
FINANCE 4500 -- QUIZ 1.1

09/03/04                         NAME____________________________

A. ARCHITECT



M.  FILTERING



Y.   PRISONER’S DILEMMA



B. AXIAL THEORY



N.  FUNGIBLES



Z.    PSYCHIC INCOME

C. BUILDING CODES


O.  GENTRIFICATION


AA. REGENERATION 

D. CBD




P.  HETEROGENEITY


BB. RENT THEORY




E. CERCLA



Q. HIGHEST AND BEST USE


CC. ROUSE, JAMES

F. CONCENTRIC CIRCLE THEORY

R.  HOLLOW SHELL EFFECT


DD. SARA

G. CREATIVITY



S.  INPUT/OUTPUT ANALYSIS

EE.  SECTOR THEORY

H. DEVELOPER



T.  INFRASTRUCTURE


FF.  SITE-VALUATION TAXATION

I.  DOWNZONE



U.  LAND USE SUCCESSION 


GG. SITUS THEORY

J.  EFFECTIVE DEMAND


V.  MULTIPLE NUCLEI THEORY

HH. VALUE-IN-USE TAXATION

K. EMINENT DOMAIN


W.  NONMONETARY INCENTIVES

II.     VON THUNEN

L.  EXTERNALITIES



X.  NUISANCE CONCEPT


JJ.    ZONING
Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (2 pts. each)

____    1. The theory that the poorest people live on the most expensive land and cannot afford to move.    

____    2. Real estate developer who used his company to create attractive urban environments to draw people downtown.

____    3. Main shopping or business area of a city where real estate values are the highest.

____    4.  The premise that real estate, though physically fixed, is economically flexible and responds to changes in the

  neighborhood life cycle.

____    5. A method of analyzing the economy of a region that involves tabulating data covering major industries in the

     
 region to show how an additional dollar spent in any one industry will affect sales in the others.

____   6.  A theory that urban areas grow by developing outward around the major transportation arteries from the central 

              
 business district.

____   7. The process in which rising prices and condominium conversions squeeze out low-income tenants in central cities in favor of high-income tenants.

____   8.  Theory that residential concentrations in an urban area develop according to cultural and economic factors.

____   9.  Services and facilities provided by a municipality, including roads, sewer systems, and fire and police protection.

____  10.  One who prepares raw land for improvement  by installing roads and utilities.  

____  11. One of the first regional economists; first expressd the principle of highest and best use. 

____  12.  Process in which the wealthy build new homes, selling their old homes to a slightly less affluent group that, in turn, sells its old homes to a yet less affluent group. 

____  13.  The power of a public authority to condemn and take property for public use on payment of “just compensation.”

____  14.  Changing the zoning classification of property from a higher use to a lower use.

____  15.  Amendment to CERCLA passed in 1986.  Provides guidance for what constitutes hazardous waste.  
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There is only one answer to each of the following questions.  Please circle the letter of the correct answer.  (2 pts. each)

16.  If the First National Bank (FNB) makes a loan for $100,000 at 9%, and subsequently sells off 90% of that loan in 

       the secondary market for 7%, how much will the FNB earn in year one on its remaining investment?

      
A.  7% 


D.  18% 



      
B.  9% 


E.  27%

      

C.  16% 


F.  Cannot be determined without additional information.

17.  Which of the following is true regarding the Woodrail Center on the Southwest corner of Forum and Nifong? 


A.  Woodrail Center is an example of the concentric circle theory of urban growth

B.  The fountain in the center of the courtyard is fed by a natural spring.

C.  The first tenant was State Farm Insurance Company.

D.  Prior to development, the owners commissioned three market studies to ascertain S&D, etc.

E.  One of Woodrail Center’s more successful features is the condominium syndication financing concept the owners/developers implemented.  



