Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions to avoid penalty (VA)

YOU are concerned over a real estate transaction that you

NI

are currently undertaking. The details are as follow: ~

PROPERTY | BOIS FRANC KIRKLAND:
Asking Price $550,000 $660,000
Offer (ACCEPTED) At 8% premium - At 5% discount
SRE OO
Financing Plan (FP) FPA FPB
Loan-to-Value Ratio 75% 80%

1*" Mortgage

65% of Loan @ 4.75%

85% of Loan @ 5.15%

2" Mortgage

Balance @ 5.05%

Balance @ 5.65%

Compounded

Semi-annually

Semi- annually

Payments payable

Annuaily

Annually

Processing fees

0.75% of Loan

1.05% of Loan

Cancel. penalty *

1.20% of M. Balance ™

i>'1.45% of M. Balance

Term (years)

25

30

The property has 26,000 square feet of space for rent and the going
rate is $3.20 per square foot for the first 14,000 square feet and at
15% discount per square foot for the remaining area. It is estimated to.
197 discoun

have a Ef/g/vacancy and c¢redit losses and the operating expenses

* cancellation fees applicable if cancelled bw

(excluding depreciation) is approximately 36% of effective gross income.

The property. consists of building which represent 70% of value and the
balance represent land. The building belongs to Class 3 with a CCA rate

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

You plan to keep the property for 14 years with Financing Plan A (FPA):

and for 10 years with Financing Plan B (FPB). The tax rafe is 40% and

50% of the capital gains is taxed. Inflation is 2.55% per annum.
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions fo avoid penalty (VA)

Question #1. see page 2 for details
Assume No-cash:=on-hand:{No: f::COH) you stay for the rentire
term and you want Einanci (FPA)..

What is the Effechv f===Borrowing - (ECB) for / ,
KIRKLAND?: D Answer__A- Q%"\y
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Midterm FINA 450/1 Section AA ~ SUNMER 2011 rrofessor J Mannudiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MB$2.210

Read and follow instructions to avoid penalty (VA)

Question #2. see page 2 for details
Assume Ca Hand (COH), you sold the property as planned
under Financing Plan B (FPB). |
What is the ECB for Property BOIS FRANC?.

P Answer: _S SAVDTHU-
]Show work below and use back of PREVIOUS page if you need more spaceﬂ
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Pprofessor J. Mannadiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions to avoid penalty (VA)

Question #3 see page 2 for detalls
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 BOLS FRANC?.

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

your down payment equals ECB + plus6:25% risk premium?
P Answer __S-OcAAA4 7
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 professor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS2.210

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)?.

Complete the table below for the buyer and seller

Investor: |  Seller
| KIRKLAND. | BOIS FRANC
| GIM | Q.20 x/ A=Y St x
NIM 14200 V- &3\{
OCR 0. 96 4 ozt

[Show work below and use back of PRWOUS page if you need Me space|
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Based on your expectations on GIM NIM and OCR given, was
this transaction a Favorable:($) or Unfavorable ($) for-the:

'4-:e-;BUYER of the BOIS.FRANC property.
Complete the following table:

Buyer’s Expected | Favorable $ Unfavorablé $
GIM = 8.50 times - A S
NIM = 13.75 times St
OCR = 7.30% ~as2”

IShow work helow and use back of PREVIOUS page if you need more space|
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 rrofessor J. Mannadiar
. June 2", 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions fo avoid penalty (VA)

Question #5 see page 2 for details

What is the Cash Flows After Taxes (CFAT) for Year 1 and
Year 2?2 Assume COH: and Financing Plan B (FPB) for:property:
KIRKLAND: |

oI N D= 465\4\ (\OS)  Identify ANSWER below

44 q’l(o Use this table if you find it useful
Year 1 Year 2
NOI | A% B\ | 44 X226
Depreciation - XD VX 2.05
EBIT 24 225 2 XS20N
Interest - 2 5\ 2SN L
EBT 25 \ DAY
Taxes - oY SAD
EAT AN | 08
CCA r G \ X220 |
Principle | - 2\ / SO A
CFAT =DAnswer S ‘;—JD%/ RS 484
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Prafessor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions to avoid penalty (VA )

Question #6.

