Advice to students: These notes are a brief skeleton outline of the material to be covered in REAE 3325 (MWF 9 to 9:50 AM).  You should download this file and print-out the notes.  Bring the outline to class and take notes as we cover the material.  After each class, type your handwritten notes in this file.  When it comes time to study for the quizzes and the final exam, you will have a good set of legible notes.  The process of taking notes in-class and re-typing the notes in your own words really helps you learn the material.  Give it a try!

Other suggestions for success include:

· Make flashcards

· Read your notes into a tape recorder

· Read the text material before coming to class

· Read the text material again after class

· Take notes as you read the text

· Combine your class notes and your text notes into a single set of notes

· Study several hours a day everyday (do not wait until the night before the quizzes and final exam!)

· Study with a friend (discuss terms and topics and quiz each other)

Professor Hansz, REAE 3325
PS We will add and delete material as we proceed with the semester.  It is important to attend each class.  You are responsible for all announcements.

Chapter 1   Introduction to Real Estate Decision Making

· Real Estate - Land and property attached to the land

· Land

· Improvements

· Surface rights

· Subsurface rights

· Air rights

· Fixtures

· Real Property - Land and property attached to the land plus Property Rights

· Personal property - Movable property (Chattels)

· Fixtures - Movable property (once personal property) that is attached permanently to the land 

4 Tests

1. Manner of Attachment

2. Adaptation of the Object

3. Existence of an Agreement

4. Relationship of the Parties

· Fixed location (immobility)

· Uniqueness (heterogeneous)

· Interdependence of land uses (leads to public land use controls)

· Long life (indestructibility)

· Long-term commitments

· Large transactions

· Long gestation period

· Land and structures

· Make up approximately 2/3 of material wealth in the U.S.

· Mortgage debt

· Totals approximately $5 trillion

· Expenditures, Investments

· 12% of gross domestic product

· 26% of personal consumption

· 49% of gross private domestic investment

· Real estate brokerage

· owner-occupied residential

· renter-occupied residential

· commercial

· industrial

· farm and open land

· Property management

· Real estate finance

· Savings and Loan, Savings Bank, Commercial Banks, and Life Insurance Companies

· Mortgage Banking and Mortgage Brokerage

· Appraisal

· Development and construction

· Corporate Asset management

· Land-use planning

Chapter 13   Residential & Commercial Property Financing

Understanding the Mortgage Concept

· Secured vs. unsecured debt

· History of the mortgage concept

· Mortgage - pledge of property to secure a debt

· Hypothecation - leaving borrowers in possession of their property

Modern Mortgage Concepts

· Title theory

· Lien theory

Promissory Note

· Written promise to pay monies owed

· Prepayment clause

· Right to prepay without penalty

· Acceleration clause

· In case of default, entire note is due

· Due on sale clause

· Immediate payment due if property is sold

Foreclosure

· Seizing collateral to satisfy a defaulted debt

Alternative Security Instruments

· Deed of trust

· Land contract

Structure of the US Housing Finance System

· Lending process

· Loan origination

· Primary mortgage market

· Secondary mortgage market

Housing Finance System

· Federal Housing Administration (FHA)

· FHA-insured loan

· Insurance fees 

· Private mortgage insurance


· PMI vs. FHA-insured

· VA Loan Guarantee Program

Secondary Mortgage Markets

· Federal National Mortgage Association (FNMA)

· Government National Mortgage Association (GNMA)

· Mortgage-backed securities

· Federal Home Loan Mortgage Corporation (FHLMC)

Mortgage Market Participants

· Mortgage originators and investors

· Mortgage bankers

· Mortgage brokers

· Commercial banks

· Savings and loan institutions

· Credit unions

Understanding the Mortgage Loan Origination Process

· FNMA/FHLMC Uniform Residential Application 

· Duties of the originator

· Equal Credit Opportunity Act

· Consumer Credit Protection Act

Real Estate Settlement and Procedures Act (RESPA)

· HUD guide for home buyers

· “Good faith estimate of closing costs”

