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Class Presentation: Chapter 19: The Seller’s Interference with Fees 
Slide 1: Learning Objectives: 

• Seller Interference with Fees: Protect broker compensation with legal and contractual measures. 
• Due Diligence: Conduct thorough reviews of property documents to safeguard transactions. 
• Natural Hazard Disclosures: Ensure buyers understand environmental risks like earthquakes and 

floods. 
• Home Inspection Reports: Uncover material defects and evaluate property safety and condition. 
• Fiduciary Duties: Balance obligations to sellers while treating buyers honestly and fairly. 
• Condition of Property Disclosures: Use TDS and “as-is” clauses to ensure transparency and 

avoid disputes. 
• Environmental Hazards: Manage risks like asbestos, mold, and lead to protect health and 

compliance. 
• Tax Strategies: Utilize §1031 exchanges and carryback financing for financial and tax benefits. 
• Safety Standards: Address compliance in property improvements and identify safety concerns. 
• Marketing Condominiums: Highlight HOA rules, fees, and financial health to attract buyers.  

Slide 2: Key Terms 

• Contingency Fee Provision: A contractual clause that makes the broker’s or agent’s 
compensation contingent on the successful completion of specific conditions, such as the closing 
of the sale. 

• Exclusive Right-to-Buy Listing Agreement: A buyer representation agreement that grants the 
broker the exclusive right to represent the buyer in purchasing a property. The broker is entitled 
to a commission regardless of who finds the property, provided the transaction closes. 

• Unilateral Fee Instructions: Written instructions issued by one party, typically the broker, that 
outline how fees are to be distributed, ensuring the broker is paid even if the other party (the 
seller) tries to interfere. 

Slide 3: Seller’s Interference with Fees 

• What is Seller Interference? 

o Seller’s Interference with Fees occurs when the seller takes actions that disrupt or prevent 
the payment of commissions or fees owed to brokers or agents. This can include 
withholding necessary documentation, failing to disclose key information, or actively 
seeking to avoid paying the agreed commission. 
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o Impact on Brokers: Interference with fees can result in brokers losing their rightful 
compensation, even after performing their duties and successfully facilitating the 
transaction. 

Slide 4: Protecting Brokers with Contingency Fee Provisions 

• Contingency Fee Provisions: 

o A Contingency Fee Provision ensures that brokers or agents are paid if certain conditions 
are met, such as the closing of the transaction. These provisions offer protection in case 
the seller interferes with the process or attempts to avoid paying fees. 

o Example: A broker may include a contingency fee provision stating that they are entitled 
to a commission if the seller accepts an offer and the transaction closes, even if the seller 
later tries to back out or renegotiate the commission. 

Slide 5: Exclusive Right-to-Buy Listing Agreements 

• Broker’s Rights Under an Exclusive Right-to-Buy Agreement: 

o In an Exclusive Right-to-Buy Listing Agreement, the broker represents the buyer and is 
entitled to a commission if the buyer purchases a property, regardless of who finds it. 
This agreement helps protect the broker’s compensation by securing their right to a fee 
upon successful completion of the sale. 

o Seller’s Interference: If the seller interferes with the transaction by attempting to bypass 
the broker or refusing to pay the agreed commission, the broker can rely on the terms of 
the exclusive right-to-buy agreement to enforce payment. 

Slide 6: Unilateral Fee Instructions 

• What are Unilateral Fee Instructions? 

o Unilateral Fee Instructions are written instructions provided by one party (typically the 
broker) that specify how fees or commissions should be distributed in a transaction. 
These instructions are designed to ensure that the broker is paid, even if the other party 
(e.g., the seller) tries to interfere or withhold payment. 

o Purpose: This document serves as a safeguard to prevent disputes over commission 
payments, particularly when the seller attempts to avoid paying fees to the broker. 

Slide 7: Legal Recourse for Fee Interference 

• Breach of Contract: 
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o If a seller interferes with the broker’s right to a commission, it may constitute a breach of 
contract. The broker can seek legal remedies, including suing for the unpaid commission 
or other damages resulting from the interference. 

o Enforcing Contingency Fee Provisions: Brokers can enforce contingency fee provisions 
to recover compensation if they have fulfilled their obligations, even if the seller disrupts 
the transaction. 

• Mediation or Arbitration: 

o In cases where disputes over fees arise, brokers may seek resolution through mediation or 
arbitration before pursuing formal legal action. These methods can offer a faster and less 
costly alternative to litigation. 

Slide 8: Impact of Seller Interference on Transactions 

• Delays and Cancellations: 

o Seller interference with broker fees can lead to delays in the transaction, as disputes over 
commissions may cause buyers, sellers, and brokers to seek legal resolution before 
closing. 

o Financial Consequences for Sellers: If a seller interferes with the agreed fee structure, 
they may face legal action and financial penalties, including paying the broker’s legal 
fees or damages for breach of contract. 

Slide 9: Handling Fee Disputes 

• Documentation is Key: 

o In any dispute over fees, brokers should ensure they have clear documentation of their 
role in the transaction, including correspondence, agreements, and invoices. This 
documentation will be critical in resolving disputes, particularly in court or arbitration. 

o Negotiating Solutions: In some cases, fee disputes can be resolved through negotiation 
before escalating formal legal action. Brokers should consider mediation or alternative 
dispute resolution methods to settle issues without delaying the transaction further 

Student Exercise: Chapter 19: The Seller’s Interference with Fees 
Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Commission Dispute 
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2. _______________ Procuring Cause 

3. _______________ Seller Interference 

4. _______________ Exclusive Right-to-Sell Agreement 

5. _______________ Broker’s Legal Recourse 

Definitions: 

• (A) Actions taken by a seller to prevent or avoid paying a broker’s commission, such as 
negotiating directly with a buyer. 

• (B) A contractual arrangement that ensures the broker receives a commission regardless of who 
sells the property. 

• (C) The right of a broker to take legal action to recover unpaid commissions. 

• (D) A disagreement between the seller and broker over whether a commission is owed. 

• (E) The principle used to determine whether a broker is entitled to a commission for bringing a 
buyer to the transaction. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. _______________ occurs when a seller attempts to bypass the broker’s commission by dealing 
directly with the buyer. 

2. Brokers may file a _______________ if they believe they were unfairly denied their 
commission. 

3. The _______________ protects brokers by ensuring they receive payment even if the seller 
secures the buyer independently. 

4. _______________ is often the key factor in determining whether a broker is entitled to a 
commission. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. A seller can legally avoid paying a commission under an exclusive right-to-sell agreement by 
finding a buyer independently. 
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o True / False 

2. Brokers have legal options to recover commissions when sellers interfere with their contractual 
rights. 

o True / False 

3. Procuring cause refers to the broker’s role in directly facilitating the sale of a property. 

o True / False 

4. Commission disputes between brokers and sellers are always resolved by state licensing boards. 

o True / False 

 

Answer Key: Chapter 19 
Exercise 1: Word Matching 

1. D 

2. E 

3. A 

4. B 

5. C 

Exercise 2: Fillable Fields 

1. Seller Interference 

2. Commission Dispute 

3. Exclusive Right-to-Sell Agreement 

4. Procuring Cause 

Exercise 3: True or False 

1. False 

2. True 

3. True 

4. False 
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Class Presentation: Chapter 21: The Seller’s Agent and the Prospective Buyer 
Slide 2: Key Terms 

• General Duty: The obligation of the seller’s agent to treat the prospective buyer honestly and 
fairly while maintaining the fiduciary duty owed to the seller. 

• Multiple Listing Service (MLS): A database used by real estate agents to list properties for sale 
and share information with other agents, increasing exposure to potential buyers. 

• Preliminary Title Report (Prelim): A report prepared by a title company that outlines the 
condition of the property’s title, including ownership, liens, encumbrances, and title conditions. 

• Title Conditions: Legal or financial issues related to the property’s title that could affect the 
transfer of ownership, such as liens, easements, or restrictions. 

Slide 3: The Role of the Seller’s Agent 

• Fiduciary Duty to the Seller: 

o The seller’s agent has a fiduciary duty to act in the best interest of the seller, which 
includes marketing the property, negotiating favorable terms, and disclosing relevant 
information to the seller. 

o Primary Responsibilities: These include providing advice on pricing, coordinating 
showings, and ensuring that the property is properly marketed to attract qualified buyers. 

Slide 4: General Duty to the Buyer 

• Honesty and Fair Dealing: 

o While the seller’s agent has a fiduciary duty to the seller, they also owe a general duty of 
honesty and fair dealing to the prospective buyer. 

o Disclosure of Material Facts: The seller’s agent must disclose all known material facts 
about the property to the buyer, even if the buyer is not their client. 

o Balancing Duties: The agent must carefully balance their fiduciary duty to the seller with 
their obligation to treat the buyer fairly, without compromising the seller’s interests. 

Slide 5: Marketing the Property 

• Creating the Marketing Package: 

o The Marketing Package prepared by the seller’s agent includes essential details to 
promote the property, such as descriptions, photos, floor plans, and relevant property 
history. 
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o MLS Listing: The property is typically listed on the Multiple Listing Service (MLS), 
where other agents and potential buyers can view the listing. 

o Transparency in Marketing: While the marketing package is designed to present the 
property favorably, it must also be accurate and truthful to avoid misrepresentations that 
could mislead buyers. 

Slide 6: Disclosing Material Facts 

• What are Material Facts? 

o Material Facts are facts about the property that could influence a buyer’s decision, such 
as structural defects, environmental hazards, or zoning changes. 

o Duty to Disclose: The seller’s agent is required by law to disclose all material facts, 
regardless of whether they favor the buyer or seller. Failure to disclose material facts can 
lead to legal consequences. 

• Common Material Facts: These may include foundation issues, water damage, electrical 
problems, or pending changes in zoning regulations that could affect the property’s value or use. 

