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Chapter 11



Loan Interest Math

To Convert Annual Interest

Monthly Interest:
Divide by 12

Daily Interest:
Divide by 360

Home Loans Are 
SIMPLE INTEREST

Paid
IN ARREARS

Example: 
How much annual interest is paid on a $180,000 loan if the interest rate is 7.5%?

$180,000 × 7.5% = $13,500 Annual Interest

Annual Interest

Loan
Amount

Rate
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The SUPERIOR WAY Loan Interest Math

1. Loan Amount × Rate = Annual Interest
2. Annual Interest ÷ Loan Amount = Rate
3. Annual Interest ÷ Rate = Loan Amount

X

÷÷
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Loan Interest Math
PROBLEMS

1. A buyer purchases a home for $136,000 and obtains 
a 7.5% loan. How much will they pay in annual 
interest?

2. A borrower has an interest rate of 6.5%. Their loan 
amount is $78,000. How much interest will they pay on this loan in 6 months?

3. The loan on a property is $123,000 at an interest rate of 8%. What is the amount of daily
interest that the borrower is paying?

4. If the borrower pays $8,500 in annual interest on a 6% interest loan, how much was the
loan amount?

5. If a borrower pays $600 per month in interest and their loan amount is $120,000, what
interest rate are they paying on the loan?

6. If a homeowner pays $4,800 every 6 months in interest and they have an interest rate of
7.5%, what was their loan amount?



Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com 273

Loan Interest Math
SOLUTIONS

1. $136,000 × 7.50% (.075) = $10,200 annual interest

2. $78,000 × 6.5% = $5,070 annual interest
$5,070 ÷ 12 = $422.50 monthly interest
$422.50 × 6 = $2,535 interest paid over 6 months

3. $123,000 × 8% (.08) = $9,840 annual interest
$9,840 ÷ 360 = $27.33 daily interest

4. $8,500 ÷ 6% (.06) = $141,666.67

5. $600 × 12 = $7,200 annual interest
$7,200 ÷ $120,000 = (.06)  6%

6. $4,800 ÷ 6 = $800 per month
$800 × 12 = $9,600 annual interest
$9,600 ÷ 7.5% (.075) = $128,000



Principal & Interest (PITI) 
Payment Math
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You cannot calculate the P&I portion without a 
financial calculator to give you the amortization factor. 

Therefore on the test they will give you the factor.

Example: 
You bought a home with a loan of $21,500. The monthly P&I will be $7.70 
per $1,000 of the loan amount. The annual property taxes are $496.20, 

and the homeowner’s insurance policy is $240 per year. 
What is the total PITI payment?

$21,500 ÷ 1,000 = 21.5
$21.5 × 7.70 = $165.55 P&I
$496.20 ÷ 12 = $41.35
$240.00 ÷ 12 = $20.00

$165.55 + $41.35 + $20.00 = $226.90

The SUPERIOR WAY PITI Payment Math

1. Determine the $1,000s in the Loan
2. Multiply by the amortization Factor
3. Divide the Annual Taxes by 12
4. Divide the Homeowner’s Insurance by 12
5. Add the Components Together



Interest Over Life of Loan Math
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Example: 
The principal and interest payment is $440.26 monthly for a 30-year loan at 8% interest. 

The original loan amount is $60,000. What is the total amount of money paid to the lender?
What is the total interest paid? 

How much of the borrower’s first payment of $440.26 goes to principal?

$440.26 × 360 = $158,493.60 = Total Paid to Lender
$158,493.60 – $60,000 = 98,493.60 Total Interest Paid

$60,000 × 8% = $4,800 Annual Interest
$4,800 ÷ 12 = $400 Monthly Interest

$440.26 – $400.00 = $40.26 Principal Reduction

The SUPERIOR WAY Interest Over Life of Loan Math

1. P&I Payment × # of Payments = Total Paid
2. Total Paid – Principal = Total Interest Paid Life of Loan

To Calculate Principal Reduction/Loan Balance

1. Caculate the Annual Interest
2. Annual Interest ÷ 12 = Interest for the Month
3. P&I Payment – Monthly Interest = Principal Reduction
4. Loan Amount – Principal Reduction = Loan Balance
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Interest Over Life of Loan Math
PROBLEMS

1. The original loan amount is $80,000. The monthly
principal and interest payment is $890 for this 20-
year loan at 9% interest. What is the total amount of 
interest paid over the life of the 20-year loan?

2. Bob wants to purchase a house for $150,000 with 10% down payment. The house payment
is $1,800 (PITI). The taxes and insurance total $300 monthly. Bob wants a 15-year loan at
6%. What is the total amount of interest paid over the life of the 15-year loan?

3. Robert wants to obtain a 25-year loan at 6% with an original loan amount of $85,000. The
monthly principal and interest payment is $1,100. The taxes and insurance total $350
monthly. What is the total amount of interest paid over the life of this loan?

4. Scott wants to borrow $175,000 at 8% interest for a term of 30 years. The monthly 
PITI is $2,100 and the TI equals $400. How much of Scott’s first payment goes 
toward principal?
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Interest Over Life of Loan Math
SOLUTIONS

1. $890 × 240 payments = $213,600 Total Payments
$213, 600 − $80,000 = $133,600 Interest

2. $150,000 × 10% = $15,000 Down Payment
$150,000 − $15,000 = $135,000 Loan Amount
$1,800 − $300 = $1,500 P&I Payment
$1,500 × 180 months (15 years) = $270,000
$270,000 – $135,000 = $135,000 Interest

3. $1,100 × 300 months (25 years) = $330,000
$330,000 − $85,000 = $245,000 Interest

4. $175,000 × 8% = $14,000 Annual Interest
$14,000 ÷ 12 = $1,166.67 Monthly Interest

Payment $2,100 – $400 = $1,700 P&I
$1700.00 – $1,166.67 = $533.33 To Principal



Loan Balance After 
Payment Math
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Example: 
An individual wants to borrow $60,000 at 12% interest for 30 years. 

The principal and interest payment total $663.72. 
What is the principal balance of the loan after the first month’s payment?

Solution:

1.   $60,000
2.   $60,000 × 12% = $7,200 Annual Interest
3.   $7,200 ÷ 12 = $600 Interest for First Month
4.   $663.72 Principal & Interest Payment
5.   $663.72 – $600.00 = $63.72 First Month’s Principal
6.   $60,000 – $63.72 = $59,936.28

$59,936.28 Principal Balance after First Payment

*REPEAT THE PROCESS FOR SUBSEQUENT MONTHS

The SUPERIOR WAY Loan Balance After Payment Math

1. Determine the Loan Amount
2. Determine Annual Interest (Principal × Rate)
3. Determine Monthly Interest (Annual Interest ÷ 12)
4. Determine the P&I Monthly
5. Subtract the Monthly Interest from Payment
6. Subtract the Remaining Principal from Loan Balance
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Loan Balance After 
Payment Math PROBLEMS

1. An individual wants to borrow $74,000 at 10% for 20
years. The principal and interest payment is $776.32.
What is the principal balance of the loan after the
first month’s payment?

2. The interest rate on a fixed rate loan is 6%. The term of the loan is for 25 years. The 
present loan balance is $86,898.72. The principal and interest total $489. What is the loan
balance after the next payment?