· HUD-1 Uniform Settlement Statement

· Right to a copy of the appraisal

· Prohibits kickbacks 


· Secondary market disclosure

· Maximum amount of escrow withholdings

· Residential mortgage credit report

Mortgage Underwriting

· Qualifying an applicant

· Qualifying the property

Risk Assessment

· Loan to value ratio guidelines

· Down payment source guidelines

· Income ratio guidelines

· Mortgage debt ratio

· Total debt ratio

Chapter 14   Risk, Return, and Time Value of Money

Relationship Between Risk and Return

· Risk

· Uncertainty about the actual rate of return over the holding period

· Required rate of return

· Risk-free rate

Types of Risk

· Business risk

· Financial risk

· Purchasing power risk

· Liquidity risk

Time Value of Money

· Money received today is worth more that money to be received in the future

Time Value of Money Formulas

· Future value of a lump sum

· Compound interest

· FV = PV(1+i)n

Present Value of a Lump Sum

· Discounting

· Process of finding present values

· Compounding

· Process of finding future values

· PV = FV [1/(1+i)n ]

Present Value of an Annuity

· PVA = A[(1-(1/(1+i)n ))/ i]

Future Value of an Annuity

· FVA = A[((1+i)n -1))/ i]

Sinking Funds

· SFP = FVA [ i / ((1+i)n -1))]

Mortgage Payments

· PMT = PVA [ i / ((1 - (1/(1+i)n )))]

Net Present Value (NPV)

· Difference between how much an investment costs and how much it is worth to an investor

NPV Decision Rule

· If the NPV is equal to or greater than zero, we choose to invest

Internal Rate of Return (IRR)

· The discount rate that makes the NPV equal to zero - the rate of return on the investment

IRR Decision Rule

· If the IRR is greater than or equal to our required rate of return, we choose to invest

Ch 15 Mortgage Mechanics

· Interest-only versus amortizing loans 

· Interest-only

· Amortizing 

Understanding the Amortization Process

· With a level constant payment

· The interest portion declines with each payment

· The principal portion increases with each payment

· The amount outstanding declines to zero at the end of the loan term

Understanding the Fixed Rate Mortgage

· Prepayment

· Refinancing

· Discount points

· Origination fees

· Effective interest rate

Alternatives to the Fixed Rate Mortgage

· Two-step mortgage

· Adjustable-rate mortgage

Chapter 16   Investing in Income-Producing Real Estate

Advantages of Real Estate Investment

· Attractions of real estate as an investment 

· Cash flow from operations

· Appreciation

· Portfolio diversification

· Financial leverage 

Disadvantages of Real Estate as an Investment

· Large amount of capital required

· Risk, particularly illiquidity risk

· Changing market conditions

Financial Decision Making

· Wealth maximization

· Using the NPV rule

· Using the IRR rule

The Discounted Cash Flow Model

· Applying the discounted cash flow model

· Initial equity

· Forecasting after-tax cash flow (ATCF)

· Calculating net operating income

· Potential gross income (PGI)

· Vacancy and credit losses (VCL)

· Effective gross income (EGI)

· Operating expenses (OE)

· Net operating income (NOI)

· Before-tax cash flow (BTCF)

· Taxable income (TI)

· Depreciation (DEP)

· Taxes

· After-tax cash flow (ATCF)

After Tax Equity Reversion (ATER)

· Gross sale price

· Selling expenses

· Net sale proceeds

· Amount outstanding

· Before-tax equity reversion (BTER)

· Book value

· Taxable gain

· Taxes due on sale (TDS)

· After-tax cash on sale

Other Performance Measures

· Cash-on-cash return

· Operating expense ratio

· Debt coverage ratio

REITs

· As an alternative to direct investment in real estate

Chapter 2   Property Rights and Legal Descriptions
· Real property

· land and things permanently attached to the land

· Personal property

· moveable property

Fixtures

· An item that was once personal property but that has become attached to the real estate so that it is now considered real property

