California Real
state Principles

Chapter 1: Introduction to
Real Estate



. California’s Real Estate Market
(DH a| 1L L| O} CJE/\} A| IF)



A.

(alifornia Department of Real Estate (DRE)

In California, real estate licensing laws are regulated by the California
Department of Real Estate (DRE) (Z | L0t £ =4 20l dlA 2t HEZ
Ol 22| ZL| 0t 2S4&HF (California Department of Real Estate) 0l A
2t2[ot ) ULCH

The DRE is headed by the Real Estate Commissioner (0 ZZc| &£ L] Ot
£ 582 = Real Estate CommissionerO| 0121 ULH
- www.dre.ca.gov (California DRE website)



http://www.dre.ca.gov

B. DRE Salesperson
Exam Content

FSOAIE LS

Figure 1-1

When changes in the law occur or changes in the practice of real estate take place, new subject matter is added to one
or more of the major categories. Thus, the categories are revised and brought up-to-date on a regular basis. There is no
assurance that a specific test will cover all subject areas listed, because the test merely samples the broad field of real
estate. Because there are differences in the level and amount of knowledge required of salespersons and brokers, the
exams differ in their emphasis and difficulty. The following lists of examination topics are for informational purposes and
should not be considered totally comprehensive:

EXAMINATION SUBJECT AREAS SALESPERSON BROKER
EXAM (APPROX.)  EXAM (APPROX.)

1. Property Ownership and Land Use Controls [e) [e)
and Regulations 1 5 /O 1 5 /O

Classes of property; Property characteristics; Encumbrances; Types
of ownership; Descriptions of property; Government rights in land;
Public controls; Environmental hazards and regulations; Private
controls; Water rights; Special categories of land

E‘

2. Laws of Agency and Fiduciary Duties 1 7% 1 7%

Law, definition, and nature of agency relationships, types of
agencies, and agents; Creation of agency and agency agreements;
Responsibilities of agent to seller/buyer as principal; Disclosure of
agency; Disclosure of acting as principal or other interest; Termination
of agency; Commission and fees; Responsibilities of agent to non-
client third parties

ﬁ‘

3. Property Valuation and Financial Analysis 1 4% 1 4%

Value; Methods of estimating value; Financial analysis

4. Financing 9% 9%

?

General concepts; Types of loans; Sources of financing; Government
programs; Mortgages/deeds of trust/notes; Financing/credit laws; CHPS 8,9
Loan brokerage; Types of loan originators

5. Transfer of Property 8% 8%

Title insurance; Deeds; Escrow; Tax aspects; Special processes;
Transfer through court supervision; Types of vesting

o
6. Practice of Real Estate and Mandated 2 5% 2 5 / (o}
Disclosures (includes Specialty Areas)

Trust account management; Fair housing laws; Truth in advertising;
Record keeping requirements; Agent supervision; Permitted
activities of unlicensed sales assistants; DRE jurisdiction and
disciplinary actions; Licensing, continuing education requirements
and procedures; California Real Estate Recovery Fund; General
ethics; Technology; Property management; Commercial/industrial/
income properties; Specialty areas; Transfer disclosure statement;
Natural hazard disclosure statements; Disclosure of material facts
affecting property value; Need for inspection and obtaining/verifying
information; Reports; Servicing Diverse Populations

7. Contracts 1 2% 1 2°/°

General; Listing agreements; Buyer broker agreements; Offers/
purchase contracts; Agreements; Promissory notes/securities;
Purchase/lease options; Advanced fee

?

?‘

?

Department of Real Estate
% of Exam Questions
Testing Emphasis




(. The Rise of the Internet (o1 £ 5 AF=2 2] =01

e Homebuyers have more knowledge and more options than ever before
(UAH2 A HE HE2LUE LsE2 &8 AlAES=2 2L 22 UIO/Et s8 =

KLl AUCH

e Studies have shown that BOTH buyers and sellers begin their search
online (2IEXI0 =M & A0HALt HOHAI 25 QIHY = ZALSE
Al &retChL) etlh)

e Two of the most popular 3rd party sites are: (AFE=0] JtE 20| AtE0t=
HZNEHZS =2 Otei 2t 2L
- Realtor.com

