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A chronology for 
syndication

After reading this chapter, you will be able to:

• explain the activities of a syndicator needed to form a group 
investment structured as a limited liability company (LLC) for the 
acquisition and ownership of an income-producing property; and  

• appreciate the steps taken by a syndicator to locate property, solicit 
investors, form an LLC and acquire income producing real estate.

Chapter
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Consider a real estate broker or agent who gathers investors into a group for 
the purpose of buying, operating and ultimately selling income-producing 
property. Here, the broker is involved in a process known as syndication 
or syndicate brokerage.

A broker who arranges the acquisition of income-producing property, 
organizes the group of investors and will oversee property management is 
known as a syndicator or manager.  

Unlike sophisticated real estate investors who tend to operate alone, 
individuals who join together in syndication programs are generally 
uninformed and inexperienced about:  

• the legal aspects and accounting of co-ownership;

• the economic factors that influence the movement of real estate rents 
and values;

• the responsibilities of property management; and

• the compensation a syndicator or manager is entitled to receive.  
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group   
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together a group of 
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ownership formed 
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purchase of a propety, 
and perform property 
management during 
ownership and 
eventually resell the 
property. 
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The broker acting as a syndicator, sometimes called syndicate brokerage, 
undertakes agency duties to: 

• conduct a competent due diligence investigation into the property to 
be acquired; and 

• fully inform each individual prospective investor of all aspects of the 
property and the investment program that might influence a prudent 
investor’s decision whether or not to contribute funds for its acquisition.  

When a broker or agent decides to solicit investors and form a limited liability 
company (LLC) in a syndication effort to acquire ownership and operate an 
income-producing property, they need to consider all the steps set out in the 
following chronological list of activities:  

• Research available residential or nonresidential rental properties and 
select one to be investigated and confirmed as suitable to purchase. 
[See first tuesday Form 185 and 279; see Chapter 2] 

Editor’s note — Non-income-producing property acquired by an LLC 
will require modification of the documents in this material.

• Analyze the property selected, including its physical condition, the 
economic risks, environmental and natural hazards of the property’s 
location, personal security, title conditions and property operating 
data. [See first tuesday Form 304, 314, 321, 324 and 352; see the first 
tuesday Income Property Brokerage suite of forms; see Chapter 22]  

• Contract to purchase the property in the name of the syndicator under 
a(n):

 ° purchase agreement [See first tuesday Form 159];

 ° option to purchase [See first tuesday Form 161 and 161-1]; or

 ° escrow instructions with a vesting provision allowing the 
syndicator to assign their right to purchase the selected 
property to the LLC. [See first tuesday Form 401]  

• Open escrow in the name of the syndicator, not the LLC, as the buyer. 
Prior to closing and after the LLC has been formed, the syndicator will 
assign their right to buy the property to the LLC. [See first tuesday 
Form 161 and 401]  

• Complete a due diligence analysis and confirm the seller’s 
disclosures regarding the condition of the property’s improvements, 
operations, location and title. [See Chapter 2]  

• Apply for new financing or an assumption of the existing financing 
as called for in the purchase agreement. [See first tuesday Form 159] 

• Review plans for the formation and management of an LLC entity 
with competent legal and accounting advisors. [See Chapter 6 and 19]

• Prepare the investment circular (IC), subscription agreement, LLC-1 
(Articles of Organization) and LLC operating agreement, along with 
their exhibits and addenda, naming the syndicator as manager of the 
LLC. [See first tuesday Form 371 and 372; see Chapter 19]  

syndicator 
An individual 
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a limited liability 
company which will 
acquire real estate for 
investment purposes.
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• Deliver copies of the IC to prospective investors to solicit them to 
become members and fund the LLC so escrow can close and the 
property be acquired. 

• Obtain the signature of each investor on a separate subscription 
agreement and the signature page of the LLC operating agreement, and 
receipt of their funds by the syndicator or escrow. [See first tuesday 
Form 373]  

• Enter into a property management agreement to employ a syndicator 
to manage the day-to-day operations of the property. This agreement 
needs to be signed by each investor who became a member of the LLC. 
[See first tuesday Form 590]  

• Arrange mortgage financing and sign loan documents for an 
assumption of an existing loan(s) or the origination of a purchase-assist 
loan, either in the name of the syndicator or on behalf of the LLC, as 
demanded by the lender.  

• File the LLC-1 Articles of Organization, prepared and signed by the 
syndicator, with the California Secretary of State.  