3. The present balance of a loan is $45,565.88. The interest rate is 8%, and the term of the
loan was 30 years. The PITI total is $650. The taxes and insurance total $250. What is the
loan balance after the next payment?
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Loan Balance After 
Payment Math SOLUTIONS

1. $74,000 x 10% ÷ 12 = $616.67 interest

$776.32 PI $74,000.00
– $616.67 I – $159.65
$159.65 P $73,840.35

2. $86,898.72 x 6% ÷ 12 = $434.49 interest

$489.00 PI $86,898.72
– $434.49 I – $54.51
$54.51 P $86,844.21

3. $45,565.85 x 8% ÷ 12 = $303.77 interest

$650.00 PI
– $250.00 TI
$400.00 PI $45,565.88

– $303.77 I – $96.23
$96.23 P $45,469.65



Origination Fees & 
Discount Points Math
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Example: 

A borrower is purchasing a home for $200,000 and obtaining a loan in the amount of
$150,000. The borrower will pay 3 discount points. 

How much money will the borrower need for the discount points at closing?

$150,000 × 3% = $4,500 in Discount Points

The SUPERIOR WAY Origination Fees & Discount Points Math

1. An Origination Fee is a % of the Loan Amount (Usually
1%) Admin Fee for Costs Involved in Obtaining the Loan

2. A Discount Point is a % of the Loan Amount (Buy Down
the Rate)

3. Each Discount Point Decreases the Interest Rate by 1/8 
of a Percent

A borrower pays 2 discount
points on a par rate of 7%

1/8 + 1/8 = 2/8 =1/4   

Decreases the rate by .25%

Interest rate will be 6.75%

1/8
.125

1/8
.125

1/8
.125

1/8
.125

1/8
.125

1/8
.125

1/8
.125

1/8
.125
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Origination Fees & 
Discount Points Math PROBLEMS

1. An individual wants to borrow $74,000 and will pay a
1% origination fee and 2 discount points. How much
money will the borrower need at closing to cover
these costs?

2. A loan was made at $110,000 on a property that was purchased for $150,000. If the 
borrower paid a 1% origination fee and 2 discount points, how much money did the 
borrower pay at closing for the lowering of their interest rate?

3. The par rate on the market is 6.5%. If the borrower was given an interest rate of 6%, what
is the total number of points they paid at closing?

4. If the borrower wanted to reduce the interest rate from 7.25% to 7% on a loan in the
amount of $185,000, how much money would they need at closing to pay for the discount
points?

5. A seller is selling her home for $120,000. The borrower is getting a loan in the amount of
$100,000. The seller has agreed to pay $3,000 in costs to pay for the borrower’s discount
points. How much will this reduce the interest rate at which the bank loans the money?
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Origination Fees & 
Discount Points Math SOLUTIONS

1. $74,000 Loan Amount
$74,000 × 1% = $740
$74,000 × 2% = $1,480
$740 + $1480 = $2,220

2. $110,000 Loan Amount
$110,000 × 2% = $2,200 
(The origination fee is not used to reduce the interest rate)

3. 6.5% Par Rate
Each point reduces the rate 1/8 or .125%
.5 ÷ .125 = 4 points

4. 7.25 – 7.00 = .25 × 8 = 2 points
$185,000 × 2% = $3,700

5. $3,000 ÷ $100,000 = 3%
3% = 3 points
.125 × 3 = .375%
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Qualifying Ratio Math
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Example: 

A borrower has gross income of $4,000 per month. Their house payment (PITI) is $900. 
They have a car payment of $200 and a monthly credit card bill of $100. 

What are their debt ratios?

$900 ÷ $4,000 = 23% Housing
$900 + $200 + $100 = $1200 

$1,200 ÷ $4,000 = 30% Total Debt

The SUPERIOR WAY Qualifying Ratio Math

1. Determine the Gross Monthly Income
2. Housing Ratio is 28%
3. Total Debt Ratio is 36%
4. Both Ratios Must Be Acceptable

Count
• Car payments
• Credit cards
• Loans/fixed payments

Do NOT Count
• Food
• Utilities
• Other household expenses

Other Living
Expenses

Housing
28%

Housing Plus All
Other Expenses

36%
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Qualifying Ratio Math
PROBLEMS

1. A husband and wife apply for a $75,000 conventional loan on a house valued at the sales
price of $81,500. The lender estimates that the couple’s “housing expenses” will be $895
per month and that their “recurring obligations” will be $420 per month. The couple’s
combined regular gross monthly income is $3,400. Under which of the following standard
expense-to-income ratios (28/36) will the lender find the couple to be qualified?

I. Housing expense to gross income ratio
II. Total monthly recurring obligations to gross income ratio

A. I only
B. II only
C. Both I and II
D. Neither I nor II

2. A husband and wife apply for a $62,500 FHA loan to finance the purchase of a $72,500
house. The couple’s regular gross monthly income is $2,900.The lender estimates that the
couple’s housing expenses will be $750 per month and that their recurring obligations will
be $575 per month. Using the FHA expense-to-income ratios, the lender will find the
couple to be qualified under which of the following?

I. Housing expenses to gross monthly income ratio (29%)
II. Recurring obligations to gross monthly income ratio (41%)

A. I only
B. II only
C. Both I and II
D. Neither I nor II
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Qualifying Ratio Math
PROBLEMS (CONTINUED)

3. Jack and Jill have a combined monthly gross income of $4,200. The home they wish to 
purchase is $135,000. They will make a $13,000 down payment and are obtaining a 
30-year conventional loan at 11.5%.The monthly principal and interest is $1,209.02.
Estimated annual real property taxes are $1,450 and estimated annual homeowner’s 
insurance policy premium is $480. Homeowner association dues are $50 per month. 
They have other recurring obligations of $580 per month. Under which of the following
ratios will a lender find them to be qualified?

I. Housing expense ratio of 28%
II. Recurring obligation ratio of 36%

A. I only
B. II only
C. Both I and II
D. Neither I nor II

4. Bill and Jane are buying a home for $82,000 on a FHA203(b). Gross monthly income is
$3,500. They have recurring monthly obligations of $650, excluding housing expenses.
Under which of the following ratios will a lender find them to be qualified if the PITI is
$865?

I. Housing expense ratio of 29%
II. Recurring obligation ratio of 41%

A. I only
B. II only
C. Both I and II
D. Neither I nor II

5. The Bakers have a gross annual income of $36,000 and have recurring obligations 
(excluding housing expenses) totaling $400 per month. The conventional ratios are 28/36. 
In order to qualify for this conventional loan, the Baker’s monthly housing expenses must
not exceed which of the following amounts?

A. $680
B. $840
C. $1,080
D. $1,200
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Qualifying Ratio Math
PROBLEMS (CONTINUED)

6. Using the 28/36 rule, how much annual income must one have to qualify for a $120,000
loan at 7% for 25 years if the proposed PITI will be $982 and the borrower has other
monthly recurring debts of $745?

A. $24,833
B. $42,085
C. $57,566
D. $74,014

7. If a borrower has an annual gross income of $42,000 and will have monthly recurring
debts of $500, not including housing expenses, what will be the maximum monthly 
housing expenses using the 28/36 rule?

A. $760
B. $920
C. $980
D. $1,260

8. If a lender agrees to make a loan based on an 80% LTV, what is the amount of the loan if
the property appraises for $114,500 and the sales price is $116,900?

