for 
the buyer in certain circumstances by reference to specified 
California Commercial Code provisions. However, as you know, 
Civil Code Section 1793.2 (the "lemon" law) provides a buyer with 
the right to obtain either a refund ("reimbursement") or 
replacement if a warranted product is defective and is not fixed 
after a reasonable number of attempts (4X/30 days for new autos.) 

PROBLEM 
The-misinterpretation problem comes about because Section 1794 
does not specifically include the refund/replacement remedy 
provided to the buyer by Section 1793.2 (nor other remedies 
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provided for in the Song-Beverly Act). The result has been for 
the auto manufacturer's attorney to argue in court that a 
plaintiff car buyer can sue only for the Section 1794 remedies 
and not for the'Section 1793.2 refund/replacement remedy. I 
think that argument is ludicrous since were it to be accepted, it 
would drastically reduce any incentive for the manufacturer to 
offer a refund before a lawsuit, and cause them to argue the 
refund is an unavailable remedy in a lawsuit. (They argue the 
buyer only has the right to obtain the difference in value 
between what the defective car is worth and what it would have 
been worth without the defects). 

THE PROPOSAL 
ihe-TegTsTative proposal is simply to amend Civil Code Section 
1794 by adding language that would clearly specify that the 
refund/replacement remedy provided by Section 1793.2 is available 
to a buyer in a lawsuit brought against a warrantor for defective 
products. 

The language for the amendment would be as follows: 

Amend Section 1794(b) of the Civil Code by deleting "as 
follows:" after the word "shall" and inserting: 

include the rights of replacement or reimbursement as 
set forth in Section 1793.2(d) and the following 

(See attached markup) 

Because this amendment is a clarification that Section 1794 
doesn't preclude Section 1793.2 remedies, and to avoid the 
possibility of having this proposed amendment construed 
otherwise, I would also recommend that the following legislative 
intent be added as uncodified language in the bill: 

Sec.2. (of the bill) The amendment of Section 1794 of the 
Civil Code made at the 1987-88 Regular Session of the 
Legislature does not constitute a change in, but is 
declaratory of existing law. 

Finally, I would recommend that this proposal be considered for 
introduction as a separate bill, rather than as an amendment to 
your 1987 "Lemon Law II" bill. The rationale is that it is a 
clean-up to your previous non-lemon law legislation and that 
having it in a separate bill will reduce confusion and keep it 
separated from any controversy that may attach to your direct 
lemon law clean-up efforts. 

If I can be of further assistance to you on this issue please let 
me know. 

JJD:bj 
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. § 1793.5 

Ralt•!- 4=442. 
(~.S. Salt•t- ~ 3i4 el fit•q • 

CONS\!!IU:R WARRANTU:S 
m,·. a 

• 6. Liability of manufacturer to Independent •ervice and 
repair facility 

Except as erwise provided in the terms of a warranty 'ervice 
contract, as spec 'ed in subdivision (a) of Section 1793.2, e red into 
between a manufac er and an independent service and . pair facility, 
every manufacturer m ing express warranties who.s onsumer goods 
are sold in this state shal liable as prescribed · is section to every 
independent serviceman who rforms servic or incurs obligations in 
giving effect to the express wa · nties accompany such manufac­
turer's consumer goods whether th · pendent serviceman is acting as 
an authorized service and repair f · 1 designated by the manufacturer 
pursuant to paragraph (1) of su 1~ion of Section 1793.2 or is acting 
as an independent service pu~~nt ubdivisions (c) and (d) of 
Section 1793.3. The amo of such liability s II be an amount equal to 
the actual and reason e costs of the s ice a repair, including any 
cost for parLs and ny reasonable cost trans rting the goods or 
pnrLs, plus a re . onable profit. It shall b . a rebu ble presumption 
affecting the.,burden of producing e\·idcncc tll the sonable cost of 
service or epair is an amount equal to that w ich is arged by the 
indepe ent serviceman for like services or repairs ndere sen·ice or 
rep·· customer,; who arc not entitled to warran : prote 'on. Any 
· 1,·er of tht· liability of a manufacturer shall ht• void d unen rccablc. 

(Added by S1.aL,.!9i6, c. 416, p. !0i2, § 4.) 

Libr• r)· Rdrrrnt"r,. 

lm11li<'cl aml Conslrurtin r.ont.ro1rll- ~G. 
C.J.R. Moru•y Paaid ~!. l t.o 6. 

§ 1794. Action• by buyers; meuure of damages; ch-ii penalties; 
co•t• and expen•es; attorn.-y"• f.-es 

(a) Any buyer of consumer goods who is damaged by a fllilun· to 
comply with an\' obligation under this chapter or under an implied or 
express warranty or service contract may bring an action for the 
reco,·ery of damages and other legal and equitable relief. 