Slide 7: The Preliminary Title Report (Prelim) and Title Conditions 

• What is the Prelim? 

o The Preliminary Title Report (Prelim) is prepared by a title company and outlines the 
condition of the property’s title, including ownership, any liens, encumbrances, or other 
title conditions that could affect the transfer of ownership. 

o Reviewing the Prelim: The seller’s agent must review the prelim and disclose any 
relevant title conditions to the buyer, such as easements, restrictions, or unpaid taxes. 

o Impact on the Buyer: Understanding the prelim is critical for the buyer, as title issues 
could affect their ability to secure financing or complete the transaction. 

 Student Exercise: Chapter 21: The Seller’s Agent and the Prospective Buyer 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Fiduciary Duty 

2. _______________ General Duty 

3. _______________ Full Disclosure 
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4. _______________ Material Fact 

5. _______________ Agency Relationship 

Definitions: 

• (A) The obligation of the seller’s agent to act in the best interest of their client while treating the 
buyer honestly and fairly. 

• (B) Any significant fact about a property that could affect a buyer’s decision to purchase. 

• (C) The requirement that a seller’s agent must disclose all known property defects and relevant 
transaction details to the buyer. 

• (D) A formal agreement between a client and an agent that defines the responsibilities and duties 
owed in a transaction. 

• (E) The general obligation for real estate professionals to act with honesty, competence, and 
fairness when dealing with all parties in a transaction. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A seller’s agent owes a _______________ to their client, meaning they must prioritize the 
seller’s best interests. 

2. Agents must provide _______________ to buyers regarding material facts about the property, 
including known defects. 

3. _______________ are facts that would significantly impact a buyer’s decision, such as roof leaks 
or foundation issues. 

4. An _______________ is created when an agent formally agrees to represent a buyer or seller in a 
transaction. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A real estate agent lists a home and learns that the roof has multiple leaks, but 
does not inform the buyer. 

2. _______________ A seller’s agent ensures that all parties in the transaction receive honest and 
fair treatment, even though their loyalty lies with the seller. 
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3. _______________ A buyer asks the listing agent if there are any known plumbing issues, and the 
agent provides a truthful response. 

4. _______________ A real estate agent signs a contract with a seller to represent them exclusively 
in the sale of their home. 

Options: 

• (A) Fiduciary Duty 

• (B) General Duty 

• (C) Full Disclosure 

• (D) Agency Relationship 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A seller’s agent must always disclose material defects in a property to potential buyers. 

o True / False 

2. Fiduciary duty means the seller’s agent should give equal priority to both the seller and buyer. 

o True / False 

3. The agency relationship between a seller and their agent is typically established through a listing 
agreement. 

o True / False 

4. General duty requires that agents act in good faith and be honest with all parties in the 
transaction. 

o True / False 

 

Answer Key: Chapter 21 
Exercise 1: Word Matching 

1. A 

2. E 

3. C 
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4. B 

5. D 

Exercise 2: Fillable Fields 

1. Fiduciary Duty 

2. Full Disclosure 

3. Material Fact 

4. Agency Relationship 

Exercise 3: Scenario-Based Matching 

1. C - Full Disclosure 

2. B - General Duty 

3. A - Fiduciary Duty 

4. D - Agency Relationship 

Exercise 4: True or False 

1. True 

2. False 

3. True 

4. True 

 Class Presentation: Chapter 22: Opinions with Erroneous Conclusions 
Slide 2: Key Terms 

• Affirmative Fraud: The intentional misrepresentation or concealment of a material fact with the 
intent to deceive, leading to harm or damage to another party. 

• Estimate: A rough calculation or judgment regarding the value, cost, or outcome of something, 
often based on limited data or professional judgment. 

• Fact: A statement that can be objectively verified as true or false. 

• Forecast: A prediction or projection about future events or outcomes, often based on trends or 
historical data. 



 
 

Week 2 | Real Estate Practice                            2025 - All Rights Reserved   Page 12 of 61 

• Guarantee: A formal assurance, usually given in writing, that something will happen or a certain 
condition will be met. 

• Negative Fraud: The intentional failure to disclose a material fact with the intent to deceive, 
leading to harm or damage to another party. 

• Opinion: A personal belief or judgment that is not based on absolute certainty or verifiable fact. 

• Projection: An estimate or forecast of future trends or outcomes, often used in financial or market 
analysis. 

Slide 3: Distinguishing Facts from Opinions 

• What is a Fact? 

o A Fact is an objective statement that can be proven true or false, such as the size of a 
property, its location, or the sale price. 

o What is an Opinion? 

o An Opinion is a subjective statement based on personal beliefs or judgments, such as an 
opinion on the property’s value or future market trends. 

o Key Differences: Facts can be verified through documentation or evidence, while 
opinions are subjective and may be influenced by the agent's or buyer's perspective. 

Slide 4: The Role of Estimates, Projections, and Forecasts 

• Estimates: 

o An Estimate is a rough calculation or judgment about a property’s value, repair costs, or 
other factors. Estimates are not guarantees, and they are based on limited information or 
professional judgment. 

• Projections and Forecasts: 

o A Projection or Forecast is a forward-looking estimate of future conditions, such as 
property values or market trends. Projections are based on historical data, current trends, 
and assumptions about future conditions. 

o Reliability: While forecasts and projections can help guide decisions, they are not 
certainties and may change due to unforeseen factors. 

Slide 5: The Danger of Opinions with Erroneous Conclusions 

• Opinions and Misleading Conclusions: 
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o In real estate transactions, agents may provide opinions on property value, market 
conditions, or future trends. However, when these opinions are presented as facts or lead 
to erroneous conclusions, they can mislead buyers or sellers. 

o Example: An agent might state that a property’s value will increase based on personal 
opinion or market projections, but if this opinion is unfounded, it could lead the buyer to 
make a poor investment decision. 

Slide 6: Affirmative and Negative Fraud 

• Affirmative Fraud: 

o Affirmative Fraud occurs when a person intentionally misrepresents or conceals a 
material fact with the intent to deceive. For example, if an agent knowingly inflates the 
value of a property to secure a higher commission, they may be committing affirmative 
fraud. 

o Consequences of Affirmative Fraud: Affirmative fraud can lead to financial losses for the 
victim and legal penalties for the party committing the fraud, including fines, damages, 
and loss of license. 

• Negative Fraud: 

o Negative Fraud involves the intentional failure to disclose a material fact that the other 
party has a right to know. For example, an agent may fail to disclose known defects in the 
property with the intent of closing the sale. 

o Legal Ramifications: Negative fraud can also result in legal action, as the failure to 
disclose material facts can lead to financial harm and breach of fiduciary duty. 

Slide 7: Fiduciary Duty and Honest Representation 

• Fiduciary Duty of Brokers and Agents: 

o Agents have a fiduciary duty to act in the best interests of their clients, which includes 
providing honest, accurate, and complete information about the property and the market. 

o Duty of Full Disclosure: This duty requires that agents disclose all material facts, even if 
the facts may negatively impact the transaction or dissuade the buyer or seller from 
proceeding. 

o Avoiding Misleading Opinions: Agents must ensure that their opinions, projections, or 
estimates are clearly distinguished from facts and that they are based on reasonable 
evidence or professional expertise. 
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Slide 8: Guarantees and the Risk of Overpromising 

• What is a Guarantee? 

o A Guarantee is a formal assurance that a specific condition or outcome will be met. In 
real estate, guarantees may relate to property value, repairs, or closing conditions. 

o Risks of Overpromising: Agents must be cautious when offering guarantees, especially 
when the outcome depends on factors beyond their control, such as future market 
conditions. Overpromising can lead to client dissatisfaction and legal disputes if the 
guaranteed outcome is not achieved. 

Slide 9: Protecting Clients from Erroneous Conclusions 

• Clarifying Opinions vs. Facts: 

o Agents should make a clear distinction between their professional opinions and verified 
facts. This ensures that clients are not misled by projections or estimates presented as 
certainties. 

o Using Projections Responsibly: When providing market forecasts or property value 
projections, agents should base their opinions on data and trends and clearly 
communicate the uncertainties involved. 

 Student Exercise: Chapter 22: Opinions with Erroneous Conclusions 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Misrepresentation 

2. _______________ Puffing 

3. _______________ Negligence 

4. _______________ Fraudulent Misstatement 

5. _______________ Due Diligence 

Definitions: 

• (A) A legal obligation requiring agents to verify and disclose accurate property information. 

• (B) Exaggerated statements or opinions that do not legally qualify as misrepresentation but may 
mislead buyers. 

• (C) False statements made with the intent to deceive, which can lead to legal consequences. 
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• (D) The act of providing inaccurate information about a property, whether intentional or not, that 
influences a buyer’s decision. 

• (E) Failure to exercise reasonable care in verifying property details, leading to incorrect 
conclusions. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A real estate agent must exercise _______________ to ensure all property details provided to 
buyers are accurate. 

2. If an agent deliberately provides false information to deceive a buyer, it is considered 
_______________. 

3. _______________ occurs when an agent makes misleading but non-factual claims, such as 
calling a home “the best in town” without proof. 

4. _______________ happens when an agent fails to verify important information about a property, 
leading to incorrect conclusions. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. Puffing is considered a legally acceptable sales technique unless it involves intentional 
deception. 

o True / False 

2. Misrepresentation can be accidental but may still result in legal consequences. 

o True / False 

3. Fraudulent misstatements require proof that the agent intended to deceive the buyer. 

o True / False 

4. Due diligence requires real estate agents to investigate and verify all relevant property 
information before making claims. 

o True / False 
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Answer Key: Chapter 22 
Exercise 1: Word Matching 

1. D 

2. B 

3. E 

4. C 

5. A 

Exercise 2: Fillable Fields 

1. Due Diligence 

2. Fraudulent Misstatement 

3. Puffing 

4. Negligence 

Exercise 3: True or False 

1. True 

2. True 

3. True 

4. True 

 Class Presentation: Chapter 23: Condition of Property: The Owner’s Disclosures 
Slide 2: Key Terms 

• “As-is” Clause: A provision in a purchase agreement that indicates the buyer accepts the property 
in its current condition, with no guarantees or warranties from the seller regarding its condition. 