A. $83,200
B. $91,300
C. $91,600
D. $93,520

9. In determining LTV, the value is determined by:

A. 80%
B. 90%
C. The purchase price or the appraised value, whichever is less
D. The purchase price or the appraised value, whichever is more
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Qualifying Ratio Math
SOLUTIONS

1. $895 ÷ $3,400 = 26.3%
Housing Expense ÷ Monthly Income = Ratio

$895 + $420 = $1,315 ÷ $3,400 = 38.7%
Housing Expense + Recurring Obligations ÷ Monthly Income = Ratio

Answer: A

2. $750 ÷ $2,900 = 25.7%
Housing Expense ÷ Monthly Income = Ratio

$750 + $575 = $1,325 ÷ $2,900 = 45.7%
Housing Expense + Recurring Obligations ÷ Monthly Income = Ratio

Answer: A

3. $1,450 ÷ 12 = $120.83 (Annual Tax ÷ 12 = Monthly Tax Obligation)
$480 ÷ 12 = $40 (Annual Homeowner’s Insurance ÷ 12 = Monthly Payment)

$1,209.02 + $120.83 + $40 + $50 = $1,419.85 ÷ $4,200 = 33.8%
PI + Taxes + Insurance + HO Dues = Housing Expenses ÷ Monthly Income = Ratio

$1,419.85 + $580 = $1,999.85 ÷ $4,200 = 47.6%
Housing Expenses + Recurring Obligations ÷ Monthly Income = Ratio

Answer: D

4. $865 ÷ $3,500 = 24.7%
Housing Expense ÷ Monthly Income = Ratio

$865 + $650 = $1,515 ÷ $3,500 = 43.3%
Housing Expense + Recurring Obligations ÷ Monthly Income = Ratio

Answer: A



Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com 291

Qualifying Ratio Math
SOLUTIONS (CONTINUED)

5. $36,000 ÷ 12 months = $3,000 Gross Monthly
$3,000 × 36% = $1,080 Limit of Recurring Obligations

– $400 Actual Recurring
$680 Left for Maximum Housing Expenses

Answer: A

6. $982 PITI + $745 Recurring Obligations = $1,727 ÷ 0.36 = $4,797.22
$4,797.22 × 12 months = $57,566 Annual Income

Answer: C

7. $42,000 Annual Gross Income ÷ 12 months = $3,500 × 0.36 = $1,260
$3,500 × 0.36 = $1,260 – $500 = $760

Answer: A

8. $114,500 Appraised Value × 0.80 = $91,600 Loan Amount

Answer: C

9. Answer: C
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Finance Math
LEARNING TO GO AT HOME PROJECT

1. How much interest is paid over the entire term of a
$60,000, 30-year loan at 13% if it has fixed monthly 
principal and interest payments of $663.72?

A. $238,940
B. $60,000
C. $234,000
D. $178,939

2. If Horace Jennings sold his house to Katherine Nexon for $100,000, and Nexon assumed
Jennings’ $24,838.98 mortgage and paid $10,000 as a down payment, what amount does
Nexon have to finance on the second mortgage?

A. $75,161.00
B. $65,161.02
C. $55,161.02
D. $85,61.02

3. A borrower signs a loan agreement of $45,000. Out of this, the lender charges a $500 loan
origination fee and two discount points. How much net cash does the borrower receive?

A. $43,600
B. $45,000
C. $46,400
D. $43,610

4. A couple bought a home for $90,000 with a 20% down payment. Ten years later, the house
sold for $150,000, with the loan balance being reduced to $65,000. What is the percent of
equity increase?

A. 472%
B. 166%
C. 372%
D. 268%
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Finance Math
LEARNING TO GO AT HOME PROJECT (CONTINUED)

5. What will be the first month’s interest if the lender will loan 75% of the appraised value of
$65,000 at 6% for 20 years?

A. $188
B. $200
C. $213
D. $243.75

6. If a lender’s FHA rate of interest is 13½%, and the conventional mortgage rate is 14¾%,
how many discount points will be charged by the lender at closing?

A. ¾
B. 6
C. 10
D. 0

7. O’Boyle bought a house with a mortgage loan of $21,500. The monthly principal and 
interest payment will be $7.70 per $1,000 of the loan amount. The annual property 
taxes are $496.20. The homeowner’s policy is $240 per year. Calculate O’Boyle’s monthly
payment including principal, interest, taxes and insurance (PITI).

A. $226.90
B. $165.55
C. $235.18
D. $189.42

8. A buyer obtains a commitment for an FHA loan in the amount of $27,000. If the lender’s
current FHA interest rate is 15.5% and the lender requires sufficient discount points to
increase the effective interest rate of 16.25%, what dollar amount will the seller or buyer
have to pay in discount points?

A. $2,160
B. $1,890
C. $1,080
D. $1,620
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Finance Math
LEARNING TO GO AT HOME PROJECT (CONTINUED)

9. Bill and Betty received $19,000 from the sale of their house to apply toward the purchase
of a new home costing $90,000. They assumed an existing mortgage of $49,500 and 
borrowed $24,000 at 12% to be secured by a second mortgage. The lender charged them 
a ½% assumption fee, a 2% origination fee on the second and 5½ points on the new loan.
How much money will the buyer pay the lender?

A. $2,226
B. $3,092
C. $2,047.50
D. $2,470

10. Bob and Mary obtained a loan in the amount of $80,000. The lender charged them a 1%
origination fee and loaned the money at 4 discount points. Other closing costs included
$500 for attorney fees, $35 survey fees and $15 recording fee. How much cash did Bob
and Mary have to bring to the closing?

A. $4,550
B. $3,750
C. $1,350
D. $4,050

11. A prospective homebuyer who has contracted to buy a house for $75,000 applies to a
lender for a $70,000 conventional mortgage loan to finance the purchase. The buyer’s gross
annual income is $30,000. The lender determines that the buyer’s housing expenses would
be $720 per month and that the buyer’s expenses for recurring obligations (excluding
housing expenses) are $300 per month. Under which of the following expense-to-income
ratios would the lender find the buyer to be qualified?

I. Monthly housing expenses must not exceed 25% of gross monthly income
II. Monthly expenses for recurring obligations (including housing expenses) 

must not exceed 33% of gross monthly income

A. I only
B. II only
C. Both I and II
D. Neither I nor II
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Finance Math
LEARNING TO GO AT HOME PROJECT (CONTINUED)

Based on the following scenario, answer questions 12 through 14.

Gary bought a house for $180,000 with an 85% LTV ratio. The term of the loan is 30 years 
at a 7% rate of interest. It will take a loan factor of 6.65 to amortize the loan. The annual real
property taxes are estimated to be $996. The annual premium for the homeowner’s policy is 
estimated at $480.

12. What is the monthly PITI?

A. $1,017.45
B. $1,100.45
C. $1,140.45
D. $1,320.00

13. What will be the total amount of the interest paid over the life of the loan if payments are
made for the full 30-year term?