Tests for Fixture Status

· Intent of the parties

· Attachment

· Adaptability

Mineral and Air Rights

· Separate ownership

· Limitation of air space to a reasonable distance

· Right to sunlight

Water Rights

· Littoral rights

· Riparian rights theory

· Reasonable use

· Prior appropriation theory

· Underground water

Estates in Land

· Grantor

· Party who transfers interest

· Grantee

· Party who receives interest

Estates in Land

· Freehold estates: inheritable

· Fee simple absolute estates 

· Alienable

· Devisable

· Descendible

Life Estates

· Non-inheritable freehold estate that ends upon the death of the named person

Leasehold Estates

· Non-freehold estates

· Tenancy for a stated period

· Tenancy from period to period

· Tenancy at will

· Tenancy at sufferance

Concurrent Estates - Joint Ownership

· Tenancy in common

· Undivided proportional interest

· Joint tenancy

· Right of survivorship

· Tenancy by the entirety

· Only between husband and wife

· Community property

Condominium Ownership

· Fee simple ownership to personal units

· Common ownership of public facilities

Cooperative Ownership

· Land and building owned by a non-profit corporation

· Residents have proprietary lease in specific units

Time Sharing

· Fee interest time-share

· Right-to-use time-share

Legal Descriptions

· Metes and bounds

· Distances = metes

· Direction or courses = bounds

Rectangular Survey System

· Origin

· Principal meridians and base lines 

· Townships

· Ranges

· Sections

· Subdivision of a section 

References to Plats

Chapter 3   Private Restrictions on Ownership 

Encumbrances

· Restrictions or limitations on the owner’s ability to use a property

Liens

· Financial security interest in a property

Special Liens

· Mortgages

· Mortgagor-borrower

· Mortgagee-lender

· Foreclosure

· Mechanic’s liens 

General Liens

· Judgment liens

· Tax liens

Easements

· A right to use another’s property in a specified manner

Types of Easements

· Appurtenant

· Dominant estate

· Servient estate 

· Easement in gross

Creation

· Express grant or reservation 

· Implication - easement by necessity 

· Prescription

Licenses

· Revocable personal privilege to use land for a particular purpose

Profit - profit a prende

· Non-possessory interest that permits holder to remove specified resources from the land

Adverse Possession

· Requirements to obtain title by adverse possession

· Actual and exclusive

· Open and notorious

· Hostile

· Continuous

· Under a claim of right

· Statutory period

Restrictive Covenants

· Deed Restrictions

· Creation

· Reasonableness

· Enforcement

Chapter 4   Public Restrictions on Ownership

Four Basic Powers

· Four basic powers of government over real property

· Taxation

· Escheat

· Eminent domain

· Police power

Property Tax - Ad Valorem Tax

· Property value assessment

· Assessed value

· Fair market value

· Development of a budget and tax rate

· Millage rate

· Tax digest 

· Tax billing and collection

Power of Escheat

· Government’s right to acquire ownership of land when the landowner dies without an heir or a valid will

Power of Eminent Domain

· Right of the government to take private property for public use upon the payment of just compensation

Police Power

· Power to regulate use of private property to protect public health, safety, morals and general welfare

Elements of the Comprehensive General Plan

· An analysis of projected economic development

· The transportation plan to provide for necessary circulation

· A public-facilities plan that identifies such needed facilities as schools, parks, civic centers, water and sewage disposal plants

