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INTRODUCTION
Caveat emptor, a Latin phrase meaning, let the buyer beware, is becoming a thing 
of the past.  The buyer was put on notice to examine the property and buy it at his 
or her own risk.  Now, several consumer protection laws place the responsibility 
of disclosing the condition of the property on the seller and the broker.  

Unless exempt, when people sell their homes, or any 1-4 residential property, 
they must give the buyers several statutory disclosures and reports regarding the 
condition of the property and any matters known to seller affecting title, whether 
of record or not.  Statutory disclosures are those that are required by statute or 
law.  Additionally, there are optional disclosures and reports that the buyers or 
lender may require.  Sometimes the sellers will need to fill out and sign a form; 
other times the sellers (or broker) give the buyers informational booklets.  

As buying and selling of real property becomes more complex, so do the required 
disclosures.  As a real estate agent, you will be required to guide all parties 
through the disclosure minefield.

Learning Objectives
After completing this Unit, you should be able to:

		 6A	 indicate disclosures required in a real estate transfer.

		 6B	 recall subdivision disclosures required by federal and state laws.

		 6C	 name other disclosures pertinent to real estate transactions.
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SELLER’S STATUTORY DISCLOSURES 
The Purchase Agreement itemizes several statutory disclosures that the sellers 
must provide the buyers within specified timeframes.  The listing agent must 
ensure that the sellers are aware of their obligations regarding these disclosures 
and the timeframes in which the disclosure must be given to the buyers.  Delivery 
of these statutory disclosures is important because the buyers can cancel the 
Purchase Agreement if the sellers have not delivered the disclosures within the 
time specified in the Purchase Agreement.  

As a result of the Easton v. Strassburger case, real estate agents must perform a 
visual inspection of the property and sellers must complete a Transfer Disclosure 
Statement.  

Easton v. Strassburger

The case of Easton v. Strassburger, 152 C.A. 3d 90, is about a home 
built on a landfill that had not been properly compacted, but was 
listed for sale.  The owner did not tell the listing broker about 
the landslide problem that had developed as a result of the poor 
engineering on the slope.  The property was sold and the buyer 
suffered a substantial loss as a result of land slippage. 

In a court action, the buyer proved that one of the listing agents 
noticed the netting that had been placed on the slope to keep it in 
place, and another agent had noticed an uneven floor in the house 
that had occurred as a result of the undisclosed soil problem.  The 
court stated that the red flags should have indicated to the real 
estate agents there was a problem, and the problem should have 
been investigated.  A red flag is something that alerts a reasonably 
observant person of a potential problem.  Typically a red flag could 
include cracks in walls, foundations, and sidewalks; stains from leaks 
in the roof, and similar items.

The court ruled that a broker has the duty to inspect a property 
and disclose any material facts affecting its value.  A broker is 
required to uncover any reasonably discoverable problems and tell 
all interested parties.  

The Easton v. Strassburger case findings stated real estate agents could be liable 
for defects in property that they know about as well as defects that they should 
know about as a result of a visual investigation.  All listing brokers of a residential 
property and any cooperating brokers must conduct a reasonably competent 
and diligent visual inspection of the property.  Additionally, they must disclose 
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to a prospective buyer all material facts that may affect value, desirability, and 
intended use of the property.  [CC §2079].  

The real estate agent does not have to inspect areas of the property that are 
not reasonably accessible, public records, and permits.  If the property is a 
condominium, the real estate agent is responsible for inspecting the unit, not 
the common area.

The required certification of the visual inspection is contained in the Real Estate 
Transfer Disclosure Statement.  Depending on the brokerage firm’s practices, the 
listing agent also may need to complete an Agent Visual Inspection Disclosure 
form (AVID).  

Transfer Disclosure Statement
The Real Estate Transfer Disclosure Statement (TDS) is a statutory disclosure 
that most sellers of residential property (1-4) must provide to prospective buyers.  

Disclosing Material Facts
The TDS is a detailed statement telling what the seller knows about the condition 
of the property.  The sellers must disclose, in writing, any and all known material 
facts that affect the value of their property whether the buyers ask or not.  Even 
if a home is sold “as is” in its present condition, the seller must disclose any 
observable (patent) defects as well as any hidden (latent) defects.  The “as is” 
language in the contract gives notice of patent defects and means that the buyer 
accepts the property in the condition in which it is reasonably observable by 
him or her.  Selling a property “as is” means that the seller is not going to fix 
any of the problems.  

Material Facts that Could Affect Desirability and Value of a Property

•	 Age, condition, and any defects or malfunctions of the structural 
components and/or plumbing, electrical, heating, or other mechanical 
systems

•	 Presence of window security bars, with/without any quick-release 
safety release mechanisms on the bars

•	 Common walls, fences or driveways

•	 Easements or encroachments

•	 Room additions, structural alterations, repairs, replacements, or other 
changes, especially those made without required building permits

•	 Flooding, drainage, or soil problems on, near, or in any way affecting 
the property
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Material Facts that Could Affect Desirability and Value of a Property 
(continued)

•	 Major damage to the property from fire, earthquake, or landslide

•	 Zoning violations, such as nonconforming uses or insufficient setbacks

•	 Homeowners’ association obligations and deed restrictions or common 
area problems

•	 Citations against the property, or lawsuits against the owner or affecting 
the property

Sellers must disclose whether they are aware of the presence of substances, 
materials or products that may be an environmental hazard including—but not 
limited to—asbestos, formaldehyde, radon gas, lead-based paint, mold, fuel or 
chemical storage tanks, and contaminated soil or water on the property.  There 
is always a little mold everywhere—in the air and on many surfaces.  Mold is 
a fungus that reproduces by means of spores.  Molds themselves are not toxic 
or poisonous.  However, certain molds are toxigenic because they can produce 
toxins (called mycotoxins).  Currently, standards for judging what is an acceptable 
quantity of mold have not been established to determine toxicity.  Therefore, 
no special disclosure requirements are in effect for toxic mold.  The California 
Department of Health Sciences has prepared a consumer booklet on mold, which 
is available online.  

Timing of the TDS
Usually the listing broker obtains the TDS at the time the listing is taken and 
provides a copy to a buyer before an offer to purchase the property is presented.  If 
the real estate agent gives a copy of the disclosure statement to the buyer after the 

Toxic mold can generally be found 
in kitchens and bathrooms.
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offer to purchase the property is presented, the buyer may terminate the contract 
by written notice to the seller within three days after receiving the disclosure 
statement.  If the TDS is delivered to the prospective buyer after the required date, 
the buyer/transferee has 3 days after delivery in person or 5 days after delivery by 
deposit in the mail to terminate the offer or agreement to purchase.  A written 
notice of termination must reach the seller/transferor or the seller’s agent.

The seller, listing broker, and cooperating broker have the obligation to prepare 
and deliver the disclosure.  If more than one real estate agent is involved in the 
transaction (unless otherwise instructed by the seller), the agent obtaining the 
offer is required to deliver the disclosure to the prospective buyer.

