Real Estate Principles
Chapter 14 Answer Key

Chapter 14
Risk, Return, and the Time Value of Money

Short Answer
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9. 
Yes. The present value of the cash flows ($116,888.06) is greater than the purchase price of an equity position in this property ($115,000). Properties that are worth more than they cost are good deals!

10. 
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11. 
The IRR is greater than Gloria’s required rate of return. By definition, IRR (internal rate of return) is the discount rate which sets NPV equal to zero.  Furthermore, the NPV formula is a decreasing function of the discount rate.  (Technically, the first partial derivative of the function with respect to i is negative.) We saw in the previous problem that the NPV of this project is positive at a discount rate of 11% so we know that a rate greater than 11% is necessary to reduce the NPV to zero. By trial and error, the IRR for this project is approximately 11.52959%.
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