• Assign the syndicator’s right to purchase the property to the LLC in an 
amendment to the escrow instructions, and vest title to the property in 
the name of the LLC on closing. [See first tuesday Form 370 or 401-2]  

• Fund the purchase price and closing costs from cash contributions 
received from the members of the LLC and mortgage financing.  

• Close escrow and take possession of the property.  

• Send copies of all closing documents to each member of the LLC.  

• File an LLC-12 with the Secretary of State within 90 days after filing the 
LLC-1 and biennially thereafter, and identify the manager as the agent 
for service.  

• Operate the property on behalf of the LLC during the LLC’s ownership 
of the property and distribute earnings to the members.  

Lastly, the syndicator will resell the property when its ownership no longer 
meets the objectives of the investment group, or when the initial goal was to 
sell or exchange the property after a period of time. 

The manager will negotiate the sale and the net proceeds to be distributed to 
the members on closing.

All these activities will be discussed in greater detail in later chapters of this 
material. 
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The process of syndication occurs when a real estate broker or agent 
gathers a group of investors together to form a limited liability company 
(LLC) for the purpose of buying, operating and ultimately selling income-
producing property. A broker who arranges the acquisition of income-
producing property and organizes the group of investors is known as a 
syndicator or manager.  

A broker acting as a syndicator undertakes the agency duty of 
investigating and fully informing each individual prospective investor 
of all aspects of the property and the investment program that might 
influence a prudent investor’s decision to contribute funds. 

When forming an LLC for the acquisition and ownership of an income-
producing property, the syndicator performs numerous activities, 
including but not limited to:  

• researching available properties and selecting one to be 
investigated as suitable for purchase;

• analyzing the property selected, including its physical condition, 
the economic risks, environmental and natural hazards of the 
property’s location, personal security, title conditions and property 
operating data;  

• contracting to purchase the property in the name of the syndicator;

• opening escrow in the name of the syndicator as the buyer then 
assigning their right to buy the property to the LLC; and

• reviewing plans for the formation and management of an LLC 
with competent legal and accounting advisors, and completing 
the required documents for formation.

syndication ........................................................................................pg. 1
syndicator ...........................................................................................pg. 2

Chapter 1
Key Terms

Chapter 1
Summary

SAMPLE



Chapter 1: Equity purchase investments           1

Equity purchase
investments

After reading this chapter, you will be able to: 

• document an equity purchase (EP) transaction between an 
owner-occupant seller of a one-to-four unit residential property 
in foreclosure and an EP investor who acquires the property for 
dealer, investment or security purposes;

• apply the specific rules controlling an EP investor acquisition;
• advise on a seller-in-foreclosure’s five-business-day right to cancel 

an EP transaction; and
• explain to EP investors a seller-in-foreclosure’s two-year right to 

rescind a closed purchase transaction.

An equity purchase (EP) transaction takes place when the seller-
occupant of a one-to-four unit residential property in foreclosure enters 
into an agreement and conveys title to the property, for any purpose, to any 
person who acquires title for:

• dealer purposes; or

• investment or security purposes. 

The non-occupying person acquiring title to the residence of a seller-in-
foreclosure is called an EP investor. Specific rules for rights and remedies 
apply to all EP transactions. 

The equity 
purchase investor 
scheme

equity purchase 
transaction
A property transaction 
in which a one-to-
four unit residential 
property in foreclosure, 
occupied by the owner 
as their principal 
residence, is acquired 
for dealer, investment 
or security purposes 
by an investor. [See ft 
Form 156]
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Conversely, an EP transaction does not occur and the EP rules do not apply if:

• the buyer who acquires title to the property occupies it as their personal 
residence, such as the classic buyer-occupant of a home; or

• a lender originates a trust deed loan for the acquisition of the property. 

The EP codes distinguish principal residence from personal use of a residence.

The seller of a principal residence comes under the protection of EP codes. 
Exempt buyers avoid application of the EP code. To be exempt from EP rules, 
the buyer only needs to meet the test of using the property as their personal 
residence.

Thus, a buyer’s acquisition of a second home or vacation home for personal 
use is legislatively exempt from the EP laws, as is their use of the property 
acquired as their principal residence. All other uses are considered investment 
purposes.

Equity purchase rules and remedies apply to all buyers who are classified 
by conduct as EP investors, regardless of the number of EP transactions the 
buyer completes as an investor. A buyer, to be designated as an EP investor, 
is not limited to being in the business of buying homes in foreclosure for EP 
law to apply.1

Both the EP investor and their agent need to comply with EP law or be subject 
to penalties.  

