FIN 2350 — Real Estate Capital Markets

Instructor

Contact Information

Class Hours
Class Location

Required Texts

Supplementary
Materials

Calculator

Course Prerequisites

Spring 2018

Dr. Benjamin Scheick (pronounced “shike”)

Office: 2040 Bartley Hall

Phone: (610) 519-7994

Email: benjamin.scheick@villanova.edu
Office Hours:

MW: 10:30 AM — 12:00 PM

and by appointment

Section 001: MW (1:30 PM — 2:45 PM)
Bartley Hall 2044

David C. Ling and Wayne R. Archer. Real Estate Principles: A
Value Approach, Fourth Edition, McGraw-Hill, 2012

Stephanie Krewson-Kelly and R. Brad Thomas. The Intelligent
REIT Investor, Wiley, 2016

Lecture notes will be posted online (via Blackboard) prior to each class for
students who wish to print their own copies. Supplemental articles, homework
assignments, Excel files and other additional course material will also be posted
throughout the semester. The lecture notes are designed to provide an outline of
the topics covered in more detail in class, but they are not sufficient in and of
themselves to substitute for a student’s own note-taking.

A financial calculator will be required for the course, and should be brought to
class for use in solving problems and exercises. Although any financial calculator
is acceptable, particularly recommended are the Texas Instruments BAII Plus
(what I will be using in class) and the Hewlett Packard 12C.

(FIN 2227, FIN 2323, FIN 2114(Concurrency: Yes)); Junior or Senior standing
required

**Note: It is the student’s responsibility to be certain that the prerequisites have
been successfully completed. If at any time during the semester it is determined
that the student has not completed the prerequisites, the student can be
administratively dropped from the course without credit or tuition refund

Course Description

This course is designed to provide an introduction to real estate capital markets, by covering the following
broad topical areas: (a) the fundamental determinants of value in commercial property markets, (b) lease
structure and tax implications of commercial real estate ownership, (c) analysis of equity REIT (real estate
investment trust) property portfolios and investor cash flows, (d) commercial mortgage loan underwriting
and structure, and (e) commercial mortgage back securities (CMBS) structure and analysis.

A substantial portion of this course will be quantitative in nature. This will not only involve the use of a
financial calculator, but will at times also incorporate the development of Excel spreadsheets for solving
problems outside of the classroom. Students will also become familiar with gathering market data from a
variety of sources including SNL Real Estate and Bloomberg terminals located in the Applied Finance Lab.


mailto:benjamin.scheick@villanova.edu

Classroom Expectations
Class Participation and Attendance

Students are expected to behave in a professional and courteous manner at all times, not only in dealing
with the course instructor, but also with fellow students. Respect for others is to be demonstrated through
class attendance, meaningful participation, and punctuality in arriving to the class. Any student who cannot
attend a class, or who will be late for a class, should inform the instructor beforehand (in writing).
Similarly, for any known special arrangements that need to be made, a student should give the instructor
written notice with as much forewarning as possible.

For each class, students should come prepared, having read the assigned chapters and supplemental
readings. Students are encouraged to actively participate in each class with meaningful questions and
comments.

Laptop Policy and Note Taking

As technology is an important part of our everyday lives, students are permitted to use laptop computers /
tablets during class periods exclusively for note taking. Improper use of technology (i.e., viewing anything
other than class lectures or materials) during class periods can be a distraction to both the instructor and
fellow students. Therefore, improper use of technology during class periods can result in this privilege
being revoked for the entire class.

All lecture notes will be posted online (via Blackboard) prior to the class period in which they will be
discussed. Students are encouraged to print out lecture materials prior to class to facilitate note taking. The
lecture notes are designed to provide a guideline for the class discussion and are not a sufficient substitute
for a student’s own note taking.

