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GENERAL GUIDELINES: Be brief, clear and concise. Write legibly. Effective
use of the English language is part of your grade. Errors
in arithmetic will result in a loss of points. You
may 'round' from the third to the second decimal for
hand calculation.

Be careful to show your calculations in a well organized,
adequately~labeled format.

Be careful to allocate your time in accordance
with the weight assigned to the question. There are 100
points on this examination.

PART I

"rrue! or 'False' Indicate your answer by circling the "T'" or "F".

If the question is false correct it by changing the
appropriate word(s) or phrase(s). Reductio ad absurdums
are unacceptable. Each question is worth 2 (two) points.
This section is worth 20 points.

T F 1. The FHA (Federal Housing Administration) is best known for its
programs for the financing of owner-occupied sales housing and

multifamily rental housing programs.

T F 2. The efficient output of public services might be maximized under a
system in which there is: (1) a high degree of local responsibility
for allocation of branch services of labor intensive public functions;
(2) a significant equalizing state aid formula to enable the poorer
political communities to provide such services; (3) an acceptance
by the state of (and/or federal) responsibility for redistributive
services (e.g., welfare assistance); (4) an assignment of capital
intensive municipal functions to wide-area (metropolitan) service
districts to obtain economics of scale in physical plant facilities
(e.g., sanitary sewage districts) and fairer apportionment of costs

and benefits.



The President's Committee on Urban Housing indicated that.in 1968
about one of eight (7.5 million) American families could not afford
to pay market price for standard housing if it were to cost no more
than 20% of their total income. Assuming no marked changes in
economics or policies the same committee concluded that by 1978
about 15 million families would be unable to afford standard
housing, a significant increase (ignore possible effects of

national housing goals.)

j]
Urban blight designates a critical stage in the functional
or social depreciation of real property beyond which its existing

condition or use is unacceptable to the community.

Functional depreciation of real property (loss of productivity)
may result from a diminishing capacity to render a service or

a decline in demand for the service rendered.

The Sec. 236 and Sec. 235 interest subsidy programs were designed
and implemented to provide new housing for poor families in areas

where the combined supply of public housing and standard housing

from the existing stock at rents the poor could afford was inadequate.

Generally, when we say there is a low-income housing problem, we
do not mean the market is malfunctioning per se, we mean the
housing market provides for the low-income sector housing which is

unacceptable for social, political, and other ideological reasons.



T F 8.
T F 9.
T F 10.

If all energy involved in manufacturing, cleaning, transporting,
remelting, and remanufacturing of various beverage containers
is considered, it would cut the energy use of the beer and soft
drink industry one-half (50%) if they would go back-to using

returnable bottles.

Industrial solid wastes generated by manufacturing facilities
far exceed (more than double!) the solid wastes generated by
other urban uses (i.e., residential, commercial, institutional,

and municipal uses).

According to Michael Robbins, Leonard Wolffe and others.interested

' we should strive to obtain

in "impact zoning computer models,’
an optimum land use based upon as many relevant factors as possible.
For example, we should consider erosion, permeability, water tables,
soil types, slopes, climatic conditions, vegetation, and other
natural and physical determinants. Further, we should consider
schools, police, power, sewage, transportation, and the use and
capacity of these and other man-made systems. By assigning numerical
values to all of these factors, one could measure the impact of

any development. Thus, we could ascertain in advance the probable

impact of a development on the public and private sector.



PART II
Multiple Choice Questions and Fill-ins.
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Read each question carefully and completely before attempting

to answer. Several alternative answers may be partially correct
or correct only in unique situations. SELECT THE ONE ANSWER
WHICH IS MOST RESPONSIVE TO THE QUESTION OR STATEMENT MADE
(i.e., the best available answer). Indicate your choice by
making an "X" in the space ( ) indicated. This section is
worth thirty points. Each question is worth 3 (three) points.

The proposed Better Communities Act, a revenue-sharing concept for community
development put forward by the current administration, would:

() a.
() b
() ec.
() d.

provide funds for the development of Skinnerian enclosures

in which behaviorists would be the elite who would govern the
citizens trained by modern techniques to be happy. The

first built will be Walden II

provide funds to test on humans the Cunningham hypothesis that
rats required to live in high densities suffer undue emotional
stress. It 1is believed humans may react in a similar fashion

replace existing HUD categorical programs with a special revenue
sharing system which enables local leaders to use the Federal
funds for community development in accordance with local objectives

provide long-term financing and grants to establish new satellite
communities on the fringes of our SMSA under needs formulae
which would allocate the funds to those SMSA's which by level

of population, extent of overcrowding, and number of persons
below the poverty threshold; have the greater need for better
communities.

Unlearned lessons; of the history of federal housing aid are:

() a.
() b
() c.

The provision of decent, safe, and sanitary housing can not
solve the problems of poverty and ease the conditions which
cause slums

excessive emphasis on volume production of housing under the
FHA programs will lead to either lax review of applicants and
poor quality projects, or, on the other hand, a too strict
bureaucratic application of the rules to avoid controversy

the belief that homeownership builds character, responsibility,
thrift, and stability among poor families is an inadequate
basis for federally subsidized ownership for poor families
without providing counseling on household budgeting, employment,
and family organization
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administrative reorganization of HUD-FHA has been too frequent
and too pervasive given the overriding objectives of the national
housing policies .

all of the above

The causes of urban blight are:

() e
() a.
() b.
() e
() 4.
() e

() f£.
() &g

reduction in the productive capacity of the housing unit by:
aging, technological obsolescence and sheer capital consumption
(i.e., deferred maintenance)

landlord motivation for excessive profits which drives out
tenants and cguses abandonment of structurally sound housing
units

the negative effects of changing land use, spillover effects

of deteriorating nearby and adjacent uses, changes in the
quality of municipal services (social overhead), changes in
accessibility to necessary inputs and markets, and rising social
standards affecting demand for realty fixed as to location

lack of pride, and a sense of responsibility for property
on the part of certain ethnic and racial types of overcrowd
and abuse urban housing units.

both (a) and (b)

both (b) and (d)

none of the above

Americans allocate about: (a generality applied to SMSA)

() a.

() b

() c.