' " 

i 
·,-

l 

I 

I 

(b) The meai<urc of, thq byycr,'/1 dama~es~in an ic ion under this section . J-a,5 s;e,/-
shall l.ic itr (; JI; u-r· /!'IC/""-fl,,L 1ht! htJlit::s o H <:un~'l-t-or 1~,r~'1'1en1 

' ril, t/1 ..S"£.cf,&>1-, / 7 ~.;I. fZnA,.,./ lfcv.Jt,t1 : 
(1) Where the b/er has rightfully reJected or' Justifia{t \'Oke'SJ 

acceptance of the goods or has exercised any right to cancel the sale, 
Sections 2711, 2712, and 2713 of the Commercial Code •hall apply. 

(2) Where the buyer has accepted the goods, Sections 2714 and 2715 of 
the Commercial Code shall apply, and the mer.sure of damages shall 
include the cost of repairs necessary to make the goods conform. 
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•&,t:,31 J '., 
cossr~rnR WARRANTY PROTEGl'IOS 
l'I. ·• 

§ 1794 

(cl If the buyer establishes that the failure to comply was willful, the 
judgment may include, in addition to the amounts recovered under 
subdivision (a), a civil penalty which shall not exceed two times the 
amount of actual damages. This subdivision shall not apply in any class 
action under Section 382 of the Code of Civil Procedure or under Section 
1781, or with respect to a claim based solely on a breach of an implied 
warranty. 

(d) If the buyer pre,·ails in an action under this section, the buyer may 
be allowed by the court to reco,·er as part of the judgment a sum equal 
to the aggregate amount of costs and expenses, including attorney's fees 
based on actual time expended, determined by the court to have been 
reasonably incurred by the buyer in connection with the commencement 
and prosecution of' such action, unless the court in its discretion deter­
mines that such an award of attorney's fees would be inappropriate. 
(Added by Stat.a.1982, c. 385, p. 1716, § 2.) 

m~torkal ~Ott 

Fonm .. •r , li94, :uld1.-rl hy ~ta~.rnio, c. 
1:1:1:l, p. 2-1~:?, Ii 1, aml'111h.od by ~taL-1.1971, 
c. 1.;:t:t II, ;mo;, Ii 1:1; St:tl!l.tiliS, c. mn, p. 
:tOti,1, "' 10, n•latinl,C to .similar subject mat• 
tcr, was n•J>t.•ak-d by Stats. l!.Utl, c. :J85, p. 
17M, i I. 

1-'ormer § li94, adtlcd by ~tats.l!J:U, c. 
1070, p. :!:!57, 'i 1, a:-i part of the Uniform 
Salca Act, was reP4?al~ by Stall.1963, c. 
ijJ9, p. 1997, § 2, ell. Jan. I, 1965. See, 
now, Com.C. ~ 1102. 

nrrh-atiun: f,'urmer ~ 1 i9-I, ;ul1fod by 
:%LL"". l!li0, c. 1:1:1:1, p. :,?.1:-02, li 1, amvnJe-d 
hy SLats.1971, c. 1;,~:t, p. :l007, 'i t:I; ~tat.:5. 
l~il't, c. !l'Jl, p. :IOfi5, § 10. 

t'ormer It li9-l.2, aJJ1.-d by Stats.1979, c. 
10:!:l, p. :wl6, § 6. 

t·urmt>r fj lW-l.:!, a1tJcJ bv Stats.1970, c. 
1:1:i:1, p. 2-1>':!, i :l, amend,-d by ~t.lbl.1971, 
c. 1:;:!3, p. :!007, § 14. 

t'onner § 1794.2, added by Stat>.1970, c. 
1:1:!:l, p. 2478, § I. 

Form• 
See We:it'1 Califomia Code Forma, Civil. 

Crod Re(erencH 

Attorney's fees and coats, award, see i 1717. 
Automobile conditional sales contract. attorney's (l>eS, see § 2983.4. 
Buyer's damages for breach in regard to accepted goods, see Commercial Code § 2714. 
Credit card holder, award of attorney's fee, aiaimst issuer or retailer, see §§ 1747.50, 

1747.liO, IH7.70, 
Damages, Kemm1lly, 11ee ~§ :1274, 3281 et seq. 

Law Review Commentarin 

:.1 ... contract.I: Lawlul fr•ud in Califor­
nia. W. David Slaw,on (1974) 48 So.Cal. 
LR. I. :· 

ProductJ; liability: Recovery of economic 
loss. (1977) lJ C.W.LR. 297. 

