Midtery/F
’ 3R 3, 2011 ~ 545 - 745 pm
Rea

PROPERTY NDG KIRKLAND
Asking Price $700,000 $720,000
Offer (accepted) At 8% discount . At 10% premium
Financing Plan (FP) FPA FPB
Loan-to-Value Ratio 72% 80%
H,09100( | 1% Mortgage 65% of Loan @ 4.05% | 70% of Loan @ 3.90%
HleO V10 5w Mortgage Balance @ 4.55% Balance @ 4.80%
Compounded Semi-annually Semi- annually
Payable Annually Annually
Processing fees 1.25% of Loan 1.45% of Loan
Cancel. penalty * 1.05% of M. Balance 0.75% of M. Balance
Term (years) i8 22

v instructions to avoid pesfs

YOU are concerned over a real estate trg§ at you

are currently evaluating. The details are as follow: ~

* cancellation fees applicable if cancelled before § years

The property has 25,000 square feet of space for rent and the going
rate is $2.80 per square foot for the first 14,000 square feet: and at
10% premium per square foot for the remaining area. It is estimated to
have a 12% vacancy and credit losses and the operating expenses
(excluding depreciation) is approximately 35% of effective gross income.

The property consists of land which represent 32% of value and the
balance represent building. The building belongs to Class 3 with a CCA
rate of 4%, declining balance method, half year rule applies.

You plan to keep this property for 10 years with Financing Plan A (FPA):
and for 12 years with Financing Plan B (FPB). The tax rate is 40% and
50% of the capital gains is taxed. Inflation is 2.65% per annum.

383805
Was e



Midterm FINA 450/2 Section AA ~ FALL 2011 rrofessers. Mannadiar 3
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #1. see page 2 for details

Assume No cash on hand (No COH); you stay for the entire
term and you want Financing Plan B (FPB).

What is the Effective Cost of Borrowing (ECB) for NDG?.

D Answer S 2130887,
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NO (OM, groTRE_TE@nm

}C@ﬂf }OO, 00O X G2 = U400
WR: & 515200 /4555 < [528.080 |

ooy 1457, (7555

M, - (p\i),% ijas’ozs)=(533;7ghﬂ 7(3?/.&) = DS
{35173
MPur, -

(P VZ’). ,L{ -85-1@)-:(5’;)\ Q‘ ';}(3()“ , @ \1 N

i
-

@ MPMT Tolad - 31,020

6B - (5237 : /
(pax,rﬁo Z?éo% 3b, 934 '(W:n., ecfb)

515 ooiju fi:shl(p\/ﬂ_ JECB)
EB=lg, 37308%)

/



Midterm FINA 450/2 Section AA ~ FALL 2011 professor J. Mannadiar 4
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #2. see page 2 for details
Assume Cash on Hand (COH), you sold the property as planned
under Financing Plan A (FPA).
What is the ECB for Property KIRKLAND?.
P Answer: 462014 "

[Show work below and use back of PREVIOUS page if you need more space)]
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Midterm FINA 450/2 Section AA ~ FALL 2011 Prafessor J. Mannadiar
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #3 see page 2 for details

Assume No COH, use Financing Plan A (FPA) and you sold the
property as planned. What is the weighted average cost of
capital (WACC) of Property NDG?.

Note: Cost of debt (rd) = ECB. and the opportunity costs of
your down payment equals ECB + plus 6.50% risk premium?

P Answer __H.99%5%0 ‘”Z
|Show work below AND use back of PREVIOUS page if you need more Spacé)l
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Midterm FINA 450/2 Section AA ~ FALL 2011 Frofessor .. Mannadiar 6
NOVEMBER 3™, 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #4 see page 2 for details
What is the Gross Income Multiplier (GIM), Net Operating
Income Multiplier (NIM) and Overall Capitalization Rate

(OCR) for Property KIRKLAND?. B=+92,006
Complete the table below for: .
L8 X IHO0D: 2ogimys 1, o= 7'20‘,@(}0
Tl x dfosn 3528 Investor - Seller L
GIM /s 0% Ni%ex
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OCR " /ushiz 5."){%@0”10 5.30¢ /é %
) ( |Show work below AND use back of PREVIOUS page if you need shore spacel
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Question #4b see page 2 for details
Based on the expectations on 6IM, NIM and OCR (see below)
for the NDG property, was this transaction a Favorable ($)
or Unfavorable ($) for Thé{ buyer. }
- Complete the following table:
oG Buyer’s Expected Favorable $ ,/ Unfavorable $
wor 0k | GIM = 10.20 times 4 /
. NIM = 15.20 times $00s/
g i
OCR = 6.25% Al / /
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Midterm FINA 450/2 Section AA ~ FALL 2011 Professor J. Mannadiar L
NOVEMBER 3™, 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #5 see page 2 for details

What is the Cash Flows After Taxes (CFAT) for Year 1_and
Year 2?.Assume Cash on Hand and use Financing Plan 5 (FPB)
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for property KIRKLAND.