If the prospective buyer receives a report or an opinion prepared by a licensed 
engineer, land surveyor, geologist, structural pest control operator, contractor, 
or other expert (with a specific professional license or expertise), the liability 
of the seller and the real estate agents may be limited when making required 
disclosures.  The overall intention is to provide meaningful disclosures about 
the condition of the property being transferred.  A violation of the law does not 
invalidate a transfer; however, the seller may be liable for any actual damages 
suffered by the buyer.

Sellers Exempt from the TDS Requirements
Under California law, a seller of a residential property (1-to-4 units) must prepare 
and deliver a written residential transfer disclosure statement to the prospective 
buyer.  This requirement extends to any transfer by: sale, exchange, installment 
land sale contract, lease-option, or ground lease coupled with improvements.

Transfers Exempt from the Disclosure Requirement

•	 Transfers from one co-owner to another

•	 Transfers to a spouse or another related person resulting from a dissolution 
of marriage, legal separation, or a property settlement agreement

•	 Transfers pursuant to a court order, foreclosure sale, or probate estate sale

•	 Transfers by the state controller for unclaimed property

•	 Transfers resulting from the failure to pay taxes

•	 Transfers from or to any governmental entity

•	 Transfers of the first sale of a newly constructed home in a subdivision, 
provided a copy of a public report is delivered to the purchaser
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Local Option Real Estate Transfer Disclosure Statement 
If there is some local condition, which may materially affect a buyer’s use 
and enjoyment of residential property, an optional disclosure form may be 
required, called the Local Option Real Estate Transfer Disclosure Statement 
(LORETDS).  Residential properties in cities and counties throughout California 
are typically subject to specific local ordinances on occupancy, zoning and use, 
building code compliance, fire, health and safety code regulations, and land 
subdivision descriptions.  The various requirements for compliance as well as who 
and what is affected should be disclosed to the prospective buyer of the property 
by the seller or the seller’s agent and any agent acting in cooperation with such 
agent.  For example, based on the Farm Practices Protection Act of 1996, many 
jurisdictions in the Central Valley have enacted Right to Farm ordinances to 
protect existing agricultural uses adjacent to new residential uses.

Exempt Seller Disclosure
Some brokers use this form in addition to the “Transfer Disclosure Statement.”  
The form includes the following representations made by the seller, which are 
not representations of the agents.

Disclosures Included on the ESD

•	 Death on the property 

•	 Methamphetamine contamination or release of an illegal controlled 
substance on or beneath the property

•	 Industrial use zone location

•	 Military ordnance location

•	 Common interest homeowner’s association

•	 Insurance claims affecting the property 

•	 Matters affecting title of the property

•	 Undisclosed material facts or defects affecting the property 

•	 Any non-compliant plumbing fixtures as defined by Civil Code 
§1101.3
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Stigmatized Property
Real estate agents must be careful when making disclosures about stigmatized 
properties.  A stigmatized property, as defined by NAR, is “a property that 
has been psychologically impacted by an event which occurred, or was sus-
pected to have occurred, on the property, such event being one that has no 
physical impact of any kind”.  The most common properties associated with 
stigmatized property are those in which there have been murders, suicides, 
illness, or criminal activity.

Death 
Neither the transferor (seller/lessor) nor the agent has to disclose the fact of any 
death that occurred on the property to the transferee if the death was more 
than 3 years before the transferee (buyer/lessee) made an offer to buy or lease 
the property.  However, if a death occurs on a property within 3 years and the 
circumstances of that death are material (gruesome, offensive, or affected the 
reputation of the property), it must be disclosed.  (Civil Code §1710.2)  Since it 
is difficult to judge what is considered material, it is better to disclose a death 
if it occurred within the last 3 years and let the buyer decide if it is a material 
fact.  Death of an occupant on the property may be disclosed on the ESD form.

AIDS/HIV
Owners and the agents do NOT have to disclose that an occupant of a property 
was living with human immunodeficiency virus (HIV) or died from AIDS-
related complications.  [Civil Code §1710.2(1)(B)].  

Stigmatized Property

CemeteryHaunted house Nuclear power plantCriminal activity
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Registered Sex Offenders (Megan’s Law)
Every lease and sales contract is required to include a statutorily defined notice 
regarding the existence of public access to data base information regarding 
registered sex offenders in the neighborhood.  Seller and brokers are not required 
to check the website (www.meganslaw.ca.gov).  If a buyer wants more information, 
a broker should recommend that the buyer obtain information from the website 
during the buyer’s inspection contingency period.  Real estate licensees do not 
have expertise in this area.

Clean-up of Illegal Drug-Labs 
No one wants a meth lab as a neighbor.  The use and production of 
methamphetamine use may contaminate the property by hazardous chemicals.  
In the event a property is contaminated by an illegal controlled substance, the 
owner may receive clean-up order from the California Department of Toxic 
Substances Control (DTSC) or a local health officer.  When selling or renting 
the property, the owner must give a copy of this order to the prospective buyer 
or tenant.  The seller discloses this information on the ESD form and attaches 
the DTSC notice, if there is one.

If the owner knowingly and willfully fails to provide written notice to the buyer, 
the owner is liable for a civil penalty not to exceed $5,000 for each separate 
violation, in addition to any other damages provided by law.

Industrial Use Disclosure
The seller must disclose actual knowledge that the property is affected by or zoned 
for industrial use of the property.  Examples of industrial use disclosure are 
manufacturing, commercial, or airport use.  This information may be disclosed 
on the ESD form.  [CC §1102.17].  

Military Ordnance Location
Federal and state agencies have identified certain areas once used for military 
training and which may contain live ammunition as part of the military 
ordnance—or military supplies—from past activity.  A seller of residential 
property (one-to-four dwelling units) located within one mile of such a hazard 
must give the buyer written notice as soon as possible before transfer of title.  
This obligation depends upon the seller having actual knowledge of the hazard.  
The location of military ordnance may be disclosed on the ESD form.  [CC 
§1102.15].  
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Condominium/Planned Development Disclosure
If the property is a condominium, townhouse, or other property in a common 
interest subdivision, the seller must provide the buyer with copies of the gov-
erning documents, the most recent financial statements distributed, and other 
documents required by law or contract of the homeowners’ association.  This 
information should be affirmed on the Homeowner Association Information 
Request form.

Disclosure of Insurance Claims
Because the seller is required to disclose any known insurance claims on the 
property within the last 5 years, it is a good idea for sellers to order a CLUE 
report.  CLUE is short for Comprehensive Loss Underwriting Exchange.  This 
report shows any insurance claims that were made on the property within the 
past 5 years.  The report includes the date of the claim, the name of the insurance 
company involved, policy number, claim number, address, cause of loss, amounts 
paid, status of the claim, and the name of the insured and the claimant.  