51% of thelr urban land to public rights of way including

parking areas; 107 to commercial uses; 2 to 4% to industrial

and transportation facilities use; 30% to residential uses;

and the balance to open space, recreational and institutional uses

51% of their urban land to residential uses; 107 to industrial
and transportation facilities; 2 to 4% to commercial uses;
about 30% to public rights of way and parking; and the balance
to open space and recreational and institutional uses

51% of their urban land open space, recreational, institutional
and other such public and semi-public uses; 107%.to public rights

of way including parking areas; 2 to 4% to industrial transportation

facilities; 30% to residential uses; and the balance to
commercial uses
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If we were to internalize all currently external costs in such a way

as to personally burden the driver (and/or his family) with all externalities
produced by the operation of the automobile (measured by dollar costs)

it would probably result in:

() a. a trade-off by the motorist to public transit
() b. continued use by the motorist in spite of higher personal costs

(¢) c. a mass migration to the smaller SMSA's to shorten journeys
to.work thereby enabling the motorist to continue to use the
car by reducing miles traveled

() d. reactivation of the commuter railroad lines

Housing Allowances are a way of providing a subsidy to poor families to
enable them to purchase the shelter they need on the open market. Some
of the problems foreseen with this program are:

() a. it will probably cause an "unwelcome" fine grain in dispefsion
of the urban poor, spreading them to the suburbs

() b. there is no assurance that the tenant will obtain standard
housing unless there is inspection by public officials

(.) c¢. it will increase the number of bidders in the market place
for standard housing without necessarily increasing the
supply of such housing which may simply result in an increase
in rents

() d. it may result in stepping up housing code compliance activity
everywhere causing a political backlash which would lobby to
end the program

() e. all of the above

A study by the San Francisco firm - Livingston & Blaney, made in Palo
Alto, California and supported by another study in Charlottesville,

Va., and another in Moon Bay, California indicate that county-local

governments will:

() a. realize greater revenue from new taxes on the levied development

than costs imposed by the necessary expenditures to supply additional

county,municipal and school services to the development and
its occupants

() b. realize greater costs from necessary expenditures to supply
additional county, council, municipal, and school services
than the revenues received from the increased taxes levied
on the said developments
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() c. be required by state and federal law (including the constitution)
to provide school and municipal services for new developers
regardless of the effect on the local cost versus tax revenue
relationships.

In Where do we Grow from Here, the author details the elements of the
Ramapo plan, generally established by ordinance in early 1972. These
elements of the growth limiting and controls plan are:

() a. it prohibits new construction unless the builder provides
adequate sewage, parks, roads and other services

() b. the creation of a public housing authority calling for 300
public housing units

() c. adoption of "stop-gap" zoning.to freeze developments of uses
inconsistent with the new plan to prevent continuance of a
history of spot zoning

() d. the zoning "out" of all pre-existing nonconforming uses by
requiring that the use be terminated after 10 years

() e. the development of a 18-20 year capital improvement program
with development easement acquisitions by purchase coupled
with a reduction in assessment to the landowner-seller after
recording of the easement

(f) f. the adoption of a Development Timing Point System designed
to evolve a private system of development coupled with a
public commitment to provide public facilities

() g. all of the above

() h. all of the above except (d)

According to Apgar the New Towns concept embodies four principles which
differentiate it from other forms of urban development: They are:

In a discussion on the current climate and strategies in Real Estate,

Downs and Lachman attempt to dispel certain myths which have been the basis
of erroneous claims and beliefs about real estate investment trends. One
myth concerns the expansion of our physical plant which will result from
population growth by the year 2000. A second concerns the costs benefits
to be realized from industrialization of housing production. The third
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myth concerns the alleged very high rate of return in real estate

investment. Set forth below your understanding of why Downs and Lachman
say these beliefs are myths: ’

1&2&3



PART TII - 25 points

Do one of the essay questions set forth below. They are alternatives.
DO NOT SPEND TOO MUCH TIME ON THESE QUESTIONS. THE ESSAY YOU WRITE
IS ONLY WORTH 1/4 OF THE GRADE,

Essay Question One:

Given your understanding of class discussions, readings, and your own
ideas: How would you design and develop a housing project in which families
and individuals of low-income (poverty) class would be occupants? You are
expected to discuss both on-site and off-site problems as well as other
problems necessary to consider and resolve in the development of such a feasible
time-gpace product. It would be useful to compare the advantages or your
projected development scheme over the disadvantages of previously constructed
inadequate or inappropriate projects such as Pruitt-Igoe, etc. Keep in
mind - the range of problems you should solve. Draw upon such readings as
Alternatives to Fear and The Tenant's Points of View, among others.

Essay Question Two:

Discuss private costs, and social costs resulting from our use of
present large metropolitan areas. What are the externalities (positive and
negative) resulting from the way transportation and public services are
organized. Consider the relationship of poverty to: fiscal zoning, industrial
dispersal, and the present form and structure of our metropolis. Your discussion
should show an awareness of scale efficiencies and diseconomics which
apparently exist.

Write your answer (after organizing it) on this page, back of the page and
the next blank page attached.
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PART IV - 25 points

Demonstrate your understanding of cash flow analysis and the
methodology for discounting cash flows back to present.
value in order to provide information to facilitate a real
estate investment decision.

Assume you are a real estate counselor and Mr. Wouldbuy, a real
estate investor is seeking financial advice. It is understood you are not
expected to analyze the reasonableness of his market analysis and/or his
assumptions.

A builder-developer is offering a 36-unit apartment project for sale
during the early phase of construction. Therefore, Mr. Wouldbuy would be
eligible for the accelerated forms of depreciation according to IRS regulations.
The builder-developer has an excellent reputation as a contractor, therefore,
it is reasonable to expect the project's physical characteristics will be
all they are purported to be.

- The builder-developer has provided Mr. Wouldbuy with a copy of a computer
simulation of a three-~year investment in the 36-unit project. You have been
provided with a copy.

As can be seen the total investment required is $831,600. Mr. Wouldbuy
would borrow $696,600. and make an equity contribution of $207,900.

The builder~developer represents this computer simulation analysis
as true and correct. He further states that IGNORING TAX SAVINGS RESULTING
FROM THE SHELTERING OF OTHER INCOME, this project will generate cash flows
in the first three years, through operations of between $15,000 - $18,000.
(See Column G of output page 7. This excludes cash benefits resulting from
a sale at the anticipated selling price at the end of three years).