Identify ANSWER below

Use this table if you find it useful

Year 1 Year 2
NOI 41501 43,909
Depreciation (1o7771) (2y, 1132)
EBIT 21,020 al, 19+
Interest (2609%) 29G4\
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Taxes (1132) ‘1658 <
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Midterm FINA 450/2 Section AA ~ FALL 2011 Professor J. Mannadiar .
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #6.

Raphael purchased a property for $800,000 and TD Bank
financed it under the following terms: Assume No Cash on
Hand. There is 1.40% processing fees based on loan amount;
and 1.60% cancellation penalty based on outstanding mortgage
balance, if mortgage is cancelled before 9 years into term.

e Down payment 30 percent

e Term 15 yearsx |7 = 120 m7TH|

e Payment mode MONTHLY

o Interest Rate 4.85% per annum, compounded semi-annually

How much do you owe the bank after 120@[1@!&5? /
i

Answer‘t A, Dder

- !
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Midterm FINA 450/2 Section AA ~ FALL 2011 rrofessor . Mannadiar ?
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #7

You have been given the assignment to appraise a property.
This property has 42,000 square feet (s.f.) of usable space
on 70,000 square feet of land. Analysis of construction costs
indicate a per square-foot cost of $12.40 for the first
15,000 square feet of space: $16.50 per square foot for the
next 20,000 square feet, and $22.00 per square foot for the
balance. The property is thirty-five years old with an
estimated economic life of eighty years. Changing
neighborhood (location depreciation) characteristics have had a
negative influence on the property of approximately 13% of
building (construction) costs. An examination of similar lots
indicate a land value of $11.00 square foot.

What is the estimated market value of this property based

on the Cost Approach? PAnswer: 1,059,
IShow work below AND use back of PREVIOUS page if you need more,sfaace|
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Midterm FINA 450/2 Section AA ~ FALL 2011 propssorJ. Mannadiar 10
NOVEMBER 3", 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #8

A property has 22,000 square feet of rentable space at $24
per square foot. You expect a vacancy and credit loss of 15%
and operating expense (without CCA) is 32% of effective
gross income. LVR = 75%, and down payment = $275,000.
Financing is at 5.15% per annum compounded semi-annually,
payable annually. The processing fees is 1.45% of loan and
the term is 25 years. The opportunity costs of your down
payment is 5.55% above the effective cost of borrowing (ECB)
of the loan. Tax rate is 40%. You have NO Cash on Hand.
What is the value of this property based on the Net Income

Approach? PAnswer: §4. 520,000
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Midterm FINA 450/2 Section AA ~ FALL 2011 professor J. Mannadiar U
NOVEMBER 3™, 2011 ~ 545 - 745 pm

Read and follow instructions to avoid penalty (VA)

Question #9

You obtained a mortgage 7 years ago for $840,000 at 6.95%
per annum compounded semi-annually, processing fees was
0.85% of loan, amortized over 20 years. Mortgage rates has
dropped so that a 13-year loan can be obtained at 6.05% per
annum, compounded semi-annually. Cancellation penalty is
1.75% of mortgage outstanding balance. There is a 1.40%
processing fees on the new loan. If you switch, what is the
ECB of the new loan? Assume you have No Cash on Hand.

SAnswer: b.0806695 YA
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Midterm FINA 450/2 Section AA ~ FALL 2011 propessor /. Mannadiar 2
NOVEMBER 3", 2011 ~ 545 — 745 pm

Read and follow instructions to avoid penalty (VA)

Question #10

On November 3™, 2011 a potential buyer offered you

$1,200,000 for your property and you have the following

information to evaluate the offer.

o Housing prices increasing at 3.25% per annum

e $140 per square foot

e $55,000 per year reduction for age

» Two-car garage valued at $100,000 compared to $65,000
for a one-car garage

e Corner property warrants a 20 percent premium

e Swimming pool worth approximately $40,000 considered a
good selling point in your neighborhood

Your Property The Comparable
Selling Price ? $650,000
Sold (when) Now October 37, 2010
Location corner middle
Size (square feet) 10,800 9,800
Age (years) 8 12
Garage two-car one-car
Swimming pool Yes No
Financing Conventional Conventional /
5
Should you accept this offer? = CIRCLE = YES  or ng,
What is the value of your home?. > Answer: i’ ‘,@\37/ %85;
|Show work below AND use back of PREVIOUS page , if you need more spacé]'
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FINA 450/2

ction AA ~ FALL 2011 Professor J. Mannwlp
ER 3%, 2011 ~ 545 - 745pm
ollow instructions to avoid pen,