• Home Inspection Report (HIR): A detailed report prepared by a licensed home inspector that 
outlines the physical condition of the property, including any defects or needed repairs. 

• Transfer Disclosure Statement (TDS): A mandatory disclosure document that the seller provides 
to the buyer, listing any known defects or issues with the property. 
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Slide 3: The Importance of Owner Disclosures 

• Seller’s Responsibility: 

o The seller is legally required to disclose the known condition of the property to the buyer. 
This includes any material defects, hazards, or other issues that could affect the value or 
desirability of the property. 

o Why Disclosures Matter: Disclosures protect the buyer by giving them a complete picture 
of the property’s condition, and they protect the seller by providing transparency, 
reducing the risk of future disputes or legal claims. 

Slide 4: The “As-is” Clause 

• Understanding the “As-is” Clause: 

o The “As-is” Clause means that the buyer agrees to purchase the property in its current 
condition, with no obligation for the seller to make repairs or improvements. This clause 
shifts the responsibility for identifying defects to the buyer. 

o Limitations of the “As-is” Clause: Although the property is sold as-is, the seller is still 
required to disclose known defects. The “as-is” clause does not protect the seller from 
liability if they fail to disclose material facts about the property. 

Slide 5: Home Inspection Report (HIR) 

• Purpose of a Home Inspection Report: 

o A Home Inspection Report (HIR) is generated after a professional home inspection and 
outlines the property’s physical condition, including structural components, electrical 
systems, plumbing, and more. 

o Buyer’s Protection: The HIR provides the buyer with a clear understanding of the 
property’s condition, helping them identify any repairs or issues that need to be addressed 
before closing. 

o Negotiating Repairs: Based on the HIR, the buyer may request that the seller address 
specific issues or offer credits toward repairs. 

Slide 6: Transfer Disclosure Statement (TDS) 

• What is the TDS? 

o The Transfer Disclosure Statement (TDS) is a legally required document that the seller 
must complete and provide to the buyer, detailing known defects, repairs, and any issues 
with the property. 
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o Seller’s Duty to Disclose: The seller must complete the TDS accurately and honestly, 
disclosing all material facts about the property’s condition, such as past repairs, pest 
infestations, or water damage. 

o Legal Protection: The TDS helps protect both parties by ensuring full disclosure, 
reducing the chances of legal disputes after the sale. 

Slide 7: How Disclosures Protect Buyers and Sellers 

• For Buyers: 

o Disclosures give the buyer an opportunity to fully understand the condition of the 
property before committing to the purchase. Armed with this information, buyers can 
make informed decisions and negotiate repairs or price adjustments. 

• For Sellers: 

o By fully disclosing known issues, sellers can avoid future legal disputes or claims of 
misrepresentation. The TDS and “as-is” clause help limit the seller’s liability, provided all 
material facts are disclosed. 

Slide 8: Common Issues Found in Disclosures 

• Defects That Must Be Disclosed: 

o Structural damage (e.g., foundation issues). 

o Electrical or plumbing problems. 

o History of flooding or water damage. 

o Pest infestations (e.g., termites). 

o Hazardous materials (e.g., asbestos, mold). 

o Legal disputes over property boundaries or easements. 

 Student Exercise: Chapter 23: Condition of Property: The Owner’s Disclosures 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Transfer Disclosure Statement (TDS) 

2. _______________ Material Defect 

3. _______________ As-Is Condition 
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4. _______________ Seller’s Duty to Disclose 

5. _______________ Home Inspection Report 

Definitions: 

• (A) A legally required document that the seller must provide, listing any known defects or issues 
with the property. 

• (B) A condition or issue with the property that significantly affects its value, desirability, or 
safety. 

• (C) A professional evaluation of a property’s condition, typically performed by a licensed 
inspector. 

• (D) The legal obligation for sellers to inform buyers of any known problems with the property. 

• (E) The sale of a property in its existing state, where the seller is not obligated to make repairs 
but must still disclose known defects. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ is a document that requires sellers to disclose known defects to 
prospective buyers. 

2. A _______________ includes structural, electrical, plumbing, and roofing evaluations to help 
buyers assess the property’s condition. 

3. Even when selling a property in _______________, the seller must disclose known material 
defects. 

4. A _______________ is a significant issue that could affect the property’s value or safety. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. The Transfer Disclosure Statement (TDS) is required in all residential real estate transactions. 

o True / False 

2. A home sold “as-is” means the seller does not need to disclose known property defects. 

o True / False 
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3. The seller’s duty to disclose applies only if the buyer specifically asks about property conditions. 

o True / False 

4. A home inspection report helps buyers identify potential repairs or safety hazards before 
finalizing a purchase. 

o True / False 

 

Answer Key: Chapter 23 
Exercise 1: Word Matching 

1. A 

2. B 

3. E 

4. D 

5. C 

Exercise 2: Fillable Fields 

1. Transfer Disclosure Statement (TDS) 

2. Home Inspection Report 

3. As-Is Condition 

4. Material Defect 

Exercise 3: True or False 

1. True 

2. False 

3. False 

4. True 
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 Class Presentation: Chapter 24: Safety Standards for Improvements 
Slide 2: Key Terms 

• Safety Conditions: The conditions of a property that ensure it is safe for occupancy and use, such 
as compliance with building codes, structural integrity, and the presence of safety features (e.g., 
smoke detectors, handrails). 

• Visual Inspection: A non-invasive assessment of the property’s physical condition, often 
conducted by a real estate agent, home inspector, or buyer, to identify visible defects or issues 
that may need further investigation. 

Slide 3: Understanding Safety Standards for Property Improvements 

• What are Safety Standards? 

o Safety Standards refer to the regulations and guidelines that must be followed during 
property improvements to ensure the health and safety of occupants. These standards are 
often established by local building codes and safety regulations. 

o Compliance Requirements: All renovations, upgrades, or improvements must meet safety 
standards, including electrical, plumbing, and structural work, to ensure the property is 
safe for occupancy. 

Slide 4: Common Safety Conditions to Consider 

• Structural Integrity: 

o The property’s foundation, walls, and roof must be structurally sound and free from 
defects that could compromise safety. 

• Electrical and Plumbing Systems: 

o Electrical wiring and plumbing systems must be up to code, with no hazards that could 
cause fire, flooding, or health issues. 

• Fire and Safety Features: 

o The property must have functioning smoke detectors, carbon monoxide detectors, and 
fire extinguishers where required by law. 

• Hazardous Materials: 

o The property should be free of hazardous materials such as asbestos, lead paint, or mold, 
which can pose serious health risks to occupants. 
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Slide 5: The Role of Visual Inspections 

• What is a Visual Inspection? 

o A Visual Inspection is a non-invasive review of the property’s visible components, such 
as walls, floors, ceilings, and exterior features, to identify obvious defects or safety 
concerns. 

o Limitations of Visual Inspections: While a visual inspection can identify many issues, it 
may not uncover hidden problems, such as wiring defects behind walls or plumbing 
issues beneath floors. A more thorough inspection by a licensed professional may be 
needed. 

Slide 6: Identifying Safety Issues During a Visual Inspection 

• Common Safety Red Flags: 

o Cracks in walls or foundation. 

o Exposed electrical wiring. 

o Leaking pipes or water stains indicating plumbing issues. 

o Broken or missing smoke detectors or carbon monoxide alarms. 

o Lack of handrails on staircases or uneven flooring that could cause trips and falls. 

Slide 7: Safety Conditions and Disclosure Obligations 

• Seller’s Duty to Disclose Safety Conditions: 

o The seller must disclose any known safety issues or hazards that could affect the 
property’s condition or the buyer’s decision to purchase. This includes issues identified 
during a visual inspection or any renovations that did not meet safety standards. 

o Impact on Buyer’s Decision: Buyers rely on these disclosures to assess whether the 
property is safe and whether additional repairs or improvements are necessary. 

Slide 8: Buyer’s Due Diligence on Safety Standards 

• Home Inspection: 

o Buyers should hire a licensed home inspector to conduct a comprehensive inspection of 
the property, going beyond the initial visual inspection to assess systems such as 
plumbing, electrical, and HVAC for safety compliance. 
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o Requesting Repairs: If safety issues are identified, buyers can request that the seller make 
necessary repairs or offer credits toward the cost of bringing the property up to safety 
standards. 

 Student Exercise: Chapter 24: Safety Standards for Improvements 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Building Codes 

2. _______________ Certificate of Occupancy (CO) 

3. _______________ Retrofitting Requirements 

4. _______________ Smoke and Carbon Monoxide Detectors 

5. _______________ Zoning Regulations 

Definitions: 

• (A) A set of rules established by local or state governments to ensure the structural integrity and 
safety of buildings. 

• (B) A legal document issued by a local government certifying that a building complies with 
safety and construction standards and is fit for occupancy. 

• (C) The process of modifying existing buildings to comply with new safety or environmental 
regulations. 

• (D) Devices required in residential and commercial buildings to detect and alert occupants to 
dangerous levels of smoke or carbon monoxide. 

• (E) Laws that determine the permitted uses of land and property, such as residential, commercial, 
or industrial zones. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. _______________ are established by local authorities to ensure the safety and durability of all 
building structures. 

2. A _______________ is issued once a new building or renovation has passed all required 
inspections and is safe for use. 
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3. _______________ are often required in homes to enhance fire safety and prevent toxic gas 
exposure. 

