Principles of California Real Estate

Chapter 17 Quiz

1. A two-story commercial building is 50 feet wide and 80 feet long. The first story is 16 feet high; the second story is 14 feet high. The replacement cost for the first story is $2.50 per cubic foot; the replacement cost for the second story is $2 per cubic foot. What would be the replacement cost for the entire building?

   A. $18,000

   B. $268,000

   C. $270,000

   D. $272,000

2. An appraiser values an investment property at $800,000 using a capitalization rate of 9%, based on its annual income of $72,000. What would the value of the property be if a 12% capitalization rate is applied?

   A. $500,000

   B. $600,000

   C. $846,000

   D. $900,000

3. Marla borrowed $25,000 on a straight note. She paid $2,625 in interest over 14 months. What is the annual interest rate on her loan?

   A. 8%

   B. 9%

   C. 10%

   D. 11%

4. A high-rise office building has an effective gross income of $530,000 each financial quarter. The annual expenses are 32% of the building's effective gross income. What is the building's annual net income?

   A. $678,400

   B. $1,441,600

   C. $1,632,400

   D. $2,120,000

5. An owner sold a lot for $400,000. He had to pay a 6% commission to his broker, as well as a 1% prepayment penalty on the existing loan balance of $320,000, escrow fees of $172, title insurance of $628, and 4 points on the buyer's new loan for $380,000. What percentage of the seller's equity will be eaten up by his selling costs?

   A. 40%

   B. 54%

   C. 63%

   D. 78%

6. A borrower obtained a loan secured by real property for $200,000. The borrower paid 4 discount points when the loan was originated. The borrower made monthly payments of $1,630 per month, including 8% interest. When the borrower sold the property after five years, the bank imposed a prepayment penalty of 2% of the face amount. The average loan balance during those five years was $185,000. What amount did the lender make on the loan over that five-year period?

   A. $29,800

   B. $62,000

   C. $82,000

   D. $86,000

7. Fergus purchased a property for $500,000, using a 12% downpayment. To finance the rest of the purchase, he obtained a 30-year amortized loan with monthly payments of $4,192 at an 8.75% interest rate. He sold the property for $559,000 before making his first mortgage payment. What was his equity at the time of the sale?

   A. $59,000

   B. $60,000

   C. $119,000

   D. None of the above

8. A tract of rural land is 395,340 square feet. The county owns a small corner of the land, measuring 30 feet by 110 feet. The private portion of the land sold for $10,500 per acre. What was the amount realized from the sale?

   A. $10,500

   B. $94,500

   C. $96,090

   D. $95,295

9. A rectangular parcel of land is 1,980 feet wide and 1,980 feet long. How many acres does it contain?

   A. 40 acres

   B. 72.7 acres

   C. 82 acres

   D. 90 acres

10. A landlord and tenant enter into a two-year lease. The lease states that the monthly payment for the second year will be whatever was the average monthly payment during the first year. During the first year, the monthly payment was $820 per month, plus 2.5% of all gross annual receipts over $42,000. The average gross receipts for the tenant were $51,000 per month. What will the monthly payments be during the second year of the lease?

   A. $1,045

   B. $1,255.83

   C. $2,007.50

   D. $2,125

11. Vera bought a house for $250,000. She obtained a loan for 85% of the purchase price, subject to a 7% interest rate. Before making the first payment on the loan, though, she sold the house to a friend for $275,000. At the time of the sale, what was the amount of her equity in the property?

   A. $12,500

   B. $25,000

   C. $37,500

   D. $62,500

12. If a parcel is 110 yards long and 264 yards wide, how many acres does it contain?

   A. 2/3 acre

   B. 2 acres

   C. 5 acres

   D. 6 acres

13. A property is reassessed at $600,000. The applicable tax rate is 1.15%. What will the new monthly property tax bill be?

   A. $57.50

   B. $575

   C. $5,750

   D. $6,900

14. A buyer purchased a house for $420,000, using a 20% downpayment. The balance was financed over 30 years at a 7 1/2% interest rate, with monthly payments of $2,350. By what percentage did the cost of the home increase because of the buyer's use of credit?

   A. 60.3%

   B. 82.4%

   C. 121.4%

   D. 151.8%

15. The Culebras purchased a home for $536,800. Their broker tells them that it will cost 12% of the selling price to sell the property, assuming all other variables remain constant. How much will the property need to have appreciated in order for the Culebras to resell it without a loss?

   A. 6.8%

   B. 12%

   C. $64,416
   D. $73,200

Answer Key

  1.     D
  2.     B
  3.     B
  4.     B
  5.     B
  6.     D
  7.     C
  8.     B
  9.     D
10.     C
11.     D
12.     D
13.     B
14.     C
15.     D

Answer Key with Explanations
Question #1

Answer: D

Explanation: Multiply the width by the length of the building to calculate each floor's square footage (80 feet x 50 feet = 4,000 square feet). For the first story, calculate the cubic footage (4,000 square feet x 16 feet = 64,000 cubic feet) and multiply that by $2.50 to calculate the first story's replacement cost (64,000 x $2.50 = $160,000). For the second story, calculate the cubic footage (4,000 square feet x 14 feet = 56,000 cubic feet) and multiply that by $2 to calculate the second story's replacement cost (56,000 x $2 = $112,000). Add the two replacement costs to calculate the total cost ($160,000 + $112,000 = $272,000).

