BASICS OF INCOME CAPITALIZAITON








END-OF-COURSE EXAM











1.  THIS EXAM HAS 50 QUESTIONS.  EACH QUESTION IS WORTH TWO


     POINTS, FOR A TOTAL OF 100 POINTS.  MINIMUM PASSING GRADE IS 


     80 POINTS.  YOU MUST GET AT LEAST 40 QUESTIONS CORRECT TO


     PASS.  IF YOU ARE UNSURE OF A QUESTION, GUESS.  THERE IS NO


     PENALTY FOR GUESSING.  DO NOT LEAVE ANY QUESTIONS 


     UNANSWERED.





2.  SELECT THE BEST ANSWER OF THE FOUR CHOICES GIVEN FOR EACH  


     QUESTION AND INDICATE THAT ANSWER ON THE ANSWER SHEET, 


     WHICH IS ON THE NEXT PAGE.  





3.  THIS IS AN OPEN-BOOK EXAM.  YOU ARE ALLOWED TO USE COURSE


     MATERIALS TO ASSIST YOU IN ANSWERING THE QUESTIONS.





4.  WHEN YOU ARE DONE WITH THE EXAM, RECORD YOUR ANSWERS 


     ON THE ANSWER SHEET AND E-MAIL THE ANSWER SHEET TO US.   


     WE WILL GRADE IT AND E-MAIL BACK YOUR SCORE.





5.  THIS EXAM MUST BE COMPLETED THROUGH YOUR EFFORTS 


     ALONE.  YOUR E-MAILING THE ANSWER SHEET TO US FOR GRADING 


     IS YOUR AGREEMENT TO THIS CONDITION. 





6.  PLEASE GO TO THE ANSWER SHEET ON THE NEXT PAGE, FILL IN 


     THE INFORMATION REQUESTED AT THE TOP, AND PROCEED WITH


     THE EXAM STARTING ON THE FOLLOWING PAGE. 
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Name of student:_______________________________________________
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Put in the letter - ‘a,’ ‘b,’ ‘c,’ or ‘d’ - of your answer choice for each of the questions numbered below.





1.			16. 			31.			46.





2.			17.			32.			47.





3.			18.			33.			48.





4.			19.			34.			49.





5.		            20.			35.			50.





6.		            21.			36.





7.		  	22.			37.





8.			23.			38.





9.		            24.			39.


					


10.		           25.			40.


		


11.		           26.			41.





12.		           27.			42.





13.		           28.			43.





14.		           29.			44.





15.		           30.			45.





1.  What is the value of a subject property in which the potential gross income is 


     $200,000., the vacancy and colleciton loss factor is 8%, the annual operating


     expenses are $71,250., and the market effective gross income multiplier is 5.85, to


     the nearest $1,000.?





     a.  $660,000.





     b.  $994,000.





     c.  $1,076,000.





     d.  $1,170,000.








2.  A 5-unit property that sold for $600,000. rents for $1,500./month/unit.  What is 


     the indicated potential gross income multiplier?





     a.  4.90





     b.  5.11





     c.  5.95





     d.  6.67








3.  An appraiser projects that the subject property will generate $225,000./year for


     five years and at the end of five years will sell for $3,000,000.  When this 


     appraiser takes into account these dollar figures in order to value the property, 


     the appraiser is most closely using which appraisal principle?





     a.  Expectation





     b.  Substitution





     c.  Opportunity





     d.  Anticipation
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4.  If the overall capitalization rate is 9.50% and the return of factor is 0.5%, what is 


     the appropriate capitalization rate for valuing the land component?





     a.  4.75%





     b.  9.00%





     c.  9.50%





     d.  10.00%








Use the following information to answer questions #5 and #6:





	Estimated cash flow at the end of year 1:		$41,000.


					        year 2:		  45,000.


					        year 3:		  50,000.


					        year 4:		 (11,400.)


				  years 5 through 9:		  55,000. per year			          year 10 including reversion:		825,000.





	Initial cash outlay (purchase price):	          $500,000.


	Discount rate:				                 12%





5.  What is the net present value?





     a.  $794.





     b.  ($7,548.)





     c.  $4,494.





     d.  ($4,494.)