YOU are concerned over a real estate transaction that you

are currently evaluating. The details are as follow: ~

PROPERTY

KIRKLAND

NDG

1

seteqgeoo | sotqa
Asking Price $700,000 $720, 000
Offer (accepted) At 8% discount At 10% premium
Financing Plan (FP) FPA FPB
Loan-to-Value Ratio 72% 80%

1" Mortgage

65% of Loan @ 4.05%

70% of Loan @ 3.90%

2" Mortgage

Balance @ 4.55%

Balance @ 4.80%

Compounded

Semi-annually

Semi- annually

Payable

Annually

Annually

Processing fees

1.25% of Loan

1.45% of Loan

Cancel. penalty *

1.05% of M. Balance

0.75% of M. Balance

Term (years)

18

22

* cancellation fees applicable if cancelled before 8 vears
e lOn COTS
et L

The property has 25,000 square feet of space for rent and the going
rate is $2.80 per square foot for the first 14,000 square feet; and at
10% premium per square foot for the remaining area. It is estimated to
have a 12% vacancy and credit losses and the operating expenses
(excluding depreciation) is approximately 35% of effective gross income.

- The property consists of land which represent 32% of value and the
balance represent building. The building belongs to Class 3 with a CCA

rate of 4%, declining balance method, half year rule applies.

You plan to keep this property for 10 years with | Financing Plan A (FPA);

and for 12 years with Financing Plon B (FPB). The tax rate is 40% and

50% of the capital gains is taxed. Inflation is 2.65% per annum.

L. 3.533028
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Midterm FINA 450/2 Section AA ~ FALL 2011 professor . Mannadiar 3
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #1. see page 2 for details

Assume No cash on hand (No COH); you stay for the entire

term and you want Financing Plan B (FPB).

What is the Effective Cost of Borrowing (ECB) for NDG?.
DAnswer 4. 31 1§

Iihow work below AND use back of PREVIOUS page if you need more spac
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Midterm FINA 450/2 Section AA ~ FALL 2011 Professor J, Mannadiar
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #2. see page 2 for details
Assume Cash on Hand (COH), you sold the property as planned

under Financing Plan A (FPA). :
What is the ECB for Property KIRKLAND?. /
P Answer: 4. 4¢7700% /.
IShow work below and use back of PREVIOUS page if you need more space)l
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Midterm FINA 450/2 Section AA ~ FALL 2011 prossor /. Mannadiar  °
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #3 see page 2 for details

Assume No COH, use Financing Plan A (FPA) and you sold the
property as planned. What is the weighted average cost of
capital (WACC) of Property NDG?.

Note: Cost of debt (rd) = ECB:; and the opportunity costs%of/

your down payment equals ECB + plus 6.50% risk premium?
D Answer L. 69 3004 7
@ow work below AND use back of PREVIOUS page if you heed more smﬁ:ei]
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Midterm FINA 450/2 Section AA ~ FALL 2011 Professor J. Mannadiar 6
NOVEMBER 3%, 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)
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Question #4 see page 2 for details

What is the 6ross Income Multiplier (GIM), Net Operating
Income Multiplier (NIM) and Overall Capitalization Rate
(OCR) for Property KIRKLAND?

" Complete the table below for:

V- ’z Y 4 evo V. B voe
Investor y; Seller
GIM Ao, 01 Fimten ﬁ T% Hianids
NIM 15, ud it 46.7 S o
OCR . us0¥36 A | aHsE1
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Question #4b see page 2 for details

Based on T/hg.expe%tions on 6IM, NIM and OCR (see below)
for the NDG property, was this transaction a Favorable ($)
or Unfavorable ($) for the buyer.

Complete the following table:

Buyer’s Expected

Favorable $

Unfavorable $

7

GIM = 10.20 times

A3¢,035

NIM = 15.20 times 156,625/
OCR = 6.25% 423, gk
\ /
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Midterm FINA 450/2 Section AA ~ FALL 2011 propessor /. Manmadiar
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #5 see page 2 for details

What is the Cash Flows After Taxes (CFAT) for Year 1 and
Year 2?.Assume Cash on Hand and use Fmancmg Plan B (FPB)

wasot xd.0168

S

for property KIRKLAND.