Raphael purchased-a: proper‘ty for=$700,000 and RBC financed |
it under the following terms: Assume No Cash on ‘Hand. There
is 1.30% processing fees based on loan amount; and 1. 20%
cancellation penalty based on outstanding mortgage balance, if
mortgage is cancelled before 8 years info term.

« Down payment 35 percent ‘OAN S/ - ASS OCD = AL0HAZ
e Term 15 years Y\2-= \&5 V= LSO

e Payment mode MONTHLY

o Interest Rate 5.70% per annum, compounded semi-annually

How much do you owe the bank after 120 payments?

2 Answer \G\% ?
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions to avoid penalty (VA)

Question #7

You have been given the assignment o appraise a property.
This property has 55,000 square feet (s.f.) of usable space
on 88,000 square feet of land. Analysis of construction costs
indicate a per square-foot cost of $12.80 for the first
25,000 square feet of space; $16:80-per-square foot for:the:.
«hext-23,000:square: feet, and $20.25 per square foot for the

balance. The property is seventy-two. years:-old. with..an: F2/ \2.C

esTImaTed economi c.dife: OfOHQhundr‘ed cmd'l'w enty. years.
Changing neighborhood (location depreciation) characteristics
have had a negative.influence: on the property of
approximately <18% of building (construction) costs. An
examination of similar lots indicate a land value of $19 per
square foot. |

What is the estimated market value of this property based

on the Cost Approach? SAnswer: &\ S
‘Show work below and use back of PREVIOUS page if you need more space| '
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar 10
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions to avoid penalty (VA)

 Question #8
A property has 15,000, square. feet of rentable space at $22,,_ﬁ
per square foot.- You expect a vacancy and credit loss of 12%
and operating: expense. (without CCA) is ©38%:of . effective:
gross mcome LVR = 70% and down payrnen‘r is $24O 000.

payable annually The pr-ocessmg fees is 0. 85% of Ioan and
the term is 25 years. The opportunity- costs-.of. equity.-is
.4.15% above the effective cost of borrowing (ECB) the
mortgage loan. Tax.rate is 40%. You have NO Cash on Hand.
What is the value of this property based on thé:Net Income:
Approach? SAnswer: £ 2 A4\ A
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Mldterm FINA 450/1 Sectlon AA ~ SUMMER 2011 Professor J. Mannadiar H
June 2*¢, 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions to avoid penalty (VA)

Question #9

You obtained a mortgage 7 years:ago for $780,000 at 6.45%
per annum compounded semi-annually, processing:fees was
1-25%:of-loan;, amortized over 20 years. Mortgage rates has
dropped so that a d3=year-loan can be obtained at 5.90% per
annum, compounded semi-annually. Cancellation - penalty.:is
0.85%. of  mortgage  outstanding .balance. There is a 1.75%
processing fees on the new loan. If you plan to switch, what
is the ECB of the new loan? Assume you have®NO:cash on
thand SAnswer: o AZIONW /-
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 progssor £ Mamnadiar 1~
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions to avoid penalty (VA)

Question #10

On June 2™, 2011 a potential buyer offered you $720,000
for your property and you have the following information to

evaluate the offer.

« Housing prices increasing at 3 35A per annum

¢ $155 per square foot
e $43,000 per year reduction for age

uz?Zﬂu

» Two- -car..garage “valued “at” $88,000° compar-ed to $35; 000

for a.one- car.garage -

S OO0

 Corner property warrants a 18 percent premium
+ Swimming-pool worth approximately <$45,000 considered a

good selling point in your neighborhood

Your Property The Comparable
Selling Price ? $750,000
Sold (when) Now December 2, 2010
Location corner middle
Size (square feet) 10,200 11,500
Age (years) 8 14
Garage two-car one-car
Swimming pool No Yes
Financing Conventional Conventional
Should you accept this offer?  Circle = YES or
What is the value of your home?. = Answer: B C\ b?i

L‘:‘ihow work below and use back of PREVIOUS page , if you need more space
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Midterm FINA 450/1 Section AA ~ SUNIMER 2011 Professor J. Mannadiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions fo avoid penalty (VA)

YOU are concerned over a real estate transaction that you
are currently undertaking. The details are as follow: ~