A. $153,000
B. $213,282
C. $321,300
D. $366,282

14. What will be the principal amount owed after the first monthly payment has been made?

A. $152,775.05
B. $152,875.05
C. $153,000.00
D. $152,323.33
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Finance Math
LEARNING TO GO AT HOME PROJECT SOLUTIONS

1. 30 years × 12 months = 360 payments x $663.72 =
$238,939.20 P&I
$238,939.20 – $60,000 Original Principal = $178,939.20

Answer: D

2. $100,000 sales price – $24,838.98 loan assumption – $10,000 in cash = $65,161.02

Answer: B

3. $45,000 loan × .02 = $900 in discount points
$45,000 – $900 – $500 orig. fee = $43,600 net amount

Answer: A

4. $90,000 × .20 = $18,000 original equity
$150,000 – $65,000 = $85,000 new equity
$85,000 – $18,000 = $67,000 increase in equity
$67,000 ÷ $18,000 = 3.72 or 372% increase in equity

Answer: C

5. $65,000 × .75 = $48,750 loan amount
$48,750 × .06 = $2,925 annual interest ÷ 12 months = $243.75
$243.75 monthly interest

Answer: D

6. Conv. Rate 14.75
FHA Rate –13.50

1.25 × 8 = 10 discount points

Answer: C

7. $21,500 ÷ 1,000 = 21.5 × $7.70 = $165.55 P&I
$496.20 ÷ 12 months = 41.35 Taxes
$240.00 ÷ 12 months = 20.00 Insurance

$226.90 PITI

Answer: A

8. 16.25 – 15.50 = .75 × 8 = 6 discount points = .06 × $27,000 = $1,620

Answer: D



Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com 297

Financing Math
LEARNING TO GO AT HOME PROJECT SOLUTIONS (CONTINUED)

9. $49,500 × .005 = $247.50 Assumption Fee
$24,000 × .02 = $480.00 Origination Fee
$24,000 × .055 = $1,320.00 Discount Points

$2,047.50 Total Fees Paid to Lender

Answer: C

10. $80,000 × .01 = $800.00 Origination Fee
$500.00 Attorney Fee
$35.00 Survey Fee
$15.00 Recording Fee

$80,000 × .04 = $3,200.00 Discount Points
$4,550.00 Total Cash From Buyers at Closing

Answer: A

11. $30,000 ÷ 12 months = $2,500 monthly gross income

Housing Expenses Recurring Obligations
$720 ÷ $2,500 = 28.8% $720 + $300 = $1,020 ÷ $2,500 = 40.8%
Does Not Qualify Does Not Qualify

Answer: D

12. $180,000 × 0.85 = $153,000 Loan Amount ÷ 1,000 = 153 × 6.65 = $1,017.45 PI 
Taxes: $996 ÷ 12 months = $83
Insurance: $480 ÷ 12 months = $40
$1,017.45 PI + $83 T + $40 I = $1,140.45 PITI

Answer: C

13. $1,017.45 PI × 360 Payments = $366,282 PI – $153,000 P = $213,282

Answer: B

14. $153,000 × 0.07 = $10,710 I ÷ 12 months = $892.50 I
$1,017.45 PI – $892.50 I – $124.95 P
$153,000 P – $124.95 P = $152,875.05

Answer: B
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Real Estate Financing
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Real Estate Financing
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Real Estate Financing
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Real Estate Financing
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Real Estate Financing
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Real Estate Financing
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Chapter 11 Vocabulary Venture
Get in Shape Review

Acceleration Clause:

Adjustable Rate Mortgage:

Alienation Clause:

Amortization:

Arrears:

Balloon Payment:

Beneficiary:

Buydown Loan:

Certificate of Reasonable Value (CRV):

Conforming Loans:

Consumer Financial Protection Bureau (CFPB):
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Conventional Loan:

Deed in Lieu:

Deed of Trust:

Defaults:

Defeasance Clause:

Deficiency Judgment:

Due-on-Sale Clause:

Equal Credit Opportunity Act (ECOA):

Equity:

Equity of Redemption:

Escrow Account:

Federal Home Loan Corporation (FHLMC) or Freddie Mac:
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Federal Housing Administration (FHA):

Federal National Mortgage Association (FNMA) or Fannie Mae:

FHA Insured Loan:

Foreclosure:

Government National Mortgage Association (GNMA) or Ginnie Mae:

Graduated Payment Mortgage:

Grantor:

Home Equity Mortgages:

Hypothecation:

Judicial Foreclosure:

Lien Theory:

Liquidity:
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Loan Assumption:

Loan-to-Value Ratio:

Loan Underwriting:

Mortgage Guarantee Insurance Corporation (MGIC) or Maggie Mae:

Mortgage:

Mortgage Broker:

Mortgage Insurance Premium (MIP):

Mortgagor:

Mortgagee:

Negative Amortization:

Negotiable Note:

Non-conforming Loans:
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Nonrecourse Note:

Open-end Mortgage:

Periodic Cap:

Power of Sale Clause:

Prepaid Items:

Prepayment Penalty:

Principal:

Private Mortgage Insurance (PMI):

Promissory Note:

Purchase Money Mortgage:

Real Estate Investment Trusts (REITs):

Regulation Z:
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Release of Liability:

Reverse Mortgage:

Right of Assignment:

Secondary Mortgage Market:

Statutory Redemption Period:

Strict Foreclosure:

“Subject to” Loan:

Substitution of Entitlement:

Takeout Loan:

Term Loan:

Title Theory:

Trustee:
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Chapter 11 Vocabulary Venture
Get in Shape Review (CONTINUED)

Trustor:

Truth in Lending Act (TILA) Regulation Z:

Usury:

VA Guaranteed Loan:
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Your Self-Assessment Survival Guide Checklist
End of Chapter 11

❑ Review Questions in Principles & Practices, Chapter 11

❑ Superior Online Quiz for Chapter 11

❑ Loan Interest Math

❑ Interest Over Life of Loan Math

❑ Loan Balance After Payment Math

❑ Origination Fees & Discount Points Math

❑ Qualifying Ratio Math

❑ Finance Math

❑ Finance Math Learning To Go At Home Project

❑ Vocabulary Venture 

Percentage on Principles & Practices Chapter 11 Review  _______ 

Percentage on Superior Online Chapter 11 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________
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Chapter 12: Closing 
a Sales Transaction
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Closing a Sales Transaction
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Closing a Sales Transaction
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Closing a Sales Transaction
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Closing a Sales Transaction
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Mini-Close #1
SELLER’S COSTS

A seller has agreed to sell his home for $249,650 and to
pay a brokerage fee of 6%, which will be equally divided
between the agents. The seller will pay the attorney $85
for preparing the deed and $30 for the courier to return
their loan payoff to their lender after closing. The seller 

is required to pay the appropriate excise taxes. Settlement date is scheduled for 
November 23.

At closing, how much money will the seller pay in costs?

A. $8,104
B. $15,594
C. $15,094
D. $16,382

ITEM DEBIT CREDIT

Commission

Deed Preparation

Courier Fees

Excise Taxes

SELLER COSTS
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Mini-Close #1
SELLER’S COSTS SOLUTION

• The commission paid by the seller is $14,979
o Sales price of $249,650 × 6% = $14,979
o Even though shared among agents, seller pays all

• Seller’s deed prep is $85
• Seller’s courier fees are $30
• Excise taxes are $500

o Round up sales price to the nearest $500
o $250,000 ÷ 500 = $500

Correct answer is B: $15,594

ITEM DEBIT CREDIT

Commission $14,979.00

Deed Preparation $85.00

Courier Fees $30.00

Excise Taxes $500.00

SELLER COSTS $15,594.00
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Mini-Close #2
BUYER’S COSTS

The buyer purchasing a home for $249,650 is obtaining 
a $212,000 conventional 30-year loan with a fixed 
interest rate of 6.5%. They are paying their lender a .75%
origination fee, $280 application fee and 1 loan discount
point. They have already paid a credit report fee of $55, 

an appraisal fee of $450, a pest inspection fee of $65 and a home inspection fee of $325.
There is a closing attorney fee of $650. The title insurance for the lender’s policy is $505.40
and the owner’s title insurance is $64.60. There is a $400 survey fee, $26 for recording the
warranty deed and $56 fee for the deed of trust. The borrower has to pay a $30 courier fee
to return their loan docs to their lender. What will be the buyer’s costs at closing?