6.  What is the internal rate of return?





      a.  11.77%





      b.  11.86%





      c.  12.14%





      d.  12.25%


_____________________
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7.  A subject property’s effective gross income is $70,000.  If the real property taxes


     are $3,000./year, the debt service is $20,000./year, hazard insurance is $2,500./


     year, the annual management fee is 6% of effective gross income, maintenance is 


     $10,000./year, and there are no other property expenses, what is the net operating 


     income?





     a.  $30,300.





     b.  $45,300.





     c.  $50,300.





     d.  $56,300.








8.  What is the reconciled capitalization rate if the appraiser is using Comparable #1


     with a capitalization rate of 10.00%, Comparable #2 with a capitalization rate of


     9.25%, and Comparable #3 with a capitalization rate of 10.50%, if Comparable 


     #3 is weighted at 50%, Comparable #1 at 40%, and Comparable #2 at 10%?





     a.  10.18%





     b.  10.24%





     c.  10.30%





     d.  10.39%


  


       


9.  What is the value of the subject if the net present value is -$100,000., the internal 


     rate of return is 13.57%, and the investor bought the property for $600,000.?





     a.  $393,000.





     b.  $500,000.





     c.  $600,000.





     d.  $700,000.
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10.  In a land residual technique, the building income is $35,000. and the property 


       net operating income is $50,000.  What is the value of the land if the land


       capitalization rate is 12%, to the nearest $1,000.?





       a.  $84,000.





       b.  $125,000.





       c.  $292,000.





       d.  $417,000.





       


11.  The contract rent is $75,000. per year.  the market rent is $80,000. per year.  An


       appropriate capitalization rate is 11.50%.  What is the value of the leased fee


       interest, to the nearest $1,000.?





       a.  $43,000.





       b.  $652,000.





       c.  $696,000.





       d.  $729,000.








Use the following information to answer questions #12 through #15





	Rental schedule for a residential apartment complex of 50 units:





		35 units at $600./unit/month


		10 units at $675/unit/month


    		 5 units at $750./unit/month





	The vacancy and collection loss factor is 12%.





	Real property taxes:				$42,500./year


	Hazard insurance:				  10,750./year


 	Debt service:					  10,960./month


	Maintenance:					    1,500./month


	Reserves for replacements:			   15,000./year


	Utilities:					   27,300./year


	Management:					   20,000./year
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          	Capitalization rate:	10.75%


	Equity investment:     $538,000.





12.  What is the value of this property?





       a.  $628,558.





       b.  $1,690,900.





       c.  $1,852,000.





       d.  $1,990,900.








13.  What is the operating expense ratio?





       a.  35%





       b.  40%





       c.  51%





       d.  67%





14.  What is the debt service coverage ratio?





       a.  0.66





       b.  1.51





       c.  1.60





       d.  18.17





15.  What is the before-tax equity dividend rate?





       a.  10.53%





       b.  10.84%





       c.  12.56%





       d.  14.77%


_____________________


-5-


16.  What building capitalization rate would be used in a residual technique with


       annual recapture if the land capitalization rate is 7% and the remaining 


       economic life of the improvements is 50 years?     





       a.  7.12%





       b.  7.19%





       c.  7.22%





       d.  7.25%








17.  What is the annual sinking fund factor if the return on factor is 6.75% and the


       remaining economic life is 35 years?





       a.  .0070





       b.  .0076





       c.  .0085





       c.  .0089








18.  What is the value of the subleasehold if the market rent is $10,000. per year, the 


       contract rent is $9,000. per year, the lessee sublets for $9,300. per year, and an


       appropriate capitalization rate is 12%, to the nearest $100.?





       a.  $5,000.





       b.  $5,400.





       c.  $5,800.





       d.  $6,200.
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19.  An investor bought a property for $900,000., the proeprty generated a net


      operating income of $100,000. per year for eight years, and the investor then


      sold the property for $2,225,000.  What was the rate of return realized on the


      original purchase price?





      a.  18.57%





      b.  19.09%





      c.  20.03%





      d.  21.38%





        