Disclosure of Title Matters and Material Facts
The seller must disclose all known title matters to the buyer, even those not 
recorded.  A seller (transferor) or real estate agent involved in the transaction 
must disclose any known material facts that affect the value or desirability of the 
property.  Whether or not something is deemed material is determined by case law.

Natural Hazard Disclosure Statement
The Natural Hazard Disclosure Law of 1998, requires sellers to give buyers the 
Natural Hazard Disclosure Statement (NHD).  The NHD warns prospective 
buyers that certain “hazards may limit their ability to develop the real property, 
to obtain insurance, or to receive assistance after a disaster.”  In addition to the 
usual Transfer Disclosure Statement, the agent must give the prospective buyer a 
separate Natural Hazard Disclosure Statement (NHD) if the residential property 
lies within any of six statutorily specified areas:

All sellers and their listing agents must determine and disclose to prospective 
purchasers if a parcel is in certain officially mapped natural hazard zones 
(geologic, flood, and fire). 

The law prescribes the contents of the Natural Hazard Disclosure Statement 
including a checklist.  The statement warns prospective buyers:  “these hazards 
may limit your ability to develop the real property; to obtain insurance; or to 
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receive assistance after a disaster”.  It also advises buyers and sellers that they 
“may wish to obtain professional advice regarding those hazards”.  

The disclosure must be made as soon as practicable before the transfer of title, 
unless the purchase contract provides for an earlier deadline.  It is in the seller’s 
and listing agent’s best interest to disclose early because the buyer can annul the 
purchase contract during a certain period after getting the information.  The 
rescission period is 3 days if the disclosures are hand-delivered or 5 days if the 
disclosures are mailed.

If the NHD report is prepared by a third-party expert on behalf of a seller or 
listing agent, additional notices, such as “Notice of Airport in Vicinity”, “Notice 
of Right of Farm”, and “Notice of Mining Operation” must be included in the 
report.  [CA CC §1103.4(c)(1)(3)].  

Special Flood Hazard Area (Zone “A” or “V”)
Flood hazard boundary maps identify the general flood hazards within a 
community.  They are also used in flood plain management and for flood 
insurance purposes.  These maps, developed by the Federal Emergency 
Management Agency (FEMA) in conjunction with communities participating 
in the National Flood Insurance Program (NFIP), show areas within a 100-year 
flood boundary, termed special flood zone areas.  Also identified are areas 
between 100 and 500-year levels termed areas of moderate flood hazards and 
the remaining areas above the 500-year level termed areas of minimal risk.

A seller of property located in a special flood hazard area, or the seller’s agent 
and/or any agent cooperating in the deal, must disclose to the buyer that federal 
law requires Flood Disaster Insurance as a condition of obtaining financing 
on most structures located in a special flood hazard area.  Since the cost and 
extent of Flood Disaster Insurance coverage may vary, the buyer should contact 
an insurance carrier or the intended lender for additional information.

Areas of Potential Flooding
An area of potential flooding in the event of a dam failure, is an area 
designated on an inundation map prepared by the state Office of Emergency 
Services.  If the property is on a list of properties posted at the County Public 
Works/Engineering Offices, Assessors Office, Water Agencies, or Planning 
Agency, the seller or listing broker must disclose this information to a prospective 
buyer.  If the owner has received federal flood disaster assistance, the seller must 
tell the buyer to buy flood insurance.  This is disclosed on the NHD.
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Very High Fire Hazard Zone
The seller must disclose if the property is located in a Very High Fire Hazard 
Severity Zone designated by the California Department of Forestry and 
Fire Protection.  Properties in this zone are subject to property maintenance 
requirements, such as clearing brush and maintaining firebreaks.  Generally, the 
CDF requires a 30-foot clearance area around dwellings per the Public Resources 
Code.  This disclosure is made on the NHD.

Wild Land Fire Area
A property located in a Wildland Area may be subject to forest fires and other 
hazards.  The seller must disclose the possibility of substantial fire risk in such 
wild land areas and that the land is subject to certain preventative requirements.  
Unless there is a cooperative agreement between the Department of Forestry and 
Fire Protection and a local county, city, or district, the Forestry Department is 
NOT obligated to provide fire protection services for any building or structure 
in the wild land area.  

For areas that are the responsibility of the Department of Forestry and Fire 
Protection, the department produced maps identifying rural lands classified as 
state responsibility areas.  In such an area, the state, as opposed to a local or 
federal agency, has the primary financial responsibility for the prevention and 
extinguishing of fires.  Maps of State Responsibility Areas and any changes, 
including new maps produced every five years, are to be provided to planning 
agencies in the affected counties.

Earthquake Fault and Seismic Hazard Zones
Prompted by damaging earthquakes in northern and southern California, the 
State Legislature passed two laws to protect public safety from the effects of 
surface fault rupture and seismic hazards caused by earthquakes—the Alquist-
Priolo Earthquake Fault Zoning Act (1972) and the Seismic Hazards Mapping 
Act (1990).  The Alquist-Priolo Earthquake Fault Zoning Act prevents the 
construction of buildings for human occupancy on the surface trace of active 
faults.  This Act addresses only the potential hazard of surface fault rupture and 
is not directed toward other hazards associated with earthquakes.  The Seismic 
Hazards Mapping Act addresses non-surface fault rupture earthquake hazards, 
including liquefaction, lateral spreading, and seismically induced landslides.
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These laws require the State Geologist to delineate various earthquake fault zones 
and seismic hazard zones.  An earthquake fault zone is an area delineated by 
state officials to have an active fault within it and have the potential for surface 
rupture.

Example:  The 7.3 Landers earthquake (1992) created a 76 mile surface crack in 
the desert floor with as much as 18 feet of horizontal displacement and as much as 
6 feet of vertical displacement.  The surface fault rupture passed directly beneath/
through a house in Landers, splitting it apart.  

Seismic hazard zones are regulatory zones that the State has determined that 
a potential for liquefaction or earthquake-induced landslides may affect the 
property.  

Official Earthquake Fault Zones
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Example:  Serious soil liquefaction occurred in the Marina District of San Francisco 
during the 7.1 Loma Prieta earthquake (1989).  The displacement of the ground 
underlying the Marina District caused the vertical settlement and lateral displacement 
of buildings as well as the buckling of sidewalks, the cracking of asphalt pavement, 
and the rupture of underground pipes.

These potential hazards must be disclosed upon sale of the property and must be 
evaluated prior to obtaining a building or grading permit.  The State Geologist 
prepares and issues appropriate maps that are distributed to all affected cities, 
counties, and state agencies for their use in planning decisions.  

Disclosing Earthquake Hazards on the NHD 
The fact that a property is located in an Earthquake Fault Zone or Seismic 
Hazard Zone must be disclosed to a potential buyer before the sales process is 
complete.  This disclosure must be made on either the Natural Hazard Disclosure 
Statement (NHD) or the Local Option Real Estate Transfer Disclosure Statement 
(LORETDS).