F.  Both A & C



G.  Both D & E

18.  The authors state which of the following: 



A.  90% of hazardous waste is disposed of improperly



B.  The Love Canal was sold to a school board for $1.00



C.  Subsequent use of the Love Canal caused birth defects in nearby residents



D.  All of the above



E.  A & B



F.  B & C

19.  As noted in the lecture on Finance 4500 prerequisites, the house which sold for $105,000 that had originally cost $175,000         

       was sold for a $70,000 loss because:  


A.  Inadequate market analysis was done prior to the sale  


B.  Inadequate marketing efforts were exerted during the sale process






C.  The house had only a one car garage and only one bedroom


D.  The external economic environment (neighborhood) had deteriorated significantly



E.   The seller used the wrong real estate broker



F.   All of the above



G.  None of the above



H.  A & B

20.  As discussed in the lecture on valuation, a wheelchair represents which type of value? 



A.  Aesthetic


D. Historical Cost



B.  Market


E.  Use 



C.  Investment


F.   Condemnation
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9/24/04   Quiz #____      NAME____________________________

	A.  ABSTRACT OF TITLE
	Q.    ESTATE FOR YEARS
	GG.  POSSESSION

	B.  ACCRETION
	R.    FEE SIMPLE
	HH.  PRESCRIPTIVE EASEMENT

	C.  ADVERSE POSSESSION
	S.    GENERAL WARRANTY DEED 
	II.     REAL RETURN

	D.  BUSINESS RISK
	T.    GIM (GRM)
	JJ.     REIT

	E.  CONSTRUCTIVE NOTICE
	U.    HURDLE RATE
	KK.  RESTRICTIVE COVENANTS 

	F.  CONTROL
	V.    INFLATION PREMIUM
	LL.    RIPARIAN RIGHTS 

	G.   DEED
	W.   INTERNAL RATE OF RETURN
	MM.  RISK OF RUIN

	H.  DEFENSE OF TITLE
	X.    INTESTATE
	NN.   RISK PREMIUM

	I.   DISPOSITION
	Y.    JOINT TENANCY
	OO.   S CORPORATION

	J.   EASEMENT
	Z.    LAW OF NUISANCE
	PP.    SECURITY INTEREST 

	K.   EASEMENT BY APPURTENANT
	AA. LITTORAL RIGHTS 
	QQ.  SPECIAL WARRANTY DEED 

	L.   EASEMENT BY PRESCRIPTION
	BB. MECHANIC’S LIEN
	RR.  TENANCY IN COMMON 

	M.  EASEMENT IN GROSS
	CC. NET INCOME MULTIPLIER
	SS.   TENANCY BY ENTIRETY 

	N.   ENJOYMENT
	DD. NON-PECUNIARY RETURN
	TT.   TITLE 

	O.   ESCHEAT
	EE. NONPOSSESSORY INTEREST
	UU.  TITLE INSURANCE

	P.   ESTATE AT SUFFERANCE
	FF.  POLICE POWER
	VV.  TRUST


Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (1 pt. each)

____ 1.  Nonpossessory interest in land owned by another that gives the interest holder the right to use it for a specific purpose.

____ 2.   Occurs when deeds are recorded at the courthouse.
____ 3.  Rights of a tenant in real property after the lease expires and the tenant stays without landlord permission.

____ 4.  The legal interest in real estate represented by a mortgage.

____ 5.  A form of concurrent ownership under which each tenant may sell or devise his or her interest.

____ 6.  Corporation that qualifies under Internal Revenue Code to pass profits/losses directly to shareholders.

____ 7.  The minimum rate of return acceptable to an investor.

____ 8.  The rights of an owner of property  abutting water to access and use the water as long as the use does not interfere with the quality or quantity available to other riparian owners. 

____ 9.  A summary of the history of the title to a piece of real estate.

____ 10.  The ratio of value to net operating income.
____ 11.  A claim that attaches to real estate to protect the right to compensation of one who performs labor or provides materials in  

                connection with construction.

____ 12.  The highest form of deed a grantor can give a grantee in that the grantor is liable for any title defects that were created


  during his or her period of ownership and during the periods of all earlier ownerships.

____ 13.  A method of acquiring title to a property by occupying it under a claim of ownership for a specified period of time. 

