
CHAPTER  7

Contracts II: 

PURCHASE AGREEMENT;  

ESCROW INSTRUCTIONS; 

& OTHER DISCLOSURES

Pg 7-1



1. Explain the important clauses in a Purchase Agreement & 
Escrow Instructions. 

2. Understand the counter offer and its legal ramifications. 
3. Explain the purpose, legal requirement and use of the 

STUDENT LEARNING OUTCOMES (SLOs):

3. Explain the purpose, legal requirement and use of the 
Transfer Disclosure Statement 

4. Interpret the purpose, legal requirement and use of the 
Residential Earthquake Hazards Report. 

5. Understand the purpose, legal requirements and use of the 
Environmental Hazards Guide for Homeowners and Buyers 

6. Understand the purpose, legal requirements and use of the 
Lead-Based Paint Hazards Disclosure and of the other 
disclosure forms required in the sale of Real Estate. 
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I. THE PURCHASE AGREEMENT AND 
ESCROW INSTRUCTIONS

A. Commonly called the deposit receipt

An agreement between principal and agent

B. Functions of a Deposit Receipt:

1. Serves as areceipt of funds broker received1. Serves as areceipt of funds broker received

2. May create a binding purchase contract

3. Requires agency election

4. ReAffirmscommission
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C.     Other important features:
• 1. An enforceable legal contract
• 2. Buyer’s offer to purchase
• 3. Buyer may withdraw the offer any time before 

seller’s acceptance communicatedback to 
buyer.

• 4. Lists all terms and conditions (CLAP) Pg 7-1• 4. Lists all terms and conditions (CLAP)
• 5. Specifies the time:

– A. Time buyer may disapprove
– B. Disclosure defects prior to contract 

• 6. Agent must submit all offers after received
• Copy delivered to escrow within 3 days
• **Escrow opened when escrow officer 

acknowledgesreceipt of signed instructions
Pg 7-2
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THE DEPOSIT RECEIPT 
(Important Features)

ash

oans

greementsgreements

ossession

• And 
• Disclosure
• Disclosure
• Disclosure



II.   THE NEGOTIATING PROCESS
A. When buyer (offeror) makes an offer, the offer  

may
– Be withdrawn
– Expire
– Be changed
– Be accepted

B. The seller (offeree) mayB. The seller (offeree) may
– Accept 

– Reject

– Counter

C. When seller counters, the buyer may
– Accept
– Reject
– Counter the counter ARC
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THE DEPOSIT RECEIPT

Steps to Bind the Parties:

• Offer• Offer

• Acceptance

• Communication 

of acceptance



Residential Purchase Agreement             
(And Receipt for Deposit)

Date: _________________________ at ______________________________, California 
Received From ___________________________________________ , (“Buyer”) 
A Deposit of ______________________________ Dollars $ ________toward the 
Purchase Price Of __________________________________ Dollars $ ________ 
For Purchase of Property Situated in _______________ County Of ___________ 
California, Described As ___________________________________(“Property”) 

1. FINANCING : Obtaining the loans below is a contingency of this Agreement. 
Buyer shall act diligently and in good faith to obtain the designated loans. 
Obtaining deposit, down payment and closing costs is not a contingency.

A. BUYER’S DEPOSIT shall be held uncashed until Acceptance and then 
deposited within 3 business days after Acceptance or □ _________ □ with 
Escrow Holder. □ Into Broker’s trust account, or □ ______, by □ Personal 
Check, □ Cashier’s Check, □ Cash, or □ ________________
Escrow Holder. □ Into Broker’s trust account, or □ ______, by □ Personal 
Check, □ Cashier’s Check, □ Cash, or □ ________________

B. INCREASED DEPOSIT shall be deposited with  ____________________ 
within ____ Days After Acceptance, or □ _________________________

C. FIRST LOAN IN THE AMOUNT OF ______________________________ 
NEW First deed of Trust in favor of LENDER, encumbering the Property, 
securing a note payable at maximum interest of _____ % fixed rate, or _____ 
% initial adjustable rate with a maximum interest rate cap of _____ %, balance 
due in _____ years. Buyer shall pay loan fees/points not to exceed _________

□ FHA □ VA: Seller shall pay (i) ____ % discount points, (ii) other fees 
not allowed to be paid by Buyer, not to exceed $ _____, and (iii) the cost 
of lender required repairs not otherwise provided for in this Agreement, 
not to exceed $ ____.