   

Disclosures in Real Estate

Structural damageEarthquake zone

Fire zoneFlood zone

Meth labNoise
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Provide Informational Booklets
Depending on the age and type of 
construction of the property, sellers can 
receive limited legal protection by providing 
buyers with booklets titled Residential 
Environmental Hazards, Protect Your Family 
from Lead in Your Home, Home Energy 
Rating System, and the Homeowner’s Guide 
to Earthquake Safety.  Some booklets are 
mandatory and some are voluntary.  They 
may be provided to the buyers as four 
separate booklets or real estate licensees who 
are members of the California Association 
of REALTORS® can provide the Combined 
Hazards Book to their sellers to give to prospective buyers.  The Combined 
Hazards Book includes all four booklets.  By giving buyers this Combined 
Hazards Book, the disclosure requirement is met.  Remember, even though the 
listing or selling agent gives the buyers the disclosure booklets, the sellers are still 
responsible to complete all disclosure forms honestly and accurately.

Residential Environmental Hazards Booklet
When completing the Transfer Disclosure Statement, sellers must disclose any 
substances or materials that may be an environmental hazard such as asbestos, 
formaldehyde, radon gas, lead-based paint, mold, fuel or chemical storage tanks, 
and contaminated soil or water that may be present on the property.  

In addition, the seller may give the buyer the Residential Environmental Hazards 
booklet.  The purpose of the Residential Environmental Hazards booklet is to 
help educate and inform consumers about environmental hazards that may affect 
real property.  The booklet identifies common environmental hazards, describes 
their risks, discusses mitigation techniques, and provides lists of publications and 
sources from which consumers can obtain more detailed information.  

Hazards Discussed in the Residential Environmental Hazards 
Booklet

•	 Asbestos:  A mineral fiber used in construction materials, which has 
been found to cause lung and stomach cancer.

•	 Radon:  A colorless gas known to cause cancer.  Radon can be 
detected with a spectrometer.
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•	 Lead:  A mineral that causes major health problems.

•	 Formaldehyde:  A chemical organic compound found in building 
materials, which may be a carcinogen.

•	 Hazardous waste:  Materials—chemicals, explosives, radioactive, 
biological—whose disposal is regulated by the Environmental 
Protection Agency (EPA).

•	 Household hazardous waste:  Consumer products such as paints, 
cleaners, stains, varnishes, car batteries, motor oil, and pesticides that 
contain hazardous components.

The booklet is not required, but by giving the booklet to the buyer, the seller 
and real estate broker are not required to provide any additional information 
concerning common environmental hazards.  However, if the seller or agent has 
actual knowledge of environmental hazards on or affecting the subject property, 
that information must be disclosed on the TDS form.

Protect Your Family from Lead in Your Home Booklet
The Residential Lead-Based Paint Hazard 
Reduction Act of 1992 (Title X) became 
effective on September 6, 1996 for owners 
of property with four or fewer units.  A 
lead-hazard information brochure (Protect 
Your Family from Lead in Your Home) and 
disclosure form (C.A.R. form FLD) must be 
provided to a buyer or lessee by a seller or 
landlord prior to becoming obligated under 
the contract.  Also, the presence of any 
known lead-based paint must be disclosed.

This disclosure pertains to residential 
housing built before 1978, called target 
housing, because the Act banned lead 
based paint for residential use in that year.  
Target housing does not include housing 
for the elderly or persons with disabilities, 
zero-bedroom dwellings such as studio 
apartments, short-term vacation housing, 
and foreclosures. 

The seller, landlord, and real estate agent involved in the sale or rental of pre-1978 
housing each have certain obligations under the law.

Sellers or landlords must 
give buyers/tenants a copy of 
Protect Your Family From Lead 

in Your Home pamphlet.
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Seller/Landlord Obligations
Sellers or landlords must:

•	 give buyers/tenants Protect Your Family From Lead in Your Home pamphlet.

•	 disclose all known lead-based paint and lead-based paint hazards in the 
dwelling and provide buyers/tenants with any available reports.

•	 include standard warning language as an attachment to the contract or 
lease.

•	 complete and sign statements verifying completion of requirements.

•	 retain the signed acknowledgment for three years.

•	 give buyers a 10-day opportunity to test for lead (for sale transactions only).

Real Estate Agent Responsibilities
Real estate agents must ensure that:

•	 sellers/landlords are aware of their obligations.

•	 sellers/landlords disclose the proper information to buyers and tenants.

•	 leases and sales contracts include proper disclosure language and 
signatures.

•	 sellers give buyers the opportunity to conduct an inspection for 10 days 
or another mutually agreed-upon time.

Real estate agents must comply with the law if the seller or landlord fails to do 
so.  However, the agent is not responsible if an owner conceals information or 
fails to disclose information.

Home Energy Rating System Booklet
Sellers and/or real estate agents may give the 
optional Home Energy Rating System infor-
mational booklet (HERS booklet) concerning 
the statewide home energy-rating program to 
buyers.  The delivery of this booklet is not 
mandatory; however, the information in the 
booklet is deemed adequate to inform the 
buyer about the existence of a statewide home 
energy-rating program.  If the HERS booklet is 
delivered to the buyer, then the seller or listing 
agent do not have to provide any additional 
information regarding energy rating.  
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Homeowner’s Guide to Earthquake Safety Booklet
Listing agents give their sellers copies of the Homeowner’s Guide to Earthquake 
Safety booklet because known earthquake hazards must be disclosed by the seller 
whether the delivery of the Homeowner’s Guide to Earthquake Safety booklet is 
mandatory or voluntary.  [B&P Code §10149]. 

Mandatory Delivery – Pre 1960 Construction
A seller must deliver a copy of the Homeowner’s Guide to Earthquake Safety 
booklet (developed by the Seismic Safety Commission) to the buyer if the home 
was built before 1960 or if the home is a masonry building with wood-frame floors 
or roofs built before January 1, 1975.  Additionally, the seller must complete the 
Residential Earthquake Hazards Report (found at the back of the booklet) prior 
to giving the booklet to the buyer.  Real estate licensees are required to provide 
sellers with copies of the Homeowner’s Guide to Earthquake Safety booklet.  

Requirement:  Homeowner’s Guide to Earthquake Safety Booklet
•	 Transfer of any real property with a residential dwelling built prior to 

January 1, 1960 and consisting of one-to-four units any of which are of 
conventional light-frame construction.

•	 Transfer of any masonry building with wood-frame floors or roofs built 
before January 1, 1975.

Voluntary Delivery – Sale of Any Real Property
If the buyer of real property receives a copy of the Homeowner’s Guide to 
Earthquake Safety, neither the seller nor the agent is required to provide 
additional information regarding geologic and seismic hazards.  

COMPLY WITH OTHER CONTRACT TERMS
Sellers are responsible for to make disclosures regarding certain tax issues, 
compliance with statewide and local retrofit ordinances, and requirements 
specified by the buyer’s lender. 