Library RerenncH 

Cost•. <»17:l(l). 
Pt!n:lllil1s 1?:t 
Sale•' e>H2. 

' 499 

CJ.S. Co,11 § 2. 
C.J.S. Penaltie• § 2. 
C.J.S. Sales § :!H el seq. 
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Artifact of Photocopy Reproduction 

JAN RAYMOND 
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Date of Hearing: May 19, 1987 AB 1367 

ASSEMBLY COMMITTEE ON GOVERNMENTAL EFFICIENCY AND CONSUMER PROTECTION 
RUSTY AREIAS, Chairman 

AB 1367 (Tanner) - As Introduced: March 4, 1987 

ASSEMBLY ACTIONS: 

COMMITTEE G. E. & CON. PRO. VOTE COMMITTEE _____ VOTE. __ 

Ayes: Ayes: 

Nays: Nays: 

SUBJECT 

Warranties: remedies. 

DIGEST ' 
Existing law gives the buyer of consumer goods the right to bring a legal 
action to obtain damages and other relief because of damage the consumer has 
suffered due to a manufacturer's failure to comply with the Song-Beverly 
Consumer Warranty Act which establishes direct legal relations between the 
buyer and manufacturer in consumer transactions in California. 

This bill clarifies that the buyer's damages in an action under the 
Song-Beverly Consumer Warranty Act include the rights of replacement or 
reimbursement. 

FISCAL EFFECT 

None 

COMMENTS 
. 

The purpose of this bill, ·sponsored by the author, is to clarify that a 
consumer who brings an action to obtain damages under the Song-Beverly Consumer 
Warranty Act has the right to obtain either a refund or replacement if a 
warranted product is defective and is not fixed after a reasonable number of 
attempts as defined. 

At issue is an automobile manufacturer's legal argument in a recent "lemon law" 
case that a plaintiff car buyer can sue only for the remedies specifically 
referenced in a particular section of the Song-Beverly Act. This bill adds to 
that section a reference to the code which specifies that the 

000010 - continued -
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AB 1367 
Page 2 

refund/replacement remedy provided for in the "lemon law" is available to a 
buyer in a lawsuit brought against a warrantor for defective products. 

SUPPORT (verified 5/12/87) 

None received. 

Ann Evans 
324-2721 
ageconpro 

OPPOSITION 

None received. 

AB 1367 
Page 2 
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BILL ANAL'fSIS 
Ma !)'St: 
Bus. •;•1: 
Home Pt: 

.i1ILL Sl.JMMARY 

Exist:ng law provides. that any buyer of colUl~er 
goods who iis: damaged by a manufacturer•• failurf 1:9.).' 
COIIIPlY with any obligation under the SOng-Be'l"er:,y·}<_ ., 
Consumer Warranty Act or under. an implied or· e9>rct§.~~\)r. 
warranty or service contract uy 'sue· for dama.g~.,;1~;;5' 
other legal and equitable relief. · ·. :;, : .. •· ·· .,. .. ·.•., .. ), 

This bill clarifies that the buye~•s daaag~i{~in;~n 
~ction under ~he Song-Beverly Consumer W~rra~ty;~t · 
include the right of replacement or restitution•·?'-' · 
pursuant to the New Car Lemon Lav. 

Background 

The Song-Beverly Consumer Warranty Act provides,: 
that if the manufacturer of a consumer product':;µ; .·. ·· 
unable to service or repair the product to repair a 
nonconformity after a reasonable number of attempt,f1l, 
the manufacturer must either replace the product:· or• .. 
reimburse the buyer for the price of the product, "les;s'C 
an amount attributable to t'te buyer's use before . '•··'"' · 
discovery of the nonconformity. 

.. ·~-/t·, 
The act in Civil Code section 1794, provides thiiat:. 

any buyer who is damaged by a manufacturer's failur,e'J:o 
con:ply with any obligation under the act may sue for '. 
damages and other legal and equitable relief as 
specified. 

1-----=----·---------------AM~NDMENT SUMMARY: 
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The New Car Lemon Lav, which is contained in th!:! Soa-,; 
·•;;,8'/Yer-ly Consumer Warranty Act, establishes that a •reasonabl"' 
:,·:cumber of attempts• to repair a new motor. vehicle have ·been m,sd,;­
'if, within the first year or 12,000 mil,es,, either.{a) tl\.c. 
-unufacturer has been unable to repair ·the sllllle non®nft!rm1ty 
·after four attempts or (2) the vehicle bt(out 9f send#, for, 
repairs for a total of at least 30 days stnce deliverr.-:t\f th~ 
vehicle to the buyer. A vehicle which meets this tei1::t>'is d.eemed 
a •lemon,• and the buyer has the right to restitution·'bt ··· 
replacement. · · · 

.. ·,·· .,,. 