4. Certain renovations may require _______________ to comply with updated building safety 
regulations. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. Zoning regulations allow residential buildings to be converted into commercial spaces without 
approval. 

o True / False 

2. A Certificate of Occupancy is required before a newly constructed building can be legally 
occupied. 

o True / False 

3. Retrofitting requirements may include installing earthquake reinforcements in older buildings. 

o True / False 

4. Smoke and carbon monoxide detectors are optional in residential properties. 

o True / False 

 

Answer Key: Chapter 24 
Exercise 1: Word Matching 

1. A 

2. B 

3. C 

4. D 

5. E 

Exercise 2: Fillable Fields 

1. Building Codes 

2. Certificate of Occupancy (CO) 
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3. Smoke and Carbon Monoxide Detectors 

4. Retrofitting Requirements 

Exercise 3: True or False 

1. False 

2. True 

3. True 

4. False 

 Class Presentation: Chapter 25: The Home Inspection Report 
Slide 2: Key Terms 

• California Home Energy Rating System (HERS): A program that provides a standardized rating 
for the energy efficiency of homes in California, helping buyers and sellers assess a property’s 
energy performance. 

• Home Energy Audit: An evaluation of a property’s energy consumption and efficiency, often 
resulting in recommendations for improvements that can lower energy costs and increase 
comfort. 

• Home Inspection Report (HIR): A detailed report prepared by a licensed home inspector that 
outlines the physical condition of a property, including any defects, repairs needed, and safety 
issues. 

• Home Inspector: A licensed professional who conducts a thorough examination of a property’s 
condition, focusing on structural integrity, mechanical systems, and safety concerns. 

• Material Defect: A problem with a property that affects its value or safety and would likely 
influence a buyer’s decision to purchase the property. 

Slide 3: The Purpose of a Home Inspection Report (HIR) 

• What is a Home Inspection Report? 

o The Home Inspection Report (HIR) is a document generated after a professional home 
inspection. It provides a detailed analysis of the property’s condition, highlighting any 
defects, safety concerns, or required repairs. 
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o Value to Buyers and Sellers: The HIR allows buyers to make informed decisions by 
understanding the true condition of the property, and it helps sellers identify potential 
issues that could affect the sale. 

Slide 4: The Role of the Home Inspector 

• Who is a Home Inspector? 

o A Home Inspector is a licensed professional who conducts a comprehensive evaluation of 
the property’s physical condition, focusing on areas such as the foundation, roofing, 
electrical, plumbing, and HVAC systems. 

o Responsibility of the Home Inspector: The inspector’s job is to provide an objective, 
unbiased report that identifies any defects or safety issues, ensuring that both the buyer 
and seller are aware of the property’s condition. 

Slide 5: Identifying Material Defects 

• What are Material Defects? 

o A Material Defect is a significant issue with the property that affects its value, safety, or 
usability. These defects could include structural problems, water damage, faulty wiring, 
or plumbing issues. 

o Impact on the Transaction: Identifying material defects early allows the buyer to 
negotiate repairs or price adjustments with the seller. Failure to disclose or address 
material defects can lead to legal disputes after closing. 

• Examples of Material Defects: 

o Foundation cracks. 

o Leaky roofs. 

o Electrical hazards. 

o Mold or pest infestations. 

Slide 6: California Home Energy Rating System (HERS) 

• What is HERS? 

o The California Home Energy Rating System (HERS) provides a standardized assessment 
of a home’s energy efficiency, giving buyers and sellers a better understanding of the 
property’s energy performance. 

o How HERS Benefits Buyers and Sellers: A higher HERS rating indicates a more energy-
efficient home, which can lead to lower energy bills and increased property value. Sellers 
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can use the HERS rating to market the property’s energy efficiency, while buyers can 
factor the rating into their purchasing decision. 

Slide 7: Conducting a Home Energy Audit 

• What is a Home Energy Audit? 

o A Home Energy Audit evaluates a property’s energy usage and identifies areas where 
energy efficiency improvements can be made, such as upgrading insulation, windows, or 
appliances. 

o Importance for Buyers: An energy audit can reveal potential cost savings and help buyers 
plan for future improvements. It can also complement the HIR by addressing energy-
related issues not covered in a standard inspection. 

Slide 8: The Home Inspection Process 

• Steps in a Home Inspection: 

1. Visual Inspection: The home inspector conducts a thorough visual examination of the 
property’s interior and exterior, looking for obvious signs of wear, damage, or safety 
concerns. 

2. Testing of Systems: The inspector tests the functionality of major systems, including 
electrical, plumbing, and HVAC, to ensure they are in working condition. 

3. Documentation: The inspector takes photos and notes to create the Home Inspection 
Report (HIR), which details any issues or concerns. 

• Reviewing the Report: After the inspection, the buyer and seller review the HIR to determine if 
repairs are needed or if price adjustments should be made based on the findings. 

 Student Exercise: Chapter 25: The Home Inspection Report 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Home Inspection 

2. _______________ Structural Deficiencies 

3. _______________ Pest Inspection 

4. _______________ Inspection Contingency 

5. _______________ Material Defect 
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Definitions: 

• (A) A professional evaluation of a property’s condition, including its structure, systems, and 
components. 

• (B) A clause in a purchase agreement that allows the buyer to negotiate repairs or cancel the sale 
if significant issues are found. 

• (C) Serious property issues such as foundation cracks, roof damage, or plumbing failures that 
affect value and safety. 

• (D) An assessment that identifies termites, wood rot, and other infestations that could 
compromise the home’s integrity. 

• (E) Any significant issue with a property that could impact its safety, functionality, or market 
value. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A _______________ evaluates a property’s overall condition and identifies potential defects 
before purchase. 

2. _______________ issues, such as roof leaks and foundation cracks, may require costly repairs. 

3. A _______________ can uncover termite damage or other infestations that affect a home’s 
structural integrity. 

4. Buyers often include an _______________ in their contract to ensure they can renegotiate terms 
based on inspection results. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. A home inspection is required by law before a property can be sold. 

o True / False 

2. Structural deficiencies can impact a home’s safety and resale value. 

o True / False 

3. Buyers can back out of a transaction if the inspection contingency reveals major defects. 
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o True / False 

4. A pest inspection only checks for rodent infestations. 

o True / False 

 

Answer Key: Chapter 25 
Exercise 1: Word Matching 

1. A 

2. C 

3. D 

4. B 

5. E 

Exercise 2: Fillable Fields 

1. Home Inspection 

2. Structural Deficiencies 

3. Pest Inspection 

4. Inspection Contingency 

Exercise 3: True or False 

1. False 

2. True 

3. True 

4. False 

 Class Presentation: Chapter 26: Verify Property Disclosures: Retain a Home Inspector 
Slide 2: Key Terms 

• Home Inspection Report (HIR): A detailed report prepared by a licensed home inspector that 
outlines the physical condition of the property, identifying any defects, safety concerns, or 
repairs needed. 
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• Material Defect: A significant issue with the property that affects its value or safety, such as 
structural damage or electrical problems, and would likely influence a buyer’s decision to 
purchase the property. 

• Price Adjustment Provision: A clause in the purchase agreement that allows for renegotiation of 
the purchase price based on the findings of the home inspection, particularly if material defects 
are discovered. 

Slide 3: Importance of Verifying Property Disclosures 

• Why Verify Disclosures? 

o While sellers are legally required to disclose known issues with the property, they may 
not always be aware of all defects. Verifying property disclosures through a professional 
home inspection ensures that buyers receive a complete and accurate assessment of the 
property’s condition. 

o Buyer Protection: A home inspection protects buyers by identifying material defects that 
could affect the property’s value or safety, allowing them to make informed decisions. 

Slide 4: The Role of the Home Inspector 

• Why Retain a Home Inspector? 

o A home inspector is a licensed professional who thoroughly examines the property to 
identify any defects or safety concerns that may not be disclosed by the seller. Their 
expertise ensures a comprehensive evaluation of the property’s physical condition. 

o Objective Evaluation: The home inspector provides an impartial assessment, offering 
buyers a clear understanding of any potential issues with the property. 

Slide 5: The Home Inspection Report (HIR) 

• What is the HIR? 

o The Home Inspection Report (HIR) is the result of a thorough property inspection and 
provides a detailed breakdown of the property’s condition, including any material defects 
or areas that require attention. 

o Key Areas Assessed in the HIR: 

 Foundation and structural integrity. 

 Roofing and insulation. 

 Electrical and plumbing systems. 

 HVAC systems. 
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 Safety features (e.g., smoke detectors, handrails). 

Slide 6: Identifying Material Defects 

• Importance of Uncovering Material Defects: 

o Material Defects are significant issues that could affect the buyer’s decision to move 
forward with the purchase or renegotiate the terms of the contract. 

o Common Material Defects: These may include structural damage, leaky roofs, electrical 
hazards, mold, or pest infestations. 

o Buyer’s Recourse: If material defects are identified, buyers have the option to request 
repairs, negotiate a price adjustment, or in some cases, withdraw from the contract 
altogether. 

Slide 7: Using the Price Adjustment Provision 

• What is the Price Adjustment Provision? 

o A Price Adjustment Provision is a clause in the purchase agreement that allows the buyer 
to renegotiate the purchase price based on the findings of the home inspection. This 
provision protects the buyer in case the property’s condition is worse than originally 
disclosed. 

o Negotiating Repairs or Credits: If significant defects are discovered in the HIR, the buyer 
may request that the seller either make the necessary repairs or provide a credit toward 
the cost of repairs, reducing the purchase price. 

 Student Exercise: Chapter 26: Verify Property Disclosures: Retain a Home Inspector 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Property Disclosures 

2. _______________ Home Inspector 

3. _______________ Inspection Report 

4. _______________ Latent Defects 

5. _______________ Buyer’s Due Diligence 

Definitions: 
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• (A) A professional hired to examine a home’s condition and provide an assessment of any 
potential issues. 

• (B) The responsibility of the buyer to investigate all aspects of the property before finalizing a 
purchase. 

• (C) A document provided by the home inspector detailing findings about the home’s condition, 
including any concerns or repairs needed. 