____ 14.  Insures the validity of the title; can be issued to the owner or lender.

____ 15.  The grantor is liable only if the problem arose through the actions of the grantor or during his period of ownership.
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9/24/04
USE THE FOLLOWING INFORMATION TO COMPUTE THE RATIOS FOR QUESTIONS 16 - 22.  (3 PTS EACH)

SHOW YOUR WORK ON THIS SHEET.  IDENTIFY THE NUMERATORS, DENOMINATORS AND RATIOS.  

PLACE YOUR ANSWERS IN THE BLANKS PROVIDED.  

	VALUE
	$500,000

	MORTGAGE
	$400,000

	DEBT SERVICE (k)
	8.0%

	GPI
	$100,000

	OPERATING EXPENSE
	$35,000

	APPRECIATION (g)
	5.0%

	VACANCY
	10.0%

	LAND VALUE
	10.0%

	GPA
	3.25

	P/E
	20


16.
LTVR = L/V = ____________ / ____________   = __________

17.
DCR  = NOI/DS = ____________ / ____________   =  __________

18.
OER = OE/EGI  = ____________ / ____________   =  __________

19.
BER= (OE + DS)/GPI  = (____________ + ____________) / ____________   =  __________

20.
ROR= NOI/V = ____________ / ____________   =  __________

21.
ROE= CF/Eq = ____________ / ____________   =  __________

22.
ROE + g = (CF + g)/Eq = (____________ + ____________) / ____________   = __________

Provide answers to the following questions.   

23.  T    F      Constructive notice is issued by a city or county to assure the public that a new property complies with building codes.  (1 pt)
24.  What type of risk does DCR measure? (1 pt)       _________________    

25. Why does a higher or lower DCR indicate more or less risk? (2 pts) 
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10/8/04                          NAME______________________________
	A.  
	Accrued depreciation
	O.  
	Form report
	CC. 
	Physical depreciation
	
	CC. POSSESSION

	B.  
	Appraisal
	P.   
	Functional depreciation
	DD. 
	Potential Gross Income
	
	DD. QUITCLAIM DEED

	C.  
	Assessment
	Q.  
	Gross income multiplier
	EE.  
	Property characteristics
	
	EE.  REAL RETURN

	D.  
	Band of investment approach
	R.  
	Gross rental receipts
	FF.   
	Recapture premium
	
	FF.   RESTRICTIVE COVENANTS

	E.  
	Capitalization rate
	S.   
	Highest and best use
	GG.  
	Replacement cost
	
	GG.  RIPARIAN RIGHTS

	F.  
	Comparable Properties
	T.   
	Income approach
	HH.  
	Replacement reserves
	
	HH.  RISK PREMIUM

	G. 
	Contribution
	U.   
	Incurable depreciation
	II.     
	Reproduction cost
	
	II.     SECURITY INTEREST

	H. 
	Cost approach
	V.   
	Inflation premium
	JJ.    
	Sales comparison approach
	
	JJ.    SPECIAL WARRANTY DEED

	I.  
	Curable depreciation
	W.  
	Lease concessions
	KK. 
	Scarcity
	
	KK.  SUBSURFACE RIGHTS

	J.  
	Deferred maintenance
	X.   
	Lease expiration schedule
	LL.  
	Sinking fund concept
	
	LL.   TENANCY IN COMMON

	K. 
	Effective demand
	Y.   
	Letter report
	MM.
	Stabilized NOI
	
	MM. TITLE

	L. 
	Ellwood Technique
	Z.   
	Market Value
	NN. 
	Transferability
	
	NN.  TITLE INSURANCE

	M.
	External depreciation
	AA. 
	Narrative report
	OO. 
	Utility 
	
	OO.  TITLE CLOSING

	N. 
	EXTERNALITIES
	BB. 
	Operating expenses
	PP.   
	Vacancy
	
	PP.   TRUST


Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (1 pt. each)

_____ 1.  The cost of creating a building or improvement in exact replica of an existing structure, while using same or closely similar materials.

_____ 2.  The additional or incremental return that must be given to an investor to induce him or her to defer consumption 


during a period of inflation.