· A land-use plan

· An official map

Implementing the Comprehensive Plan

· Comprehensive zoning

· Type of use

· Intensity of use

· Developmental density

· Height and bulk limitations

· Bulk regulations

· Floor-area ratio

· Minimum lot size and setback regulations

Zoning Changes

· Legislative relief

· Administrative relief

· Variances

· Special use permits

· Judicial relief 

Nonconforming Uses

· Use that was legal in the past but not longer complies with current zoning

Building Codes

· Establish standards for new construction

Subdivision Regulations

· Establish standards for subdivision of land

Subdivision Approval Process

· Pre-application conference

· Approval of the preliminary plat

· Approval of the final plat 

Mandatory Dedication

· Required dedication of land for public purposes

Impact Fees

· Assessments on new development for public facilities

Innovative Land-use Control Methods

· Planned unit development

· Performance zoning

· Incentive zoning

· Transfer of development rights

Chapter 5   Deeds and Leases
Deeds

· Written document that transfers title to real estate

Necessary Elements of a Deed

· Designation of the parties

· Consideration given by grantee

· Legal description

· Specific interest conveyed

· Signature of the grantor and witnesses 

Additional Elements

· Covenant against encumbrances

· Covenant of seisin

· Covenant of quiet enjoyment

· Covenant of further assurances

· Warranty forever

Types of Deeds

· General warranty deed

· Special warranty deed

· Grant deed

· Bargain and sale deed

· Quitclaim deed 

· Deed for special uses

Requirements of a Valid Lease

· Names of the lessor and lessee 

· Conveyance of the premises 

· Description of the premises 

· Term or duration of the lease

· Amount of rent and manner of payment

· Duties and obligations of parties

· Signatures of the parties 

Classifications of Leases

· Duration of term

· Tenancy for stated period-conveys the property to the tenant for a stated period of time

· Tenancy from period to period-indefinite duration

· Tenancy at will-may be terminated by either party at any time

· Tenancy at sufferance-provides the least protection

Ground Lease

· Lease involving unimproved land

Methods of Payment

· Gross lease-landlord pays real estate taxes, utilities, insurance and all operating expenses

· Net lease-tenant pays the operating expenses

· Net net lease-tenant pays operating expenses, insurance premiums and real estate taxes   

· Net net net lease-tenant pays operating expenses and insurance premiums
· Fixed-rent lease-rent is fixed for the term of the lease

· Graduated-rent lease-rent is increased by percentage at graduated intervals

· Reappraisal lease-the level of each rent increase is determined by reappraisal of the property

· Percentage lease-rent is based on some percentage of sales made on the premises

· Index lease

Landlord-Tenant Relationship

· In a residential lease

· Month-to-month lease

· Fixed term lease

· Renewal option

· Expenses

· Assignment and subleasing

· Security deposits

· Improvements

The Rights and Obligations of Landlord

· Covenant of quiet enjoyment

· Implied warranty of habitability

· Maintenance of common areas

· Protection against criminal acts

· Renewal clause

· Negative renewal clause

· Positive renewal clause

Chapter 6   Contracts in Real Estate Transactions

Necessary Elements of a Contract

· Offer and acceptance

· Consideration

· Capacity of parties

· Lawful purpose

· Writing requirement

· Statute of frauds

· Partial performance

Real Estate Sales Contracts

· Description of property and fixtures

· Purchase price

· Title

· Escrow

· Provisions for earnest money deposit

· Property destruction

· Miscellaneous provisions

· Broker’s commission

Escrow Arrangements

· Delivery and acceptance

· Escrow agent

· Protection of the buyer

Option-to-Buy Contracts

· Gives one party the right to buy for a specified price within a specified time

Performance and Breach of Contract

· Breach

· Specific performance 

· Remedies for breach of contract

Chapter 7   Title Examination and the Closing Process

Title Examination

· Marketable title

· Title perfect of record

· Insurable title

Report of Title Defects

· Title opinion

· Title insurance 

Method of Searching a Title

· Grantor index

· Grantee index

· Other public records

· Title abstract

Title Insurance

· Determination of risk

· Schedule of exceptions

· Distinguished from other types of insurance

· Substitution for title opinion letter

· Time period and type of defects covered

· Who requires title insurance?