University Issues

1. Accommodations for students with disabilities:

Villanova University seeks to provide students with disabilities the opportunity to fully participate
in educational programs and services. In keeping with this philosophy, it is University policy that
students with documented disabilities receive reasonable accommodations through access to
classroom information. Students who require academic accommodations should schedule an
appointment with me to discuss specifics either after class or during office hours. Students must
also register with the Learning Support Office by contacting 610-519-5176 or
nancy.mott@villanova.edu directly. Registration is needed in order to receive accommodations.
Once accommodations have been established, it is the student’s responsibility to follow up with
the instructor in advance of each evaluative assessment (e.g., In-Class Assignment, Exam, etc.) to
coordinate the means of administration.

2. The University’s honesty policy regarding cheating and use of copyrighted

materials:

The Code of Academic Integrity of Villanova University addresses cheating, fabrication of
submitted work, plagiarism, and other forms of dishonesty. For the first offense, a student who
violates the Code of Villanova University will receive a zero for the assignment. The violation
will be reported to the Dean’s office and recorded in the student’s file. In addition, the student
will be expected to complete an education program. The second offense will result in dismissal
from Villanova with the reason for dismissal noted on the student’s transcript. It is the student’s
responsibility to be familiar with the University’s Code of Academic Integrity including policies
regarding misrepresentation of oneself or one’s circumstances to an instructor (e.g., explaining an
absence, requesting a special due date for an assignment, etc.).
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Course Requirements and Evaluation

Graded Components of the Course
The following components will be used to determine a student’s course grade:

Component Weight Description

There will be periodic in-class assignments that are designed to
evaluate basic understanding of the material covered in class and
further serve as a study tool for exams. These will be closed-book
and completed individually during scheduled class times.
There will be 3 homework assignments / projects throughout the
semester involving the use of Excel, SNL Real Estate
0 ) 1
Homework 20% Bloomberg, and other data sources. Assignments will be done in
groups, which will be determined by the professor.
There will be three exams (the last exam is to be given during
0
Exams 60% exam week), each worth 20% of your final grade.

In-class Assignments  20%

Grading Scale
Grades will be assigned based on the following weighted percentages (using the weights detailed
above):

Grade Percentage
A 93.00-100.00
A- 90.00-92.99
B+ 87.00-89.99
B 83.00-86.99
B- 80.00-82.99
C+ 77.00-79.99
C 73.00-76.99
C- 70.00-72.99
D+ 67.00-69.99
D 63.00-66.99
D- 60.00-62.99

F 0.00-59.99



In-Class Assignments

In-class assignments will be given throughout the course of the semester and will determine a student’s In-
Class Assignment Grade. These assignments are designed to provide students with a valuable study tool for
each exam as well as an opportunity for students to break down their preparation for each exam into a more
manageable timeline. Students who are absent for a scheduled in-class assignment or leave class
immediately after completing the assignment will be given a zero for that particular assignment. Overall,
questions will tend to be more qualitative in nature, though some may require the use of a financial
calculator for appropriate computations. All in-class assignments will be closed book, will be taken during
class time (15 to 20 minutes), and will be worked on individually. Students are expected to abide by the
school honor code when taking them. There will be no make-ups, so students must make every effort to
attend classes as scheduled. Students will be allowed to drop their lowest in-class assignment grade (which
would include a zero for an absence during an in-class assignment). Assignments will cover required
readings from the textbook, lecture materials covered in previous classes, as well as any supplemental
readings that are assigned prior to class. Assignments will likely be announced in advance (See Course
Schedule), though the instructor reserves the right to administer them unannounced.

Homework Assignments

These assignments are to be done in groups, which will be determined by the instructor early in the
semester. Late assignments will be penalized with each day late resulting in a 10% reduction in the
assignment grade. An assignment is deemed late if it is received by the instructor at any point after the
specified deadline. All homework assignments must be submitted electronically via email (not
Blackboard) to the instructor by one of your group members. Marks will be given for accuracy of
answers, functionality of Excel models, aesthetic presentation (formatting of important cells, appropriate
graph labels, etc.), and individual group member participation. Each student will receive an individual
grade on the homework assignment that is a combination of their group score and individual contribution
(see description below for further details).