_____ 3.  One of the elements of value; ability of a good or service to satisfy a need.

_____ 4.  When applied to the gross rental receipts (GRR), gives an indication of value of an income producing property.

_____   5.  Property valuation for the purpose of establishing a basis for property taxes.

_____ 6.  Benefits given to a tenant to induce him or her to enter into a lease.

_____   7.  Rate used to discount future income to estimate value.

_____ 8.  Property value is estimated by subtracting accrued depreciation from reproduction cost new and then adding the value of the land.

____   9.  An opinion of appraised value communicated on the appraiser’s letterhead without extensive data documentation.

____ 10.  One of the factors required for an object to have value; each parcel of land is unique and some are more desirable.

_____ 11.  Method of finding an appropriate cap rate by developing a weighted average of the rates to be paid on debt and equity.

_____ 12.  Loss of value suffered by improvements on land resulting from wear and tear, disintegration, and the action of the elements.

____ 13.  Maintenance and repairs that are needed but have not been made.

_____ 14.  Valuation principle that states that the value of an item depends on how much it adds to the value of the whole.

____ 15.  A substantiated estimate or opinion of value.

_____ 16.  Money periodically set aside for the purpose of debt repayment together with the interest earned by such money.

____ 17.  Loss of value to improved real estate owing to the fact that the improvements do not provide the same degree of use, or do

  so less efficiently, than a new structure.

_____ 18.  One of the three approaches to estimating appraised value; also called the market approach.

____ 19.  For any investment that will not produce income in perpetuity, the capital must be recouped over the life of the investment.

____ 20.  Factors external to a parcel of property that affect its value.
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10/8/04     
USE THE FOLLOWING INFORMATION TO ANSWER QUESTIONS 13-16.  (2 pts. each)
	NUMBER OF UNITS
	400
	
	OPERATING EXPENSES
	$600,000

	VACANCY
	10.0%
	
	DEBT SERVICE
	$800,000

	RENT PER UNIT
	$5,000
	
	ANNUAL DEPRECIATION
	$167,000


13.
What is the effective gross income?

A.  
1,600,000 

C.
2,225,000

B.
1,800,000

D.
2,500,000

14.
What is the net operating income?

A.
400,000 


C.
1,200,000

B.
550,000 


D.
1,450,000

15.  What is the before-taxes cash flow?

A.
400,000 


C.
650,000

B.
550,000 


D.
1,200,000

16. If the cap rate is 9.0%, what is the market value indicator using the income approach? _________________

Use the following information to answer questions 17-19.

17.
Calculate the capitalization rate for each sale property in the space provided.  (1 pt. each)
      Price



NOI


Capitalization rate (ROR)


Sale 1

    $595,000


$35,700


Sale 2

    $220,000


$19,800


Sale 3

    $430,00


$40,850


Sale 4

    $500,000


$50,000


Sale 5

 $1,140,000


$159,600

18.  Estimate the overall market capitalization rate based on the above comparables. (2 pts.)
19.  A subject property has a NOI of $45,000; calculate the indicated value of the subject property using the market ROR.  (3 pts.)
20. What is the approximate depreciation of a 24,000 sf warehouse that sold for $1,000,000?  Use as your comparable a smaller, new 12,000 sf warehouse that sold for $800,000.  Land value for each property is $100,000.  MPH = 55.  Circle the correct answer (2 pts.)
A. $300,000