Since the New Car Lemon Law is a part of the-Sohg~~evii)' 
Consumer Warranty Act, buyers of •1emons•·. have•. the·s1111e··reji!i{ies 
(i.e., t.he right to sue for damages and other legal and equiftable 
relief pursuant to Civil Code section 1794) as do buyers of :_other 
consumer goods. However, their remedies are not exc1usivelv'i•.,. 
those found in Civil Code section 1794. "-" 

In a recent lemon law case, the defendant aut0111obile 
manufacturer argued that the plaintiff car buyer could sue only 
for the remedies specifically referenced in Civil Code section 
l.794. That section does not specifical.ly entitle car buyers ''to 
restitution or replacement of a •1emon.• If this were the case, 
buyers of "lemons• would be simply be stuck with the!D• · 

The Department of Consumer Affairs and other consumer 
protection representatives believe that the New Car Lemon Law 
clearly entitles the buyer of a "lemon• restitution or a 
replacement vehicle, either by award of the manufacturer's lemon 
law arbitration panel or by court judgment. However, to avoid 
any future attempts by manufacturers to argue that new car btiyers 
are only entitled to the remedies contained in section 1794, the 
author has introduced this bill to affirm that the buyer of a 
•1emon• who brings an action tor damages under the Song-Beverly 
consumer Warranty Act does have the right to restitution or 
replacement. 

Specific Findings 

0 This bill would preclude future arg\lll'\ents by vehicle 
·.,anufacturers in lemon law cases that the buyer of a • lemon" 
is not-entitled to restitution or replacement because 
restitution or-replacement is not specifically mentioned as 
a remedy in Civil Code section 1794. 

o This bill would declare that the changes in the. bill are 
declaratory of existing law. 

Fiscal Impact 

No fiscal impact to the Department of Consumer Affairs. 
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· Interested Parties 

Proponents: 

Opponents: 

author (sponsor) 
Attorney General 

None known 
• 

AB 13i:: 
~age 

The purpose of this bill is set forth~¼ Background., 
al:Jove. 

Recommendation 

The Department of Consumer Affairs recOlftlllends a SUPPORT 
position on this bill. 
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ASSEMBLY COMMITTEE ON GOVERNMENT EFFICIENCY & CONSUMER PRC'l'l::C'lc•)N 
REPUBLICAN ANALYSIS 

AB 1367 (Tanner) -- CONSUMER REMEDIES 
Version: 5/31/88 
Recommendation: None 

ON WARRANTIES 
Chairman: Stan S·tatham 
Vote: 2/3 Urgency 

Summary: Clean-up legislation of Chapter 1280 of 1987 
(Tanner) which relates to the Bureau of Automotive Repairs 
and the Department of Motor Vehicles administration of the 
motor vehicle third-party dispute resolution process. 
Fiscal effect: The department indicates that any costs 
associated with this measure would be minor and absorbable 
within existing resources. 

Supported: Unknown. Opposed: Unknown. 
Unknown. 

Governor's position: 

Comments: Revises the new car lemon law and requires the 
bureau to certify third party agencies which assist in 
dispute resolution. The Senate amendments relate to 
collection of fees which provide funding for third party 
resolutions to delete the references to applicants for 
licenses or renewal of licenses as manufacturers or 
distributors. This measure would instead require every 
manutacturer to file a statement on or before May first of 
each year which contains specified information and to pay a 
fee within a specified time after written notification. A 
penalty may be assessed if the fee is delinquent. 

Ass~mbly Republican Committee Vote: 
G.E. & C.P. -- 5/l;/87 
(8-0) Ayes: Frazee, Grisham, Harvey 

Abs.: Stirling 
Assembly Floor -- 5/26/87 
(74-0) Ayes: All Republicans 

Senate Republican Committee Vote: 
Ins., Cl. & Corps. -- 7/1/87 
(9-0) Ayes: All Republicans 
Judiciary -- 5/24/88 
·1s-01 . Ayes: All Republicans 
Senate Floor -- 6/9/88 
(39-0) Ayes: All Republicans 

Consultant: Wess Larson 
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SUBJBC'l': warranties: motor vehicle third-party disp,;• 
resolution 

Author 

_.:ff,. -

DIGEST: This bill provides that automobile manufacturers be 
billed directly by the vehicle board to support the certific3tion 
of third-party dispute resolution programs, through fees to be 
determined on the basis of annual sales. 