A. $5,422
B. $5,722
C. $6,617
D. $7,180

ITEM DEBIT CREDIT

Application Fee

Credit Report

Appraisal

Origination

Discount Points

Closing Attorney

Title Ins. (Lender’s Policy)

Title Ins. (Owner’s Policy)

Survey

Home Inspection

Pest Inspection

Recording –Warranty Deed

Recording – Deed of Trust

Courier Fees

BUYER COSTS
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Mini-Close #2
BUYER’S COSTS SOLUTION

• The application fee is $280
• Both the credit report and appraisal are POC, 

so they go in the right column
• The loan amount is $212,000

o $212,000 × .75% = $1,590 origination fee
o $212,000 × 1% = $2,120 discount points

• Closing attorney fee is $650
• Title insurance is $505.40 for lender’s policy and $64.60 for owner’s policy
• Survey is $400
• Home inspection $325 and pest inspection $65; both are POC
• Recording fees are $26 for warranty deed and $56 for deed of trust
• Courier fees to the lender are $30

Correct Answer is B: $5,722

ITEM DEBIT CREDIT

Application Fee $280.00

Credit Report $55.00

Appraisal $450.00

Origination $1,590.00

Discount Points $2,120.00

Closing Attorney $650.00

Title Ins. (Lender’s Policy) $505.40

Title Ins. (Owner’s Policy) $64.60

Survey $400.00

Home Inspection $325.00

Pest Inspection $65.00

Recording –Warranty Deed $26.00

Recording – Deed of Trust $56.00

Courier Fees $30.00

BUYER COSTS $5,722.00
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Mini-Close #3
BUYER’S ESCROWS

The loan the buyer is using to purchase a $249,650 home
is for $212,000. It is a 50-year fixed loan at 6.5%. Closing
is on November 23. The borrower must pay the interim 
interest on their loan. At closing, the lender is requiring
the borrower to purchase homeowner’s insurance for $684

and private mortgage insurance for $840. Both are annual amounts. The annual taxes are
$2,471 and have been paid by the seller before closing. 

The lender is requiring initial escrow reserves equivalent to 4 months of taxes and 2
months each of homeowner’s insurance and mortgage insurance premiums.

How much money will the borrower need at closing to cover their items required by the 
lender to be paid in advance and the reserves they deposit with the lender?

A. $2,304
B. $2,405
C. $2,908
D. $3,100

ITEM DEBIT CREDIT

Interim Interest

1 year Mortgage Insurance

1 year Homeowner’s 
Insurance

Homeowner’s Insurance 
Reserves/Escrow Account

Mortgage Insurance 
Reserves/Escrow Account

Property Taxes 
Reserves/Escrow Account

BUYER ESCROW
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Mini-Close #3
BUYER’S ESCROWS SOLUTION

• The interim interest is $306.22
o Loan amount $212,000 × 6.5% = 

$13,780 annual interest
o $13,780 ÷ 360 = $38.2778 daily interest
o $38.2778 × 8 (November 23 to November 30) = 

$306.22
• One year of mortgage insurance is $840
• One year of homeowner’s insurance is $684
• 2 months of homeowner’s insurance is $114

o Annual premium $684 ÷ 12 = $57 × 2 months = $114
• 2 months of mortgage insurance is $140

o Annual premium of $840 ÷ 12 = $70 × 2 months = $140
• 4 months of taxes are $823.66

o Annual taxes $2,471 ÷ 12 = $205.9167 × 4 = $823.66

Correct Answer is C: $2,908

ITEM DEBIT CREDIT

Interim Interest $306.22

1 Year Mortgage Insurance $840.00

1 Year Homeowner’s 
Insurance $684.00

Homeowner’s Insurance 
Reserves/Escrow Account $114.00

Mortgage Insurance 
Reserves/Escrow Account $140.00

Property Taxes 
Reserves/Escrow Account $823.66

BUYER ESCROW $2,907.88
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Mini-Close #4
CASH TO SELLER

The seller is selling their home for $249,650. They will
pay a total of $15,594 in real estate commissions and
closing costs. Their loan on the property is for $138,425
and has an interest rate of 5.75%. At closing, they must
pay off their loan and the accrued interest. Their taxes are

$2,471 for the year and they have been paid. Settlement is on November 23.

How much cash will the seller receive at closing?

A. $92,683
B. $94,857
C. $95,376
D. $99,685

ITEM DEBIT CREDIT

Sales Price

Total Closing Costs

Payoff of Seller’s 
Mortgage Loan

Accrued Interest on 
Seller’s Loan

Property Taxes

Totals

CASH TO SELLER
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Mini-Close #4
CASH TO SELLER SOLUTION

• The sales price is $249,650. It is not a debit, it is a 
credit to the seller

• Their total closing costs are $15,594 and 
those are a debit

• They must be debited for the payoff of their loan
$138,425

• Their accrued interest to complete loan payoff is $508.52
o Loan is $138,425 × 5.75% = $7,959.4375 annual interest
o $7,959.4375 ÷ 360 = $22.1095 daily interest
o $22.1095 × 23 days (beginning on the month to closing) = $508.52

• Property taxes are a credit in the amount of $253.96
o Annual taxes are $2,471 ÷ 360 = $6.8639 per day
o Seller was in the property 323 days ( Jan-Oct = 300 + 23 November)
o Seller receives a credit for $253.96

• Seller owed $6.8639 × 323 days = $2,217.04
• Seller paid $2,471
• $2,471 paid = $2,217.04 owed = $253.96
• Seller gets a check in the amount of $95,376.44

o Total credits $249,903.96 – total debits $154,527.52 = $95,376.44

Correct Answer is C: $95,376

ITEM DEBIT CREDIT

Sales Price $249,650.00

Total Closing Costs $15,594.00

Payoff of Seller’s 
Mortgage Loan $138,425.00

Accrued Interest on 
Seller’s Loan $508.52

Property Taxes $253.96

Totals $154,527.52 $249,903.96

CASH TO SELLER $95,376.44
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Mini-Close #5
CASH FROM BUYER

The buyer is purchasing a home for $249,650. The
buyer’s total closing costs are $8,629.88. The closing cost
number includes transaction costs and their impounds
and reserves with the lender. Their new loan is for
$212,000. They have no due diligence fee, but have an

earnest money check in the amount of $3,500. The seller has paid the annual property
taxes of $2,471. The closing date is November 23.

How much money will the borrower need at closing?