C. $440,000

B. $360,000


D. $500,000
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10/29/04 
Quiz #____    

NAME___________________________

	A.  
	Absorption schedule
	O.  
	Floating Commission
	CC. 
	Pass-through

	B.  
	Agent
	P.   
	gENERAL CONTRACTOR
	DD. 
	Passive Investor

	C.  
	ANCHOR TENANT
	Q.  
	Implied agency
	EE.  
	Portfolio returns

	D.  
	Asset management
	R.  
	Institutional investor
	FF.   
	Portfolio MANAGEMENT

	E.  
	BOMA
	S.   
	IREM
	GG.  
	Principal

	F.  
	Broker
	T.   
	Listing agreement
	HH.  
	Property management

	G. 
	CERTIFICATE OF OCCUPANCY
	U.   
	Maintenance schedule
	II.     
	Proration

	H. 
	Contract rent
	V.   
	Management contract
	JJ.    
	REALTOR

	I.  
	Conversion
	W.
	Management plan
	KK. 
	Rehabilitation

	J.  
	Diversification
	X.   
	Market study
	LL.  
	Rent schedule

	K. 
	Escalation clause
	Y.   
	Marketing study
	MM.
	Rentable area

	L. 
	Exclusive agency
	Z.   
	Multiple listing service
	NN. 
	Resident manager

	M.
	Feasibility study
	AA. 
	Nonraid clause
	OO. 
	SALES/leasing schedule

	N.
	Fiduciary 
	BB.
	Open listing
	PP.   
	SUB-CONTRACTOR


Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (1 pt. each)

____   1. Issued by a zoning board or building department to indicate that a structure complies with the building code.

____   2. An affiliate of NAR, whose purpose is to promote professionalism in the field of property management.  

____  3. The measurement of leased space that excludes any space, such as elevator shafts, not actually available to the tenants.  

____   4. A person or firm that supervises a construction project under a contract with the owner.
____   5. The estimated schedule or rate at which properties for sale or lease can be marketed in a given locality.

____   6. Designates the broker as the only agent to sell or lease a subject property.  

____   7. The contractual relationship between the seller of the property (principal) and the real estate broker (agent).

____   8. The rents specified in a lease agreement.  

____   9. One who retains an agent to act for him or her.

____ 10. A detailed listing of all maintenance procedures and the times when they are to be performed.


 11. A combination of a market study and economic study that provides the investor with knowledge of the environment in

               which the project exists and the expected returns from investing in the project.


 12. Lease provision that permits the landlord to pass through increases in real estate taxes and operating expenses.  

 13. Principal tenant in a commercial property.


 14. Change in the use of real property by altering the improvements.  


  15. A trade association of owners and managers of apartment and office buildings.

  16. A more comprehensive form of property management incorporating institutional  and corporate planning perspectives.


  17. A division of expenses so that the seller and buyer each pays the portion covering his or her period of ownership.


  18. Individual/company that performs a job for a construction project pursuant to an agreement with the general contractor.

  19. Analyzes general demand for a single type of real estate product for a particular project.  


  20. Offering a property for sale through a real estate broker with the understanding that the broker has no exclusive right of sale.
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10/29/04
21.  Based upon the presentation by Janet Bourne, which of the following are true?  Circle the letter of the true statements.  (4 pts)

A. She works for Gundaker Realty in Chesterfield. 

F. She made only $9,000 her first year with her present company.

B. She is completing 14 years as a broker.


G. She credits a substantial portion of her business to membership
     C.She started her brokerage career with Centuary 21.  
in a business networking luncheon group.

D. She prefers to represent buyers rather than sellers.

H. She believes new MU graduates could buy a house in St. Louis  with 

E.  She advertises primarily through the newspaper. 

virtually no down payment.  

22.  A $220,000 house is sold by Mary J., but John D. listed the house.  Both are agents for ABC Realty which normally charges a  

       traditionally split 6% commission.  Answer the following questions concerning commission splits.  (4 pts.) 


A.  How much would Mary J. make? 





______________________


B.  How much would ABC Realty make? 





______________________


C.  If ABC were a REMAX affiliate, how much commission would Mary J. make?
 ____________________


D.  If ABC were a REMAX affiliate, how much would ABC Realty make? 

______________________

23.  Which of the following risk-control techniques benefit the real estate developer?  Circle the letter of the correct statements.  (4 pts.)


A.  Floating rate loans







F.  Early equity contributions


B.  No personal liability







G.  Higher DCR


C.  Strict draw procedure







H.  Adjustable rate mortgages


D.  Lower LTVR  







I.  Fixed-rate construction loans


E.  Large contingency provisions






J.  Relaxed draw provisions

24.   Based on the commercial brokerage lectures, circle the letter of the following statements which are true?  (4 pts.)


A. Passive investors prefer long-term leases.


F. Aggressive investors have surplus investment funds.
B. Prudent investors have high motivations.


G.Prudent investors expect customary problems and losses. 