20.  What is the internal rate of return if the purchaser bought a property for 


       $1,750,000., the property is expected to generate $200,000. net operating


       income per year for five years and $250,000. for the next five years, and the 


       projected reversion at the end of the lease is $3,500,000.?





       a.  15.99%





       b.  16.83%





       c.  17.56%





       d.  18.03%








21.  If the overall capitalization rate for a property is 10.25% and it sold for 


       $800,000., what is the property’s indicated net operating income?





       a.  $82,000.





       b.  $84,000.





       c.  $86,000.





       d.  $88,000.
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22.  The process of converting future benefits into present value is referred to as:





       a.  Timing.





       b.  Presenting.





       c.  Discounting.





       d.  Validating.








23.  Use the band-of-investment technique to calculate the overall capitalization rate


        with the following information:





		Building-to-property ratio:		80%


		Land capitalization rate:		 8%


		Building capitalization rate: 	10%





       a.  9.60%





       b.  9.65%





       c.  9.70%





       d.  9.75%








24.  An after-tax equity dividend rate would be greater than the before-tax equity


       dividend rate if the:





       a.  Depreciation taken each year is less than the interest on the debt service.





       b.  Debt service is interest only.





       c.  Equity investment is less than the debt investment.





       d.  Property is a tax shelter.
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25.  In order to break even, what is the maximum vacancy and collection loss a 


       property can suffer if annual operating expenses are $105,000., the reserve 


       component of those expenses is $5,000., the annual debt service is $60,000., and 


       the potential gross income is $230,000.?





       a.  10%





       b.  20%





       c.  30%





       d.  40%








26.  Comparables in the market indicate a reliable effective gross income multiplier


        can be put at 6.50 for valuing a subject property that currently is generating


        $111,000. in potential gross income.  If 15% is an accurate vacancy and 


        collection loss factor, what is the value of the subject property?





        a.  $613,275.





        b.  $721,500.





        c.  $730,798.





        d.  $753,062.








27.  If the effective gross income for a property is $145,700, what is the potential


       gross income for this property if the vacancy and collection loss factor is 6% and


       there is no other income?





       a.  $150,000.





       b.  $153,000.





       c.  $155,000.





       d.  $158,000.
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Use the following information to answer questions #28 through #30:





	Initial cash outlay (purchase price):	$75,000.


	Discount rate:				9%





	Estimated cash flow at the end of years 1 through 8:         $7,000./year


							  year 9:	 8,500.


							 year 10:	(5,000.)


							 year 11:  	(6,400.)


				     year 12 including reversion:       150,000.





28.  What is the present value of the cash flows?





        a.  $16,395.


        


        b.  $24,122.





        c.  $91,395.





        d.  $99,122.








29.  What is the net present value?





        a.  $16,395.





        b.  $24,122.





        c.  $91,395.





        d.  $99,122.








30.  What is the internal rate of return?





        a.  11.61%





        b.  12.94%





        c.  13.39%





        d.  14.42%





____________________
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31.  A lease in which the lessee pays property operating expenses is called a


       ________________ lease.





      a.  Graduated





      b.  Gross





      c.  Net





      d.  Percentage








32.  A leasehold may have positive value if the:





      a.  Contract rent exceeds the market rent.





     b.  Market rent exceeds the contract rent.





     c.  Market rent exceeds the economic rent.





     d.  Economic rent exceeds the market rent.








33.  The estate the lessee retains after granting a subleasehold interest in property is


       referred to as:





     a.  Fee simple.





     b.  Leased fee.





     c.  Leasehold.





     d.  Subleasehold.








34.  Market rent is $80,000. per year.  Contract rent is $60,000. per year.  What is


       the value of the leasehold estate if an appropriate capitalization rate is 14%, to 


       the nearest $1,000.?





       a.  $143,000.





       b.  $201,000.
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       c.  $429,000.





       d.  $571,000.  





       


Use the following information to answer questions #35 through #37:





	Lessor leases to lessee under an agreement in which lessee pays


	10% of each month’s gross sales as rent for that month.  The


	minimum rent that can be paid for any month is $2,500.  If 10%


	of the gross sales exceeds the $2,500., then that portion of the 


	gross sales is paid as rent.  If the 10% figure does not exceed 


	$2,500., then $2,500. is the rent for that month.