Mello-Roos Disclosure
Currently on purchase, property taxes are limited by Proposition 13 to a 
maximum of 1% of the assessed value of the property.  The city, through the 
sale of municipal bonds, can include the cost and maintenance of infrastructure 
items in the property tax bill as a special assessment, exempt from the limitations 
of Proposition 13. 
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The Mello-Roos Community Facilities Act of 1982 authorizes the formation of 
community facilities districts, the issuance of bonds, and the levying of special 
taxes, which will finance designated public facilities and services.  A Mello-Roos 
District is an area where a special assessment is imposed on those real property 
owners within a Community Facilities District.  Public services such as roads, 
sewers, parks, schools, and fire stations in new developments may be financed 
under this law.

A Mello-Roos lien is placed on each parcel in a new development by the 
developer to pay off municipal bonds issued to fund off-site improvements for 
the development.  The developer must make the payments on the bond until 
the homes are sold, and then the new owners are responsible.  Mello-Roos liens 
are a way a developer can make improvements and have each homeowner pay 
for them, without charging the improvements to property taxes.

Effective July 1, 1993, the seller of a property consisting of one-to-four dwelling 
units subject to the lien of a Mello-Roos community facilities district must make 
a good faith effort to obtain from the district a disclosure notice concerning the 
special tax and give a Notice of Special Tax to a prospective buyer.  Exempt 
from this requirement are the various transfers listed earlier for the Transfer 
Disclosure Statement.  According to the California Tax Data website, Mello-
Roos information should be on the property tax bill.  Mello-Roos funds are 
used to finance subdivision costs.  The transferor (seller) of residential property 
(one-to-four units) is responsible to disclose if a property is subject to a Mello-
Roos assessment.  If the Notice of Special Tax is delivered to the buyer after a 
purchase agreement has been signed, the buyer has the right to terminate the 
agreement within three days of delivery in person, or five days after delivery by 
mail.  The buyer must provide written notice of termination of the agreement 
to the seller or the seller’s agent.

Prospective buyers must be told by real estate agents that a project is subject to a 
Mello-Roos special assessment because their tax bill will be higher than if they 
only paid property taxes without the special assessment.  The listing agent does 
not have an affirmative duty to discover a special tax district or assessment not 
actually known to the agent.  [CC 1102.6b (e)].  

Notice of Supplemental Property Tax Bill
A seller or his or her agent must give prospective purchasers a Notice of 
Supplemental Property Tax Bill (C.A.R. Form SPT).  The notice informs 
purchasers that county assessors revalue real property at the time the ownership of 
the property changes.  Therefore, the buyer may receive one or two supplemental 
tax bills, depending on when escrow closes. CC §1102.6c].  
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Foreign Investment in Real Property 
Both federal and state tax laws deal with foreign investment in U.S. real property.  
Buyers, their real estate agents, and the settlement agent are required to withhold 
a percentage of proceeds from the sale of property held by a foreign person.  The 
buyer must find out if the seller is a foreigner, because if the seller is a foreigner, 
and the buyer fails to withhold the tax, the buyer, the real estate agent, and 
escrow officer may be held liable to pay the tax.

It is the buyer’s responsibility for making sure the proper disclosures have been 
made and/or the proper funds have been set to comply with federal (FIRPTA) 
and California withholding laws.  However, due to the potential liability, the 
escrow agent and real estate agent make sure this is done.  All documents must 
be kept by the broker and the buyer for five years.

FIRPTA
The Foreign Investment in Real Property Tax Act of 1980 (FIRPTA) requires 
BUYERS of real property to withhold and send to the Internal Revenue Service 
(IRS) a percentage of the gross sales price if the seller of the real property is a 
foreign person.  Currently, the tax is 15% on all real property.  The IRS allows 
two exceptions from this 15% tax.

Exceptions Effective February 16, 2016
•	 If the sales price is $300,000 or less, AND the property will be used by 

the buyer as a residence, there is no tax and no money is withheld. 

•	 If the sales price is between $300,001 and $1,000,000, AND the 
property will be used by the buyer as a residence, then a reduced rate of 
10% of the sales price is withheld and remitted to the IRS. 

However, withholding funds generally is not required when the seller provides 
a proper certificate of non-foreign status at closing called the Seller’s Affidavit 
of Non-foreign Status including a U.S. taxpayer identification number.

Additionally, the withholding obligation may be reduced or eliminated when 
a “withholding certificate” is obtained through the IRS saying arrangements 
have been made for the collection of or exemption from the tax.

Due to the number of exceptions and other requirements relating to this law, it is 
recommended that the IRS be consulted.  Sellers and buyers and the real estate 
agents involved who desire further advice should consult an attorney, CPA, or 
other qualified tax advisor.
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Cal-FIRPTA
California law requires that if property is sold by a non-citizen of the United 
States or a resident of another state, the buyer must withhold 3 1/3% of the 
total sales price as state income tax and deliver the sum withheld to the State 
Franchise Tax Board.  A buyer’s failure to withhold and deliver the required sum 
may result in penalties.  

Although the law requires buyers to withhold, they can request the escrow holder 
to handle the withholding to meet the Cal-FIRPTA requirements.

The escrow officer gives the Franchise Tax Board Form 593-C to the sellers to 
complete.  If the sellers are exempt, no withholding is collected.  However, if the 
sellers are not exempt the escrow holder collects the appropriate tax and sends 
it to the Franchise Tax Board.  

Transactions Subject to the Law

•	 Seller shows an out-of-state address, or sale proceeds are to be disbursed 
to the seller’s financial intermediary.

•	 Sales price exceeds $100,000.

•	 Seller does not certify that he or she is a California resident, or that the 
property being conveyed is his or her personal residence.

Transactions Exempt from the Law

•	 Sales price is $100,000 or less.

•	 Home is the seller’s principal residence.

•	 Seller signs the Seller’s Affidavit of Non-foreign Status and the Buyer’s 
Affidavit of Residency for California.

Remember, both the buyer and escrow officer are responsible for making sure this 
law is observed.  The paperwork is usually completed through escrow.  For further 
information, contact the Franchise Tax Board at their website, www.ftb.ca.gov.

Retrofit Standards
Unless the property is exempt, the seller must comply with statewide retrofit 
standards including, but not limited to, installing operable smoke detectors, 
bracing water heaters, and notifying buyers whether carbon monoxide detectors 
are installed.
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The seller of any residential property must certify, in writing, to the 
buyer that all water heaters have been braced, anchored, or strapped in 
accordance with local requirements to resist falling in an earthquake.  

Water heaters may be wrapped in an insulation blanket.

Water Heater Bracing Compliance
By the close of escrow, the sellers must conform to state and local laws regarding 
water heater bracing compliance.  All residential water heaters must be braced, 
anchored, or strapped to resist falling due to earthquake motion.  

The sellers must provide written certification to prospective buyers that the 
sellers have complied with the law.  The seller may disclose this compliance 
on the Transfer Disclosure Statement or use the Water Heater Statement of 
Compliance form (WHSD).  The buyers must acknowledge receipt of the form 
with their signatures and date.