A 2OLALL

=S MWBARL%

PROPERTY  BOIS FRANC | KIRKLAND

Asking Price $550,000 - $660,000

Offer (ACCEPTED) At 8% premium At 5% discount - 33000
S SAACOR P S LR OO0
Financing Plan (FP) JPA D) [ FPB) <&—
Loan-to-Value Ratio \_"75% " ~80%
1% Mortgage 65% of Loan @ 4.75% | 85% of Loan @ 5.15% | S H\&Ck
2" Mortgage Balance @ 5.05% Balance @ 5.65% | = v R
Compounded Semi-annually Semi- annually
Payments payable Annually Annually
Processing fees 0.75% of Loan 1.05% of Loan
Cancel. penalty * 1.20% of M. Balance 1.45% of M. Balance
Term (years) 25 : 30
* cancellation fees applicable if cancelled before 12 years
oo

The property has 26,000 square feet of space for rent and the going
rate is $3.20 per square foot for the first 14,000 square feet and at

15% discount 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 36% of effective gross income.

The property consists of building which represent 70% of value and the
balance represent land. The building belongs to Class 3 with a CCA rate
of 4%, declining balance method, half year rule applies.

You plan to kee 1'he property for 14 years with Financing Plan
/P\ (FPB). The tax rate |s/46\/ and

and for' P X

=s"with Financing Plan

A(FPA):;

50% of fhe capital gains is taxed. Inflation is 2.55% per annum



Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor I, Maﬁnadiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

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 A (FPA).

What is the Effective Cost of Borrowing (ECB) for
KIRKLAND?. D Answer__ 4., ARAKA Yo

]Show work helow and use back of PREVIOUS page if you need more Space|
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MB$2.210

Read and follow instructions fo avoid penalty (VA)

‘ Question #2. see page 2 for details
Assume Cash on Hand (COH), you sold the property as planned
under Financing Plan B (FPB). ©w&™
What is the ECB for Property BOIS FRANC?.
D Answer: _ 5. AN\
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Midterm FINA 450/1 Section AA ~ SUNMER 2011 Professor J. Mannadiar
June 2", 2011 ~ 41:45am - 1:45pm ~ MBS$2.210
Read and follow instructions fo avoid penalty (VA)

Question #3 see page 2 for details |

| X@ﬁ' 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 BOIS FRANC?. Ags o Feqak
Note: Cost of debt (rd) = ECB; and the opportunity costs of

your down payment equals ECB + plus 6.25% risk premium?

D Answer _S . OLAAGR o
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 rrofessor /. Mannadiar
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions fo 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)?.

Complete the table below for the buyer and seller
v So\A in KPS ez sas

Investor |  Seller
KIRKLAND | BOIS FRANC
GIM - g% /S 2 SR A
NIM 14285 2ol P
OCR caeh [ =A%
|Show work below and use back of PREVIOUS p;{e if you need moreﬂa‘éel =a., 2%
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Based on your expectations on GIM, NIM and OCR given, was

~ thi ansaction a Favorable ($) or Unfavorable ($) for the
BUYER of the BOLS FRANC property. = S3450°
- Complete the following table:

Buyer’s Expected Favorable $ Unfavorable
GIM = 8.50 times PRI
NIM = 13.75 times | < sca=
OCR = 7.30% Q3,4 %
IShow work below and use back of PREVIOUS page if you need more space"
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
. June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions to avoid penalty (VA)

Question #5  see page 2 for details
What is the Cash Flows Affer Taxes (CFAT) for Year 1 and
Year 2?.Assume COH and Financing Plan B (FPB) for property
KIRKLAND. . C E \0&%(5* < O\\:p&

¥ e o Idenflfy ANSWER below

\ Use this table if you find it useful

| \1 Year 1 Year 2 ABGIA ¥
NOI . | %4264 B 44,3 O 1.O25%
Depreciation ( 27™%) (17 203) |
EBIT ARG | 20
Interest 2z2>A0TASN (2e=9)) | (aewv2) j:fgi*
EBT | 325 1249
Taxes 0,4 (%%\AQ ( 540)
EAT A 309
CCA | 3 PAES I
Principle #\¢%* %% L®s ) / (45%93/ 3%_2?5?5
CFAT DAnswer | <oV 35.o/454
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 rrofessor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MBS$2.210

Read and follow instructions to avoid penalty (VA )

WQOO"IJE\_(ﬂ_b\pNWO\%é

o

Question #6.