The Torrens System

· How the system works

· Use of the system

Title Closings

· Buyers’ responsibilities

· Financing the purchase

· Obtaining a title opinion

· Having the property surveyed

· Obtaining property insurance

· Inspecting the property

· Other responsibilities

Title Closings

· Sellers’ responsibilities

· Preparing the deed

· Removing encumbrances

· Paying the seller's loan

· Obtaining a termite bond

· Other responsibilities

Costs at Closing

· Buyer’s costs

· Seller’s costs

· Pro-ration of homeowner’s costs 

Chapter 8   Understanding Real Estate Markets

Idealized Supply & Demand Model

· Many buyers and sellers (Liquidity)

· Knowledge of the market - 

· Products are identical or similar

· Supply is flexible in short term

· Purchases are small and frequent

· Space is not a factor in the analysis

Real Estate Resources: Supply Factors - Improvements

· Real estate improvements - buildings and other structures

· Supply is fixed in the short run (inelasticity of supply)

· Supply of services is responsive (vacancy rate)

· Additions to supply are small

· The accelerator effect – a relatively small % change in total demand will result in a much larger % change in new investment

· Additions based on future demand – market analysis, competitors doing the same?

· The cost and availability of financing (determine additions to supply)

Impact of Uniqueness

· Defining real estate markets

· Geographic Location

· Property type

· Use type

Real Estate Resources: Supply Factors - Land

· National land supply

· Urban areas – 70% of US population lives on 1.6% of US land

· Agricultural areas – ¾  of total US land area

· Local land supply – land use policies

Real Estate Resources: Demand Factors

· Income

· Employment

· Population 

Changes in Demand (example, increase in demand)

· Increase in use of existing properties

· Increase in prices and rents

· Increase in construction and supply

Price-Distance Relationships

Highest and Best Use Concept

· That use of the land likely to produce the greatest long-term economic return to the owner.

· Vacant land

· Land with improvements

· Interim use

· Adaptive use

· Returns to owner versus returns to society

Chapter 9   Economics of Regional and Community Growth

Economic Factors Influencing the Growth and Decline of Cities

· Community growth factors

· Transportation facilities

· Educational facilities

· Other factors in the created environment

· Natural resources

· Climate

· Labor force

· Leadership

Concept of an Economic Base

· Export activities

· Agriculture, manufacturing, mining, and wholesale trade

· Population serving activities

· Construction, public utilities, retail trade

Location of People

· Why do people locate where they do?

Analyzing Local Real Estate Demand

· Short-run Demand

· Current supply of real estate improvements

· Current industrial structure

· Recent changes in the local economy

· Likely economic changes in the near future

Analyzing Local Real Estate Demand

· Long-run Demand

· Long-run economic prospects for the local economy

· National & regional trends likely to affect the local economy

· Likelihood of new firms coming into the area

Models of Urban Growth Patterns

· A city may grow in several ways

· Vertically

· In-filling

· Extension of settled areas 

· Growth Models

· Concentric Circle growth

· Axial growth

· Sector growth

· Multiple-Nuclei growth

Importance of Public Facilities Infrastructure in the Growth Process

· Transportation facilities

· Water and Sewer facilities

Urban Form: A Synthesis

· Commercial growth

· Industrial Growth

· Residential Growth

Dynamics of Neighborhood Change

· What is a neighborhood?

· Neighborhood change

· Neighborhood stabilization and rehabilitation

Chapter 10   Real Estate Brokerage

The Real Estate Sales Process

· Listing agreements

· Marketing the property and qualifying buyers

· Presentation and negotiations

· Contracts and closing

Real Estate Brokers and Salespersons

· Licensing of salespeople and brokers

· Transactions on one’s own behalf   

· Conducting transactions on behalf of others

· State license requirements

· Real estate brokerage regulation

· Consumer protection 

Legal Aspects of the Broker-Client Relationship

· Agency law

· Principal - employer

· Agent - employee

The Role of Real Estate Brokers

· Broker representation

· Listing broker

· Obtains listing of property for sale

· Selling broker

· Actually sells the property

· Dual agent

· Single broker employed by both seller and buyer

Broker-Seller Relationship (Seller’s Agent)

· Open listing 

· Exclusive-agency listing 

· Exclusive-right-to-sell listing

· Multiple listing

· Net listing

Broker’s Right to a Commission

· Paid when broker either

· Sells the property, or

· Procures a ready, willing and able buyer

Broker-Buyer Relationship (Buyer’s Agent)

