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                 TIME: 3 HOURS
INSTRUCTIONS:   
ANSWER ANY FOUR QUESTIONS

Question One (15 Marks)
a)
Discuss the main functions of a real estate financial manager.

(5 Marks)
b)
Real estate businesses very widely in terms of how they generate income.  Explain the four (4) branches of real estate.





(4 Marks)

c)
Discuss any three (3) characteristics of real estate markets.


(6 Marks)

Question Two (15 Marks)
a)
There are arguments for using the Discounted Cash Flow model in evaluating Real Estate Investments.  Explain any three (3) of these arguments.


(6 Marks)
b)
A building in Kisii town which houses colleges has the following attributes:


(i)
The building was built in 2008 and has 300,000 square feet of rentable area.


(ii)
There would be an initial renovation cost of Ksh. 3 millions.


(iii)
The expected vacancy rates in the first two years are 30% and 20% respectively.

(iv)
The market rents in the building are expected to average Ksh. 15 per square feet for the first two years.


(v)
The variable operating expenses are expected to be Ksh. 3 per square foot for the first two years.  The fixed operating expenses are expected to be Ksh. 300,000 for the first two years.

(vi)
Real estate taxes are expected to amount to Ksh. 300,000 in the first two years.

(vii)
The tax rate on income is assumed to be 40%.

(viii)
The cost of borrowing is assumed to be 8% pre-tax and that the building will be financed with 30% equity and 70% debt with equity beta being 1.3.
(ix)
A survey suggests that equity investors in real estate require a return of 12% on their investment.

Required:

Estimate the value of the building based upon the expected cash flows and assuming that the terminal year is year 3.






(9 Marks)

Question Three (15 Marks)
a)
Discuss three (3) fundamental differences between real estate project financing and corporate financing.







(6 Marks)

b)
You have been asked to value a building based upon “comparable properties” sold in recent years.  There have been six property sales of buildings of comparable size in the surrounding area as shown below:

	Property
	Sale Prices 

Ksh ‘m’
	Size 

(sq. ft)
	Gross rent 

Ksh ‘m’

	A
	20
	400,000
	5.0

	B
	18
	425,000
	4.75

	C
	22
	450,000
	5.1

	D
	25
	400,000
	5.5

	E
	15
	350,000
	4.0

	F
	12
	300,000
	3.0



Required:

(i)
Estimate the value of the building, based upon price/square foot.
(4 Marks)


(ii)
Estimate the value of the building, based upon price/gross rent.
(5 Marks)

Question Four (15 Marks)
a)
Explain the role of the following participants in Real Estate Investments:


(i)
Commercial Banks






(2 Marks) 


(ii)
The government






(2 Marks)


(iii)
Direct equity investment funds




(2 Marks)

b)
Explain five (5) risks that a Real Estate investor might integrate into his/her evaluation of the value of a real estate investment.





(9 Marks)

Question Five (15 Marks)

a)
What is REITS?







(3 Marks)

b)
Explain six (6) ways in which REITS have promoted the growth of the real estate industry.








(6 Marks)

c)
Discuss three (3) limitations of REITS.




(6 Marks)
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