Raphael purchased a property for $700,000 and RBC financed
it under the following terms: Assume No Cash on Hand. There
is 1.30% processing fees based on loan amount; and 1.20%
cancellation penalty based on outstanding mortgage balance, if
mortgage is cancelled befor'ar's info term.

o Down payment 35 percent —, ©.&% DLon .
000
e Term 15 years L= ?zal—fg 4 GOAY
o Payment mode MONTHLY D ©-©
o Interest Rate 5.70% per annum, compounded semi-annually
2 O INS

How much do you owe the bank after 120 payments?

B P 2 Answer ) \C\%}}f \
;
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Professor J. Mannadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ MB$2.210

Read and follow insftructions to avoid penalty (VA)

Question #7

You have been given the assignment to appraise a property.
This property has 55,000 square feet (s.f.) of usable space
on 88,000 square feet of land. Analysis_of construction costs
indicate a per square-foot cost of @for the first
25,000 square feet of space: $16.80 per square foot for the
next 23,000 square feet, and $20.25 per square foot for the
balance. The property is seventy-two years old with an
estimated economic life of one hundred and twenty years.
Changing neighborhood (location depreciation) characteristics
have had a negative influence on the property of
approximately 18% of building (construction) costs. An
examination of similar lots indicate a land value of $19 per
square foot.

What is the estimated market value of this property based

on the Cost Approach? PAnswer: |, 35T
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 rropssor /. Monnadiar
June 2™, 2011 ~ 11:45am - 1:45pm ~ NMIBS2.210

Read and follow instructions to avoid penalty (VA)

Question #8 |
A property has 15,000 square feet of rentable space at $22
per square foot. You expect a vacancy and credit loss of 12%
and operating expense (without CCA) is 38% of effective
gross income. LVR = 70%, and down payment is $240,000.
o m@ per annum compounded @m
cpl = payable annually. The processing fees is 0.85% of loan and
& /C2857the term is 25 ‘years. The opportunity costs of equity is
4,15% above the effective cost of borrowing (ECB) the
mortgage loan. Tax rate is 40%. You have NO Cash on Hand.
What is the value of this property based on the Net Income

Approach? DAnswer:_5 2, 44\ ,HeS
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Midterm EINA 450/1 Section AA ~ SUMMER 2011 rropessor /. Mannadiar 1|
June 2", 2011 ~ 11:45am - 1:45pm ~ MBS2.210

Read and follow instructions fo avoid penalty (VA)

Question #9
You obtained a mortgage 7 years ago for $780,000 at 6.45% ERQ
per annum compounded semi-annually, processing fees was
1.25% of loan, amortized over 20 years. Mortgage rates has < =>°0C
dropped so that a 13-year loan can be obtained a1'pe |
annum, compounded semi-annually. Cancellation penalty is D) AR
0.85% of mortgage outstanding balance. Thereﬁl;75% SRS
Y

processing fees on the new loan. If you plan to witch, what &
is the ECB- of the new loan? Assume you have NO cash on
hand. SAnswer: . AN330\ 7
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Midterm FINA 450/1 Section AA ~ SUMMER 2011 Prafessor J, Mannadiar 12
June 2", 2011 ~ 11:45am - 1:45pm ~ MB$2.210

Read and follow instructions to avoid penalty (VA)

Question #10
On June 2™, 2011 a potential buyer offered you $720,000
for your property and you have the following information to
evaluate the offer.
« Housing prices increasing at 3.35% per' annum %

P

f

+ $155 per square foot

 $43,000 per year reduction for age

e Two-car garage valued at $88,000 compared 'I'o $35,000

- for a one-car garage

e Corner property warrants a 18 per'cerﬁ' premium

o Swimming pool worth approximately $45,000 considered a
good selling point in your neighborhood

Your Property The Comparable
Selling Price ? $750,000
Sold (when) . Now December 2", 2010
Location corner middle
Size (square feet) 16,200 - (41,509
Age (years) 8 , -
Garage two-car | one-car
Swimming pool No Yes
Financing Conventional Conventional

Should you accept this offer?  Circle *» YES or @

What is the value of your home?. D Answer: _SACA06D
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