4k Identify ANSWER below

‘f‘ s Y Use this table if you find it useful

\  Year1l Year 2
NoI N4, 50 A 42,909
Depreciation (¢,15% ) (i1, 46¢)
EBIT 33, 047 FETE
Interest (24, 140) (24, c4G)
EBT 4,333 4,649
Taxes EBT X 0.4 (L,533) (4, §60)
EAT 6,360 2,154
CCA ¢, t5% A3, 466
Principle (A4, £%7) /(/45, 304 )

%

CFAT PAnswer | 1970, A, 654 /
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Midterm FINA 450/2 Section AA ~ FALL 2011 professor J. Mannadiar
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

e ceH

Question #6.

Raphael purchased a property for $800,000 and TD Bank
financed it under the following terms: Assume No Cash on
Hand. There is 1.60% processing fees based on loan amount;
and 1.40% cancellation penalty based on outstanding mortgage
balance, if mortgage is cancelled before 9 years into term. -

o Down payment 32 percent LV -Aw-32 2 457,

» Term 15 years <42 . /7O

e Payment mode MONTHLY

o Interest Rate 4.75% per annum, compounded semi-annually

o e Sl &""'—,
How much do you owe the bank after 120 payments? ﬁ‘\:el P
D Answer ¥ 22§, £ 14 l/
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Midterm FINA 450/2 Section AA ~ FALL 2011 rrofssor /. Mannadiar ~ °
NOVEMBER 3", 2011 ~ 545 — 745pm

Read and follow instructions to avoid penalty (VB)

Question #7

You have been given the assignment to appraise a property.
This pr'oper"l'y has:ch3 000 square feet (s.f.) of usable space
on 70,000 square feet et of land. Analysis of construction costs
indicate a per square-foot cost of $12.80 for the first
15,000 square feet of space; $16.90 per square foot for the
next 20,000 square feet, and $23.00 per square foot for the
balance. The property is thirty-seven years old with an
estimated economic life of eighty years. Changing
neighborhood (location depreciation) characteristics have had a
negative influence on the property of approximately 14% of
building (construction) costs. An examination of similar lots
indicate a land value of $12.00 square foot.

What is the estimated market value of this property based

on the Cost Approach? PAnswer: V1,113 3
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Midterm FINA 450/2 Section AA ~ FALL 2011 prossor/, Mannadiar 0
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #8
A property has 22,000 square feet of rentable space at $23
per square foot. You expect a vacancy and credit loss of 16%
and operating expense (without CCA) is 32% of effective
gross income. LVR = 75%, and down payment = $278,000.
__Financing_is at 5.05% per annum compounded semi-annually,
payable annually. The processing fees is 1.45% of loan and
the term is 24 years. The opportunity costs of your down
payment is 5.75% above the effective cost of borrowing (ECB)
of the loan. Tax rate is 40%. You have NO Cash on Hand.

What is the value of this property based on the Net Income.
Approach? P Answer:’ f‘: 2,03
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Midterm FINA 450/2 Section AA ~ FALL 2011 rrofessor . Mannadiar |\
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #9

You obtained a mortgage 8 years ago for $840,000 at 6.75% << it
per annum compounded semi-annually, processing fees was( .,«
0.85% of loan, amortized over 20 years,|Mortgage rates has ¢ ¢79¢
dropped so that a 12-year loan can be obtained at 5.95% per_
annum, compounded semi-annually. Cancellation penalty is -/.0:¢50
1.65% of mortgage outstanding balance. There is a 1.80%
processing fees on the new loan. If you switch, what is the
ECB of the new loan? Assume you have No Cash on Hand,

PAnswer: (. (1¢ S 7.
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Midterm FINA 450/2 Section AA ~ FALL 2011 rropssor s Mannadiar 2
NOVEMBER 3", 2011 ~ 545 - 745pm

Read and follow instructions to avoid penalty (VB)

Question #10

On November 3™, 2011 a potential buyer offered you

$1,050,000 for your property and you have the following

information to evaluate the offer.

¢ Housing prices increasing at 3.15% per annum

e $130 per square foot

» $48,000 per year reduction for age

o Two-car garage valued at $100,000 compared to $65,000
for a one-car garage

o Corner property warrants a 20 percent premium

o Swimming pool worth approximately $40,000 considered a
good selling point in your neighborhood

Your Property The Comparable
Selling Price ?. $550,000
Sold (when) Now October 37, 2010
Location corner middie
Size (square feet) 10,800 9,800
Age (years) 12 8
Garage two-car one-car
Swimming pool No Yes .
Financing Conventional Conventio;él

. AL [
Should you accepft this offer? @ CIRCLE » YES or/o

- ‘F I i &
What is the value of your home?, > Answer: ¢ {1/7¢9
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