ANALYSIS: The existing "Lemon Law• establishes procedures 
whereby the purchaser of a new defective motor vehicle might 
obtain redress. Central to the process is the submittal of 
contentions between purchasers and rnanufact,rers to a third-party 
dispute resolution program. Under AB 2057 (Tanner) of last year, 
the Bureau of Automotive Repair is charged with the 
responsibility of certifying the dispute resolution processes to 
be used in the arbitration of Lemon Law cases. That 
certification program, operative July 1 of this year, is to be 
funded by the imposition of fees collected by the Department of 
Motor Vehicles on every applicant for license or license renewal 
as a manufacturer or distributor of automobiles. The amount of 
the fee is to be determined by the new Motor Vehicle Board, based 
on estimate of need by the Bureau of Automotive Repair and ' 
calculated on a per-transaction basis not to exceed one dollar 
per vehicle. A statement of transactions and the appropriate fee 
is to accompany the application to the Department of Motor 
Vehicles, which deposits the proceeds in a Certification Account 
to be appropriated to the Bureau by the Legislature. 

This bill would simplify the collection process by requiring the 
new Motor Vehicle Board to calculate the fees, bill the auto 
manufacturers only by 
certified mail, return receipt requested, and collect the fees 
directly for deposit in the Ce~tification Account. Involvement 
of the Department of Motor Vehicles, and undue complication of 
the license application and renewal process, would thereby be 
avoided. 

This bill also provides the Vehicle Board may adopt specific 
regulations relative to enforcing this section. The regulations 
will include a formula for calculating the fees as well as the 
total amount of fees that may be collected from each 
manufacturer. 

The purpos~ of this measure is to establish a more direct and 
less admi.nistratively burdensome method of collecting fe.!s for 
the certifJ.cati-,n of Lemon Law dispute resolution programs. 

Establishing the responsibility of auto manufacturers for defects 
in product,. for which they have made an expressed warranty has 
been the ~·•bject of legislative activity for nearly a decade, 
The esse,,.,., of a Lemon Law is to provide the purchaser with a 
statutory framework through which he or she might be made whole 
for lo&Sb~ incurred in the purchase of an inherently defective 
automoti•,., product. Under current law, submittal of disputes 
between a manufacturer and a consumer to a third-party 
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arbitration has become an accepted procedure. Howev<2: 
passage of AB 2057, the Legislature recogniz"1d the ,,c0·:. 
that dispute resolution processes as may be offered by 
manufacturer meet accepted procedural standards. To thi,., 
the Bureau of Automotive Repair was charged with the 
certification of the processes to be made available to consi.ur.e,s. 

The responsibility of manufacturers to fund the certification 
prograJII was determined in last year's legislation; however, the 
manner in which the funding is to be collected seems 
administratively cumbersome, involving three agencies and tied to 
the regular licensing and license renewal process of the OMV. 
The process proposed in this measure is simpler and more direct: 
manufacturers would inform the New Motor Vehicle Board of their 
transactions by May 1 of each year, would receive a notice of 
assessment from the Boa~d, 
and would forward payment fer deposit to the certification 
account within 30 days of notice. A penalty of 101 would be 
imposed for delinquency. Failure to notify the Board of sales, 
leases, etc., would result in an assessment paid on the preceding 
year's transactions. The Bureau would continue to be responsible 
for calculating the level of funding needed. 

Prior Legislation: 

AB 2057 (Tanner-19871 - Senate Vote 39-0, Pg. 3674, Chaptered. 

F:ISCAL El'FEC'l': Appropriation: No Fiscal Committee: No 
Local: No 

RJG:nf 6/1/88 Senate Floor Analyses 

' 
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SPH"'ft:: 'Xllui·J:BB Of IllSOlWll!:, .aADS .Ill) 

MAH KEBJHS, O,,,fDBI' 
tt•i•t•ic lt'-.. 

MFASORE:-f\g { 66 fJ 
mnm:'laooe~ 

1. · Origin of the bill: 

DATE SENI': __ <$...,./-.s--+-'/ E(.._C/..,__ __ 

DATE RE:'D BI\CC: --------

a. Nlo is the scw:ce of the bill? tllat persca, · organizaticn or 
govermental entity requested infomaticn? 

Former Assembly Consumer Affairs c2~itte~--~onsultan~-

------·----· 
b. Pl ease identify sessim and bill nunber of similar bills: 

~.!L.3560 !1982l ___________________ _ 

c. Illich legislative Counsel deplty drafted this bill? 

Nane_ Mr. Mojer Fhaie t 5-6931 

·2. lllat is the pid)lan or deficiency in the present 1-lM which the bill 
' seeks to :renedy? . Bew does it do this? 

see attached-~~---------·---~------------------------------------------'-------------------------------------~---------------------- ·------------------------------------------~-

.JJN: - 8 1987 

' 

3. · PJease attach all ~ mterial and ~ wixe&pcmdence telated to · 
. the bill. . 