In addition, the builder has stated that Mr. Wouldbuy may, under these
assumptions, expect a true yield on equity of at least 11.0% for the three-
year holding period with a sale at the end of the period. The true yield is a
discounted cash flow rate of return (IRR-PV) allowing for the time value
of money.

Mr. Wouldbuy states he will buy, under these assumptions, if your
financial analysis demonstrates:

(1) the accuracy of the annual operational cash flow generated by
the model for each of the three years

(2) the accuracy of the after-tax equity reversion assuming a sale
at the price indicated for year three

(3) a proof that the true yield on equity by internal rate of return
“methods is at least 11,07

(4) He would also like to do a quick study 'check' on the internal rate
of return he should expect assuming that maximum tax benefits are

realized by sheltering his other income

DO NOT START TO WORK READ ON - IT WILL MAKE YOUR TASK EASTER!
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PART IV (cont.)
First Question:

Set forth a hand calculation which demonstrates the accuracy (or
inaccuracy?) of the "after-tax Cash Flow" set forth in column G of page 7
of the output,

YOU MAY ASSUME THAT ALL NUMBERS ON PREVIOUS PAGES ARE TRUE AND
CORRECT

IMPORTANT NOTE: This model (and Mr. Wouldbuy at this point in your
analysis) does ignore any external tax benefits (savings) resulting from
sheltering other income on the IRS 1040. You are to do the same in your
proof.

Second Question:
Assume a sale in year three at the selling price indicated and set
forth a hand calculation of the "after-tax equity reversion''. Does the

model accurately approximate the after-tax equity reversion?

Helpful Hint: You should use the 'capital gain tax rate" of 63%
throughout this calculation.

ANSWER NO. 1

Set forth here your hand calculation of the three annual after tax
cash flows: (To facilitate grading)

ANSWER NO.2

Set forth here your hand calculation of the third
year tax equity reversion

$

Set forth work to prove answers here and on the back of the page:
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PART IV (cont.)
FOR THIS PART OF THE QUESTION, to facilitate grading, ASSUME THE CASH
FLOWS GENERATED QE THE COMPUTER PRINTOUT ARE ACCURATE.

As stated, Mr. Wouldbuy, will buy if it appears that the cash flows
are received and when received do, under these assumptions, generate a

yield: 6f-11,0% internal rate of return on his stated equity contribution.

This is a test of the basic underlying productivity of the project.
It disregards alleged cash flows which could be generated from the tax
shelter of other income. Tax policies do change, as you know.

Third Question:

Set forth below a hand calculated proof which demonstrates whether
or not the cash flows indicated on the computer printouts would yield an
internal rate of return of 11.0% for the three year hold period. You have
provided a compound interest table (annual) to enable you to make this determination.
You may wish to round from the third place to the second, 1f so round-up
please.

IMPORTANT NOTE: Be sure to set forth your work in an orderly manner and
carefully lable it.

ANSWER TO QUESTION 3 - The Present value of the equity cash flows at an
11.0% rate of return for the period indicated is §

Mr. Wouldbuy should go ahead with his purchase Yes No

Mr. Wouldbuy should expect to pay no more than $ to obtain
the 11.0%Z minimum acceptable rate of return.
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PART IV {(cont.)
Question 4.

Mr. Wouldbuy as a prudent investor does not consider the benefits
of tax shelter as a part of his primary real estate investment selection
criteria. However, he does want to know the magnitude of the .possible
cash flows he might expect from such tax savings.

(a) Mr. Wouldbuy wants you to do a calculation which adjusts the
previously calculated cash flows for the tax benefits or disbenefits
resulting from current tax rates as set forth in the computer
simulation printout.

(b) Mr. Wouldbuy wants you to make a 'quick check' test of whether
or not his internal rate of return after taking such tax benefits
into consideration will exceed at least 15.0%. Make such a
determination and set forth your proof. You have been provided
with a 157 Annual Compound interest rate for your convenience.

SET FORTH YOUR ANSWERS TO QUESTION 4 BELOW:



THE REAL ESTATE PROCESS
Business 550/7905

TAKE-HOME QUIZ #1

Due at the beginning ¢f lecture Name
on February 1%, 1988

Part I Answer the following questions using the tract index for
Block 4 of the Central Home Addition to the City of Madison that is
attached.

1. Who was the owner(s) of each lot on 1-1-49. Be complete.

Lot 1 Lot 10
Lot 2 Lot 11
Lot 3 Lot 12
Lot 4 Lot 13
Lot 5 Lot 14
Lot 6 Lot 15
Lot 7 . Lot 16
Lot 8 Lot 17
Lot 9 Lot 18
2. Trace and explain all recorded entries concerning Lot 12 by

filling in the following chart. Do not use any abbreviations.



PART I Fill in all of the following blanks regarding the
rectangular (government) survey system.

f(a)

T4N
Raw

}tier and it's ®) miles wide

€ )

(“\)

Township @) , Range f(e)

‘j (£) mile (s) wide

N —> Section @)

This is the

of the above section and

it contains acres.
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THE REAL ESTATE PROCESS
BUSINESS 550/705
Final Exam -- 200 Points
Professor James A. Graaskamp Name (1&4¢K1 ﬂlHOF;
Fall Semester 1987
Sect:ion\-fjol

USE THE BLUE BOOK FOR ANSWERS TO QUESTIONS 1 - 6!!