A. $43,034
B. $47,200
C. $49,434
D. $52,178

ITEM DEBIT CREDIT

Sales Price

Total Closing Costs

Principal Amount of 
New Mortgage 

Earnest Money Deposit 

Due Diligence Fee

Property Taxes

Totals

CASH FROM BUYER
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Mini-Close #5
CASH FROM BUYER SOLUTION

• The sales price of $249,650 is a debit to the buyer
• The closing costs of $8,629.88 are a debit to the buyer
• The loan amount of $212,000 is a buyer credit
• The earnest money of $3,500 are a buyer credit
• The buyer has a debit for the taxes in the amount of

$253.96 
o Seller owed $6.8639 × 323 days = $2,217.04
o Seller paid $2,471
o $2,471 paid = $2,217.04 owed = $253.96
o $253.96 credit to seller, debit to the buyer

• Buyer’s total debits are $258,533.84
• Buyers total credits are $215,500.00
• Buyer needs $43,033.84 to close ($258,533.84 – $215,500)

Correct Answer is A: $43,034

ITEM DEBIT CREDIT

Sales Price $249,650.00

Total Closing Costs $8,629.88

Principal Amount of 
New Mortgage $212,000.00

Earnest Money Deposit $3,500.00

Due Diligence Fee

Property Taxes $253.96

Totals $258,533.84 $215,500.00

CASH FROM BUYER $43,033.84



Closing Disclosure Practice

Use the following information to complete the Closing Disclosure worksheet. When 
performing proration calculations, use the 360-day year and treat each month as if it has 30
days. For items prorated between the seller and the buyer, you should consider the SELLER
responsible for the day of closing. When performing interim calculations, you should NOT
round off your figures until the final number. However, entries on any line of the Closing
Disclosure worksheet should be rounded to the nearest cent. NO INCORRECT ANSWER
CAN BE OBTAINED SOLELY AS A RESULT OF AN ERROR IN ROUNDING OFF.

• Sales price $249,650 (no personal property)

• Closing date: November 23

• Real property taxes for the current year of $2,471 have already been paid by the seller. 
They will need to be prorated at closing.

• Earnest money deposit: $3,500

• Due diligence fee: $500

• Seller’s brokerage commission is 6% of the sales price to be divided equally between the
agents.

• The seller’s loan payoff is $183,600 and already includes accrued interest.

• Financing: The buyer is obtaining a new $212,000 conventional 30-year loan with a fixed
interest rate of 6.5%, .75% origination fee, and 1 loan discount point to be paid by borrow-
er. 

• Lender requires initial escrow reserves at closing equivalent to 4 months of taxes and 
2 months each of homeowner’s insurance and mortgage insurance premiums. The 
homeowner’s insurance premium is $684. The mortgage insurance premium is $840. 

• Collect interim interest on the borrower’s new loan.
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Closing Disclosure Practice (CONTINUED)

• Collect the statutory excise tax.

• Additional fees and costs
o $85 Deed preparation fee
o $400 Survey
o $450 Home warranty to be paid by the seller at closing
o $30 Courier fees – overnight to buyer’s lender
o $30 Courier fees – payoff of seller’s lender
o $650 Attorney’s fee
o $505.40 Title insurance – Lender policy
o $64.60 Title insurance – Buyer’s policy
o $82 Recording fees: Warranty deed $26; Deed of trust $56.00
o Borrower has paid the following expenses before closing:

•  Appraisal $450
•  Credit report $55
•  Pest inspection $65
•  Home inspection $325

Using the information given, answer the following questions:

1. What is the total amount of the borrower’s closing costs?

2. What is the total amount of the seller’s closing costs?

3. What is the amount of cash at closing required from the borrower?

4. What is the amount of cash at closing due to the seller?
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Closing Disclosure Practice (CONTINUED)
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Closing Disclosure Practice (CONTINUED)
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Closing Disclosure Example
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Closing Disclosure Example (CONTINUED)

$2,120.00
$1,590.00
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Closing a Sales Transaction
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Closing a Sales Transaction
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Chapter 12 Vocabulary Venture
Get in Shape Review

Closing:

Closing Disclosure:

Credit:

Debit:

Double Entry:

Interim Interest:

Loan Estimate:

Prepaid Interest:

Prorating:

Real Estate Settlement & Procedures Act (RESPA):

Settlement:

Single Entry:

TRID:
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Your Self-Assessment Survival Guide Checklist
End of Chapter 12

❑ Review Questions in Principles & Practices, 

Chapter 12

❑ Superior Online Quiz for Chapter 12

❑ Complete & Review All 5 Mini-Close Practices

❑ Vocabulary Venture 

Percentage on Principles & Practices Chapter 12 Review  _______ 

Percentage on Superior Online Chapter 12 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________
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Student Notes
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Chapter 13: 
Real Property Valuation
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Real Property Valuation
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Real Property Valuation
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Real Property Valuation
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Chapter 13
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Real Property Valuation
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Chapter 13
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Real Property Valuation
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Chapter 13
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Real Property Valuation
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Working With Comparables 
(CMA) Math

Example: 

The subject property has 1,500 square feet, 2 bedrooms and two baths. 
A similar property of 1,600 square feet sold with 3 bedrooms and 1½ bath. 

If square feet are worth $60 each, a bedroom is worth $10,000 and a bath is worth $5,000,
what will be the adjustment to the comparable property?

100 sq. feet × $60 = $6,000
–$6,000 (SF) – $10,000 (Bedroom) + $2,500 (1/2 Bath)

Net Adjustment –$13,500

The SUPERIOR WAY Comparison & Comparables (CMA) Math

1. Determine the Features of the Subject Property
2. Locate Substantially Similar Properties
3. Adjust the Comparables
4. Add for Inferior Components & Features
5. Subtract for Superior Components & Features

Remember:

The property with the

lowest NUMBER of

adjustments is 

most similar

Inferior
Components
ADD Value

Superior
Components

SUBTRACT Value
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Working With Comparables 
(CMA) Math PROBLEMS

1. Using the following cost data, estimate the value of
the seller’s property. The seller’s house has 2,500
square feet, 3 bedrooms, a 2-car garage, a pool, a
patio, 2 baths and sits on 1 acre. A comparable sold
recently for $150,000 and has 2,300 square feet, 4
bedrooms, a 1-car garage, no pool, no patio, 2.5 baths
and sits on 1.5 acres. Square foot = $80, 1 bedroom = $2,500, 
1-car garage = $1,200, patio = $1,800, pool = $16,000, 
½ bath = $900 and 1 acre = $45,000.

2. While estimating the value of a possible listing, you examine two comparable houses. 
Both houses are 2,700 square feet; both were built in 2000 and both have highly similar
characteristics. One comparable sold for $90,000 eight months ago, and the other 
comparable sold for $98,000 two weeks ago. You would make which of the following 
adjustments to the sales prices of the comparable houses?

I. Add $8,000 to first comparable sales price
II. Deduct $8,000 from second comparable sales price

A. I only
B. II Only
C. Both I and II
D. Neither I nor II

3. When a real estate agent is asked to estimate the value of a property, she finds four recent-
ly sold comparables. The first comp has positive features worth $3,000, the second $4,000
and the third $5,000. All features are NOT common to the subject property. The fourth
comp has negative features worth $3,500, which are NOT common to the subject proper-
ty. 
Comp one sold for $75,000, comp two sold for $78,000, comp three sold for $65,000 and
comp four sold for $73,000. What is the indicated range of probable values for the subject
property?