4. Do ~ intend to auerld this bill? No 
(Ralli.mer, hlenalents are due to the camdttee by~ ai the 
Friday befar:e the hearing) 

5. Nmle of ccntact perscn:_Ar __ n_i..,· e ___ P_e_t_e_r_s _____________ _ 

AT.rAQHN'l'S: Yes X . Kl ;.,_ __ 
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SENATE INSURANCE, Ci.AIMS AND CORPORATIONS·CIMIITTEE 

SENATOR ALAN ROBBINS,,CHAIRMAN 

ASSEMBLY BILL NO. 1367 

ASSEMBLY BILL NO. 1367 (Tanner) As Introduced March 4, 1987 
Civil Code 

· Source: Author 
Prior Legislation: AB 3560 (Chapter 385, Statutes of 1982) 
Support: No known 
Opposition: No known 

SUBJECT 

Replacement or reimbursement remedies under the Song-Beverly Consumer 
Warranty Act. 

DIGEST 

1] Description: AB 1367 clarifies that the refund or replacement remedies 
provided by Section 1793.2 of the Civil Code is available to a buyer in an • 
action for damages against a warrantor for a defective product. 

The bill further declares that the change made by this bill is declaratory 
of existing law and does not constitute a change in existing law. 

2] Background: Section 1794 of the Civil Code law gives the buyer of 
consumer goods the right to·bring a legal action to obtain damages·and 
other relief because of damage the consumer has suffered due to a · 
manufacturer's failure to comply with the Song-Beverly Consumer warranty 
Act. This section does not specifically mention that the buyer has the 
specific remedy of replacement of the product or reimbursement for the 
product. However, Section 1793.2 of the Civil Code provides a replacement 
or reimbursement remedy for the buyer under specified conditions. 

FISCAL EFFECT Fiscal Colll[littee: No 

STAFF CIMIENTS 

This bill was spawned when an automobile manufacturer in a court case 
argued (unsuccessfully) that a buyer can only sue for the remedies 
specifically enumerated in Section 1794 of the Civil Code, which does not 
include replacement or reimbursement remedies. 

JIM CATHCART 
Consultant 

07/01/87 

ASSEMBLY BILL NO. 1367 
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JOHN K. VAN DE KAMP 
Attomey General 

July 10, 1987 

Honorable Sally Tanner 
Assemblymember, 60th District 
State Capitol, Room 4146 
Sacramento, CA 95814 

Dear Assemblymember Tanner: 

Re: AB 1367 - Warranties: Remedies 

State of Callfomia 
DEPARTMENT OF JUSTICE 

1515 K STREET. SUITE 511 
P.O. BOX 9«255 

SACRAMENTO 94244-2550 
(916) 445-9555 

The Attorney General's office supports AB 1367 which would 
include the rights of replacement or reimbursement as damages for 
a consumer who sues under the Song-Beverly Consumer Warranty Act. 

Under current law, notwithstanding that the consumer has the 
right to replacement or reimbursement for a vehicle which cannot 
be repaired, that right of replacement or reimbursement is not 
set forth in section 1794 of the Civil Code as damages which may 
be recoverable by the buyer under the Song-Beverly Consumer 
Warranty Act. The buyer can only get the difference between the 
value of the goods as accepted and the value of the goods had 
they complied with the warranty. This obviously creates an ano­
malous result which your bill would correct by providing remedies 
in the damages section of the Song-Beverly Act which are con­
sistent with the provisions of the Act itself. 

If we can be of further assistance in supporting the bill, please 
call me at 324-5478. 

Very truly yours, 

JOHN 

Jeffrey Fu ler 
Deputy Attorney General 

JJF:er 
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AMENDED IN SENATE MAY 11, 1988 -

CALIFORNIA LEGISLA~l981-88 REGULAR SESSION 

No. 1367 

Introduced by Assembly Member Tanner 

March 4, 1987 

An act to amend Section m ef tHe GM! Gede, rellfflftg ro 
Wtlffltftl:ies. 9889.75 of the Business and Professions Code,· 
relating to warranties, and declaring the urgency thereof, to 
take effect immediately. · 

LEGISLATIVE COUNSEL'S DIGEST 

AB 1367, as amended, Tanner. Warranties: remedies 
motor vehicle third-party dispute resolution. 