Initially, EP law controls the content of forms used to document an EP sale. 
The EP agreement signed by an EP investor will:

• be printed in bold type, ranging from 10-point to 14-point font size; 

• contain EP right-to-cancel notices to the buyer; and 

• be in the same language used during negotiations with the seller-in-
foreclosure.2 [See first tuesday Form 156]   

Failure to use the correct forms subjects the EP investor and the transaction 
agents to liability for all losses incurred by the seller-in-foreclosure, plus 
further penalties.3 [See Chapter 2]

Editor’s note — first tuesday’s Equity Purchase Agreement, Form 156, 
complies with all statutory requirements imposed on an EP investor and 
sets forth the requisite notice to the seller-in-foreclosure of their right to 
cancel. [See first tuesday Form 156]  

After entering into an agreement to sell their principal residence while 
in foreclosure, the seller-in-foreclosure has a five-business-day right 
to cancel the agreement. This period commences on acceptance of an EP 

1 Segura v. McBride (1992) 5 CA4th 102

2 Calif. Civil Code §§1695.2, 1695.3, 1695.5

3 Segura, supra
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the right to cancel. [See 
ft Form 156, page 6] 
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agreement containing the notice of the seller’s cancellation rights. During 
this time period, the seller is permitted to cancel the sale, with or without 
cause.  

The statutory right to cancel within five-business-days after the seller accepts 
is set out in boilerplate language contained in equity purchase agreements. 
If the seller cancels before the period expires, the sale under the purchase 
agreement may not close. English language EP agreements include proper 
font throughout and notice to the seller of their five-business-day right to 
cancel, as they are designed to comply with all aspects of EP law.   

The seller’s cancellation period expires at:  

• midnight (12:00 a.m.) of the fifth business day following the day 
the seller accepts an EP agreement submitted by an investor which 
contains the right to cancel notice; or  

• 8:00 a.m. of the day scheduled for the trustee’s sale, if it is to occur first.4

The seller-in-foreclosure’s five-business-day period during which they have 
the right to cancel the transaction does not begin to run until proper notice of 
the cancellation period is given to the seller.5

Occasionally, a purchase agreement is used which fails to contain the 
requisite notice of right to cancel.  Here, the seller may cancel the sales 
agreement and escrow at any time prior to service of proper notice and the 
passing of the five-business-days for cancellation. 

Further, the seller is permitted to rescind the sale even after conveying 
title when the notice of right to cancel was not delivered more than five 
business days before the conveyance.  The seller’s right to rescind the closed 
sales transaction and recover ownership of the property remains until the 
running of five business days after notice is actually received by the seller.  

A business day is any day except Sunday and the following business 
holidays:

• New Year’s Day;

• Washington’s Birthday;

• Memorial Day;

• Independence Day;

• Labor Day;

• Columbus Day;

• Veterans’ Day;

• Thanksgiving Day; and

• Christmas Day.

4 CC §1695.4(a)

5 CC §1695.4(b)

Business days 
under EP lawSAMPLE



SAMPLE QUIZ AND EXAM MATERIAL

Each online quiz appears on its own interactive page. Answer the 
question by marking the correct answer selection. Quizzes are not 
timed and may be taken as many times as you like. A digital copy 
of the reading material is available on this page for your reference.

The quiz and exam questions are similar as they are based on the 
same critical concepts. Feedback on your quiz performance and 
quiz answers are provided after you complete each quiz.

Quiz feedback is available immediately after submitting a quiz 
online. Feedback:

• indicates whether each question was answered correctly or 
incorrectly;

• bolds the correct answer choice; and
• provides the page number in the book where the concept of 

the question is discussed.

You may print or e-mail a copy of the feedback, or access it later 
within your Student Homepage.

Each online exam appears on its own interactive page 
displaying all questions. A timer on the bottom of the page 
displays the time remaining to answer all questions. The 
passing score is 70%.

Click “Finish” to submit your exam for grading.

You will receive your exam results immediately after clicking 
“Finish.”

Exam feedback displays the questions you missed. Excerpts from 
the book are provided to explain relevant concepts and clarify the 
correct answer.

If you fail an exam, you may take the backup exam at any time. 
The backup exam covers the same course material as the original 
exam, but the questions are not the same.

Online quiz questions:

Online quiz feedback:

Online exam questions:

Online exam feedback:
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