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            Name_________________________

The FIRST question is required (25) points
1.  Your client has asked you to analyze an investment opportunity that splits CFs and appreciation returns.  The initial equity will come from two investor groups, 50% each.  One group will receive all the CFs; the other will receive all the appreciation.  The project will terminate in seven years.  Using the IRR partitioning concept, compute the following: 

(Show your Work)
Equity (Year 0)

20,000
Sum of CFs (Yr. 1-7)

15,000
Appreciation thru Yr. 7
55,000
Compute the 7-year IRRs (terminal value MIRRs):

a) Total IRR

______________

b) CF IRR

______________

c) Appreciation IRR
______________



d) Which investment tranche would you recommend to your client and why?

Answer THREE (3) of the following six questions (25 pts) each
2.  Your clients purchased a $400,000 property 15 years ago with a 75%, 30-year FRM at 10%.  They allocated 10% to land and used a 30-year straight-line depreciation.  Assuming that     (1) they can sell the property for $800,000, (2) their current debt is $200,000, (3) BTCFs and closing costs are zero, and (4) their marginal tax rate is 34%, calculate the following: 



a) Total capital gains 



_________________________________



b) Capital gains tax due upon sale

_________________________________



c) After-tax equity



_________________________________



d) ATIRR on initial equity


_________________________________
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3.  One of your bank customers is considering the purchase of a $1.0 million dollar property with a new 75% FRM with a 20 year maturity.  Your bank estimates the RROR to be 10% on this property and would require a 1.3 DCR.  Projected GPI and NOI are $155,000 and $85,000, respectively.  The current interest rate required on a loan of this risk is 8% (k ( 10%).  Calculate the following risk measures:


a) LTVR (L/V)










b) DCR (NOI/DS)










c) Max. Loan Amount ([NOI/k]/DDCR)






d) Identify briefly four ways the investor/borrower could adjust the loan request to make 


    the loan possible (i.e., adjust the basic financial feasibility model).




1)




2)




3)



4)

3.  What are the investment decision rules for each of the following:


a) Nickerson



b) traditional investment value



c) traditional rate of return



d) IRR



e) MIRR

5.  Identify briefly five (5) criticisms of the traditional investment decision rules.

6.  Identify briefly five (5) objectives or purposes of real estate refinancing.
7.  Identify briefly five (5) advantages of purchase money mortgages and identify whether each is an advantage to the seller or buyer.