These assignments are designed to help students become more familiar with Excel applications and
practitioner-oriented databases. These assignments also require students to work with their peers on small
projects, as this is reflective to a large extent of what students will face in the years following graduation.
Finally, these assignments will provide students with an opportunity to relate classroom concepts to current
events in today’s financial environment and expose them to multiple sources of market level data including
SNL Real Estate and Bloomberg.

As part of each assignment, students will be required to submit a group member evaluation form. Each
group member will be evaluated on a contribution scale from 0 to 5, with 5 being the highest, in a number
of evaluative areas. Based on the group member evaluations, a portion of the student’s individual grade on
the group assignment will be adjusted accordingly. If a group member receives any evaluation of 0 from
his/her group members, indicating a lack of participation in the assignment, he/she will receive a 0 for
the entire assignment, regardless of the overall group grade. It is each student’s responsibility to submit
their group member evaluation form via email to the instructor by the assignment deadline. Late
submissions will be penalized 1 point for each day late resulting in a reduction of the individual’s grade.
A maximum penalty of 5 points will be assessed for submissions later than 5 calendar days after the
scheduled due date.



Examinations

Three (3) exams will be given during the semester at the completion of designated topic areas, with the
third exam being administered during final exam week. Exam questions will be both qualitative and
quantitative in nature. Financial calculators will be required to answer some questions. Students are not
permitted to use graphing calculators or any other calculators that have storage capability during any
evaluative assessment. Questions will consist of multiple choice, short answer, and quantitative problems.

It is the student’s responsibility to be on-time and present for all exams. Any student who misses an exam
without prior instructor approval will receive a zero grade for that exam. Make-up exams will be offered
only under extremely extenuating circumstances and only if a student provides notification to the instructor
well in advance of the conflict. Written documentation reflecting the reason for absence must be submitted
to the instructor well in advance of the exam date and the instructor must provide subsequent approval (in
writing) upon evaluation of submitted materials. Any student who misses an exam without satisfying these
criteria will receive a zero grade for that exam.

Tentative Exam Dates (Subject to Change):

EXAM 1: February 19" (In Class)
EXAM 2: April 4" (In Class)
EXAM 3: May 9" (Final Exam Period): 2:30 PM-5:00 PM

Final Exam Schedule Conflicts

The university recognizes two situations that warrant sufficient consideration for rescheduling a final exam
on an individual student basis. The two conflict situations as described by the university registrar are as
follows:

1) If a student has two (2) or more final exams scheduled at the same time
2) If astudent has three (3) or more final exams scheduled for the same day

If either of these two cases applies, the student will be required to provide the instructor with written
documentation of the conflict with as much forewarning as possible. The instructor will then coordinate
with the student an appropriate time for the exam to be administered.



Other Important Course Policies

Re-grade Policy

To ensure that all students are treated equally and fairly in the grading process, a student must follow the
re-grade policy outlined below if they want their grade on a specific assignment to be reconsidered. The
following material must be provided within one week of when the assignment grade was posted to
Blackboard.

If it is believed that course points were incorrectly summed, then a student should:
1. Turnin all graded course material, with corresponding points.
2. Show clearly in writing where the summation error is believed to have occurred.
3. Provide contact information so that they can be reached once their case has been evaluated (phone
and email).

If it is believed that incorrect credit was received for a particular portion of the graded material (i.e., an
individual assignment), then a student should:

1. Turnin all graded course material, with corresponding points.

2. Provide a clear, type-written case (along with very strong supporting documentation) that clearly
shows why it is believed that insufficient credit was received for the assignment. Note that only 1
opportunity will be given for a case to be made — so it needs to be as clear and strong as possible.
Also, please note that cases can result in a student’s course grade being downgraded once all of
their graded course material has been re-evaluated.

3. Provide contact information so that they can be reached once their case has been evaluated (phone
and email).

The course syllabus is a general plan for the course; deviations announced to the class by the instructor may be necessary.



Tentative Course Outline

The schedule given below is only tentative, and may be changed at any time based on the progress of the class.