D. ADDITIONAL FINANCING TERMS : ____________________________ 

□ seller financing, (C.A.R. Form SFA-14); junior or assumed financing, 
(C.A.R. Form PAA-14, paragraph 5)

E. BALANCE OF PURCHASE PRICE (not including costs of obtaining loans 
and other closing costs) to be deposited with escrow holder within sufficient 
time to close escrow

F. TOTAL PURCHASE PRICE
G. LOAN CONTINGENCY shall remain in effect until the designated loans are 

funded ( or □ ___) Days After Acceptance, by which time Buyer shall give 
Seller written notice of Buyer’s election to cancel this Agreement if Buyer is 
unable to obtain the designated loans. If Buyer does not give Seller such 
notice, the contingency of obtaining the designated loans shall be removed by notice, the contingency of obtaining the designated loans shall be removed by 
the method specified in paragraph 16B)

H. LOAN APPLICATIONS; PREQUALIFICATION : For NEW financing, 

within 5 (or □ ___) Days After Acceptance, Buyer shall provide Seller a 
letter from lender or mortgage loan broker stating that, based on a review of 
Buyer’s written application and credit report, Buyer is prequalified for the 
NEW loan indicated above. If Buyer fails to provide such letter within that 
time, Seller may cancel this Agreement in writing

I. □ APPRAISAL CONTINGENCY : (if checked) This Agreement is 
contingent upon Property appraising at no less that the specified total purchase 
price. If there is a loan contingency, the appraisal contingency shall remain in 
effect until the loan contingency is removed, otherwise, the appraisal 

contingency shall be removed within 10 (or □ ___) Days After Acceptance..



J. ALL CASH OFFER : If this is an all cash offer, Buyer shall, within 
5( □ ___ ) Days After Acceptance, provide Seller written verification 
of sufficient funds to close this transaction. Seller may cancel this 
Agreement in writing within 5 Days After: (i) time to provide 
verification expires, if Buyer fails to provide verification; or (ii) 
receipt of verification, if Seller reasonably disapproves it.

2. ESCROW: Close of Escrow shall occur ____ Days After Acceptance       
( or □ on ____ (date)). Buyer and Seller shall deliver signed escrow 

instructions consistent with this Agreement □ within ____ Days After 

Acceptance, □ at least ____ Days before Close Of Escrow, or□Acceptance, □ at least ____ Days before Close Of Escrow, or□

_______. Seller shall deliver possession and occupancy of the Property to 
Buyer at ____AM/PM, on the date of Close Of Escrow, no later than Days 
After date of Close Of Escrow, or □ ____. Property shall be vacant, 
unless otherwise agreed in writing. If transfer of title and possession do 
not occur at the same time, Buyer and Seller are advised to (a) consult 
with their insurance advisors, and (b) enter into a written occupancy 
agreement. The omission from escrow instructions of any provision in this 
Agreement shall not constitute a waiver of that provision

3. OCCUPANCY: Buyer□ does, □ does not, intend to occupy 
Property as Buyer’s primary residence.



4. ALLOCATION OF COSTS : (Check boxes which apply. If needed, insert 
additional instructions in blank lines.)

A. Governmental Transfer Fees:
B. Title and Escrow Costs:
C. Sewer/Septic/Well costs:
D. Other Costs:
E. Pest Control Report:

5. PEST CONTROL TERMS:
6. TRANSFER DISCLOSURE STATEMENT; NATURAL HAZARD 

DISCLOSURES; SUBSEQUENT DISCLOSURES; MELLO-ROOS 
NOTICE:

7. DISCLOSURES:7. DISCLOSURES:
8. TITLE AND VESTING:
9. CONDITION OF PROPERTY:

A. Except as Specified in This Agreement, Property is sold “AS IS”, without warranty, in its 
PRESENT physical condition.

B. (If Checked) Seller Warrants That at the Time Possession is Made Available to Buyer:
1.□ Roof shall be free of leaks . . .
2.□ Built-in appliances . . .
3.□ Plumbing systems, . . .
4.□ All fire, safety, and . . .
5.□ Septic system, if any . . .
6.□ All broken or cracked glass, . . .
7.□ All debris and . . .
8.□ _______. . .