- Zillow.com



(. The Rise of the Internet (/1 5 AF= 21 =0}

Pros of Advertising on 3rd party listing sites (& & )= =2 2 &)
- Gives more exposure to potential buyers (£ CF 2= & 2 0f A0 Al
No cost to list properties (H| E£0| = Al 2 =)
= = US)
SETINE=L F=sl
MLSO1l HI ot

CEIIS)
Find buyers faster (2 Ct liF= H & F20HAE

Cons of Advertising listings on 3rd party listing sites (
Lag between updates in MLS and 3rd party sites (

oI HI0IEJF L2t}
SEPED

Inaccurate data (£ &



D. High Cost of California Real Estate

(2| ZL|OF BS A b0 D)

e C(alifornia’s real estate values were reduced unevenly due to the Financial
Crisis and the Great Recession (20075 H M =2 0l= 22| ZL|0F = At
tAE2 =S otAH ot

e However, after a few years, housing prices started to climb back up
(OtAI2F 2 = S S4F EA 2 LAl &h=0ot)| AIERULH
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Monthly House Price Index for U.S. from January 1991 - Present

Purchase-Only FHFA HPI® (Seasonally Adjusted, Nominal)

Compound Annual Growth Rate Since January 1991: 4.5%
Compound Annual Growth Rate Since January 2000: 4.9%
Compound Annual Growth Rate Since January 2012: 8.0%
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E. Real Estate: A Profitable Profession

(=

N
I _ /M =23

SAHOIME 04 22 XA D)

With the high cost of real estate comes the potential for high profits (==

Fsttta2 e == 8 = Ue VI E Msstlh)

A commission is an amount paid, usually as percentage of the selling price,
to a broker for services (10| &= FSo HOfItHC] 8 % 2 A=

The commission that can be charged by a real estate broker in the sale of a
1-to-4 unit property is negotiable between the principal and broker (1-to-4
=73 SO0 Lt HAO0l&8 = 200 A2t GIOI M ES| &2 ot 2 & =L

Commission is always paid by the seller (710 & = A BHOF AR}
Kl =¢etlth)



Figure 1-2 TOTAL COMMISSION

$30,000

X 50% X 50%

/N

YOUR OTHER
AGENCY AGENCY
$15,000 $15,000
X 70% x 30% X 60% X 40%
YOUR YOUR OTHER OTHER
SHARE BROKER AGENT BROKER
$10,500 $4,500 $9,000 $6,000

TOTAL COMMISSION: $10,500 + $4,500 + $9,000 + $6,000 = $30,000




I. Real Property & Personal Property

(ES&Hg S A



BUNDLE OF RIGHTS

RIGHT TO POSSESSION
RIGHT TO ENJOY
RIGHT TO CONTROL
RIGHT TO DISPOSITION



Ownership is about a Bundle of Rights
(a=d =22 H0])

Possession: the right to occupy, rent, or keep others out (J1==56t 1), ¢l &
=, LIEAMNEES2 ESHLAl ot ot= “a7"2| #l)

i

Enjoyment: the right to “peace and quiet” without interference from
others (Bat51) A E0tH A2 = U="S&"2 AHL)

Control: the right to physically change or keep the property the way you
like it (Hot= HAMCE ARFEs4=E UXAL Az = = A= "SH"2

o cl)

—t

ransfer all or part of your property to others as

PS4 Qe T o] A 2))

Disposition: the right to
you see fit (L 7R F S A=

0
ol

0



B. Real Property (£ = 4

e Real Property is the right or interest that a person has in the land or anything
attached to the land (F=4t0let 8t AFZ 01 & L= 0 o= 8= =0 A 22l L=

N
1.