· Buyer’s representation 

· Types of buyer representation agreements

· Compensating the buyer’s broker

Duties and Rights Under Agency Relationships

· Broker’s duties

· No fraud and negligence

· False statement with intention to mislead

· No misrepresentation

· False statement but with no intention to mislead

Fair Housing Laws

· Prohibit discrimination based on sex, race, color, religion, national origin, disabilities, or familial status

Methods of Agency Termination

· Sale of the listed property

· Time limit expires

· Mutual agreement

· Breach of duties

· Loss of contractual capacity

· Improvements are destroyed

· Property is taken by government under power of eminent domain

Chapter 11   Real Estate Appraisal

Understanding the Appraisal Profession

· FIRREA

· State requirements

· Licensed appraisers

· Certified residential appraisers

· Certified general appraisers

What is Value?

· Market value

· Motivated parties

· Informed parties

· Market exposure

· Payment in cash

· No special circumstances

What is Value?

· Investment value

· Price versus market value

· Market value versus cost of production

· Other types of value

· Assessed value

· Insurable value

Key Appraisal Principles

· Anticipation

· Change

· Substitution

· Contribution

The Traditional Appraisal Process

· Definition of the problem

· Type of value-purpose

· Description of property

· Specific property rights

· Effective date

· Data selection and collection

· General market analysis

· Specific property analysis

The Traditional Appraisal Process

· Highest and best use analysis

· As though vacant

· Land with improvements

· Application of the three approaches to valuation

· Sales comparison approach

· Cost approach

· Income approach

· Reconciliation of value indications

· Report of defined value

Sales Comparison Approach

· Comparable sales data

· Selection 

· How many comparables?


Sales Comparison Approach

· Adjustment of sales data

· Elements of comparison

· Property rights conveyed

· Conditions of sale

· Financing terms

· Market conditions

· Locational characteristics

· Physical characteristics

· Applying the sales comparison approach 

Cost Approach

· Estimating site value

· Estimating production cost

· Reproduction cost

· Replacement cost

· Estimating accrued depreciation

· Physical deterioration

· Functional obsolescence

· Economic obsolescence

· Applying the cost approach

Income Approach

· Gross income multiplier 

· Net income capitalization 

· Discounted cash flow 

Chapter 12   Property Management

Objective of a Property Manager

· To secure for the owner the highest net return over the useful life of the property

Functions of a Property Manager

· Administrative management

· Marketing

· Marketing strategy

· Tenant selection

· Rent schedule

· Physical management

Role and Function of Asset Managers

· Management

· Acquisition

· Financing

· Disposition

Chapter 19   Principles of Real Property Insurance

Risks of Property Ownership

· Loss of property due to fire, wind, water, vandalism or other hazards

· Loss of use

· Liability loss resulting from negligence in the use of the property

· Financial loss, particularly the inability to make mortgage payments, as a result of disability or death of a wage earner

Homeowner’s Policy

· Items covered 

· Replacement cost coverage

· Personal articles floater policies

· Credit card forgery and counterfeit money losses

· Factors influencing rates

· Coinsurance

Renter’s and Condo Owner’s Insurance

· Covers only personal property and personal liability

Protection from Specific Risks

· Earthquake insurance

· Making an inventory and a photographic record

· Liability insurance

· The personal excess liability policy

· Flood insurance

· Mortgage life insurance

Chapter 20   Home Purchase Decisions

Rent or Buy Decisions

· Tax consequences of rent versus mortgage payments

· Alternative investments

· Inflation and home prices

· Impact of mortgage interest rates 

· Period of ownership

How Much House Can You Afford?

· Income 

· Expenses

· Qualifying ratios

· Down payment

Choosing a Property

· Choosing an area

· Property taxes and quality of public services

· Recreational facilities

· Quality of school system

· Crime statistics

· Overall quality of the community

· Evaluating the individual home

· Attic

· Walls, ceilings and floors

· Roof

· Basement or crawl space

· Electrical system

· Mechanical systems

· Heating and cooling systems


· Water supply and waste disposal

Making and Closing the Deal

· Real estate agents

· Negotiating the price

· Dealing with the lender

· Closing attorneys and escrow agents