• (D) Defects or property issues that are not immediately visible but could impact the value or 
safety of the home. 

• (E) Seller-provided statements that disclose known material facts about a property, including 
defects, repairs, or hazardous conditions. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ contains important details about a home’s history, defects, and potential 
issues that may impact its value. 

2. A _______________ is responsible for evaluating a property’s condition and reporting any 
concerns. 

3. Buyers should carefully review the _______________ to understand potential repairs and 
maintenance needs. 

4. _______________ may not be obvious during a standard walkthrough and often require a 
professional inspection to uncover. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. A home inspection report is optional for buyers and has no impact on negotiations. 

o True / False 

2. Property disclosures help protect sellers from future legal claims related to undisclosed defects. 

o True / False 

3. Latent defects are easy to identify without an inspection. 

o True / False 
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4. Buyer’s due diligence includes reviewing all disclosures and hiring a home inspector if needed. 

o True / False 

 

Answer Key: Chapter 26 
Exercise 1: Word Matching 

1. E 

2. A 

3. C 

4. D 

5. B 

Exercise 2: Fillable Fields 

1. Property Disclosures 

2. Home Inspector 

3. Inspection Report 

4. Latent Defects 

Exercise 3: True or False 

1. False 

2. True 

3. False 

4. True 

 Class Presentation: Chapter 27: Natural Hazard Disclosures by the Seller’s Agent 
Slide 2: Key Terms 

• Alquist-Priolo Maps: Maps that identify areas near active earthquake fault zones where building 
restrictions apply to reduce earthquake risks. 

• Natural Hazards: Environmental risks, including earthquakes, floods, wildfires, and landslides, 
that may affect the property’s safety or value. 
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• Restoration: The process of repairing or bringing a damaged property back to a safe, habitable 
condition. 

• Termination: The buyer’s legal right to cancel a real estate contract if natural hazard disclosures 
reveal unacceptable risks or if the property has been significantly damaged by a natural hazard. 

Slide 3: What are Natural Hazard Disclosures? 

• Natural Hazard Disclosures (NHD): 

o The NHD report is a legally required document in California and other regions, informing 
buyers if the property is in a natural hazard zone. 

o Purpose of NHD: The NHD report ensures that buyers are aware of environmental risks 
associated with the property, such as earthquake fault zones, flood zones, and fire hazard 
areas. 

o Legal Obligation: The seller’s agent is responsible for ensuring that the NHD is accurate 
and provided to the buyer before the transaction is completed. 

Slide 4: Alquist-Priolo Maps and Earthquake Zones 

• What are Alquist-Priolo Maps? 

o Created under the Alquist-Priolo Earthquake Fault Zoning Act, these maps identify areas 
at high risk for seismic activity. 

o Building Restrictions: Properties in these zones are subject to specific building codes to 
prevent construction directly over fault lines and to reduce the risk of earthquake damage. 

o How it Affects Buyers: Buyers of properties in earthquake fault zones must be aware of 
these restrictions and may face additional insurance costs or potential limitations on 
future property modifications. 

Slide 5: Types of Natural Hazards Covered in Disclosures 

• Earthquake Fault Zones: 

o Properties near active fault lines are more susceptible to earthquake damage. Earthquake 
retrofitting may be required to protect the property. 

• Flood Zones: 

o Homes in floodplains may require mandatory flood insurance. Buyers should be aware of 
the risks of flooding and water damage. 

• Wildfire Zones: 
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o Properties in wildfire-prone areas must follow fire safety regulations, including 
defensible space and fire-resistant building materials. 

• Landslide-Prone Areas: 

o In regions with steep terrain or unstable soil, landslides can cause significant damage. 
Disclosure of landslide risks is essential for homes built on or near slopes. 

Slide 6: Additional Natural Hazard Risks 

• Tsunami Zones: 

o Coastal properties may be located in tsunami hazard areas, where evacuation plans and 
building codes focus on reducing risk. 

• Radon Zones: 

o Certain areas have elevated radon levels, which can pose a health risk. Testing for radon 
is recommended in affected areas, and buyers should be aware of mitigation options. 

• Volcanic Hazard Zones: 

o Although rare, properties near volcanic activity zones may be subject to volcanic ash or 
lava flow risks. 

Slide 7: Understanding the NHD Report 

• What’s Included in the NHD Report: 

o The report outlines whether the property is located in any state-mandated hazard zones, 
including: 

 Earthquake fault zones. 

 Seismic hazard zones (areas prone to liquefaction or landslides). 

 Flood hazard zones. 

 Wildfire severity zones. 

o Supplemental Reports: The NHD may also include additional local hazard information, 
such as soil conditions or historical disaster data. 

Slide 8: The Role of the Seller’s Agent in Disclosing Natural Hazards 

• Seller’s Agent Responsibility: 

o The seller’s agent is legally required to disclose all known natural hazards that could 
affect the property. This includes ensuring that the NHD report is complete and accurate. 



 
 

Week 2 | Real Estate Practice                            2025 - All Rights Reserved   Page 36 of 61 

o Failure to Disclose: If the agent fails to disclose natural hazards, they could be held liable 
for any damages or financial losses incurred by the buyer. 

Slide 9: Buyer’s Rights in Natural Hazard Zones 

• Restoration and Repair: 

o If a natural hazard has caused damage to the property (e.g., earthquake or wildfire), the 
buyer may request restoration before completing the purchase. Restoration refers to 
repairing the damage to make the property safe and habitable. 

• Termination of the Contract: 

o In some cases, the buyer may opt for termination of the contract if the risks or potential 
damage related to natural hazards are too high. The NHD report provides a legal basis for 
the buyer to cancel the agreement. 

Slide 10: Legal Framework for Natural Hazard Disclosures 

• State and Federal Regulations: 

o In California, state laws such as the Alquist-Priolo Earthquake Fault Zoning Act and the 
Natural Hazard Disclosure Act mandate full disclosure of natural hazards. 

o Local Ordinances: Some local governments may have additional disclosure requirements 
based on regional risks, such as mandatory wildfire preparedness zones or flood 
mitigation measures. 

o Buyer’s Legal Rights: Buyers can seek legal recourse if they discover that natural hazard 
disclosures were incomplete or inaccurate, potentially leading to the cancellation of the 
contract or financial compensation. 

Slide 11: Natural Hazard Disclosure and Insurance Requirements 

• Impact on Insurance Costs: 

o Properties located in hazard zones often require specialized insurance, such as flood or 
earthquake coverage, which can increase the buyer’s overall costs. 

o Mandatory Coverage: In some cases, lenders will require proof of hazard insurance 
before approving a mortgage, particularly in high-risk flood or earthquake areas. 

o Buyer’s Due Diligence: Buyers should confirm the cost and availability of insurance 
based on the NHD report findings before finalizing the transaction. 

Slide 12: Common Buyer Concerns About Natural Hazards 

• Will the Property Be Insurable? 
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o In high-risk areas, buyers may face challenges in obtaining affordable insurance, which 
could affect their decision to proceed with the purchase. 

• Can the Property Be Safeguarded? 

o Buyers may ask if the property can be retrofitted or reinforced to mitigate natural hazard 
risks, such as seismic retrofitting or installing fire-resistant materials. 

• What are the Long-Term Implications? 

o Buyers may need to consider long-term risks, such as rising insurance premiums, 
increasing natural hazard frequency, and the potential difficulty of selling the property in 
the future. 

Slide 13: Restoration Options for Damaged Property 

• Assessing Damage from Natural Hazards: 

o If the property has been damaged by a natural hazard, such as a fire or earthquake, the 
buyer may request that the seller restore the property to a safe, habitable condition before 
closing the deal. 

o Negotiating Repairs: Buyers can negotiate for repairs or credits to cover the costs of 
restoring the property, ensuring it meets safety and habitability standards. 

 Student Exercise: Chapter 27: Natural Hazard Disclosures by the Seller’s Agent 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Natural Hazard Disclosure (NHD) Statement 

2. _______________ Flood Hazard Zone 

3. _______________ Earthquake Fault Zone 

4. _______________ Wildfire Hazard Area 

5. _______________ Environmental Risks 

Definitions: 

• (A) A legally required document that discloses whether a property is located in areas prone to 
floods, earthquakes, or wildfires. 

• (B) A geographic region identified as having an increased risk of earthquake activity due to 
proximity to fault lines. 
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• (C) A designation for properties located in areas that are highly susceptible to flooding, requiring 
special insurance or disclosures. 

• (D) A region at high risk for wildfires, often requiring fire-resistant construction materials and 
defensible space around properties. 

• (E) Additional risks such as radon exposure, soil contamination, or toxic waste sites that could 
impact a property's safety. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. Sellers are legally required to provide a _______________ if a property is in a designated flood, 
earthquake, or fire hazard zone. 

2. Homes located in a _______________ may require additional insurance coverage due to their 
high risk of water damage. 

3. Properties near fault lines must be disclosed as being in an _______________, which may 
impact their structural stability. 

4. Properties in a _______________ may require additional fire safety precautions, such as 
defensible space and fire-resistant materials. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. The Natural Hazard Disclosure (NHD) Statement is only required for properties in earthquake-
prone areas. 

o True / False 

2. Flood hazard zones may require buyers to purchase additional flood insurance. 

o True / False 

3. Wildfire hazard areas often have building restrictions to reduce fire risk. 

o True / False 

4. Sellers are required to disclose environmental risks, such as contaminated soil, to potential 
buyers. 

o True / False 
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Answer Key: Chapter 27 

Exercise 1: Word Matching 

1. A 

2. C 

3. B 

4. D 

5. E 

Exercise 2: Fillable Fields 

1. Natural Hazard Disclosure (NHD) Statement 

2. Flood Hazard Zone 

3. Earthquake Fault Zone 

4. Wildfire Hazard Area 

Exercise 3: True or False 

1. False 

2. True 

3. True 

4. True 

 Class Presentation: Chapter 28: Structural Pest Control Reports and Repairs 
Slide 2: Key Terms 

• Certificate of Clearance: A document issued after a property has been inspected and treated for 
pest infestations, certifying that the structure is free of active infestations and repairs have been 
completed. 