:gifisftf.l:g law f)FeYides ~ ftftY hayer ef eonm.ifnett geees 
whe is dltfflttgea by a failttre te eeffi!:lly WHh ~ eeligeen 
1:1ft8::et' ~ S0Hg/Be11erl-y GoftS\iffl:Cf' WMrMley: Ae¼ et" 1:H1:ftet' ftft 

H'ft!1De0: M e,Epf'ess WB.H&n:ty er seryiee eona'e:et fftft)1 ertftg ftft 
eel:ien tei'- tHe- reee·,•eey -ef a!lffleges ltftd el:ftet' l:egel ltftd 
e~tti~ttble relief E'rlasBll:g lttw sets fel'tft tHe meesl:H'e ef tfie 
Sayer's ele.ma.ges ffl aft a.ctiee., as speeilicB:. 

:fhis etll: "N81il8 speeify ~ tfie fflettStH'e ef tfte ea,'Cf''S 
El!lffleges m ltft tte1:ieH melttaes, m eaaieen, tHe rights ef 
rc13leeem.ent er rei:Mbttrseffleftt, as set fel'tft Ht Sf)Cci8ed 
pre·,cisiet1S ef tHe e:e1;, '.ffte fflll weeld aeel!t'l'e tftM tHe p'l'8'ifflet1 
~ ftet e.eHSHl:ute e change ffl; etH is 8.eel&Pa:tet'Y M-; e'8saftg 
l:ttw, 

-Under existing law, on July 1, 1988, the Certification 
Account is created within the Automotive Repair Fund. This 
account is to be funded by fees imposed upon applicants for 
licenses as manufacturers or distributors or for renewal of 
licenses as manufacturers or distributors. The fees are to be 

•. collected by the New Motor Vehicle Board and are to· be 
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AB 1367 -2- ·1 
expended upon appropriation by the Legislature to pay the· .··. 
expe~~es _of the Bureau of Automotive Repair in I 
a~tenng ~e program for certification of third-party · 
dispute resolution processes, On or before January 1 of each · 
calendar year, the bureau is to detennine, as specified, the f 
dolla: amount to be_ collected by the Department of Motor i. 
Vehi~les and to notify the board of this dollar amount. .j 

This, bill would revise the provisions relating to the ·J 
c?llection of fees to delete the references to applicants for 1·. 
li~en~es or renewal of licenses as manufacturers or ·~ 
distributors. The bill , would instead require every } 
m8I!ufacture_r to file_ a st~tement in February of each year _! 
which ~ontll1;1s speqified 0£ormation and to pay a fee within I 
a ~pecified time after wntten notification by the board. The i 
bill would a.J_so make re~ated changes. A penalty would be 
asses~ed _against the ~anufacturer for delinquent payments. i 

This bill would req111re the bureau to notify the board of the 1 
dollar 8:11ount necessary to fully fund the third-party dispute • 
resol1;1tion process on or before February 1, but would not 1 
specify the method by which the board is to detennine the l _ 
dollar amount. 

This bill would declare that it is to take effect immediately I 
as an urgency statute. 

Vote: ffl!ljeriey %. Appropriation: no. Fiscal committee: no. 1 
State-mandated local program: no. l 

~ 
The people of the State of California do enact as follows: 

1 SECTION h SeeeeH m er the Gi¥H Gede is 
2 SECTION 1. Section 9889. 75 of the Business and 
3 Professions Code, as added by Chapter 1280 of the 
4 Statutes of 1987, is amended to read: 
5 9889.75. The New Motor Vehicle Board in the 
6 Department of Motor Vehicles shall, in accordance with 
7 the pr~cedures prescribed in this section, administer the 
8 collection of fees for the purposes of fully funding the 
9 administration of this chapter. 

10 (a) There is hereby created in the Automotive Repair 
11 Fund a Certification Account. Fees collected pursuant to 
12 this section shall be deposited in the Certification 
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-3- AB 1367 

Account and shall be available, upon appropriation by the 
Legislature, exclusively to pay the expenses incurred by 
the bureau in administering this chapter. If at the 
conclusion of any fiscal year the amount of fees collected 
exceeds the amount of expenditures for that purpose 
during that fiscal year, the surplus in the Certification 
Account shall be carried over into the succeeding fiscal 
year. . 