Operable Smoke Detector Compliance
By the close of escrow, the seller must also comply with state and local laws 
regarding operable smoke detectors.  The seller must have a certification 
of having operable smoke detector(s) approved and listed by the State Fire 
Marshal installed in accordance with the State Fire Marshal’s regulations and in 
accordance with applicable local ordinance(s) by signing and dating this form.  

The Transfer Disclosure Statement includes a statement of compliance.  However, 
when no TDS is used in the transaction, sellers may use the Smoke Detector 
Statement of Compliance form (WHSD). The buyers must acknowledge receipt 
of the form with their signatures and date.
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Carbon Monoxide Detector Compliance 
The California Carbon Monoxide Poisoning Prevention Act of 2010 requires 
carbon monoxide detectors to be installed in every “dwelling unit intended for 
human occupancy” that contain a fossil fuel burning heater, appliance, or fireplace; 
or that have an attached garage.  Carbon monoxide is an odorless gas produced 
whenever any fuel is burned.  A carbon monoxide detector (CO detector) is a 
device similar to a smoke detector that signals detection of carbon monoxide in 
the air.  

The Consumer Product Safety Commission recommends installing a CO 
detector in the hallway near every separate sleeping area of the home.  Sellers 
notify buyers on the TDS whether the property has carbon monoxide devices 
installed.  No separate compliance certification is required.  If the property does 
not have carbon monoxide devices, the buyer may negotiate with the seller for 
their installation as a condition of sale.  

Water-Conserving Plumbing Fixtures Disclosure
A law passed in 2010 (SB 407) requires residential and commercial properties 
built prior to January 1, 1994 to be retrofitted with water-conserving plumbing 
fixtures.  Water-conserving plumbing fixtures include low-flow toilets, urinals, 
showerheads, and interior faucets.  

Since 2014, any remodeling or building alterations requires the replacement 
of noncompliant plumbing fixtures.  Effective 2017, sellers of single-family 
residences (2019 for sellers of multi-family residences) need to disclose whether 
the plumbing fixtures in their residences are water-conserving plumbing fixtures 
or noncompliant fixtures.  [CA CC §1101].

Local Retrofit Ordinances
Many local governments impose energy retrofitting and disclosures as a condition 
of the sale of an existing home.  The seller and/or agent should disclose to a 
prospective buyer the requirements of the various ordinances, as well as who is 
responsible for compliance.  

Typical ordinances include conservation measures on new and/or existing homes 
including, but not limited to, installing low-flow toilets and showerheads, gas 
shut-off valves, tempered glass, constructing barriers around swimming pools 
and spas, and disclosing the R-value (resistance to heat loss) of the insulation 
that has been or will be installed in a remodel.

Real estate agents must know of these local retrofit ordinances in order to advise 
their clients of any additional conditions that must be met prior to the sale.
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Pest Control Inspection and Certification Reports 
The law does not require that a structural pest control inspection be performed 
prior to transfer of a real property.  However, if required by the Purchase 
Agreement or by the lender, the seller or the seller’s agent(s) must deliver to the 
buyer a copy of the report and written certification, prepared by a registered 
structural pest control company, regarding the presence or absence of wood-
destroying organisms.  The inspection report and written certification must be 
prepared and issued by a registered structural pest control company.

Typically the report is divided into two categories: part one identifies the portions 
of the property where existing damage, infection, or infestation are noted; and 
part two indicates the areas that may have impending damage, infection, or 
infestation.  Lenders usually require that any infestation or damage discovered 
in part one of the report be corrected prior to close of escrow.  The seller usually 
pays for the cost of correction.  Since part two of the inspection report does not 
show actual infestation—just a potential, the seller is not obligated to correct it.

The Structural Pest Control Inspection & Report Clearance must be delivered 
before transfer of title and be reviewed/approved by the buyer.  If more than one 
real estate broker is acting as the seller’s agent, the broker who obtained the offer 
is responsible for delivery of the report in person or by mail, unless the seller 
directs otherwise in writing.  The real estate broker responsible for delivery must 
retain a record for 3 years.  [CA B&P §8519; CA CC §1099; Commissioner’s 
Regulation 2905)].  Anyone can get a copy of the pest control report by requesting 
it from the Structural Pest Control Board and paying a fee.

OTHER DISCLOSURES
Staying informed is probably the most important task left to the real estate agent.  
Those who make continuing efforts to learn and stay current on the real estate 
industry will be the ones to successfully compete in the future.  Two excellent 
sources of current information are the California Bureau of Real Estate and for 
members, the California Association of REALTORS® (www.car.org).

Disclosures Agents Make to Their Clients

Market Conditions Advisory
Real estate market conditions are fluid; therefore, no one can guarantee that 
prices will continue to move in a particular direction.  The Market Conditions 
Advisory covers several important issues of concern to home buyers such as 
loan and appraisal contingencies, determine the offering price, and the current 
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condition of the marketplace (foreclosures, short sales, etc.).  The Market 
Conditions Advisory form is used to document that a broker discussed market 
conditions with a buyer.  

Notice Regarding the Advisability of Title Insurance 
In an escrow for a sale (or exchange) of real property in which no title insurance 
is to be issued, the buyer (or both parties to an exchange) must receive and sign 
the following notice as a separate document in the escrow:

Important: “In a purchase or exchange of real property, it may be 
advisable to obtain title insurance in connection with the close of 
escrow where there may be prior recorded liens and encumbrances 
which affect your interest in the property being acquired.  A new 
policy of title insurance should be obtained in order to ensure your 
interest in the property that you are acquiring”.

While the law does not expressly assign the duty, it is reasonable to assume 
that the escrow holder is obligated to deliver the notice.  A real estate agent 
conducting an escrow also would be responsible for delivering the notice.

Broker Must Disclosure the Sales Price
A broker must inform both buyer and seller, in writing, the sale price on a 
property within one month of close of escrow.  The Escrow Closing Statement 
meets this requirement.

Financing Disclosures
One of the purposes of financing disclosures is to help consumers become better 
shoppers for loan and settlement services.  The required disclosures are given to 
borrowers at various times during the transaction.  Some disclosures spell out 
the costs associated with the loan or the settlement, outline lender servicing and 
escrow account practices, and describe business relationships between settlement 
service providers.  

For example, the U.S. Department of Housing (HUD) requires lenders to provide a 
home inspection notice entitled “For Your Protection: Get a Home Inspection” 
to prospective borrowers who apply for an FHA loan for any residential property 
of one-to-four units.  

The financing disclosures are discussed later in the course.
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Subdivision Disclosures
Subdividers and developers are subject to laws designed to protect buyers when 
purchasing or leasing lots or parcels in new subdivisions.