• Inaccessible Areas: Portions of a property that cannot be easily inspected for pest damage, such 
as behind walls, beneath foundations, or within crawl spaces. 
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• Pest Control Certification: A formal certification provided by a licensed pest control company, 
verifying the completion of pest treatments and that the property meets structural safety 
standards. 

• Separated Report: A Structural Pest Control report (SPC) that categorizes findings into two 
sections: active infestations that require immediate treatment and conditions that could lead to 
future infestations if not addressed. 

• Structural Pest Control (SPC) Report: A report prepared by a licensed pest control company that 
identifies current pest infestations, structural damage caused by pests, and any conditions that 
may lead to future infestations. 

 

Slide 3: What is a Structural Pest Control (SPC) Report? 

• Definition and Purpose: 

o A Structural Pest Control (SPC) report is an inspection report prepared by a licensed pest 
control company that identifies current pest activity, such as termites, wood-boring 
insects, or dry rot, and evaluates the structural integrity of the property. 

o Value to Buyers and Sellers: The SPC report provides essential information about the 
presence of pests and any damage they have caused, helping buyers make informed 
decisions about potential repairs or negotiations with the seller. 

Slide 4: The Importance of Pest Control Certification 

• What is Pest Control Certification? 

o Pest Control Certification is provided by the pest control company after the property has 
been treated for pests, ensuring that infestations have been eradicated, and that the 
property is safe from further structural damage. 

o When is Certification Required? 

o Certification is typically required by lenders before closing on the sale of the property, 
particularly if the SPC report reveals significant pest issues. 

Slide 5: Understanding the Separated Report 

• What is a Separated Report? 

o A Separated Report divides the findings in the SPC report into two distinct sections: 

1. Section 1: Identifies active infestations or conditions that require immediate 
treatment, such as termite damage or dry rot. 
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2. Section 2: Identifies conditions that, while not currently causing damage, could 
lead to future infestations if not addressed, such as poor ventilation or moisture 
accumulation. 

o Why it’s Important: This distinction allows buyers and sellers to prioritize necessary 
repairs and preventative measures. 

Slide 6: Inaccessible Areas in Structural Pest Control 

• What are Inaccessible Areas? 

o Inaccessible Areas are portions of the property that cannot be easily inspected during a 
routine SPC inspection, such as spaces behind walls, under the foundation, or within 
crawl spaces. 

o Implications for Buyers: Buyers should be aware that pests may be hiding in inaccessible 
areas. In cases where these areas are noted in the report, further investigation or more 
invasive inspections may be recommended. 

Slide 7: Certificate of Clearance 

• What is a Certificate of Clearance? 

o The Certificate of Clearance is issued by a licensed pest control company after all 
necessary pest treatments have been completed and the property is free of active 
infestations. 

o Importance for Buyers and Lenders: The certificate provides assurance to the buyer (and 
often the lender) that the property is pest-free and that any required repairs have been 
properly completed before closing. 

Slide 8: How Pest Control Findings Affect Real Estate Transactions 

• Repairs and Negotiations: 

o Section 1 Issues: Active infestations or structural damage identified in Section 1 of the 
SPC report typically require immediate attention. Buyers may request that the seller make 
the necessary repairs or offer a credit for the cost of treatment. 

o Section 2 Issues: Preventative issues from Section 2 are often negotiable, with buyers and 
sellers deciding whether to address these concerns immediately or leave them for future 
improvements. 

o Impact on Financing: Lenders may require that Section 1 issues be resolved and that a 
certificate of clearance is provided before approving the loan. 
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Slide 9: Key Take aways for Real Estate Professionals 

• Importance of the SPC Report: 

o The SPC report is a critical component of real estate transactions, providing key 
information on the property’s condition and helping buyers make informed decisions. 

• Navigating Repairs and Negotiations: 

o Both buyers and sellers should work together to address pest control findings, using the 
separated report to prioritize necessary repairs and ensure the property is pest-free before 
closing. 

 Student Exercise: Chapter 28: Structural Pest Control Reports and Repairs 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Structural Pest Control Report 

2. _______________ Wood-Destroying Organisms 

3. _______________ Section 1 Clearance 

4. _______________ Section 2 Conditions 

5. _______________ Corrective Repairs 

Definitions: 

• (A) The process of eliminating or repairing damage caused by pests, such as termites or dry rot, 
as required before a property can be sold. 

• (B) The portion of a pest inspection report identifying active infestations or existing structural 
damage that must be repaired. 

• (C) The portion of a pest inspection report identifying potential conditions that could lead to 
infestations or structural damage in the future. 

• (D) A document prepared by a licensed pest control inspector outlining any damage or 
infestations found in a property. 

• (E) Termites, carpenter ants, and fungi that can damage a property’s structural integrity over 
time. 
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Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ details any existing pest infestations or structural damage caused by 
wood-destroying organisms. 

2. _______________ include termites, wood rot, and other pests that weaken a home’s foundation 
and wooden structures. 

3. Repairs listed under _______________ must typically be completed before a lender will approve 
a loan on the property. 

4. _______________ include minor conditions that could eventually lead to pest infestations but 
are not required to be repaired immediately. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. A structural pest control report is only required if a buyer specifically requests one. 

o True / False 

2. Section 1 clearance means all active infestations and damage have been properly treated and 
repaired. 

o True / False 

3. Sellers are required to repair Section 2 conditions before selling the property. 

o True / False 

4. Corrective repairs ensure that the property meets lender and buyer requirements before closing. 

o True / False 

 

Answer Key: Chapter 28 
Exercise 1: Word Matching 

1. D 

2. E 
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3. B 

4. C 

5. A 

Exercise 2: Fillable Fields 

1. Structural Pest Control Report 

2. Wood-Destroying Organisms 

3. Section 1 Clearance 

4. Section 2 Conditions 

Exercise 3: True or False 

1. False 

2. True 

3. False 

4. True 

 Class Presentation: Chapter 29: Environmental Hazards and Annoyances 
Slide 2: Key Terms 

• Carcinogen: A substance or exposure that can lead to cancer. In real estate, this includes 
materials like asbestos, radon, and certain chemicals that may be present in the property. 

• Environmental Hazards: Physical, chemical, or biological agents that pose a risk to human health 
or the environment, including lead, mold, asbestos, and toxic waste. 

• Hazardous Waste: Waste materials that are dangerous or potentially harmful to human health or 
the environment often requiring special disposal procedures and cleanup efforts. 

Slide 3: Understanding Environmental Hazards 

• What are Environmental Hazards? 

o Environmental Hazards include substances or conditions that can pose health risks or 
harm to people or the environment. These hazards may be naturally occurring, such as 
radon or lead, or human-made, such as chemical spills or hazardous waste sites. 

o Common Environmental Hazards in Real Estate: Asbestos, lead-based paint, radon, mold, 
contaminated soil, and industrial pollutants. 
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Slide 4: Carcinogens in Real Estate 

• What is a Carcinogen? 

o A carcinogen is a substance or agent that can cause cancer. In real estate, carcinogens 
such as asbestos, radon, or chemicals from building materials may be present in older 
homes or properties near industrial areas. 

o Asbestos: Commonly found in insulation, floor tiles, and roofing materials in older 
buildings. If disturbed, asbestos can release harmful fibers that increase the risk of lung 
cancer. 

o Radon: A naturally occurring radioactive gas that can seep into homes from the ground. 
Prolonged exposure to high levels of radon is linked to lung cancer. 

Slide 5: Hazardous Waste and Its Impact on Property 

• What is Hazardous Waste? 

o Hazardous Waste refers to materials that are dangerous to human health or the 
environment and require special handling and disposal. These can include industrial 
chemicals, solvents, batteries, or even certain types of household waste. 

o Contaminated Sites: Properties located near hazardous waste sites, landfills, or industrial 
areas may have contaminated soil or groundwater, which can significantly affect the 
property’s value and safety. 

Slide 6: Identifying Environmental Hazards on a Property 

• Common Environmental Hazards to Look For: 

o Lead-Based Paint: Found in homes built before 1978, lead paint is a significant health 
risk, especially for children. Sellers are required to disclose the presence of lead-based 
paint. 

o Mold: Mold growth can occur in damp or poorly ventilated areas and can cause 
respiratory issues. Identifying and remediating mold is critical for ensuring the property 
is safe. 

o Chemical Contaminants: Properties near industrial areas may be exposed to pollutants, 
which can seep into soil and water sources, posing long-term health risks. 

Slide 7: Environmental Hazards and the Law 

• Disclosure Requirements: 
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o Sellers are legally required to disclose known environmental hazards that affect the 
property, such as the presence of asbestos, lead, or hazardous waste. Failure to disclose 
can result in legal liability. 

o Buyer’s Right to Inspections: Buyers have the right to conduct environmental inspections 
and tests, such as radon testing or soil contamination assessments, to ensure that the 
property is free of hazards before completing the transaction. 

Slide 8: Legal and Financial Implications of Environmental Hazards 

• Legal Liability for Environmental Hazards: 

o If environmental hazards are discovered after the sale, the seller may be held liable for 
failure to disclose. This can result in costly remediation efforts, lawsuits, or even the 
cancellation of the sale. 

o Cost of Remediation: Cleanup efforts for hazardous waste or carcinogen exposure (e.g., 
asbestos abatement or lead removal) can be expensive and time-consuming, impacting 
the value of the property and the buyer’s willingness to proceed. 

Slide 9: Addressing Environmental Hazards in the Transaction 

• Testing and Mitigation: 

o Buyers should request environmental testing to identify potential hazards, especially in 
older homes or properties near industrial zones. Common tests include radon detection, 
lead paint assessments, and mold inspections. 

o Negotiating Repairs or Credits: If environmental hazards are identified, buyers can 
negotiate with the seller to cover the cost of mitigation or offer a credit toward the 
cleanup. In some cases, buyers may opt to withdraw from the transaction if the hazards 
are severe. 