(b) Beginning July I, 1988, e>reey ltf)!ffieltHt fel' e 
lief?fl:Se es tt mftfttlffiehH'eY, ffl:antl:ffiehlf'er &!'ttBch., -
eY:st:Piet1ter, er e:isffffluter Bt"Et:ftcfl, ftfta e>reey a:pt)l:ie&Bt teP 
~ fOllC7la:l 6f 8. lieeftSO ftS 8. Hl:8:ftlttl¼Cffi:fCf', ffttlftt1faeftH'er 
Si'8:H:eh, eisai:61;1ter, e¥ EH:sfflButaf' Brech, slteU, 
eeeeffl];lllft')' the !lJ;l];llie11eeH Wffft and on or before 
February 1 of each calendar year thereafter, evezy 
manufacturer shall file with the New Motor Vehicle 
Board a statement of the number of motor vehicles sold, 
leased, or otherwise distributed by or for the ltf)!ffleftftt 
manufacturer in this state during the preceding calendar 
year, and shall, upon written notice, pay to the 
Det)tl.-t'tftl:eftt ef ~ l/chieles, fet' _efteft isst18:flee er 
rencv,lli ef -tfte liceft•e, ftft tttB:ettH:t prescriee9: BY tJie New 
Motor Vehicle Board ; ettt a fee, not to exceed one dollar 
($1) for each motor vehicle sold, leased, or distributed by 
or for the !IJ;lJ;llie!lftt manufact11_rer _in this state _during the 
preceding calendar year. The total fee paid by each 
lieertsee manufacturer shall be rounded to the nearest 
dollar in the manner described in Section 9559 of the 
Vehicle Code. No more than one dollar ($1) shall be 
charged, collected, or received from any one or more 
lieertsees manufacturer pursuant to this subdivision with 
respect to the same motor vehicle. 

(c) (1) The fee required by subdivision (b) is due and 
payable no later than 30 days after the New Motor 
Vehicle Board has given notice to the manufacturer of 
the amount due and is delinquent after that time. A 
penalty of 10 percent of the amo';Ilt delinquen~ shall be 
added to that amount, if the delinquency continues for 
more than 30 days. 

(2) In the event that a manufacturer fails to file the 
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AB 1367 -4-

l statement required by subdivision (b) by the date 
2 specified, the New Motor Vehicle Board shall assess the 
3 amount due from the manufacturer by using as the 
4 number of motor vehicles sold, leased, or otherwise 
5 distributed by or for the manufacturer in this state during 
6 the preceding calendar year the total number of new 
7 registrations of all motor vehicles sold, leased, or 
8 otherwise distributed by or for the manufacturer during ,, 
9 the preceding calendar year. · ,_· 

_10 -fer . , ' 
11 ( d) On or before }!lffl:lm-, February l of each calendar if 
12 year, the bureau shall aeteffl!ffle the ElellM llfflOlfflt, ttet J 
13 to e;JEeeea ette aellar W,- flet' 'fftOtOf' ·rehiele, whieh .fflaJl ' 
14 ec eelleetea ftMl re,eei<.•ea hy the Dei:iart'fftent ef Motor j 
15 Vehieles aegmnmg J,aly ± ef that ,.e1H'; easee ttf!6ft ftft l 
16 estffl!ate ef the fttlfflaer ef sales; leases, ftft9 ether i 
17 Efflposit:ions ef 'fftotor ·,•ehieles ift lffis state awing the i 
18 preeeelklg eal:enaar yeer; i:n ffl'aet' notify the New Motor- . _ 
19 Vehicle Board of the dollar amount necessary to fully • 
20 fund the program established by this chapter during the 
21 following fiscal year. The BHPelffl. shall netify the New 
22 ~'later Vehicle :8 oft-l'd ef ¼fte EleDftf' 8.iftotHJ:t ~ meter 
23 ,•ehiele thttt the New Motor Vehicle Board shall use this 
24 information in calculating the amounts of the fees to be 
25 collected from Etpp!ieftftt• manufacturers pursuant to this 

-26- s1:1eai.ttsion section, - • 

27 -fdt I 28 ( e) For the purposes of this section, "motor vehicle" l 
29 means a new passenger or commercial motor vehicle of 
30 a kind that is required to be registered under the Vehicle 
31 Code, but the term does not include a motorcycle, a 
32 motor home, or any vehicle whose gross weight exceeds j 
33 10,000 pounds. 
34 -tet, 
35 (f) The New Motor Vehicle Board may adopt i 
36 regulations to implement this section. j 
37 SEC 2. This act is an urgency statute necessary for 1· 
38 the immediate preservation of the public peace, health, 
39 or safety within the meaning of Article IV of the 
40 Constitution and shall go into immediate effect. The facts 
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constituting the necessity are: . _ · 
Chapter 1280 of the Statutes of 1987 established a 

program in the Bureau of Automotive Repair to certify 
the operation of third-party dispute resolution processes 
under the state's "Lemon Law" and imposed fees on auto 
manufacturers to fund that program. Both the program 
and fee collections are scheduled to become opera,tive on 
July 1, 1988. In order to establish a more efficient, less 
costly method of collecting fees from auto manufacturers 
to fund the certification program before it begins 
operation, it is· necessary that this act ' take effect 
immediately, 
tHH:ende8:: ffl ~ 

m w Afiy ett;'ffi' ef eon•f:lfflef' ~ Wft6 is 
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