A. $60,000 – $76,500 
B. $72,000 – $76,500
C. $60,000 – $74,000
D. $72,000 – $74,000
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Working With Comparables 
(CMA) Math SOLUTIONS

1.

2. Answer: A

3. Answer: A

Subject Comparable Difference Adjustment

2,500 2,300 + 200 × 80 = $16,000

3 BDR 4 BDR – BDR = – $2,500

2 G 1 G + G = + $1,200

Pool No + Pool = + $16,000

Patio No + Patio = + $1,800

2 BT 2.5 BT – .5 BT = – $900

1 Acre 1.5 Acre – .5 Acre = – $22,500

Adjusted Value = $159,100

1st 2nd 3rd 4th

75,000 78,000 65,000 73,000

– 3,000 – 4,000 – 5,000 + 3,500

72,000 74,000 60,000 76,500
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Working With Comparables (CMA) Math
LEARNING TO GO AT HOME PROJECT

1. You are asked to do a comparative market analysis for a
potential seller. The subject property has 1,500 square
feet, 3 bedrooms and 1 bath. You find three comps with
the following features:

The first comp has 1,400 square feet, 3 bedrooms, 2
baths and sold for $150,000. The second comp sold for $160,000, has 1,700 square feet, 
3 bedrooms and 2 baths. The third comp has 1,700 square feet, 3 bedrooms and 
2.5 baths and sold for $162,000.

The value of one full bath is $4,000. The value of a half bath is $2,000. The price 
per square foot is $33.34.

What would be a reasonable selling price for the subject property? 

2. As a broker, you are asked to estimate the value of a property. Using the following 
information, complete a CMA and state a reasonable sales price for the property.

• Comparable #1 sold for $240,000, with 2,700 square feet, 2 baths, 2-car garage and 
3 bedrooms.

• Comparable #2 sold for $260,000, with 2,900 square feet, 2-car garage, 2 baths and 
3 bedrooms.

• Comparable #3 sold for $266,000, with 2,900 square feet, 3 baths, 3 bedrooms and 
2-car garage.

• The subject property had 2,500 square feet, 2.5 baths, 3 bedrooms and 2-car garage.
• The value of one bath is $6,000.
• The price per square foot is $100.

I would recommend a reasonable sales price to be ______________.

3. Using the following cost data, estimate the value of the seller’s property.

The seller’s house has 2,500 square feet, 3 bedrooms, a 2-car garage, a pool, a patio, 
2 baths and sits on 1 acre. A comparable sold 3 months ago for $150,000 and has 2,300
square feet, 4 bedrooms, a 1-car garage, no pool, no patio, 2.5 baths and sits on 1.5 acres.
Square foot = $80, 1 bedroom = $2,500, 1-car garage = $1,200, patio = $1,800, 
pool = $16,000, ½ bath = $900 and 1 acre = $45,000. The average annual rate of 
appreciation in the neighborhood is 12%.

The value of the seller’s property is:__________________________
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Working With Comparables (CMA) Math
LEARNING TO GO AT HOME PROJECT SOLUTIONS

1. ½ BT = $2,000 1 BT = $4,000 Sq. Ft. = $33.34

2. 1 BT = $,6000 ½ BT = $3,000 Sq. Ft. = $100

3.
Subject Comparable Difference Adjustment

2,500 2,300 + 200 × 80 = $16,000

3 BDR 4 BDR – BDR = – $2,500

G 1 G + G = + $1,200

Pool No + Pool = + $16,000

Patio No + Patio = + $1,800

2 BT 2.5 BT – .5 BT = – $900

1 Acre 1.5 Acre – .5 Acre = – $22,500

Appreciation 3 months ago 1% × 3 months = + $4,500

Adjusted Value = $163,600

$150,000 $160,000 $162,000

Subject Comp #1 Comp #2 Comp #3

1,500 sq. ft. 100 × $33.34 = 200 × $33.34 = 200 × $33.34 =
+ $3,334 – $6,668 – $6,668

3 BR N/A N/A N/A

1 BT 1 BT = 1 BT = 1.5 BT = 
– $4,000 – $4,000 4,000 + 2000

– $6,000

$149,334 $149,332 $149,332

$240,000 $260,000 $266,000

Subject Comp #1 Comp #2 Comp #3

2,500 sq. ft. 200 × $100 = 400 × $100 = 400 × $100 =
– $20,000 – $40,000 – $40,000

2.5 BT 1/2 1/2 – 1/2 
+ $3,000 + $3,000 – $3,000

3 BR N/A N/A N/A

2 G N/A N/A N/A

$223,000 $223,000 $223,000



Appreciation & Depreciation 
Cost Formula Math
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Example: 

A piece of land was purchased for $28,000. It has appreciated 10%. 
The home cost $78,000 to build, and it has depreciated 20%. 

What is the value of the property?

$28,000 × 10% = $2,800 ($28,000 + $2,800) = $30,800
$78,000 × 20% = $15,600 ($78,000 – $15,600) = $62,400

$30,800 + $62,400 = $93,200

The SUPERIOR WAY 
Appreciation & Depreciation Cost Formula Math

1. Value of Land + Cost of Building – Depreciation
2. Determine the Land Value
3. Add Land Appreciation
4. Determine Cost of the Building
5. Subtract Depreciation

Remember:

Land Appreciates

Buildings Depreciate

Value of Land

+ Appreciation
+ Cost of Building
– Depreciation
= Cost Value
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Appreciation & Depreciation 
Cost Formula Math PROBLEMS

1. A building has depreciated for the past 7 years at a rate of 3% per year. It is valued today at
$74,000. Find the original value of the building.

A. $93,670
B. $15,540
C. $58,460
D. $103,220

2. A new home and lot cost $17,000 five years ago. Of this total price, it was estimated that
the lot had a value of $4,500. Assuming an annual depreciation of 2.5% on the house and
an annual increase in value of 6% on the lot, what is the total value of the property today?

A. $10,937
B. $58,500
C. $16,787
D. $18,920

3. An individual bought a home for $100,000. The appreciation rate per year is 4%. The
owner has owned the property for 5 years. What’s the present value of the property?

A. $20,000
B. $120,000
C. $500,000
D. $80,000
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Appreciation & Depreciation 
Cost Formula Math SOLUTIONS

1. 7 years × 3% = 21%

100% – 21% = 79%
$74,000 ÷ .79 = $93,670.89

Answer: A

2. House Depreciation Lot Appreciation
5 years × 2.5% = 12.5% 5 years × 6% = 30%
$12,500 × .125% = $1,562.50 $4,500 × .30 = $1,350
$12,500 – $1,562.50 = $10,937.50 $4,500 + $1,350 = $5,850

Total Value of Home
$10,937.50 + $5,850.00 = $16,787.50

Answer: C

3. 5 years × 4% = 20%
$100,000 × .20 = $20,000
$100,000 + $20,000 = $120,000

Answer: B



Income Approach Valuation 
Math
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Net Operating
Income

Value
Cap
Rate

Example: 

The NOI for a property is $90,000. 
The appraiser has determined market cap rates to be 6%. 

What is the value of the property?