Make sure your name and discussion section is on both this exam and o
~N7

our blue book.
o Lldg, eny.
,nonfaf
. Describe the_ﬁiyg_gggpgggggﬁ_gy steps in the real estate process v
as presented in Discussion Section. ( 25 points) (sh oo
y
Cgp Compare and contrast exactions and the taking issue as used in
and use policy making. ( 25 points)
/Z( Given the following information discuss the implications of the
feasibility of the project. ( 18 points) )
Results of Frontdoor analysis: bﬁcg AL
Qo 3 p s
Construction Cost per SF $45.29 O
Commercial Rent per SF $ 8.98
Results of Backdoor agnalysis:
Y wn /\U/\A Z’)Y)\) 6{(19»1’
Commercial Rent per SF $ 9.67 q '.)%V
Construction Cost per SF $47.13 '

4. What is meant by the statement, "If you can't buy the assumptions
don't buy the real estate." How does this statement f£it into real
estate decision making? ( 20 points)

Dsevss

//5(/’As a developer you are interested in a project, but financially
as a "private" project it is not feasible. Discuss at least four

alternatives that might make the project feasible if the project werehmhbk>

a joint public/private venture. ( 30 points) plogwﬁ
3 pruac
2o (o
6. Discuss the development of Columbia, Maryland, with specific fﬁ? R
attention to Rouse's three main principles, the reascons for the LYhﬂée&w

location chosen, the synergistic elements in the plan, the "software" u basad!
services provided, and the success or failure in achieving the three
principles. ( 30 points) Lan® - han 10
NN |
[0kr?
¢lenh



L[loh>— 5.5 (8 C’al/l/\l/l ﬂwl
Given: MC = .11 and DCR = 1.2, EY = .055,

50|
VReal Estate Tax = 15% of GPI"—,::Operating Expenses = 20% of GPI,
vand Vacancy = 5% of Gross Potential Income, and Gross Effective
Income = $104,500, £find the annual: { 20 points) ~

GPI 104,500 YI.05 = ) L_[QC_L_/)_L@ ad
| £E&

[OYSE> T - S = (000 loq(@@

o - - 16,945 T/
*Lu0a ot e Ao 045 op ey

l (6G,0971
R.E. Tax v w
4 «
| 910, 45 [
Op. Exp. v

4 l (W & L 4 m(/‘—_—“,
} z(ﬂ%] « oz
‘w/."

d .
JIMA l““(i@\* (_I(J‘oq’? ~ 1.C= gg—(o@ #\Dﬁ -, ”
[ 4500927 ) mick oo gam 232
JECfML 0L04T - 65%0 = il.o1] =055

| Y2ep, 204
\QN&_ JPB

Vo 8900 050 |

L/v

[ 4%,
(WS §+ 2l 445 + 5500

' - DR S TTodas 4 O ?w-r#DS !
W l__@iL &Pl (04,725
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) 0/&”\«1 ﬂ”éz
/}4//;ndicate how the financial measure in each row changes in ingf

response to the following occurrences. Enter a (+) 1f it goes up, a
(=) if it goes down, or {(0) if it stays the same.

{ +2 points if correct, -1 point if wrong, and 0 points if left
blank, total 32 possible points)

——
an increase a decrease a decrease an increase
in the in the in the term in the mill
vacancy rate investor's or length rate

marginal tax of the mtg.

O | O,

Net
Operating —
Income

Default
Ratio

Net
Present I —_— —_—
Value

Debt /ﬁ\\
Coverage

Ratio \
—




THE REAL ESTATE PROCESS
Business 550/705

Professor James A. Graaskanmp Nanme
Fall Semester 1987

Midterm Exam #2 Section 50(

USE THE BLUE BOOK FOR YOUR ANSWERS!!

1. Carefully define or discuss FIVE of the following six terms or
concepts as used in this course. (25 points)

a. disintermediation

Vb. special assessment

vC. equalization rate

Jd. public infrastructure solvency
ve. tax deductible versus tax credit

£. mortgage factor

2. Explain the pros and cons of a mortgagee foreclosing on a

mortgagor. Be thorough in your answer. (15 points)
3. Describe the theme and concepts discussed in one of the following
readings: (20 points)

/a. "Real Estate Finance Blazes New Trails," Frederick Flick,

Real Estate Today, April 1987, pp. 22-26.

b. "Using Due Diligence in Shopping Center Purchases," Michael
H. Switzer, Real Estate Review, Fall 1986, pp. 88-92.

4. Describe the four traditional tax ploys and their impact on real
estate and the impact of the 1986 Tax Reform Act on the use of each
ploy or strategy. {( 20 points)

5. Given the following information set up how to solve the problem:
( 20 points)

As an investor you can borrow $ 300,000 at 12% interest for 30 years,
monthly payments.

Net operating income is projected to be:

Years 1 - 5 S 40,000
Years 6 - 10 $ 50,000

In Year 10 the property will sell at a NIM of 10. You will also have
to pay a 6% real estate sales commission. Your before tax
opportunity cost of funds is 14%. What is the total maximum purchase

price feor this investment?

Hr&%kﬂwb
¥

\oan @ InEL



THE REAL ESTATE PROCESS
Business 3350/70S
Midterm Exam #1

Professor James A. Graaskamp . Name
Fall Semester 1987

Dis. Section Attend

1. Carefully define FIVE of the following six terms or concepts as
used in this course. (25 points)

aj constructive notice

b) most probable use

c) restrictive covenant
dy filler industry

@) radial or axial theory
) friction

2. Taking into caonsideration the groups involved in the real estate
process mentioned in Graaskamp’s article, describe the groups and
explain why cash solvencies and cycles are a critical concern.

(20 points)

3. VYou are looking at a site in the Northwestern United States. The
site is halfway up a valley sides; and it over looks a lumber mill
town and valley. To the back of the site you have timber and
mountains. What type of analysis would you do if somecone offered vyou
this site? (Keep in mind what we have discussed in this course.) You
plan to build a residential subdivision on the site. (25 points’

4. Briefly summarize the theme and basic concepts discussed in ONE
of the following readings: (15 points)

a. "Why Real Estate Projects Fail," Baykin, James H. Real
Estate Review, Spring 1983, pp. 88-91.

b. "Spotlight of San Antonioc," Rice, J. and J. Roef. Urban
lLand, March 1984, pp. 2-7.

C. "Alternatives to Fear," Batterman, L. Progressive
Architecture, October 1972.



5. OGiven the following information determine: (15 points)

a) Lot area

b) Area lost to setbacks

c) Standard Allocation Unit - measured in total square feet
d) Number of apartments that can be built on the site

Development proposes retail on the first floor and residential two
bedroom apartments on the second floor.

Lot Dimensions - 200 feet (wide) by 250 feet (deep)

Setbacks 5 ft. side yards
20 ft. back vard
10 ft. front yard

Parking Requirements:
Retail.......1 space per 500 net SF of commercial space
Residential..l space per bedroom
Each parking stall or space is 350 SF
Net Leasable area of each apartment is 800 GF.
Open Space Requirements:
Retail none
Residential 75 SF per bedroom
Building Efficiency 76.27%

Assume parking and open space may not occupy setback areas.



