[image: image1.emf]
MAASAI MARA UNIVERSITY
REGULAR UNIVERSITY EXAMINATIONS 

2015/2016 ACADEMIC YEAR

FOURTH YEAR FIRST SEMESTER 
SCHOOL OF BUSINESS & ECONOMICS

BACHELOR IN BUSINESS MANAGEMENT

COURSE CODE:    BBM 416
COURSE TITLE:  REAL ESTATE FINANCE
DATE: 12th May 2016
   



TIME: 8.30 AM – 10.30 AM
INSTRUCTIONS TO CANDIDATES
Answer question ONE and any other THREE questions

This paper consists of 5 printed pages. Please turn over
QUESTION ONE
a. You have just been employed by Koinet and Jericho Property Consultants as an appraiser. Your first appointment is to analyze, evaluate and to estimate the value of a property located off the MaiMahiu – Narok road in a new suburb area of the town. The property is like many others in the area and you have been able to collect the following information.

	
	
	Comparable Transactions

	Unit of comparison
	Subject property
	1
	2
	3

	Size in square feet
	30,000
	40,000
	20,000
	35,000

	Age in years
	5
	9
	4
	5

	Physical condition
	Average
	Good
	Average
	Poor

	Location
	Prime
	Prime
	Secondary
	Prime

	Sale date months ago
	
	6
	18
	12

	Sales price
	
	9,000,000
	4,500,000
	8,000,000


The appraiser’s adjustments are based on the following;
i. Each adjustment is based on the unadjusted sales price of the comparable

ii. Properties depreciate at 3.5% per annum

iii. Conditional adjustment: Good, +3%; average, none; poor, -3% 

iv. Location adjustment: prime, none; secondary ,-12%; 

v. Over the past 26 months sales prices have been appreciating 0.5% per month

You are required to determine the value of the property to be appraised 












     (19mks)
b. Discuss three sources of financing a potential buyer for the above property may approach 








      (6mks)
QUESTION TWO
a. Discuss three major problems facing the real estate industry in Kenya and recommend remedies. 







(6mks)
b. Discuss two reasons why studying real estate finance is important 
(2mks)
c. You have an opportunity to buy a medium sized commercial property that costs Kshs. 1,500,000. If you make this investment now, you will receive Kshs. 300,000, Kshs. 500,000, Kshs. 550,000 and Kshs, 600,000, one, two, three and four years from now respectively. If the appropriate discount rate is 12%,

i. Should you make this investment 




(4mks)
ii. If the discount rate is 8%, should you still make this investment? 











(3mks)
QUESTION THREE
a. It is important for lenders and borrowers to understand the sources of funds used for lending and how different factors affect the availability and cost of mortgage funds. Discuss five factors that influence mortgage prices. 












        (10mks)

b. Distinguish between estates in possession and estates not in possession 












(5mks)
QUESTION FOUR
a. Describe real estate finance 






(2mks)
b. Jelimo obtained a fully amortized mortgage loan for Kshs.1.25 million, at 11% for 20 years with 3 basis points included in closing costs from Dubaan bank.

i. Explain the determinants of the 3 basis points 


(3mks)
ii. What will be the initial 5 payments if the loan was CAM 
(5mks)
iii. What will be the monthly payments if the loan is CPM

(2mks)
iv. If Jelimo decides to repay the loan 8 years before maturity, how much will she pay the lender 





(3mks)
QUESTION FIVE
A price level adjusted mortgage (PLAM) is made with the following terms;

Amount = kshs. 1,250,000

Initial interest rate = 5%

Term = 15 years

Payments to be adjusted at the beginning of each year and assuming inflation is expected to increase at the rate of 4% per year for the next 5 years. 

i. Define the concept of PLAM 





(3mks)
ii. Determine the payments at the beginning of each year 
(8mks)
iii. What is the loan balance at the end of the 5th year 

(4mks)
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