C. Passive investors want low risk tenants.  


H. Prudent investors want low-risk/high-quality properties.


D. Aggressive investors expect normal losses. 

I. Aggressive investors are higher risk/managerial investors


E. Aggressive investors accept normal business risk.

25.  The NAR Code of Ethics requires that a member: (circle the correct letters).  (4 pts.)

A. Charge only a fair price.




F.  Avoid criticizing other brokers and agents

B. Attain at least one professional designation


G.  Split commissions between buyers and sellers

C. Cooperate with other brokers and agents



H.  Maintain confidentiality of seller and buyer preferences

D. Avoid misrepresentation




I.  Donate a minimum amount of time for pro bono work

E. Avoid discriminatory behavior




J.  Reduce typical commission fees when buyers and sellers

   

 simply cannot agree on an acceptable sales price otherwise
Extra Credit

Which of the following are true of IREM?  (2 pts.)


A.  Confers or grants the CFA



 F.  Affiliated with the NRA



B.  Confers or grants the BOMA



G.  Affiliated with the NAR



C.  Confers or grants the ARM



H.  Stands for International Real Estate Management



D.  Confers or grants the CCIM



      Association



E.  Confers or grants the CPM
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11/12/04                       NAME____________________________

	A.  
	Amortization
	P.  
	Gap Financing
	EE.  
	Permanent loan commitment

	B.  
	Balloon loan
	Q.   
	GNMA
	FF.   
	PITI

	C.  
	Blanket mortgage
	R.  
	Joint Venture
	GG.  
	Positive leverage

	D.
	COMMERCIAL MBS
	S.   
	Lien
	HH.  
	Prepayment Penalty

	E.  
	Debt service
	T.   
	LIQUIDITY
	II.     
	Primary financial market

	F.  
	Default clause
	U.   
	Mortgage Banker
	JJ.    
	PURCHASE MONEY MORTGAGE

	G.  
	Discount points
	V.   
	Mortgage Broker
	KK. 
	RAM

	H. 
	Disintermediation
	W.  
	Mortgage constant (K)
	LL.  
	Redlining

	I. 
	Due on sale clause
	X.   
	Mortgage Insurance
	MM.
	REIT

	J.  
	FFLMC
	Y.   
	Mortg.-backed security (mbs)
	NN. 
	rESOLUTION tRUST COMPANY (RTC)

	K.  
	FHA
	Z.   
	Negative Amortization
	OO. 
	SAM

	L. 
	FHLBB
	AA. 
	Negative leverage
	PP.
	Secondary mortgage MARKET

	M. 
	FHLBS
	BB. 
	Nonrecourse Loan
	QQ.
	sECURITY INTEREST

	N.
	FHLMC
	CC. 
	OPEN-END MORTGAGE
	RR.
	Servicing Activities

	O. 
	FNMA
	DD.
	Pass-through  (mortgage)
	ss.
	Wraparound mortgage


Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (1 pt. each)

____   1.  Loan in which the lender accepts a lower interest rate mortgage in return for a percentage of the property’s appreciation.

____   2.  A fee (stated as a percentage of remaining mortgage balance) charged to a borrower for the right to pay off a loan early.

____   3.  An ownership entity that provides limited liability, no tax on the entity, liquidity and ownership is evidence by shares..

____   4.  Mortgage loan made against a home that is paid for in order to provide an annuity to the borrower.

____   5.  Term used to describe the market in which existing mortgages are bought and sold.
____   6.  An association between a real estate developer and a pension fund to carry on a single business enterprise for a profit.

____   7.  Use of debt financing that reduces the percentage return to equity because the rate or interest on debt exceeds the ROE.

____   8.  The total payment on an amortizing, interest bearing loan, when taxes and insurance are escrowed.

____   9.  Secondary financing in which the face amount of the second loan is equal to the balance of the first plus new financing.

____   10.  Term used to describe the process whereby new capital is created by sale of newly issued stocks, bonds, or other investments.
____   11.  A loan provision that requires the lender to look only to the security to satisfy the debt and not to the borrower.
____   12.  A corporation that provides liquidity by creating a secondary mortgage market for conventional loans.
____   13.  Financing provided by a second lender when the first lender advances only the floor portion of a floor-to-ceiling loan.