Business 550/705
THE REAL ESTATE PRGCESS

FINAL EXAM
(200 Points) égr;y’
Serine Semester 1986 Name

Prcfzessor James A. Graaskamp Disc. Sec.

(B¢ts. <:atcj;>

(60) I. MULTIPLE-CHOICE QUESTIONS: Write the letter corresponding to
the one best answer in the blank to the left of each question.

C:T 1. Traditionally, public regulation of land use has been dealt

with at the level of government.
a) federal

b) state

c) local

d) regional

C:> 2. Indirect (versus direct) regulation of land use occurs through
all but which one of the following:

a) public works
b) general property tax assessment
¢c) zoning

Cl d) ©building code enforcement

3. This procedure for measuring the return on equity involves
compounding all cash flows to equity investors forward to
a terminal date at a specified reinvestment rate and then
finding the compound interest rate that equates the terminal
value and the initial equity investment.

a) overall discount rate

b) internal rate of return

c financial management rate of return
6{ d) modified internal rate of return

L4, Under present Wisconsin statutes, the state may enforce
regulations for which one of the following when counties
have no laws which meet the statels minimum standards:

2) shoreland zoning

b) floodplain zoning

c) subdivision regulations
all of the above

N

WVhich one c¢f the following is not & direct or indirect
control used by state and federal gcvernments in regulating
Jand use and real estate decisions?

2) tax subsidy cf particular lznd uses
b) repgulation of the property owner
c) vecuiat*on of financial 1nstwrvfzo-s

@) 217 of the sbove are direct or iniirect control
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Which of the following statements is not true regarding how
to cope with a hostile environment (as a developer)?

a) Minimize the front-end investment.

b) Apply for approvals which are not specific and binding
regarding allowable construction methods.

¢c) Condition your purchase of the site upon obtaining a
building permit.

d) All of the above statements are true.

Which of the following statements is not true regarding the
Breckenridge Development Code?

a) 1In some neighborhoods, Victorian design must be used for
2ll new development and redevelopmente.

b) There are no uses-by-right and virtually no prohibited uses.

c) Performance better than the minimum of zero required by
the code on all the relative policies taken together is
rewarded with an increase in density.

d) Points are awarded for the construction of fireplaces in
residential units,

Which one of the following is not one of the three essential

ingredients behind the success of the working committee in
Kansas City?

a) Representation on the working committee by the key
organizations in the local real estate process.

b) Relaxing the city's standards for pavement width and
thickness.

c) Dedication to achieve specific results by taking issues

one at a time and following through on the necessary changesa.

d) A positive attitude by the city and by the homebuilders
toward making Kansas City a better place for builders to
do business.

Basically, involves a conditional
exchange between the city and the developer. The city permits

the developer to build a larger building in exchange for some
public amenity, such as a plaza or open space,

fiscal zoning
incentive zoning

performance zoning
inclusionary zoning

a0 oM
S Yot S st

As occurred in the case of Mountain Village (California),
large-scale residential developers often respond to stiff
opposition to their multi-family housing proposals by o
a) building a shopping center on the site instead of houses
and apartments

b) staying with their original plans and raising prices

c) meeting all of their opponents' demands

d) substituting a smaller number of higher-priced houses
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The developer's leading allies in the San Bruno Mountain (CA)
case were the

a) environmentalists

b) residents of the nearby blue-collar neighborhoods
c) construction workers

d) planning commission

Which of the following is not a type of project acceptable
to HUD under the Urban Development Action Grant program?

a) middle-income housing

b) downtown shopping malls

c) downtown hotels

d) all of the above are acceptable to HUD

Professor Graaskamp presents the real estate process as the
constant interaction of three major groups and their subgroupse.
Each of these conceptual groups and subgroups consist of
real-world enterprises. The critical common concern of all
these conflicting enterprises is

a) 1increasing their span of control
b) cash solvency

¢c) profit maximization

d) wusing other people's money

Which of the following recommendations is not made by the
author in "Coping with the Risks of Commercial Development"”
regarding what to do prior to buying the land?

a) Do your site investigation.

b) Get a lot of your leases signed.

c) Arrange for construction and permanent mortgage financing.
d) All of the above are recommendations made by the author,

Which of the following programs was not discussed in the article
"How St. Louis Turned lLess into More! as being a major part of
St. Louis! promotion of redevelopmen%?

a) enterprise zones

) Urban Development Action Grants

c) tax abatement

d) investment tax credit for historic preservation

The "polarization of housing quality" that occurs in response
to restrictions on the housing supply in the face of increasing
demand for housing refers to:

a) housing quality in the northern states running down while
housing quality in the southern states limproves.

b) the quality of apartments improving while the quality of
detached, single-family residences declines.

¢) higher-income space consumers suffering since no new housing
is being built while low-income space consumers enjoy low rents.

d) higher-income space consumers maintaining and improving their
houses as values increase while lower-income space consumers
strain to pay rents while letting their houses run down.
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One of the reasons there is so little balance between resideQ§}a1
and other land uses is: e

a) Taxpayers are too eager to assist low=-income consumers
in finding affordable housing,

b) Housing consumers are easy to represent because their needs
are very similar while other types of space consumers differ
widely in their needs.

¢) Individuals responsible for land use regulations feel
confident that they know what is best for the housing consumer
and rarely use surveys of housing consumers.

d) The future consumer is given too much consideration when
compromise on land use regulations is necessary.

Several years ago, the State of Wisconsin studied the cost of
alternative land use policies and found which of the following
residential environments to be cheapest?

a) urban

b) suburban

cg exurban

a outlying communities

are thought to be a way to shift
economic pressure by giving the owner of a golf course or a
historical landmark some of the residual land value created by
allowing more intense development at another site,

a) enterprise zones

bg tax incremental financing programs
c Urban Development Action Grants

d) transferable development rights

In the article “Applying Real Estate Financial Analysis to
Planning and Development Control,® author David Dowall discusses

four distinct areas where real estate expertise can help. Which
one of the following was not discussed?

a) Designing incentive programs that promote the provision
of public amenities.

b) Evaluating requests for a relaxation in regulations or for
financial assistance.

c) Designing social service delivery programs.

d) Creating public/private partnerships.
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MATCHING ATTRIBUTES: Write the abbreviation of the program
corresponding to the attribute description in the blank to
the left of the attribute description.

