KOREA ADVANCED INSTITUTE OF SCIENCE AND TECHNOLOGY

GRADUATE SCHOOL OF FINANCE

FE 544: Mortgage Backed Securities 

and Other Structured Securities
Fall 2014 
Instructor: Professor Hoon Cho 

Office: S581 Supex Hall 

Phone/Fax/E-mail: 958-3413/hooncho@kaist.ac.kr

Office Hours: By appointment 

Teaching Assistant: Hyung-Joon Kim
Course Description 
This course studies debt secondary markets linked to real estate assets. These markets have become a key way to funding residential and commercial real estate. The recent financial crisis saw a sharp contraction of new issuance in some of these markets, although others, such as the agency MBS market, became even larger and more central to mortgage
On the debt side, we will analyze agency and non-agency mortgage-backed securities, as well as some related instruments, such as CMBS, CMOs, and CDOs. We will discuss the key factors that drive default risk and interest rate risk on commercial and residential mortgages, and learn the basic principles for the valuation of mortgage-backed securities, taking into account the value of the prepayment option embedded in such securities.

Required Course Reading Material and Other Course Requirements 

· Text: Real Estate Finance and Investments, Brueggerman & Fisher, McGraw-Hill, 13th Edition 
· As supplemental text: 
1) The Handbook of Mortgage-backed Securities by Fabozzi 

2) The Handbook of Fixed Income Securities by Fabozzi

3) Mortgage-Backed Securities: Products, Structuring and Analytical Techniques by Fabozzi, Bhattacharya and Berliner

4) Securitization: Structuring and Investment Analysis by Davidson, Sanders, Wolff, and Ching 
· Most of the topics studied in the class are not well covered in any single text. Primary materials for the course are the lecture notes, plus readings for each class that will be regularly posted.

· If Additional supplemental discussion readings will be provided as needed. 

· You will be required to own and know how to operate a financial calculator. 

Course Format:
Two one hour and fifteen minute lectures per week.  The lecture is intended both to impart a conceptual understanding and develop analytical competence in the evaluation of real estate financing decisions.  Thus, a certain amount of class time will be spent working problems, and students are encouraged to bring a financial calculator (HP, Texas Instrument calculator or equivalent) with them to class.  

Course Expectations 
• Attend class 

• Read and think about readings before attending class 

• Participate and ask thoughtful questions 

• Be professional 

Course Grading 

Assignments         20% 

Mid-term exam       30% 

Final Exam           40% 

Class Participation    10% 
100% 

Class Schedule:
This schedule of lectures and reading materials is tentative and subject to change.  Any variations from the following will be announced before class through course outlook.
	Date
	Topic
	Readings

	10/27- 11/9
	Mortgage Finance System and Mortgage Securitization
· Securitization and the funding of residential and commercial mortgages
· Passthrough securities versus collateralized mortgage obligations (CMOs)
· Mortgage risks: (i) interest rate risk, (ii) credit risk, (iii) prepayment risk- 
	Ch. 19

Additional Readings

	11/10 – 11/23
	Modelling prepayment risk
· Understanding prepayment risk

· Modeling prepayment risk
· Cash flow modeling of agency residential mortgage-backed securities (RMBS)
	

	11/24
	Mid-term exam
	

	11/26 – 12/07
	Mortgage valuation, and CMOs

· Estimating expected returns: static yield spreads and option adjusted spreads (OAS)

· Understanding CMOs
· Cash flow modeling of CMOs Mortgage Securitization
	Ch. 20
Additional Readings

	12/8 – 12/14
	Innovations and derivatives in structured Securities

· Innovations and features of foreign markets

· Covered bonds, real estate futures

· CDOs, CDS and synthetic CDOs 

Commercial real estate and commercial mortgages

· Structure and performance of commercial mortgages

· Commercial Mortgage Backed Securities (CMBS)
	

	12/17
	Final Exam
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