10. FIXTURES
11. PERSONAL PROPERTY
12. BUYER’S INVESTIGATION OF PROPERTY CONDITION:
13. FINAL WALK-THROUGH; VERIFICATION OF CONDITION:
14. PRORATIONS AND PROPERTY TAXES:
15. SALE OF BUYER’S PROPERTY:
16. TIME PERIODS/DISAPPROVAL RIGHTS/REMOVAL OF 

CONTINGENCIES/CANCELLATION RIGHTS:
A. TIME PERIODS:A. TIME PERIODS:

1. SELLER HAS:
2. BUYER HAS:
3. SELLER’S RESPONSE TO BUYER’S DISAPPROVALS:

B. ACTIVE OR PASSIVE REMOVAL OF BUYER’S CONTINGENCIE S:

1. □ ACTIVE METHOD (Applies if Checked)

2. PASSIVE METHOD (Applies Unless Active Method is checked):

C. EFFECT OF CONTINGENCY REMOVAL:

D. CANCELLATION OF SALE/ESCROW; RETURN OF DEPOSITS:



17. REPAIRS:
18. WITHHOLDING TAXES:
19. KEYS:
20. LIQUIDATED DAMAGES:
21. DISPUTE RESOLUTION:

A. MEDIATION:

B. ARBITRATION OF DISPUTES:

C. EXCLUSIONS FROM MEDIATION AND ARBITRATION:

D. BROKERS:D. BROKERS:

22. DEFINITIONS:
23. MULTIPLE LISTING SERVICE (“MLS”):
24. EQUAL HOUSING OPPORTUNITY:
25. ATTORNEY’S FEES:
26. SELECTION OF SERVICE PROVIDERS:
27. TIME OF ESSENCE; ENTIRE CONTRACT; CHANGES:
28. OTHER TERMS AND CONDITIONS:



29. AGENCY CONFIRMATION: 
Listing Agent: is the agent of;

□ The Seller exclusively; or both the Buyer and Seller.

Selling Agent is the agent of; 

□ The Buyer exclusively or □ the Seller exclusively; or □ both the Buyer and 
Seller.

30. OFFER:
31. BROKER COMPENSATION: Seller agrees to pay compensation for 

services as follows:services as follows:
______________, to ___________________________, Broker, and 
______________, to ___________________________, Broker,

32. ACCEPTANCE OF OFFER:

If checked: □ SUBJECT TO ATTACHED COUNTER OFFER, DATED 
_____________________________



III.    COUNTER OFFER

• When the Seller changes terms of buyer’s 
offer in ANY WAY.

• Counter REJECTS the original offer.

• If buyer accepts the counter, this must be 
communicatedin writing to the seller.
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IV .   Other Contracts:
A. Option: Right to buy in the future.
• Optionee= buyer
• Optionor = seller

B. Exchange
1031 IRC
Trade one property for another under specific 

tax guidelines allowable by statute.
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V. REAL ESTATE TRANSFER   
DISCLOSURE (TDS)

Seller and Agent must give Buyer a TDS, if:

• Property is 1-4 residential units

• TDS is delivered after acceptance by seller• TDS is delivered after acceptance by seller

• Buyer has 3 days to rescind offer

• Buyer should not accept something that is 
disclosed to buyer

• Buyer has 5 days to rescind the offer from 
the day buyer receives TDS
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V. REAL ESTATE TRANSFER 
DISCLOSURE (TDS) cont

A. Material facts affecting valueor 
desirability of the property relevant to a 
person making an informed decision

C. Seller and real estate agents are required C. Seller and real estate agents are required 
to disclose defects (Easton v Strassburger) that 
affect the value

1. Agents has affirmative duty to inspect, 
inquire, disclose, recommend, document.
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1.     Easton v. Strassburger
The broker has an affirmative duty to:

�CONDUCT a reasonably, competent and 
diligent INSPECTION of residential (1-4) 
property, and to

�DISCLOSE all material facts to �DISCLOSE all material facts to 
prospective purchasers

a. ALL MATERIAL FACTS revealed by 
the inspection that MATERIALLY affect 
the VALUE or DESIRABILITY of the 
property
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IV. Residential Earthquake Hazards ReportIV. Residential Earthquake Hazards Report
Disclose all material known weaknesses

Built prior to 1960 = seller must provide buyer 
booklet  “The Homeowners Guide to 
Earthquake Safety

Seller required to disclose weaknessesSeller required to disclose weaknesses

Seller’s agent required to provide booklet

Report: seller to fill in and give to buyer

Seller signs one and gives it to the agent

Buyer signs one and gives it to seller.
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DISCLOSURE
VII. Lead-Based Paint Hazards 

VII. Environmental hazards
• Asbestos

• Formaldehyde

• Lead
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• Lead

• Radon

• Hazardous waste

• Household hazardous waste

• Affirmative duty to disclose ANY known 
environmental hazard affecting property
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I  AM  WAVING  

GOODBYE