EZ = enterprise zones

TIF tax incremental financing

mortgage revenue bonds

UDAG Urban Development Action Grant
IDB = industrial development bonds
HoDAG = Housing Development Action Grant

—-—
—1
—
—

Issued by state and local units of government to promote

multi-family rental housing construction by providing low-cost funds.

Under this program the state'!s Department of Revenue must certify

the base value of the district prior to construction of new facilitie

This program requires minimum leverage of $2.50 in private funds
for every $1.00 of program funds,

This program transfersfunds from the federal government to the
local govermment to be used to financially assist developers of
multi-family housing projects.

The focus of this program is tax relief, cutting red tape, etc.;
it would offer significant reductions in corporate,properﬁy and

social security taxes for participating firms.

This program is frequently utilized to assist hotel construction
in downtown areas due to the large number of jobs created for
unskilled workers,

The comparative degree of physical and economic distress among
applicant communities is a major selection factor in this program,

Critics argue that offering only one incentive to reduce labor
costs and several that would reduce the cost of machinery may
%Sgerﬂlne the effectiveness of this program in creating jobs.

Under t 1 program, credit-rating is
based on the developer and the projectt; unity.

This state-level program encourages redevelopment in areas that
are either blighted, in need of conservation work, or suitable

for industrial sites.
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+Y JII. THE FINANCIAL RATIO & CASH FLOW STATEMENT MATRIX: Indicate how
the financial meassure in each row changes in response to the
following occurrences. Enter a (+) if it goes up, a (=) if
it goes down, or (O) if it stays the same.

|

(+2 pts. if correct, -1 pt. if wrong, and O pts. if blank)

a decrease use acceler- an increase
in the ated deprec. in the mortgage
vacancy rate instead of S-L loan interestr

—+ O O
Default Batio O ), -+
._I_.

0 S

Net Operating Income

Cash Throwoff

Payback Period I - ’

(16) IV. THE REAL ESTATE DEVELOPMENT PROCESS: The directions for this sectior
— consist of three parts:

1) Fill-in each of the 8 boxes representing stages in the
development process.

2) Circle the points at which selling the property is often
highly profitable (as discussed in class).

3) %efly note why this is so (next to each circled "sale"),

Contract Out

or Property
ng*"???"/ ' Do-It-Yourself Management

?M ?vn? o ) Lm_ ] e W
aw/n -sL:jjfuuﬂd%nEj?= “p _ ?5 : l' %;::ﬁr
W Sale Sale Sale Sale Sal
~
Sthrts o Aol redced
7 h&::zif#: hl is

"’”“% :i«:[fﬁv :;/«cgrvné

+£' ;gEtuJ ‘-Vuman/

"?EI 3 "?‘ - 3 WCES W ue
T e
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(£0) V. CASE STUDY QUESTIONS: This section consists of 3 subsections:

(18) A. Explain how new town developer James Rouse addressed the
issue of public infrastructure creation and solvency at
Columbia, MD by filling-in the following chart:

Agency 1 Agency 2 Agency
@mdﬁmﬂ—uz&zﬁr@mﬁ
Name of Agency Eiimbl s ¢ 'Zly?if 2 A ) ,V
o

Responsible for “*Q::ﬁ’ Sccfj:é;}kn) i m A
providing these  Sewer whlie
services tw}» P Mai’

Coun u)‘!”b Columbi,

Size of district 77 <o UumbiK

served (e.g., / ("""“”’4'47)

village, county)

w‘/d oml’l

Capital funds were #M

raised by... G -6%..‘/
eJ
Revenues were '}"7’"1} 7‘“
generated by... Uusor g
(12) B. The basic problem facing developers of new towns is that they

must strike a balance between 3 major factors. Clearly ildentify
ﬂ&?‘ each factor and discuss the trade-offs between each pair of
Atter Wc[/

¢ ;P factors by filling-in the i 1lowi blanks/'
L)M /7‘ Factor 1 is /‘/Qec/ Z A g TP

e env? e"‘;' [2/C¥EeS ( Y23 U 114

actor 2 is

7‘5 exla‘ mq Wédn aveas

Fac"t:ﬁr
(n mffr'il.d'alt In %lrggz A{:ﬁn«_’ ?ﬂ
Trade-off betwgen factors,l andg 2 is
C e ser W;mm WC«J

Trade-off between factors apd )
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C. Comnlete the [ollowing chart:
One Water Quincy
Magnificent Tower Market, Baltimore's
(30) Columbia, Mile, Place, Boston, Inner
Maryland Chicago Chicago MA Harbor
The (or one of the) .
ma?n developer(s) of .// - 1/(’ .‘Zaﬂ .%’.j * Pm.re. Po::e
the project (if a * / ~ 4 B"‘# .H d{?
joint venture -~ so Dl Co. Fra ’ #" e 7‘”_
indicate): 1.t aJ; @::Rom Dev Asrod.
.Lf]., o [TsFVeitwe| T T 7o kol Foll)|  Reev¥F: ‘
cacy® |20 Ven Wota TV.(7) T e‘m o Jorit Veslowe | eJoint Verbwe
OI‘cuﬂéd/hv /szdﬁbv "7° roxcwes * Lehoeen
The most important o’ & Same 'é g
linkage attribute i c#‘ CEBD
contributing to the “Pons, g‘?‘" weler rec,
success of the projecﬁ: Codoielor 7blvﬂv'"’ resourees
:ZTj} betwesn (30<41¢Lih( ; v4:7f
Mreslly —ee3€ ruﬁ¢£¢4
4nu[“ﬁﬂ‘921<7 e )
i—fﬁmlr» MFUer |  HEU HBU | MFUo | MFU
< iZ’ AP or
The optimal land use Hj” 6;!4)6} ‘@ mf o 7:&(
concept illustrated ( o Jm aa Y 6 ( gon, /4
by the case study e 4 6Ls, ) ( 4
(e.g., HBU, MFU, MPU): ’; dﬂvdﬁév .
svrng_h
Briefly justify your c#itieg) ‘
answer for each

case study. 1 ’
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THE REAL ESTATE PROCESS
Business 550/705

FINAL EXAM

Sumrmer Session 1986 (150 Points) //4(:2§’j9,/
Instructor: Dan Guenther Name

I.