Land: including littoral and riparian rights, mineral, oil and gas rights, and
airspace (€2 Fs4&H0ll Hatth WA E0l £ &= =0l gt littoral and riparian
e, Oluleg, Az, JtA, SS0fl CHst &2l £t s 60 L& ety

* Littoral right: the right of a landowner to the reasonable usage of a non-flowing
body of water (LU= == ALEE H (ex. lake))

* Riparian right: the right of a landowner to the reasonable use of moving, free
flowing water on and adjacent to his/her land (S 2= == AtE 2 # 2 (ex. river))

* When things like mineral, gas, and oil are excavated, they are considered
personal properties (U|HE, &%, JtA = & 0t 206 U=EER FSHL =2
FSEXE E= & 2lle séte=z Fsstih



B. Real Property (= = 44 (cont)

2. Anything permanently attached or affixed to the land such as building,
fences, walls are known as improvements (= 0ff &/5i Q= 24, H A &0t
22 =2 Es42 2 FHZotH improvementet & et

3. Anything incidental or appurtenant to the land. Examples include
shares of stock in water company, easement, etc. (= 0il &% 0[ L}

ELFOIUES OF PEAMOZ FBE W2ZE 2T 3 AFEAIY

easement s0| UL}

*easement: A| & (22 EL=E SEH SHOZ A=

0

SR EE-T))

AA —



B. Real Property (= = 44 (cont)

4. Things that are immovable by law such as vegetation are considered
real property (22 = 552 &= U H0U=E X=2 S8 2 FH =t

ez Us OFE = == UL



(. Personal Property (= 4h

e Personal Property is any property that is movable and cannot be

properly classified under the definition of real property (=40t 552 ==

1.

2.

= T AL LT A2 A

Emblements: growing crops cultivated annually such as fruits and
nuts (OHE B &0t MHHHE= e, Ats &2 ===

emblementscZl ol 1], sS4t 2 F 26

The ownership of personal property is transferred with a Bill of Sale
(sS4t 2= Al Bill of SaleO|ct= I(H=S A E ALE8HLE)



D. Fixtures (& = 2)

e Fixtures are items of personal property that are attached to, or

incorporated into, the land in such a manner as to become real property
(FixtureOlet S0l X2 E A sS4t otH, S0l &3 s&2 Fs8L=

S R==lB)

Fixtures = Real Property



4L

Tests of a Fixture (= = = o= g9

e When in dispute over a fixture, the courts use five tests (MARIA) to
determine if itis a fixture or not (2 === FZZ O 0F ot= Al Ot Al =2 0]
A[_S Al HE 0 A= MARIA testE AtEetLH)

e 5 Tests (MARIA):

Method of attachment (£ % & %)
Adaptability (S atA)

Intention (2 &)

Relationship of the parties (O a2t A[)
Agreement (AF& 22

s W=



E. Trade Fixtures (JHolAbS 0l Al 5| = & 2 2)

Trade Fixtures are personal property used in the normal course of
SHAF

o
business (JH2IAFS 0l AF2 &= Trade Fixtures= 2= =02 6tH2IE & A

o, =

stz FHe=)

Trade Fixtures = Always Personal Property



[1l. Methods of Land Description
g:)| |

EREI=EED



Common Address

e Does not give enough information to property describe or locate a
property (28O AMELE = & 4= E 02 EHEO0ILE F=4HY
X E HEtol DAL 0l £=06tLH



THE THREE LEGAL TYPES
OF LAND DESCRIPTION

1. METES AND BOUNDS (SURVEYOR’S
MAP)

2. SECTIONS AND TOWNSHIPS (U.S.
GOVERNMENT SURVEY)

3. LOTS, BLOCKS AND TRACKS
(RECORDED SUBDIVISION)



A. Metes and Bounds (Surveyor's Map)

The method of identifying property in relationship to its boundaries,

distances and angles from a given starting point (Metes and Bounds=
2dRAXES JEE &0t Nel, 2= s= Arsotd &2 BAE= 280t
20 C)

Complicated description that surveyors use (M= Jt=0| AtEol= =&
2 E)

i

7
ol

The oldest and least reliable method (JF & @S X CF Al2[ A0
=ig=sl

el By

| =

J
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122" Low Lot
ELEVATION

5334’40 W
145-92 FEET

589°%3°29" W
156-01 FEET




B. Sections and Townships (U.S. Government Survey)

e |dentifies land by using sections and townships arrived upon by dividing
the state into base lines and meridian lines. (Base line (= Al = 0| Al = &)

dt meridian line (=22 0|0 Al= &)= JI=2 2 Sectiondt Township2)

HE= 01=otd 2| #IXIE &3ol= & E)