35.  What is this lease called?





       a.  Sales 


 


       b.  Gross sales





       c.  Percentage





      d.  Gross percentage








36.  Calculate the dollar increase in rent paid when gross sales for the lessee one


       month are $20,000. and the next month gross sales are $30,000.





      a.  $500.





      b.  $1,000.





      c.  $1,500.





      d.  $2,000.








37.  Gross sales for one month are $40,000.  The $4,000. rent for that month is 


       $1,500. more than the minimum rent as stipulated under the lease.  The $1,500. 


       increment is referred to as ___________________ rent.





      a.  Excess





      b.  Overage
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      c.  Marginal





      d.  Surplus





______________________








38.    What steps are included in the procedure for valuing interests in real property 


          by yield capitalization (discounted cash flow analysis)?





     	I.	Establish period over which future benefis are measured.


	II.	Project benefits to be derived.


	III.	Select yield rates.


	IV.	Discount future benefits at specified yield rates.





         a.  I., II., and III. only





         b.  I., III., and IV. only





         c.  II., III., and IV. only





         d.  I., II., III., and IV.








39.    Calculate the potential gross income multiplier for a property that sold for 


         $195,000., with a potential gross income of $42,000., an effective gross income


         of $37,800., and a monthly gross income of $3,500.





         a.  4.20


 


         b.  4.49





         c.  4.64





         d.  4.88








40.  What is the rate of return on a leasehold estate for which an investor paid


       $80,000. if the annual market rent is $150,000., the annual contract rent is 


       $130,000., and the lease has ten years to go?





       a.  19.88%





       b.  20.39%
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       c.  21.41%





       d.  24.70%








Use the following information to answer questions #41 through #44:





	An office building of 410,000. square feet is rented out to one


	tenant for $15./square foot/year net to the owner of the building.


	Investigation of the current market in which this building competes


	for tenants indicates comparable buildings are renting for $18./square


	foot/year net.  An appropriate capitalization rate for valuing the fee


	simple, leased fee, and leasehold interests is 12.50%.  





41.  What is the value of the fee simple interest?





       a.  $9,840,000.





       b.  $49,200,000.





       c.  $59,040,000.





       d.  $61,580,000.








42.  What is the value of the leased fee interest?





       a.  $9,840,000.





       b.  $49,200,000.





       c.  $59,040,000.





       d.  $61,580,000.





43.  What is the value of the leasehold interest?





       a.  $9,840,000.





       b.  $49,200,000.





       c.  $59,040,000.





       d.  $61,580,000.
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44.  What is the economic rent for this building?





       a.   $3./square foot/year





        b.  $15./square foot/year





        c.  $18./square foot/year





        d.  $21./square foot/year





________________________








45.  The lessor is responsible for expenses in a(n) ___________________ lease.





       a.  Gross





       b.  Net





       c.  Percentage





       d.  Index








46.  When contract rent is more than market rent, the lessee is paying 


        __________________ rent.





       a.  Excess





       b.  Overage





       c.  Marginal





       d.  Subsidized








47.  The income that is an estimate of the total income that is expected to be 


        received is the _________________ _________________ income.





       a.  Effective gross





       b.  Potential gross





       c.  Net potential
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       d.  Net operating








48.  What is the rate of return on a leased fee estate purchased for $600,000., if the


        projected income for nine years is  $50,000. per year and the reversion at the


        end of these nine years is $1,100,000. ?





       a.  13.20%





       b.  13.40%





       c.  13.60%





       d.  13.80%








49.  When an investor pays more for the property than the property is worth, the 


        resulting net present value is:





        a.  Positive.





        b.  Negative.





        c.  Equal to zero.





        d.  Equal to the discount rate.








50.  What is the return of factor if the discount rate is 10% and the remaining 


        economic life of the building is 30 years?





       a.  .0041





       b.  .0051





       c.  .0061





       d.  .0071








_____________________





END OF EXAM
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