Public Report of the Subdivided Lands Law
The Subdivided Lands Law is designed to protect buyers from fraud, 
misrepresentation, or deceit in the marketing of subdivided lots, parcels, units, 
and undivided interests in new subdivisions.  This even applies to lands outside 
the state, if they are being marketed in California.  Before any subdivision can be 
offered for sale in California, the Real Estate Commissioner must determine that 
the offering meets certain standards and issue a public report.  The public report 
is a document disclosing all important facts about the property, its marketing 
and the financing of the subdivision.  These disclosures may alert a potential 
buyer to any negative aspects in the subdivision (e.g., natural or environmental 
hazards, unusual costs, restrictions, easements, or financing arrangements).  The 
public report must show that the subdivider (owner) can complete and maintain 
all improvements and that the lots or parcels can be used for the purpose for 
which they are being sold.

Preliminary Public Report
It can take many months for a developer to get project approval, once all the 
proper paperwork is submitted to the Commissioner.  During that time, the 
developer may want to begin marketing the project while waiting for the final 
public report.  By submitting a minimum application filing package, the developer 
can get a preliminary public report, which allows taking reservations for 
the project, but not accepting any non-refundable money or entering into any 
binding contracts until receiving the final public report from the Commissioner.  
Preliminary public reports have a one-year term and may be renewed.

Final Public Report
Before a subdivider can actually sell each lot in the project, he or she must give 
a copy of the Commissioner’s final public report to the prospective buyer.  The 
buyer signs a receipt for the report on a form approved by the Commissioner 
stating it has been read.  The seller (subdivider) must keep a copy of the statement 
for 3 years.  The subdivider must post a notice in the sales office that says that 
a copy of the public report must be given to any member of the public who asks 
for it.  The public report is valid for 5 years with any material changes in the 
development reported to the Commissioner, who then can issue an amendment 
to the original report.
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Violations - Penalties
Anyone who is found guilty of violating the Subdivided Lands Law is punishable 
by a maximum fine of $10,000; imprisonment for up to one year in the county 
jail or state prison; or by both fine and imprisonment.  The district attorney 
of each county is responsible for prosecuting violators.  In addition to possible 
fine and imprisonment, the Real Estate Commissioner may impose disciplinary 
actions for violations of the Subdivided Lands Law.

Interstate Land Sales Full Disclosure Act
The Interstate Land Sales Full Disclosure Act (ISLA) regulates land sales when 
there are two or more states involved.  Subdividers must conform to this law if 
they have 25 or more lots in one state and want to sell them in another state.  
A property report must be given by the developer to each prospective buyer as 
a protection from less-than-truthful advertising in far-away places.  Currently 
ISLA is regulated by the Bureau of Consumer Financial Protection (CFPB). 

SUMMARY
Real estate agents are legally required to explain disclosures to their clients and 
customers.  If real estate agents do not comply with California disclosure law, 
they become vulnerable to court action.

Real estate agents are responsible for documenting on the Real Estate Transfer 
Disclosure Statement (TDS) all visual and known defects found on the property.  
The buyer receives a copy of the TDS before the offer to purchase the property.  
If the buyer receives a copy of the TDS after the offer to purchase the property, 
the buyer has the option of terminating the contract within three days after 
receiving the statement.

Real estate agents also provide the buyer with written material to help educate 
and inform the consumer.  Examples of written material are the Natural Hazard 
Disclosure Statement, Protect Your Family From Lead in Your Home, and 
Homeowner’s Guide to Earthquake Safety.  Once the buyer receives the printed 
material, the real estate agent is not obligated to provide additional information.

Local residential properties in cities and counties in California typically have 
zoning ordinances and building, health, and safety codes.  These ordinances 
have an effect on a potential buyer’s use and enjoyment of residential property.  
The seller or real estate agent may need to complete an optional form for local 
disclosures (the Local Option Real Estate Transfer Disclosure Statement).  The 
buyer also receives a copy of this form from the seller or real estate agent.
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  UNIT 7 REVIEW
Matching Exercise
Instructions:  Write the letter of the matching term on the blank line before its definition.  
Answers immediately follow the Multiple Choice Questions. 

Terms

Definitions

1.	�������� 	Term stating the seller is not responsible for repairing any defect.

2.	�������� 	Materials whose disposal is regulated by the EPA.

3.	�������� 	Housing not exempt from the lead based paint disclosure.

4.	�������� 	Something that alerts a reasonably observant person of a problem.

5.	�������� 	Boundary indicating areas of special flood zone areas.

6.	�������� 	Fungus that reproduces by means of spores. 

7.	�������� 	State law that protects buyers when buying homes in new subdivisions. 

8.	�������� 	Colorless, odorless, carcinogenesis gas that is detectable by a spectrometer.

9.	�������� 	Detailed statement from the seller describing the condition of the property.

10.	������� 	Consumer products such as paints, cleaners, stains, varnishes, car batteries, 
motor oil, and pesticides that contain hazardous components.

11.	������� 	Special tax is imposed on real property owners within a Community Facilities 
District. 

12.	������� 	Mineral fiber used in construction materials that causes cancer.

A.	 100-year flood

B.	 as is

C.	 asbestos

D.	 caveat emptor

E.	 Easton v. Strassburger

F.	 earthquake fault zone

G.	 FIRPTA

H.	 formaldehyde

I.	 hazardous household 
waste

J.	 hazardous waste

K.	 lead

L.	 Mello-Roos District 

M.	 mold

N.	 public report

O.	 radon

P.	 red flag 

Q.	 stigmatized property

R.	 Subdivided Lands Law

S.	 target housing 

T.	 Transfer Disclosure 
Statement (TDS)
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13.	������� 	An area delineated by state officials to have an active fault with the potential 
for surface rupture.

14.	������� 	Chemical organic, carcinogenesis compound found in building materials.

15.	������� 	Tax withholding requirement if the seller is a foreign person.

Multiple Choice Questions
Instructions:  Circle your response and then check your response with the Answer Key that 
immediately follows the Multiple Choice Questions.  

1.	 The phrase “as is” in real estate refers to __________ conditions.

a.	 habitable
b.	 observable
c.	 concealed
d.	 any and all

2.	 A private seller advertises a single-family home for sale “as is”.  Since the seller is not 
using the services of a real estate broker, the seller:

a.	 has met the legal requirement of caveat emptor by putting the term “as is” in 
the newspaper advertisement.

b.	 is not obliged to disclose any defects in the property because the property is 
being sold “as is”.

c.	 must give a Real Estate Transfer Disclosure Statement to prospective buyers.
d.	 is not obliged to give a Real Estate Transfer Disclosure Statement to 

prospective buyers.  

3.	 All listing brokers must conduct a reasonably competent and diligent visual 
inspection of the property.  Which items must be visually inspected?

a.	 Condominium common area 
b.	 Permits held in the name of the condominium association 
c.	 Condominium unit
d.	 All of these items must be visually inspected by a listing broker. 