____   14.  A federal government organization created to liquidate properties that came into federal hands as part of the S&L collapse.

____   15.  The collection and distribution of PITI on mortgage loans.

____   16.  The right to hold property as security until the debt that secures it is paid.

____   17.  An individual or firm, who, for a fee, arranges financing with a permanent lender for a borrower.

____   18.  A mortgage that is only partially amortized and so requires a lump sum payment at maturity.

____   19.  The identification of a specific geographic area for the purpose of making loans or lending terms more difficult. 

____   20.  A mortgage covering more than one property.

     Quiz 5.1 (11/12/04)     COMPUTE THE ANSWERS FOR QUESTIONS 21-23.  SHOW YOUR WORK.  (2 PTS EACH)
	PURCHASE PRICE
	$800,000

	MORTGAGE REQUESTED
	$600,000

	i
	6.0%

	MONTHLY PAYMENT
	$3,600

	GPI
	$140,000

	OPERATING EXPENSE
	$50,000

	VACANCY
	10.0%

	BANK'S DESIRED DCR
	1.2


21.  What is the project’s LTVR?







22.  What is the project’s DCR?






23.  What is the maximum loan amount your bank would be willing to loan on this property?
 






BASED ON OUR DISCUSSION REGARDING CMO’S ANSWER THE FOLLOWING QUESTIONS (1 PT EACH)

You are creating a $100 million CMO composed of 6.0% FHA fixed rate mortgages.  The four tranches (25% each) are as follows:

	Tranch  1.
	2 year t-bill 
	@ 2.54% + 1.0% = 
	3.54%

	Tranch  2. 
	5 year t-notes 
	@ 3.30% + 1.5% =
	5.0%

	Tranch  3.
	10 year t-notes
	@4.05% + 1.7% =
	5.75%


	Tranch  4.
	Residual
	@ 6.0%+
	


24.  What is the total interest earned on the portfolio in year one?
















25.  How much interest would tranch #1 investors receive in year one?















26.  How much interest earned on the tranch #1 $25 million would go to tranch #2 investors?






27.  Approximately how much principal would be repaid to tranch #1 investors in two years or so?






COMPUTE THE ANSWER FOR QUESTION 28.  SHOW YOUR WORK (4 PTS)

28.  In the case of a 6% $700,000 wraparound mortgage, what would be the sellers first year ROI with an existing 4.5% $300,000

       first mortgage?  Show your work.   

COMPUTE THE ANSWERS FOR QUESTIONS 29 - 30.  SHOW YOUR WORK. (3 PTS EACH)

The Parrish family has a gross monthly income of $7,000; take home pay of $5,000; and other monthly payments of $1,200 per month.                  They are considering the purchase of a $160,000 house whose annual insurance is $750 and annual taxes are $1,500.  Current market

conditions dictate a 6.0% interest rate  (K = 7.20%) on a 30 year mortgage.  Calculate the following:

29.
Maximum conventional loan for which they could qualify, if they had no other monthly payments.






30.
Maximum conventional loan for which they can qualify.
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NAME _____________________________