Question #2

Answer: B

Explanation: All that needs to be done to solve this question is divide the annual income by the new capitalization rate ($72,000 ÷ 12% = $600,000). Because the desired rate and annual income are known, there's no need to know the value at a 9% rate. 

Question #3

Answer: B

Explanation: First, calculate how much interest is earned each month ($2,625 ÷ 14 months = $187.50 per month). That will enable you to calculate the interest payment in one year ($187.50 x 12 months = $2,250). Then, calculate the interest rate; you know the part and the whole, so use the formula P ÷ W = % ($2,250 ÷ $25,000 = .09).

Question #4

Answer: B

Explanation: First, multiply the quarterly gross income to determine the annual gross income ($530,000 x 4 = $2,120,000). Next, determine the annual expenses ($2,120,000 x .32 = $678,400) and subtract the annual expenses from the gross income to arrive at the net income ($2,120,000 - $678,400 = $1,441,600).

Question #5

Answer: B

Explanation: First, calculate the value of the seller's equity ($400,000 sale price - $320,000 loan balance = $80,000 equity). Next, calculate the value of all the costs of sale (commission: $400,000 x .06 = $24,000) (prepayment penalty: $320,000 x .01 = $3,200) (discount points: $380,000 x .04 = $15,200) and add them all together ($24,000 + $3,200 + $15,200 + $628 + $172 = $43,200). Divide the total loan costs by the seller's equity to determine what percentage the loan costs represent ($43,200 ÷ $80,000 = .54).

Question #6

Answer: D

Explanation: First, calculate the amount the borrower paid in interest; use the average loan amount during the loan term, rather than the original face amount ($185,000 x .08 = $14,800) ($14,800 x 5 years = $74,000). Calculate the amount received from the discount points ($200,000 x .04 = $8,000). Calculate the amount received from the prepayment penalty ($200,000 x .02 = $4,000). Add the three components together to determine the total received by the lender ($74,000 + $8,000 + $4,000 = $86,000).

Question #7

Answer: C

Explanation: First, determine the amount of the loan ($500,000 selling price x .12 = $60,000 downpayment) ($500,000 - $60,000 = $440,000 loan). Then subtract the amount of the loan from the selling price to find the equity at the time of the sale ($559,000 - $440,000 = $119,000). You can disregard all the information about the interest rate and monthly payments.

Question #8

Answer: B

Explanation: First, determine the area of the county-owned portion of the land (30' x 110' = 3,300 square feet). Subtract that portion from the total area of the land (395,340 - 3,300 = 392,040 square feet). Convert that area into acres (392,040 square feet ÷ 43,560 square feet per acre = 9 acres). Finally, multiply the number of acres by $10,500 (9 acres x $10,500 = $94,500).

Question #9

Answer: D

Explanation: First, multiply the length and the width to determine the square footage (1,980 feet x 1,980 feet = 3,920,400 square feet). Convert the square footage to acreage (3,920,400 square feet ÷ 43,560 square feet per acre = 90 acres).

Question #10

Answer: C

Explanation: First, calculate the total gross receipts over one year ($51,000 x 12 months = $612,000). Subtract the exempted amount ($612,000 - $42,000 = $570,000). Multiply the result by 2.5% ($570,000 x .025 = $14,250). Divide that by 12 to find the monthly amount ($14,250 ÷ 12 = $1,187.50). Finally, add the fixed monthly amount to determine the total monthly payment ($1,187.50 + $820 = $2,007.50).

Question #11

Answer: D

Explanation: First, calculate the amount of the downpayment (100% - 85% = 15%) ($250,000 x .15 = $37,500). Next, calculate the amount of appreciation in value ($275,000 - $250,000 = $25,000). Both of these form Vera's equity, so add the two together ($37,500 + $25,000 = $62,500).

Question #12

Answer: D

Explanation: First, multiply the length and width of the parcel to calculate the square yardage (110 yards x 264 yards = 29,040 square yards). Then, convert square yardage to square footage (29,040 square yards x 9 square feet per square yard = 261,360 square feet). Finally, convert square footage into acreage (261,360 square feet ÷ 43,560 square feet per acre = 6 acres).

Question #13

Answer: B

Explanation: Multiply the property value by the tax rate to find the annual tax ($600,000 x .0115 = $6,900). Divide the annual tax by 12 to find the monthly payment ($6,900 ÷ 12 = $575).

Question #14

Answer: C

Explanation: First, calculate the total amount the buyer will pay over the loan term ($2,350 x 30 years x 12 months = $846,000). Next, calculate the amount of the purchase price that is being financed; in other words, find the amount that isn't covered by the 20% downpayment ($420,000 x .8 = $336,000). Subtract the financed portion of the price from the total amount of the payments to determine the amount of the finance costs ($846,000 - $336,000 = $510,000). Finally, calculate the percentage rate that the cost increased; divide the finance costs by the purchase price ($510,000 ÷ $420,000 = 1.214, or 121.4%).

Question #15

Answer: D

Explanation: First, calculate the selling price if the Culebras sell the property at 12% more than its purchase price (100% - 12% = 88%) ($536,800 ÷ .88 = $610,000). Subtract the actual purchase price to determine the required amount of appreciation ($610,000 - $536,800 = $73,200). Double-check your answer by finding out what percentage appreciation is necessary ($73,200 ÷ $536,800 = .136 or 13.6%, which is not one of the choices listed as percentages).
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