U.S. Government Survey:
The Three Main
Base Line and Meridian
“Starting Points” in
California

The three starting points
in California
(42| ZLI0FINS DI EH)

1. Humboldt Base and Meridian Line
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2. Mt. Diablo Base and Meridian Line

3. San Bernardino Base and Meridian Line

rnardino Meridian
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Tiers, Ranges, and Townships

Tiers, Ranges, and Townships

17 Tier 4 North

Tier 3 North

6Miles

Tier 2 North

6Miles

Tier 1 North

MERIDIAN LINE

San Bernardino BASE LINE Tier 1 South

Range 1 West
Range 1 East
Range 2 East
Range 3 East
Range 4 East

2



Base Lines & Meridian Lines

Base lines: run east-west from a given starting point and are marked by
six mile increments with Tier lines, running parallel to the base line.
Space between each tier lines are called Tiers (Base line= = A = 0/ 0 A [
60t 2tHCZ 1A A HAHMSZ Tier linesct SELH U & A0 A& =
—ZF= TierOl 2t 0

Meridian lines: run north-south from a given starting point and are
marked by six mile increments with Range lines, running parallel to the
meridian line. Space between each range lines are called Range.
(Meridian line2 =22 0lHAI(H 60t 2t22 2 JHE HANM==S
Range linesct £ EL &1t & ALOI0| &&= 12t= Rangect) S ELY)



Sections & Townships

e Township: The grid of squares resulting from the intersection of tiers and
ranges. (Tierdt RangeJt W itotH &&= 2= townshipOl 2t efLt)
-1 township = 36 miles?

e Section: when a township is divided into equal 36 portions, each portion
is called a section (township= =2t 3612 2292 LG = [ MEE =
2+ 1 2t= sectionO| 2t 2 &tCY)

- 36 sections = 1 township

- 1 section = 1 mile?

- Number sequence for sections starts in the upper right-hand corner
of a township (== section= SHE 0] E0{ A =0, townshipel L =%
F AR E AIESHCH D M25HEHE =L



6 5 4 3 2 1
7 8 9 10 11 12
18 17 16 15 14 13
19 20 21 22 23 24
30 29 28 27 26 25
31 32 33 34 35 36

A township divided into 36 sections

=

NORTHWEST (NW 14 NE 1) | (NE 114 NE 14)
QUARTER
(NW 1)
160 ACRES
(SW 114 NE 114) | (SE 1/4 NE 1/4)
212|212
10 Acres | Acres
40 Acres | X e Ao
WEST HALF EAST HALF A
OF OF cres 10 | 10
SOUTHWEST | SOUTHWEST ACIGE, |nRE008
QUARTER QUARTER
(W12 SW %) | (E 1 SW %)
80 Acres 80 Acres 40 40
Acres Acres




(. Lats, Blocks, and Tracts (Recorded Subdivision)

Describes a property according to an engineer’'s map which is approved
by the Department of Real Estate and the local city or county (& 5 0| A
MI& et subdivision 8= AFE ol A 21 XIS 2 AretLh. Subdivision &0let 2 &

el E EHil, dE 28 S22 AMEstdl==2 AT S etlt)



Short Line Beach Subdivision No. 2

LOT 22 in BLOCK 21 of Short Line Beach Subdivision No. 2, as per map recorded in Book 4, Page 42
of Maps, in the office of the County Recorder of Los Angeles.




(. Lats, Blocks, and Tracts (Recorded Subdivision)

1.

Tract: the name assigned to an individual subdivision map (Subdivision
B2 TAIE, 2982 HSHMHULE ol &< subdivision = Xl & ot =
O E Tractct StC)

Blocks: individually numbered sections of a tract separated by roads
(Tract=2 Blocks= O|=H M QUL 2 Block=2 EHE 0| HHY D =2
JlEe=z AN MRULH

Lots: individually numbered sections of a block (Lotsc! Block= & ol =
=X 0lch d=otH = L)

Tract > Blocks > Lots



e 1 acres =43,560 ft’

e 1 mile=25,280 ft

e 640 acres =1 mile?

e 1 section =1 mile’* =640 acres

e 1 township = 36 sections = 36 mile?