4.	 A Real Estate Transfer Disclosure Statement is required in the __________ of one-to-
four residential units.

a.	 sale
b.	 lease
c.	 foreclosure
d.	 all of the above
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5.	 During negotiations for the purchase of a house, the seller never informed the buyer 
that the house was served by a septic tank with a failed drainfield.  Escrow closed 
and the buyer moved in.  What recourse does the buyer have?

a.	 Revoke the offer.
b.	 Rescind the contract with the seller based on fraud.
c.	 Rescind the contract with the broker.
d.	 Sue the title company.

6.	 Regarding environmental hazards on residential property, which statement is correct?

a.	 The seller should give a copy of the Environmental Hazards booklet to 		
	the buyer. 

b.	 The seller must disclose any known environmental hazards to the buyer. 
c.	 The seller must complete and give the Transfer Disclosure Statement to 		

	the buyer.
d.	 All of the statements are correct. 

7.	 Seller Sam listed his newer ranch-style home built in 2002 with broker Bob.  
Regarding the lead based paint disclosure, Sam must:

a.	 give the buyer the pamphlet, Protect Your Family From Lead in Your Home.
b.	 complete statements verifying completion of the disclosure requirements.
c.	 must give the buyers a 10-day opportunity to test for lead.
d.	 do none of the above.

8.	 Broker Logan took a listing on a home.  When filling out the NHD, which of the 
following would Logan not include? 

a.	 Flood hazard
b.	 Seismic hazard
c.	 Mold hazard
d.	 Fire hazard

9.	 When a condominium is sold, the seller must, upon request, provide to the buyer:

a.	 CC&Rs.
b.	 bylaws.
c.	 financial statements.
d.	 all of the above
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10.	 A broker took a listing on a property where a person died from AIDS.  Does the 
broker have to disclose this information?

a.	 Yes, the broker must disclose all material facts.
b.	 No, the broker does not have to voluntarily disclose this information.
c.	 Yes, but only if the death was within the previous three years.
d.	 No, the law does not allow this disclosure to be made.

11.	 Which state law protects buyers from fraud, misrepresentation, or deceit in the 
marketing of subdivided lots, and undivided interests in new subdivisions? 

a.	 Megan’s Law 
b.	 Interstate Land Sales Full Disclosure Act 
c.	 Subdivided Lands Law 
d.	 Mello-Roos Community Facilities Act 

12.	 The Interstate Land Sales Full Disclosure Act regulates land sales of: 

a.	 5 or more lots. 
b.	 10 or more lots. 
c.	 15 or more lots. 
d.	 25 or more lots.

13.	 In the sale of real property, a copy of the structural pest control certification report, 
if requested, must be given to the:

a.	 broker.
b.	 escrow company.
c.	 lender.
d.	 buyer.

14.	 A pest-control company discovered no evidence of termite in a house offered for 
sale.  But it did discover conditions that are likely to lead to infestation. The cost of 
correcting such conditions is:

a.	 always paid by the seller.
b.	 always paid by the buyer.
c.	 split 50/50 by the seller and the buyer.
d.	 paid by the buyer only if he or she wishes to have these conditions corrected.

15.	 All homes with a fossil fuel burning fireplace or an attached garage must:

a.	 install carbon monoxide detectors.  
b.	 have braced water heaters.  
c.	 install operable smoke detectors.  
d.	 have water heater insulation blankets.  
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    UNIT 7 ANSWER KEY
Answers – Matching

Answers – Multiple Choice
	 1.	 (b)	 A seller must disclose all known material facts to the buyer; however, an “as is” clause 

gives notice of observable defects to the buyer and indicates that the seller will not be 
responsible for the cost of repairing any defect.  [Seller’s Statutory Disclosures]  

	 2.	 (c)	 The seller of a 1-4 unit residential property must complete and give a Transfer 
Disclosure Statement to a prospective buyer.  A seller can sell a home “as is” but must 
still disclose any defects.  [Seller’s Statutory Disclosures]  

	 3.	 (c)	 The real estate agent does not have to inspect areas of the property that are not 
reasonably accessible, public records, and permits.  If the property is a condominium, 
the real estate agent is responsible for inspecting the unit, not the common area.  
[Seller’s Statutory Disclosures]  

	 4.	 (a)	 The Transfer Disclosure Statement is required on a sale of 1-4 residential units Choice 
(b) is not correct, because it must be a lease with an option of purchase.  [Seller’s 
Statutory Disclosures]  

	 5.	 (b)	 This is a material fact that should have been disclosed on page 1 of the TDS.  If 
the offer had not been accepted, the buyer could revoke his offer.  Once escrow 
closed, the buyer could rescind the sales contract based on fraud.  [Seller’s Statutory 
Disclosures] 

	 6.	 (d)	 The seller or seller’s agent should give a copy of the Environmental Hazards booklet 
to the buyer.  Additionally, the seller must disclose any known environmental hazards 
on the TDS and give it to the buyer   [Provide Informational Booklets]  

	 7.	 (d)	 The home was built in 2002, so there is no disclosure requirement.  This disclosure 
pertains to residential housing built before 1978. [Provide Informational Booklets]  

	 8.	 (c)	 Choices (a), (b), and (d) are included on the statement; mold is discussed on the 
Transfer Disclosure Statement.  [Provide Informational Booklets]  

	 9.	 (d)	 The owner must furnish CC&Rs, bylaws, and the most recent financial statements.  
[Seller’s Statutory Disclosures]  

	 10.	 (d)	 Owners and the agents do NOT have to disclose that an occupant of a property 
was living with human immunodeficiency virus (HIV) or died from AIDS-related 
complications.  [Civil Code §1710.2(1)(B)].  [Seller’s Statutory Disclosures]  

1.	 B
2.	 J
3.	 S

4.	 P
5.	 A
6.	 M

7.	    R
8.	    O
9.	    T

10.	    I
11.	    L
12.	    C

13.	    F
14.	   H
15.	   G
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	 11.	 (c)	 The Subdivided Lands Law is designed to protect buyers from fraud, misrepresentation, 
or deceit in the marketing of subdivided lots, parcels, units, and undivided interests in 
new subdivisions.  [Other Disclosures]  

	 12.	 (d)	 The Interstate Land Sales Full Disclosure Act regulates land sales when there are two 
or more states involved.  Subdividers must conform to this law if they have 25 or more 
lots in one state and want to sell them in another state.  [Other Disclosures]  

	 13.	 (d)	 The report is given to the buyer.  Sometimes the question will have transferee (buyer) 
as the choice.  [Comply with Other Contract Terms]  

	 14.	 (d)	 The seller usually pays to have problems discovered in Part One of the report 
corrected.  Any potential problems discovered in Part Two are usually paid for by 
the buyer, if he or she wants to correct the condition.  [Comply with Other Contract 
Terms]  

	 15.	 (a)	 Carbon monoxide detectors (CO detectors) must be installed in all dwelling units 
that contain a fossil fuel burning heater, appliance, or fireplace; or that have an 
attached garage.  [Comply with Other Contract Terms]   
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