$90,000 ÷ 6% (.06) = $1,500,000 Value

The SUPERIOR WAY Income Approach Valuation Math

1. Value × Rate = Net Operating Income
2. Net Operating Income ÷ Value = Rate
3. Net Operating Income  ÷ Rate = Value

Gross Rent Multiplier =

Value of the Property ÷

Monthly RentX

÷÷



384 Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com

Income Approach Valuation Math
PROBLEMS

1. A property is listed for $750,000. The property 
produces $90,000 in income and has expenses of
$30,000. What is the cap rate?

2. An investor wants to achieve a 7% cap rate. He has found a property that produces a net
operating income of $80,000. What is the most that the investor will pay for the property?

3. If the gross rent multiplier in a particular area for similar properties is 125, and the owner
is collecting $1,500 a month in rental income, what is the value of the property?

4. A property has expenses of $40,000 and income of $90,000. If the owner lists the property
for $1,250,000, what will be the cap rate on the property?

5. A property has NOI of $75,000 and the cap rate is 8%. If the market cap rate increases to
9%, what will be the change in the property value?
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Income Approach Valuation Math
SOLUTIONS

1. $90,000 – $30,000 = $60,000 NOI
$60,000 ÷ 8% (.08) = $750,000

2. $80,000 ÷ 7% (.07) = $1,142,857

3. $1,500 × 125 = $187,500

4. $90,000 – $40,000 = $50,000 NOI
$50,000 ÷ $1,250,000 = .04 = 4%

5. $75,000 ÷ 8% (.08) = $937,500
$75,000 ÷ 9% (.09) = $833,333
$937,500 – $833,333 = $104,167

The property value would decrease by $104,167
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Chapter 13 Vocabulary Venture
Get in Shape Review

Anticipation:

Appraisal:

Broker Price Opinion (BPO):

Capitalization:

Capitalization Formula:

Cash Flow:

Chronological Age:

Comparable:

Comparative Market Analysis (CMA):

Competition:

Conformity:

Contribution:
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Chapter 13 Vocabulary Venture
Get in Shape Review (CONTINUED)

Cost:

Cost Approach:

Curable:

Debt Service:

Demand:

Appreciation:

Depreciation:

Economic Obsolescence:

Effective Age:

Effective Demand:

Functional Obsolescence:

Gross Effective Income:
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Chapter 13 Vocabulary Venture
Get in Shape Review (CONTINUED)

Income (Capitalization) Approach:

Incurable:

Market Value:

Net Operating Income (NOI):

Operating Expenses:

Physical Deterioration:

Potential Gross Income:

Price:

Probable Sales Price:

Quantity Survey Method:

Replacement Cost:

Replacement Reserve:
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Chapter 13 Vocabulary Venture
Get in Shape Review (CONTINUED)

Reproduction Cost:

Scarcity:

Square-Foot Method:

Substitution:

Supply and Demand:

Transferability:

Unit-in-Place Method:

Utility:

Value:
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Your Self-Assessment Survival Guide Checklist
End of Chapter 13

❑ Review Questions in Principles & Practices, Chapter 13

❑ Superior Online Quiz for Chapter 13

❑ Appreciation & Depreciation Cost Formula Math

❑ Income Approach Valuation Math

❑ Working With Comparables (CMA) Math

❑ Working With Comparables (CMA) Learning To Go At Home Project

❑ Vocabulary Venture 

Percentage on Principles & Practices Chapter 13 Review  _______ 

Percentage on Superior Online Chapter 13 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________
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Chapter 14: 
Property Insurance
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Chapter 14
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Property Insurance
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Chapter 14
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Property Insurance
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Chapter 14
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Your Self-Assessment Survival Guide Checklist
End of Chapter 14

❑ Review Questions in Principles & Practices, 

Chapter 14

❑ Superior Online Quiz for Chapter 14

Percentage on Principles & Practices Chapter 14 Review  _______ 

Percentage on Superior Online Chapter 14 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________
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Student Notes
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Chapter 15: 
Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15
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Landlord & Tenant
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Chapter 15



Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com 413

Landlord & Tenant



414 Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com

Chapter 15
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Landlord & Tenant



Review of the 
Residential Rental Contract
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Residential Rental Contract
NCAR Form 410-T

This form is the standard residential rental contract used in North Carolina.
The actual form is located in Modern Real Practice in North Carolina. See
Appendix D.

Parties to the Agreement
• Resident (tenant)
• Owner
• Real estate management firm

Fees & Rent
• Rent can be monthly, weekly, annually
• Provides for late payment after 5 days and penalty
• Security deposit (bank and location)
• Provides fees in the event of summary ejectment

Provides Names of Others
• Other occupants
• Emergency contact

Termination & Renewal
• Requires written notice to terminate at end of term
• No notice or tenant holdover converts to periodic tenancy

Landlord & Tenant Obligation
• The statutory duties of landlord and tenant are listed
• Specific notice of obligations regarding services (who pays what)
• Landlord obligation to replace alarms within 15 days of notice

Insurance Provision
• Tenant can be required to obtain insurance and provide renter’s policy

Lists Specific Addendum & Attachments
• Lead-Based Paint Disclosure
• Maintenance Addendum
• Early Termination by Military Personnel
• Pet Addendum (Form 442-T)

Provides for Inspection of Premises
• Tenant right to do move-in inspection and complete form
• Landlord’s right to inspect upon reasonable notice

Forms
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Chapter 15 Vocabulary Venture
Get in Shape Review

Breach of Condition:

Constructive Eviction:

Estate at Sufferance:

Estate at Will:

Estate for Years:

Estate From Period to Period:

Fit Premises:

Full-service Lease:

Graduated Lease:

Gross Lease:

Ground Lease:

Index Lease:

Landlord:
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Chapter 15 Vocabulary Venture
Get in Shape Review (CONTINUED)

Lease:

Lessee:

Lessor:

Net Lease:

North Carolina Residential Rental Agreements Act:

North Carolina Tenant Security Deposit Act:

Percentage Lease:

Periodic Tenancy:

Reappraisal Lease:

Residential Eviction Remedies:

Retaliatory Eviction Statutes:

Sale and Leaseback Tenant:
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Your Self-Assessment Survival Guide Checklist
End of Chapter 15

❑ Review Questions in Principles & Practices, Chapter 15

❑ Superior Online Quiz for Chapter 15

❑ Vocabulary Venture 

❑ Review the NC Residential Rental Contract

Percentage on Principles & Practices Chapter 15 Review  _______ 

Percentage on Superior Online Chapter 15 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________
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Chapter 16: 
Property Management
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Chapter 16
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Property Management
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Chapter 16
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Property Management
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Chapter 16
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Property Management



428 Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com

Chapter 16



Superior Prelicensing Adventure Guide © April 2020   •   superiorschoolnc.com 429

Property Management
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Chapter 16
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Chapter 16 Vocabulary Venture
Get in Shape Review

Americans with Disabilities Act (ADA):

Commingling:

Conversion:

Management Proposal:

Operating Budget:

Property Management:

Property Management Agreement:

Property Management Report:

Property Manager:

Stabilized Budget:

Trust Account:
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Your Self-Assessment Survival Guide Checklist
End of Chapter 16

❑ Review Questions in Principles & Practices, Chapter 16

❑ Superior Online Quiz for Chapter 16

❑ Vocabulary Venture 

Percentage on Principles & Practices Chapter 16 Review  _______ 

Percentage on Superior Online Chapter 16 Quiz  _______

In the interests of my own success and survival, 

I certify that I have completed the above checklist.

______________________________________