MULTIPLE-CHOICE QUESTIONS: Write the letter corresponding to
the one best answer in the blarnk to the left of each question.

i. Traditionally, public regulaticn of land use has been dealt

with at the level of government.
a) federzal

b) state

c) 1local

d) regional

2. Indirect (versus direct) regulation of land use occurs through
all but which one of the following:

a) public works

b) genersl property tax assessment
c) zoning

d) btuilding code enforcement

3. This procedure for measurinz the return on ecuity involves
compounding 211l cash flcws to equity investors forward to
a terminzal date at a specified reinvestmernt rate and then
finding the compound interest rate that equates the terminal
value and the initial eguity investment.

a) overall discount rate

) internal rate of return

c) financial manacement rate of return
d) modified internzl rate of return

L. Under present Wisconsin statutes, the state cay enforce
reculations fcr which one of the following when counties
hzve no laws which meet the statel's minircum standards:

a) shoreland zoning

b) floodplain zecning

¢) subdivision regulations
d) all of the atove

5. VWnich one of the following is rot & direct eor indirsec
control used by state and federzl governments in regsu
iand use and rez2l estate decisions?

Y tax sutsidy of varsicular lao
) regsulation <f the nrovertr o
1 regulation o€ financial ins-it
1 2ll of the above are direct ovr

o o'
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8.

12.

According to Gallion & Eisner, which of the following have been
used to circumvent zoning provisions?

2&3 spot zoning,
b variance,

(c) conditional use permit.
éd; "h'" and ncn.

e all of the above,

Which of the following statements is not true regarding the
Breckenridge Development Code?

a) 1In some neighborhoods, Victorian design must be used for
all new development and redevelopment.

b) There are no uses=by-right and virtually no prohibited uses.

¢) Performance better than the minimum of zero required by

the code on all the relative policies taken together is
rewarded with an increase in density.

d) Points are awarded for the construction of fireplaces in
residential units,

Changing the zoning of a section of town from commercial uses
to residential uses is an example of:

(2) wupzoning.
(b) downzoning.
(¢c) neither.

When the federal government of the U.S. was formed, the "police

power" was placed in the hands of the federal government which
in turn delegated such authority to the states.

(3} frue

The use of the ®'police power® is no longer confined to the public
health, safety, and general welfare but has been extended to
embrace such matters as *public convenience and comfort.*

(T) true
(F) false

The ma jor difference between the "police power" and the "right of
eminent domain' concernms:

(a) which level of government enacts the regulation.
(b) the applicability of "due process’,

(cg the geographical area in which the right or power can be used.
(a the matter of compensation to the landowner.

Which of the following is not a type of project acceptable
to HUD under the Urban Development Action Grant program?

2) middle~income housing

b) downtown shopping malls

c) downtown hotels

d) all of the above are acceptable to HUD
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Professor Graaskamp presents the real estate process as the
constant interaction of three major groups and their subgroups.
Each of these conceptual groups and subgroups consist of
real-world enterprises. The critical common concern of all

these conflicting enterprises is

ao o'

increasing their span of control
cash solvency

profit maximization

using other people's money

How much did it cost in fiscal 1985 to subsidize just the existing
stock of public housing?

(5}
(c)

(<)

around $30 million
around $300 million
around %3 billion
around $30 billion
none of the above

Evidence of the continuing need for public housing for the elderly
and the poor was shown by:

(a)
(b)
(c)

(a)
(e)

The

an average wait of 16 months by the elderly for a public
housing unit,

an average wait of 18 months by the nonelderly for a 2-BR
public housing unit,

the observation that 59% of local (public) housing authorities
reported a vacancy rate of 3% or less.

llaﬂ and "C".

all of the above,

"polarization of housing quality" that occurs in response

to restrictions on the housing supply in the face of increasing
demand for housing refers to:

a)
b)
c)

a)

housing quality in the northern states running down while
housing quality in the southern states improves.

the quality of apartments improving while the quality of
detached, single-family residences declines.

higher-income space consumers suffering since no new housing
is being built while low-income space consumers enjoy low rents

higher-income space consumers mainteining and improving their
houses as values increase while lower-income space consumers

strain to pay rents while letting their houses run down.,

Court decisions generally support zoning as a proper use of the
police power as long as:

(a)
(b)

c
d

— P~ P~
+H (D
S “m? S S

it's reasonable and not arbitrary.

it's applied consistently to similar properties in similar
situations.

it doesn't discriminate against minorities,

it is in harmony with the objectives of the community's
master plan.

all except "a",
all of the above.
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According to the article with thre similar title, "the hidden
factor in land use regulation® is:

ga; groundwater pollution.
b corruption.

(c) ownership.

(d) 1lienholders' rights.

are thought to be a way to shift
eccnomic pressure by giving the owner of a golf course or a
historical landmark some of the residuzl land value created by
zllowing more intense development at another site,

a) enterprise zones

t) tax incremental financing programs
c¢) Urban Development Action Grants

¢) transferable development rights

In the article "Applying Real Estate Financial Anzalysis to
Flarning and Development Control,? author David Dowall discusses

four distincet az2reas where real estate expertise can help. Which
one of the following was nct discussed?

a) Designing incentive programs that promote the provision
of public amenities.

b) Evaluating requests for a relaxation in regulations or for
financial assistance.

¢) Designing social service delivery programs.

¢) Creating public/private partrerships,

According to Christine Boyer, the underlying intent behind the
1916 zoning ordinance in New York was:

(a) separation of ethnic groups.
(p) protection of investments irn commercial & residential property.
(¢) increase the density of develoovment in midtowvn Manhattan
and in the financial district of lower Manhattan.
(d) separation of high-income apartments from office buildings,
(e) none of the above.

Wnich of the following is not ore of the breoad decision areas
Tor land use policy at the state and federal level?

recreational land
natural resources
urban land & the urbanization oprocess
agricultural land & rural communities

(
(
(
(

f

LQ OO
Nt Scit? St

Retailers! criteria for desirable sites in central city locations
include:

(2) frontage on busy streets.

