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Introduction 

A.  Two functions of financial markets


B.  Investors’ three basic problems – Homework #1 due 1/22

C.  Problem solving – diagram


D.  Real estate is a different investment
I. 
Investing and Home Financing (Ch. 4-8) 



(1/17 – 2/7)

A.  Investment strategy/philosophy: 30 things I believe

B.  Theories of business cycles 


C.  FRMs (Ch. 4)


1.  Determinants of interest rates



2.  Default risk



3.  Cyclical risk



4.  Inflation risk


5.  Constant payment mortgages: CPMs  (CAM-Example)


6.  Closing costs


D.  ARMs (Ch. 5) 



1.  Inflation



2.  PLAMs—Example


3. Problems with PLAMs



4.  ARMs—Example


5.  Problems with ARMs



6.  ARMs: risks and yields

  
E.  Residential financial analysis (Ch. 6)


1.  Incremental costs



2.  Early repayment



3.  Buy downs and origination fees


4.  Second mortgages



5.  Cash equivalency



6.  Wraparound mortgages—Example

F.  Single family housing: pricing, investment, and taxes (Ch. 7)


1.  Home investment:  appreciation and i fluctuations


2.  Owning vs. renting


3.  Summary of tax provisions



4.  Unrealized capital gains


5.  Regional influences



6.  Economic base analysis



7.  Supply of housing: price premiums: the “capitalization effect”


G.  Financing residential properties (Ch. 8)


1.  Underwriting – risk analysis



2.  Types of mortgages



3.  Underwriting process



4.  Closing process


5.  Settlement costs
II. 
Financing Investment Properties (Ch. 9,11,12)


(2/12 – 2/28)

A.  Introduction: Leases and the market for space (Ch. 9)


1.  Equilibrium market rent



a. lower caps increase value and supply




b.  more demand raises prices, lowers caps and increases supply



2.  Leasing is more cost effective than owning


3.  Basic investment model- research project assignment handouts



a. GPI – Vac = EGI – OE = NOI / ROR = Value




b. NOI – DS = CF / Initial Equity = Equity Dvnd (cash on cash)



c. leases – effective rent



d.  potential income and value


4.  Cash flow statements



5.  Types of leases

B.  Investment analysis and taxation of income properties (Ch. 11)


1.  Investor motivations



2.  Investment strategies


3.  Projecting CFs


4.  Equity dividend rate


5.  Taxation


6.  Passive loses


C.  Investment decision rules



1.  Five “how to” rules



2.  Four traditional rules



3.  Six capital budgeting rules


D.  Financing (Ch. 12)


1.  Why borrow? 



2.  BTIRR vs. ATIRR



3.  Conditions affecting debt level



4.  Risk ratios



5.  Financing alternatives


E. Refinancing techniques

F. The real cost of debt

III. 
Managing Risk (Ch. 13-14) 




(3/5 – 3/14)

A.  Risk Analysis (Ch. 13)


1.  Comparative risk premiums



2.  Types of risk



3.  Sensitivity analysis



4.  Partitioning IRR




5.  Variation in risk and return



B.  Disposition (Ch. 14)


1.  Disposition decisions



2.  IRR for holding vs. sale



3.  IRR to new investor



4.  Marginal IRR



5.  Refinancing alternative



6.  Renovation alternative



7.  Rehabilitation tax credits


C.  Risk management and control 



1.  Analyze your own abilities and limitations



2.  Eliminate, transfer, and reduce risk



3.  Involve your bankers and partners
IV. 
Securitization (Ch. 18-21)





(3/19 – 4/11)


A.  JVs, Syndications, & Partnerships (Ch. 18)


1.  Why syndicate? 



2.  Types of syndications



3.  Private syndications



4.  Allocations & substantial economic effect



5.  Public Syndications and Regulations


B.  Mortgage–backed securities (Ch. 19) 



1.  Secondary mortgage markets: pre–1954



2.  FNMA: 1954–1968 (MBS)



3.  GNMA: 1968 (MPS)



4.  Freddie Mac: 1970 (PCS)



5.  Mortgage-backed bonds (MBBs)



6.  Mortgage pass-through securities



7.  Mortgage pools



8.  Impact of interest rates changes


C. Derivatives (Ch. 20)


1.  Allocation of prepayment risk – CMOs (1983)



2.  Floater tranches, IOs and POs (strips)



3.  REMICs (1986)


4.  CMBS: 1991 (RTC)

D.  REITs (Ch. 21)


1.  Evolution: 1960 +


2.  Types



3.  Financial analysis



4.  Mortgage REITs vs. EREITs



5.  UPREITs


E.  Partnership problems 


F.  Negotiation



1.  Emotional risk



2.  Different personalities



3.  Using the basic feasibility model



4.  Unbundling, restructuring and counteroffers



5.  Achieving the objectives of both parties

V.  
Portfolio considerations (Ch. 22) 




(4/16 – 5/2)

A. MPT

B.  Jeff Fisher, “Real Estate,” 


(Ch. 8 in Managing Investment Portfolios, ed: McGinn and Tuttle, 1990)

C.  Firstenburg, Ross and Zisler (JPM; Spring 1988)

D.  Portfolio performance (Ch. 22)


1.  Data problems



2.  Sources of data: NAREIT and NCREIF



3.  Comparative returns



4.  Portfolio efficiency



5.  EREITs and S&P 500 (4-asset portfolios)


E.  Reasons to question RE research

F.  Current research articles
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