	A.  
	1929
	O.  
	CAPM
	CC. 
	sALE-LEASE-BACK

	B.  
	1933
	P.   
	Commingled RE Inv. ACCT.
	DD. 
	JOHN TEMPLETON 

	C.  
	1948
	Q.  
	EFFICIENT FRONTIER
	EE.  
	SOLE PROPRIETORSHIP

	D.  
	1952
	R.  
	IDIOSYNCRATIC DATA
	FF.   
	SYSTEMATIC RISK

	e.
	1960
	S.   
	HaRRY MARKOWITZ
	GG.  
	TAX AVOIDANCE

	f.
	1964
	T.   
	ORDINARY INCOME
	HH.  
	TAX BASIS

	G. 
	1974
	U.   
	PASSIVE INCOME
	II.     
	TAX DEFERRAL

	H. 
	1976
	V.   
	PROPERTY TAX
	JJ.    
	TAX EVASION

	I.  
	1980
	W.  
	RICHARD ROLL
	KK. 
	tAX-DEFERRED EXCHANGE

	J.  
	1986
	X.   
	REHABILITATION TAX CR.
	LL.  
	Treasury bond

	K. 
	1988
	Y.   
	reit
	MM.
	UNANTICIPATED INFLATION

	L. 
	ACRS
	Z.   
	remic
	NN. 
	UNSYSTEMATIC RISK

	M.
	APT
	AA. 
	RISK-AVERSE investor
	OO. 
	wASTING ASSETS

	N. 
	BETA
	BB. 
	S CORPORATION
	PP.   
	ZERO COUPON 


Match the appropriate terms above to each statement below by indicating the LETTER of the term on the blank. (1 pt. each)

____  1.  A real estate ownership entity that holds a fixed pool of mortgages and issues multiple classes of interests.

____  2.  A financial theory that the expected return of an asset is linearly related to a risk-free rate plus a risk premium.

____  3.  An unexpected decline in the purchasing power of the dollar.  

____  4.  A risk that is unique to an investment; therefore, it can be eliminated through diversification.  

____  5.  The year in which MPT was published in The Journal of Finance.  

____  6.  The year in which CAPM was first published.

____  7.  The year in which APT was first published.

____   8.  Original cost of property plus additional capital investments during ownership, minus accrued depreciation.  

____   9.  Transaction where the owner sells a property then leases it for the new owner.  

____  10.  Part of the 1981 tax reform that increased depreciation in early years.

____  11.  A direct reduction of an investor’s tax liability for modernizing existing buildings.

____  12.  A theory that asset values are determined by inflation, GDP, yield curves, and spread.  

____  13.  An ownership entity that provides limited liability, no tax at the entity level, and liquidity.

____  14.  The legal right of a taxpayer to utilize all provisions of the tax code in order to minimize tax liability.

____  15.  The willful concealment or misrepresentation of facts in order to avoid the payment of tax.
____  16.  A swap of business real estate that permits the delay of any capital gains tax due.

____  17.  The year in which Firstenberg, Ross and Zisler published their evidence that a 4-asset portfolio, which includes real


estate assets, will shift the efficient frontier upward (i.e., will increase portfolio efficiency).

____  18.  A form of tax avoidance by which tax payers delay the payment of tax on income from the current year to a future year.  

____  19.  A bond with no payment until maturity.
____  20.  A small business that can pass through profits and losses directly to its shareholders.  
FINANCE 4500 -- QUIZ 6.1


12/3/04

Provide answers to the following questions. 
21.  Your client has received an offer to buy one of their properties for $180,000 cash.  Your clients purchased this property in 1984 for $120,000.  Since that time, depreciation of $90,000 has sheltered taxable income.  The original land value was $10,000.  The original mortgage was $80,000.  Last month the property was refinanced with a new $140,000 mortgage, at which time the $40,000 remaining on the original note was paid off.  The broker wants 10% commission.  Your client’s capital gains tax rate will approximate 40% (due to recapture).  You have been asked to compute the following:

A.  What is the capital gain if the property is sold at this time? (2 pts)








B.  What will be the net cash proceeds after paying the broker, the bank, and the government? (2 pts)  _________
22.  Identify four criticisms of Modern Portfolio Theory real estate research. (2 pts each)

a. ______________________________________________________

b. ______________________________________________________

c. ______________________________________________________

d. ______________________________________________________

23.  Analyze the purchase and syndication of a $250,000 real estate investment with a 90% LTVR.  Because of the high leverage, you expect zero cash flows.  You estimate the IRR of a ten year holding period to be 15%.  Partner A’s required IRR is 14%, whereas Partners’ B and C require 13%.  Partition the investment project’s ten year equity IRR and estimate Partner D’s residual IRR. (8 pts)  

Partner


Initial Equity


IRRs



Final Payouts

   A


$15,000


___________


____________________



   B


$6,000



___________


____________________

   C


$3,750



___________


____________________

   D 


$250



___________


____________________

Totals 


$25,000






____________________