(b) nezr existing retail concentrations,

) entrified neighborhoods for higher-end chzins.
) lall and llbl!.

) gt gand "eb,

) Ilbll and 1 C" .

) all of the above,
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MATCHING ATTRIBUTES: Write the abbreviation of the program
correspondin% to the attribute description in the blank to
the left of the attribute description.

EZ = enterprise zones

TIF = tax incremental financing

MBB = mortgage revenue bonds

UDAG = Urban Development Action Grant
IDB = industrial development bonds
HODAG = Housing Development Action Grant

Issued by state and local units of government to promote
multi-family rental housing construction by providing low-cost funds

Under this program the state's Department of Revenue must certify
the base value of the district prior to construction of new faciliti.

This program requires minimum leverage of $2.50 in private funds
for every $1.00 of program funds,

This program transfersfunds from the federal government to the
local government to be used to financially assist developers of
multi-family housing projects,

The focus of this program is tax relief, cutting red tape
it would offer significant reductions in corporate,properﬁy,
social security taxes for participating firms.

etc.;
and

This program is frequently utilized to assist hotel construction
in downtown areas due to the large number of jobs created for
unskilled workers.

The comparative degree of physical and economic distress among
aepplicant communities is a major selection factor in this program,

Critics argue that offering only one incentive to reduce labor
costs and several that would reduce the cost of machinery may
undermine the effectiveness of this program in creating Jjobs.

Under this primarily nonresidential program, credit-rating is
based on the developer and the project, not on the community.,

This state-~level program encourages redevelopment in areas that
are either blighted, in need of conservation work, or suitable.
for industrial sites.

Under this program a2 one-time subsidy of up to 504 of project
costs can be provided to the developer of multi-family housing.

Critics argue that this program is abused regarding the types of
projects constructed and that the benefits to the community vary

from one part of the state to another.

Under this program at least 20% of the units have to be set aside
for occupancy by low-income families for 10 years or half the
life of the mortgage, whichever is greater.
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{) III. PFILL-IN-THE-BLANK / SHORT-ANSWER QUESTIONS:

1. The Sreal estufe process™ is defined as ‘/ Aﬂm ot—q 77T

Y >Wo’ gf/"—'-yfr ql’!lvﬂ *-%U

gg P4 W ez SBM. o adlib-pbocstto om -
""7 >z ke &Ydrw/ei@

2. Two reasons why offYce space users are moving to Chicago's
west side near the Loop (other than proximity to the Loop) are:

7

:Zzi (a) /<;‘z497’ r and
) _trer Fomnsp b yitbor e s .
//
3. Two reasons why residential space users are moving to Chicago's
west side near the Loop are:

Z (a) Céfé 74 wvv*/é _ and
(b) ” ” CMLEKEM“" /M’” 'a’)é'm

b, Two reasons why the residential movement to downtown Chicago may
soon slowdown are:

(a) W/””éa[”m’)”‘ M wJ//M %P;!a/""!}and
Z (b) (A 8 dWL J m.of? /févé («/é/déo{‘awdé@

5, According to Kirschbfaun & Denitz, the two stages of residential
revitalization in?zf:’:ral cit? that have been observed recently are
S

(2) “'1&5 4&4%”%6)7{
4 and
Z (b) cw}ﬁ», L0 repnedadng o
v v

*

6. The greatest difficulty that shopping center developers face in

urban nei borhoods
\ %; S!le 4¢S¥bynizlqe /6¥- éczé;ZJéZAz; 4‘357‘—

7. The four basic %oals of the Charles Center-Inner Harbor master plan
(drawn up in 1964 as the Charles Center mixed-use project was

nearing compjetion) wgre:
. (a) _re JZ /%wrob—v/éﬂvéf ;
‘ (b) new/ K/ﬁ@ce A% Cmvf%“r/ /47 W( ;
7(_ (¢) ’ re st gl 7 ’ _ i and
(a) ffﬂijW4W/ m/dfdﬁ) .
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9.

10.

11.

12,
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Three distinct ways in which the *Swiss Cheese Strategy” covered

up Rouse's rolec;;ﬁZ%:ef::i’acquisition process  for Columbia,
(a) iy 4*’53"’7¢£7655 4W/

(v) Wﬂyaf%/éw/ ; and
() _Lepl waem@/ % / %wé

The purpose of Ro%jéaazrggterprz;; Fbundation' is to‘\\\)

whi the purpose of its subsidiary, the "En rise Dgve ment
Company® is to

o 2 b bl B e 55

and the purpose of he Ente rprlii’fiiiii/;nvééi;ent Corporajfon is to
f}gﬁsgi S~ Y?éé;* (§2:0u5?67 /C;Ath
S’

Two of Richmond, CA's weaknesses were:

(a) _71k?0ﬁ" Dy o /4;’4{’%2\ < . and

(b) /4;c£;.ﬂa.nqlidz/.U’qhapur'n$i¢M”¢’ rtr?e4CnJZZ}

V44
Two of Richmond, CA's str gths were

(a) wellel bezerly e A, e
(b) _V%V//éyféf?é««r(f )

The thé%e componenngofjalchmond//&A's subsequent ¥MMXXHX¥ economi

development strate were:

(a) Pﬁ-j;ww/ 7o—d’7‘f .r*ec&, WP{A)!{ -
(b) A«/qu/ Ao, & < A . ana
(¢) }22;§3<?142 D”ézg7' - i,} /
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L. Ccomplete the following chart:

(24)

Onc o‘F'qu Moff

;mrdf*'an'l’ c:%nam;c

attvibudes
P“ﬂed+’

the

The most important
linkage attribute
contributing to the

success of the project:

The optimal land use
concept illustrated
by the case study
(e.p.y HBIi, MFU, MPU):

oan

Briefly justify your

answer for each
case study.

Columbia,
Maryland

"tter

Tower
Place,
Chicago

Quincy
Market,
Boston,

Baltimore's

Inner
Harbor

&Syl S
=

w5

¢ fec

=

L oHeor




'2) V. ESSAY QUESTION;

In a brief, yet thoughtful essay, discuss and defend what you
feel is the proper role of ethics in land use decision-making
by real estate developers.,

Wz>/

((/7%)