Slide 10: The Role of the Seller’s Agent in Environmental Disclosures 

• Fiduciary Duty to Disclose: 

o The seller’s agent has a fiduciary duty to ensure that the seller discloses all known 
environmental hazards, including carcinogens and hazardous waste. Full disclosure is 
crucial to avoid legal consequences and protect both the seller and buyer. 

o Educating Buyers and Sellers: The agent should educate both parties about the 
importance of environmental testing and the potential impact of hazards on the 
transaction. 
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Slide 11: Environmental Annoyances 

• What are Environmental Annoyances? 

o In addition to serious hazards, buyers may also encounter environmental annoyances, 
such as noise pollution, odors from nearby industrial facilities, or traffic congestion. 
While these may not pose health risks, they can affect the property's desirability and 
value. 

o Disclosing Annoyances: While not legally required, sellers and agents should consider 
disclosing known annoyances, as these factors may influence a buyer's decision. 

Slide 12: Insurance and Environmental Hazards 

• Environmental Insurance: 

o Buyers purchasing properties with potential environmental risks may need to secure 
environmental hazard insurance, especially if hazardous waste or contamination is found. 

o Higher Premiums: Homes in areas prone to flooding, wildfires, or contamination may 
carry higher insurance premiums due to the increased risk of environmental damage. 

Slide 13: Key Takeaways for Buyers and Sellers 

• For Buyers: 

o Conduct thorough environmental inspections and be aware of the potential costs and 
challenges associated with mitigating hazards like asbestos or lead. Understand your 
rights to negotiate repairs or terminate the contract if necessary. 

• For Sellers: 

o Proactively disclose all known hazards and consider addressing them before listing the 
property. Providing a clean environmental report can help build buyer confidence and 
avoid legal issues later in the transaction. 

 Student Exercise: Chapter 29: Environmental Hazards and Annoyances 
Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Lead-Based Paint Disclosure 

2. _______________ Asbestos 

3. _______________ Mold Infestation 
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4. _______________ Radon Gas 

5. _______________ Brownfield Site 

Definitions: 

• (A) A form of indoor air pollution caused by a naturally occurring radioactive gas that can lead 
to health problems. 

• (B) A requirement for sellers to notify buyers of the presence of hazardous lead-based paint in 
homes built before 1978. 

• (C) A naturally occurring mineral once commonly used in building materials that can cause 
severe lung diseases when inhaled. 

• (D) An area of land that has been contaminated by hazardous substances, often requiring 
environmental remediation. 

• (E) A fungal growth in damp areas of a home that can cause respiratory issues and structural 
damage. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. Federal law requires a _______________ for homes built before 1978 to warn buyers about 
potential lead hazards. 

2. _______________ is a harmful gas that can accumulate in basements and crawl spaces, requiring 
ventilation or mitigation. 

3. Properties with industrial contamination or chemical spills may be designated as a 
_______________ and require cleanup. 

4. A home with water damage may develop _______________, leading to indoor air quality 
concerns and health risks. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer purchases a home built in 1965 and receives a disclosure informing 
them of potential lead hazards. 
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2. _______________ A home inspector discovers that an older home has insulation materials that 
could release dangerous airborne fibers. 

3. _______________ A homeowner tests their basement for a radioactive gas known to cause lung 
cancer and finds high levels. 

4. _______________ An abandoned factory site is being evaluated for environmental 
contamination before redevelopment. 

Options: 

• (A) Lead-Based Paint Disclosure 

• (B) Asbestos 

• (C) Radon Gas 

• (D) Brownfield Site 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. Lead-based paint disclosures are only required if the seller knows for certain that lead-based 
paint is present. 

o True / False 

2. Asbestos is only a health concern if disturbed, releasing fibers into the air. 

o True / False 

3. Radon gas is odorless and colorless, making it difficult to detect without proper testing. 

o True / False 

4. Brownfield sites are automatically safe for redevelopment without any environmental 
assessment. 

o True / False 

 
Answer Key: Chapter 29 

Exercise 1: Word Matching 

1. B - Lead-Based Paint Disclosure 

2. C - Asbestos 
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3. E - Mold Infestation 

4. A - Radon Gas 

5. D - Brownfield Site 

Exercise 2: Fillable Fields 

1. Lead-Based Paint Disclosure 

2. Radon Gas 

3. Brownfield Site 

4. Mold Infestation 

Exercise 3: Scenario-Based Matching 

1. A - Lead-Based Paint Disclosure 

2. B - Asbestos 

3. C - Radon Gas 

4. D - Brownfield Site 

Exercise 4: True or False 

1. False 

2. True 

3. True 

4. False 

 Class Presentation: Chapter 31: Marketing Condominium Units 
Slide 2: Key Terms 

• Extraordinary Expense: An unanticipated and significant financial obligation incurred by a 
homeowners’ association (HOA) or unit owner, such as major repairs or emergency costs, often 
requiring special assessments. 

• Homeowners’ Association (HOA): A governing body responsible for managing and maintaining 
the common areas and amenities of a condominium complex, funded by fees paid by unit 
owners. 

• Pro Forma Operating Budget: A projected budget for the HOA that estimates the income and 
expenses for the upcoming fiscal year, including maintenance costs, repairs, and reserve funds. 
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• Regular Assessments: Recurring fees paid by condominium unit owners to the HOA to cover the 
maintenance of common areas, utilities, and other regular operational costs. 

• Special Assessments: One-time fees levied by the HOA to cover extraordinary expenses or major 
repairs that are not included in the regular assessments or reserve funds. 

Slide 3: Understanding the Role of Homeowners’ Associations (HOA) 

• What is an HOA? 

o The Homeowners’ Association (HOA) is a governing body that manages the common 
areas, amenities, and shared infrastructure of a condominium complex. It is funded 
through assessments paid by the condominium unit owners. 

o HOA Responsibilities: These include maintaining common areas like pools, gyms, 
parking lots, landscaping, and ensuring compliance with community rules and 
regulations. 

Slide 4: HOA Fees: Regular Assessments 

• What are Regular Assessments? 

o Regular Assessments are recurring fees paid by unit owners to the HOA to cover the daily 
operational costs of the condominium complex. These fees are typically used for: 

 Maintenance and repair of common areas. 

 Utilities, landscaping, and amenities. 

 Building insurance and management fees. 

o Importance to Buyers: Regular assessments can vary widely depending on the amenities 
and services provided by the HOA. Buyers must understand the monthly fees they will be 
responsible for as part of their ownership costs. 

Slide 5: Special Assessments and Extraordinary Expenses 

• What are Special Assessments? 

o Special Assessments are one-time fees levied by the HOA to cover unexpected or large-
scale repairs, renovations, or improvements that are not covered by regular assessments 
or reserve funds. Examples include: 

 Major roof or structural repairs. 

 Emergency repairs due to natural disasters. 

 Renovations to common areas or amenities. 
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o Extraordinary Expenses: These are the significant, often unexpected financial obligations 
that lead to special assessments. Buyers should be aware that they may face additional 
costs if the HOA lacks sufficient reserve funds to cover these expenses. 

Slide 6: Pro Forma Operating Budget 

• What is a Pro Forma Operating Budget? 

o A Pro Forma Operating Budget is a projected financial plan prepared by the HOA that 
estimates the income and expenses for the upcoming year. It includes expected regular 
assessments, reserve fund allocations, and anticipated expenses for maintenance and 
operations. 

o How it Impacts Buyers: Reviewing the pro forma budget helps buyers assess the financial 
stability of the HOA and determine whether future increases in assessments or special 
assessments are likely. 

Slide 7: Marketing Condominium Units: Financial Considerations 

• HOA Fees and Assessments: 

o When marketing a condominium unit, it’s essential to highlight the current HOA fees and 
explain what the regular assessments cover. Transparency about any pending special 
assessments or potential increases in fees is crucial for building trust with buyers. 

o Financial Health of the HOA: Buyers will want to know if the HOA has adequate 
reserves to cover future expenses. A well-managed HOA with a strong reserve fund adds 
value to the condominium and makes it more attractive to buyers. 

Slide 8: Special Assessments and Buyer Concerns 

• Impact of Special Assessments on Buyers: 

o Special Assessments can be a red flag for buyers, as they indicate that the HOA may not 
have enough reserve funds to cover large expenses. Buyers should ask whether any 
special assessments are pending and how they may affect their overall costs. 

o Negotiating Price: If a special assessment is imminent, buyers may use this information 
to negotiate a lower purchase price or request that the seller cover part or all of the 
assessment. 

Slide 9: Benefits of Living in a Condominium Community 

• Shared Amenities: 

o One of the key selling points of condominium units is access to shared amenities such as 
pools, gyms, and community rooms, which are managed and maintained by the HOA. 
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o Low Maintenance: Condominium owners enjoy lower maintenance responsibilities 
compared to single-family homes, as the HOA handles exterior repairs, landscaping, and 
common area maintenance. 

o Community and Security: Many condominium complexes offer a sense of community 
and enhanced security features, such as gated entrances or on-site staff. 

Slide 10: Legal Considerations in Marketing Condominiums 

• Disclosure Requirements: 

o Sellers and agents are required to disclose all relevant information about the HOA, 
including the amount of regular assessments, any pending special assessments, and the 
financial health of the HOA. 

o CC&Rs (Covenants, Conditions, and Restrictions): Buyers must receive a copy of the 
HOA’s governing documents, known as CC&Rs, which outline the community rules, 
restrictions, and owner responsibilities. 

