Chapter Questions (Test Bank) / Page 1

Chapter 24—Property Management and Insurance
  1.
Which of the following clauses is included in most homeowner insurance policies?


a. 
Coinsurance clause


b. 
Defeasance clause


c. 
Alienation clause


d.
Escalator clause

2.
If a homeowner's insurance policy provides for coverage that is less than 80 percent of the property's replacement cost, then a loss on the property would be settled for


a. 
the total replacement cost.


b. 
either the actual cash value or the prorated cost of repair.


c. 
the property's market value.


d. 
the cost of repair from the lowest bidder.

3.
A property manager works in the best interest of the


a. 
bank holding the mortgage on the property.


b. 
the property’s tenants.


c. 
the local government.


d. 
the property’s owner.

4.
Which of the following reasons would LEAST likely be the cause of a high vacancy rate in an apartment building? 


a. 
Poor location of the property


b. 
High rent


c. 
Incompetent property management


d. 
A highly visible advertising campaign

5.
A property management agreement typically includes a


a. 
statement of the owner’s objectives for the property.


b. 
list of the property’s current tenants.


c. 
statement of the manager’s qualifications.


d. 
statement of the owner’s supervisory responsibilities.

6.
A property manager’s compensation is typically based on a


a. 
percentage of net income. 


b. 
percentage of gross income.


c. 
percentage of the operating expenses.


d. 
flat fee.

Chapter 25—Tax Advantages of Home Ownership
1.
What is the maximum amount of capital gain from the sale of their house that taxpayers filing a joint return may exclude on their income tax return?


a. 
$100,000


b. 
$250,000


c. 
$500,000


d. 
$1,000,000

2.
Homeowners may reduce their taxable income by deducting which of the following expenses on their homes? 


a. 
Mortgage payments


b. 
Real estate taxes


c. 
Maintenance expenses


d. 
Property insurance

3.
To exclude the taxable gain on the sale of their homes, taxpayers must meet which of the following requirements?


a. 
They must have lived in the house two of the previous five years.


b. 
They must not have taken the exclusion previously in their lifetime.


c. 
They must buy a replacement residence within 24 months.


d. 
At least one of the them must be over 55.

Chapter 26—Real Estate Investments
  1.
Which of the following could be an advantage of investing in real estate?


a. 
It is usually highly leveraged.


b. 
It is difficult to convert to cash.


c. 
It involves significant effort to manage.


d. 
There is some risk.

2.
What term best describes the amount of dollars remaining after all expenses are subtracted from income on an investment property?


a. 
Leverage


b. 
Capital gain


c. 
Cash flow


d. 
Equity

3.
Which of the following is a disadvantage to investing in real estate?


a. 
Favorable rate of return


b. 
Use of leverage


c. 
Possibility of using a tax deferred exchange


d. 
Nonliquid asset

4.
A deductible expense that allows the cost of an asset to be recovered over time is called


a. 
capital gain.


b. 
depreciation.


c. 
maintenance.


d. 
liquidity.