Slide 11: The Impact of HOA Rules and Restrictions 

• Understanding HOA Rules: 

o Condominium buyers must adhere to the rules and restrictions set by the HOA, which 
may include limitations on pet ownership, exterior modifications, rental policies, and the 
use of common areas. 

o Marketing Considerations: Buyers will want to know about these restrictions before 
purchasing, as they may influence their decision to buy or their lifestyle choices within 
the community. 

Slide 12: Impact of HOA Fees on Financing 

• Impact on Mortgage Approval: 

o Lenders will consider HOA fees when determining a buyer’s debt-to-income ratio. High 
HOA fees or pending special assessments may affect a buyer’s ability to secure financing 
or the terms of their mortgage. 

• Resale Value: 

o If HOA fees are significantly higher than similar properties, it may impact the unit’s 
resale value or make it more difficult to attract future buyers. 

Slide 13: Key Takeaways for Buyers and Sellers 

• For Buyers: 
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o Review the proforma operating budget and ask about special assessments or future 
financial obligations. Understanding the financial health of the HOA is essential to 
making an informed decision. 

• For Sellers: 

o Provide full disclosure about regular assessments, amenities, and any pending or recent 
special assessments. Highlight the benefits of living in a well-managed condominium 
community to attract potential buyers. 

 Student Exercise: Chapter 31: Marketing Condominium Units 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Homeowners Association (HOA) 

2. _______________ Common Areas 

3. _______________ CC&Rs (Covenants, Conditions, and Restrictions) 

4. _______________ Special Assessments 

5. _______________ Condominium Ownership 

Definitions: 

• (A) A governing body responsible for maintaining common areas, enforcing rules, and managing 
community finances. 

• (B) The legal structure where an individual owns a unit within a larger property while sharing 
ownership of certain spaces with other residents. 

• (C) A set of rules and restrictions imposed by a homeowner’s association that all unit owners 
must follow. 

• (D) Fees imposed by an HOA to cover major repairs or community improvements beyond 
regular dues. 

• (E) Shared spaces such as hallways, pools, parking lots, and fitness centers that all unit owners 
can access and maintain collectively. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 
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1. A _______________ is responsible for enforcing community rules, maintaining common areas, 
and managing the condominium’s financial obligations. 

2. The _______________ outlines the rules regarding unit modifications, parking, and pet policies 
that owners must follow. 

3. Owners of condominium units contribute to the maintenance of _______________, such as 
pools, walkways, and elevators. 

4. When unexpected costs arise, _______________ may be charged to cover repairs or 
improvements. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ Lisa receives a notice from her condo board stating that a new roof needs to 
be installed, and all unit owners must pay an additional fee. 

2. _______________ John wants to paint his condo’s exterior a bright color, but the HOA informs 
him that exterior modifications require prior approval. 

3. _______________ A new resident moves into a condominium complex and is given a handbook 
outlining the rules for shared spaces and community living. 

4. _______________ A group of condo owners shares responsibility for maintaining the 
landscaping, hallways, and gym. 

Options: 

• (A) Special Assessments 

• (B) CC&Rs 

• (C) Homeowners Association (HOA) 

• (D) Common Areas 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. Condo owners are responsible for maintaining their unit’s interior but share responsibility for 
maintaining common areas. 

o True / False 



 
 

Week 2 | Real Estate Practice                            2025 - All Rights Reserved   Page 56 of 61 

2. A homeowners association has no authority to enforce community rules or collect fees from 
owners. 

o True / False 

3. Special assessments are one-time charges imposed on condo owners for significant repairs or 
improvements. 

o True / False 

4. Owners of condominium units do not own any part of the building’s shared areas. 

o True / False 

 

Answer Key: Chapter 31 
Exercise 1: Word Matching 

1. A - Homeowners Association (HOA) 

2. E - Common Areas 

3. C - CC&Rs (Covenants, Conditions, and Restrictions) 

4. D - Special Assessments 

5. B - Condominium Ownership 

Exercise 2: Fillable Fields 

1. Homeowners Association (HOA) 

2. CC&Rs (Covenants, Conditions, and Restrictions) 

3. Common Areas 

4. Special Assessments 

Exercise 3: Scenario-Based Matching 

1. A - Special Assessments 

2. B - CC&Rs 

3. C - Homeowners Association (HOA) 

4. D - Common Areas 

Exercise 4: True or False 

1. True 
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2. False 

3. True 

4. False 

 Class Presentation: Chapter 32: Tax Aspects Advice 
Slide 2: Key Terms 

• §1031 Cooperation Provision: A clause in a real estate contract that requires both parties to 
cooperate in executing a §1031 transaction, which allows the deferral of capital gains taxes on 
the sale of investment property. 

• §1031 Transaction: A tax-deferred exchange of investment properties, as allowed by Section 
1031 of the Internal Revenue Code, which enables investors to defer capital gains taxes by 
reinvesting the proceeds from the sale of one property into a "like-kind" property. 

Slide 3: Understanding §1031 Transactions 

• What is a §1031 Transaction? 

o A §1031 transaction refers to a tax-deferred exchange of investment properties, allowing 
the seller to defer capital gains taxes by reinvesting the proceeds into a like-kind property. 
The property exchanged must be of similar value and used for investment or business 
purposes. 

o Tax Benefits: This type of transaction allows real estate investors to continue building 
their portfolios without having to pay taxes on capital gains, provided they reinvest the 
proceeds into a qualifying property within specific time frames. 

Slide 4: The Role of the §1031 Cooperation Provision 

• What is a §1031 Cooperation Provision? 

o The §1031 cooperation provision is a clause included in real estate contracts that requires 
both the buyer and seller to cooperate in structuring the sale as a §1031 exchange. This 
includes providing necessary documentation and accommodating timelines for the 
exchange. 

o Ensuring Compliance: This provision helps ensure that the transaction meets all legal and 
tax requirements for a §1031 exchange, protecting the tax-deferral benefits for the seller. 

Slide 5: Key Requirements for a §1031 Exchange 

• Like-Kind Properties: 
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o For a §1031 transaction to be valid, the exchanged properties must be of "like-kind," 
meaning they are similar in nature, use, and investment purpose. For example, an office 
building can be exchanged for a rental property, but not for personal property. 

• Timeline for Exchange: 

o The seller must identify a replacement property within 45 days of selling the original 
property and close on the purchase within 180 days. Failing to meet these deadlines may 
disqualify the transaction from tax deferral. 

• Use of a Qualified Intermediary: 

o A third-party intermediary must be used to facilitate the exchange and ensure that the 
seller does not take possession of the sale proceeds, maintaining the tax-deferred status. 

Slide 6: Combining §1031 Transactions and Carryback Financing 

• Using Carryback Financing in a §1031 Exchange: 

o While carryback financing and §1031 exchanges can be combined, sellers need to be 
cautious about how the financing is structured. Any portion of the sale financed by the 
seller may be considered "boot" (non-like-kind property), which could trigger partial 
capital gains tax liability. 

o Structured Correctly for Tax Deferral: To maximize the tax benefits, sellers should work 
with tax professionals to ensure that the financing arrangement does not jeopardize the 
full tax deferral of a §1031 transaction. 

Slide 7: Common Challenges in §1031 Transactions 

• Meeting Timelines: 

o One of the biggest challenges in §1031 transactions is meeting the strict timeline for 
identifying and closing on a replacement property. Buyers and sellers should have 
contingency plans in place to avoid disqualification from tax deferral. 

• Dealing with Partial Sales or Financing: 

o Any part of the sale proceeds not reinvested in a like-kind property or used in carryback 
financing may be considered "boot," which is subject to capital gains taxes. Careful 
planning is necessary to minimize tax liabilities. 

Slide 8: Key Takeaways for Buyers and Sellers 

• For Sellers: 
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o Utilize §1031 exchanges to defer capital gains taxes on investment property sales. If 
offering carryback financing, understand how it impacts your taxes and structure the deal 
to minimize risks. 

• For Buyers: 

o Leverage carryback financing as an alternative to traditional loans, especially for 
investment properties. Explore §1031 exchange opportunities to defer taxes on future 
property investments and grow your portfolio. 

 Student Exercise: Chapter 32: Tax Aspects Advice 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Capital Gains Tax 

2. _______________ 1031 Exchange 

3. _______________ Property Tax Deduction 

4. _______________ Depreciation 

5. _______________ Mortgage Interest Deduction 

Definitions: 

• (A) A tax-deferred strategy allowing investors to sell and reinvest in another property of equal or 
greater value without immediate tax liability. 

• (B) A reduction in taxable income for homeowners who pay mortgage interest, helping to lower 
tax liability. 

• (C) A tax on the profit made when a property is sold for more than its purchase price. 

• (D) The process of deducting the cost of an investment property over time, reducing taxable 
income. 

• (E) A deduction that allows homeowners to subtract property taxes paid from their taxable 
income. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 
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1. A _______________ allows investors to reinvest proceeds from a property sale into another 
property to defer capital gains taxes. 

2. _______________ is applied when a property is sold at a profit, requiring the seller to pay taxes 
on the gain. 

3. Homeowners can claim a _______________ to reduce taxable income based on interest paid on 
their home loans. 

4. Investment property owners can use _______________ to spread out the cost of a property over 
its useful life, reducing taxable income. 

 
Exercise 3: True or False 

Circle True or False for each statement: 

1. A 1031 exchange allows homeowners to sell a primary residence and avoid paying capital gains 
tax. 

o True / False 

2. Property tax deductions can lower the overall tax liability for homeowners. 

o True / False 

3. Depreciation can be claimed on both primary residences and investment properties. 

o True / False 

4. Mortgage interest deductions apply only to the first mortgage on a home. 

o True / False 

 

Answer Key: Chapter 32 

Exercise 1: Word Matching 

1. C 

2. A 

3. E 

4. D 

5. B 
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Exercise 2: Fillable Fields 

1. 1031 Exchange 

2. Capital Gains Tax 

3. Mortgage Interest Deduction 

4. Depreciation 

Exercise 3: True or False 

1. False 

2. True 

3. False 

4. False 
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