Date

01/17

01/22

01/24

01/29

01/31

02/05

02/07

02/12

02/14

02/19

02/21

02/26

02/28

Topic

Required Readings Assignments

I. Fundamentals of Commercial Real Estate VValuation

Course Overview

Introduction to Real Estate Capital Markets
Value Determining Sectors in CRE

CRE Property Types and Subtypes
Importance of RE as an Asset Class

Introduction to Real Estate Capital Markets
(Cont’d)

Leases
Elements of a Lease
Determining Effective Rent

Leases (Cont’d)

Income Approach to Valuation and Direct
Capitalization

Determining Net Operating Income
Direct Capitalization

Discounted Cash Flow Analysis

Income Approach to Valuation and Direct
Capitalization (Cont’d)

Ownership Forms and The Impact of Taxation
CRE Ownership Forms

Impact of Depreciation on Taxation

1031 Like-Kind Exchanges

Ownership Forms and The Impact of Taxation
(Cont’d)

Exam 1 (In Class)

Syllabus

Ch. 1 (Ling/Archer) — All;
Ch. 17 (Ling/Archer) — pp. 453-
455; 460-470

Ch. 22 (Ling/Archer) — All

In-Class Assignment
#1

Ch. 8 (Ling/Archer) pp. 191-203;
205-207

Ch. 17 (Ling/Archer) pp. 455-460;

Ch. 20 (Ling/Archer) pp. 521-533 1-Class Assignment

Il. Equity REITs

Introduction to REITs
REIT Structure

REIT Classifications
Investing in REITS

Introduction to REITs (Cont’d)

Analyzing REITs (Part 1): FFO and Dividends
Measuring REIT Earnings: FFO, AFFO, CAD
Dividend Payout Analysis

539-541 #2
Ch. 1 (Kelly/Thomas) pp. 3-12;
Ch. 5 (Kelly/Thomas) pp. 55-66,
70-83; Ch. 6 (Kelly/Thomas) - All
HW #1 Due

Ch. 2 (Kelly/Thomas) — All; Ch. 8
(Kelly/Thomas) pp. 133-140; Ch.
3 (Kelly/Thomas) pp. 27-39



03/05

03/07

03/12

03/14

03/19

03/21

03/26

03/28
04/02

04/04

04/09

04/11

04/16

04/18

04/23

04/25

Semester Recess (No Class)

Semester Recess (No Class)

Analyzing REITs (Part 1): FFO and Dividends

(Cont’d)

Analyzing REITs (Part 2): NAV and Property

Portfolio Analysis In-Class Assignment
Determining Net Asset Value Ch. 8 (Kelly/Thomas) pp. 149-159 #3

P/NAV Ratios

Other Property Portfolio Elements

Analyzing REITs (Part 2): REIT NAV and
Property Portfolio Analysis (Cont’d)

REIT Valuation Techniques
Dividend Discount Model
Discounted Cash Flow Model
Implied Capitalization Approach

Supplemental Handout

REIT Valuation Techniques (Cont’d) In-Class Assignment

#4

REIT Valuation Techniques (Cont’d)
No Class — Easter Recess
Exam 2 (In Class)

I11. Commercial Mortgages and CMBS
Commercial Mortgage Loan Underwriting and
Payment Structure Ch. 16 (Ling/Archer) pp. 428-434;
Residential vs. Commercial Mortgages 438-442; Ch. 15 (Ling/Archer) pp.  HW #2 Due
Commercial Mortgage Loan Structure 407-410; 417

Commercial Mortgage Loan Underwriting

Commercial Mortgage Loan Underwriting and
Payment Structure (Cont’d)

Introduction to CMBS Supplemental Handout
Brief History of CMBS

The Securitization Process

CMBS Structure

Introduction to CMBS (Cont’d)

Analyzing CMBS (Part 1): Default Risk and
Credit Ratings

Determining Subordination

Allocating Losses to CMBS Tranches
CMBS Credit Ratings

Risk-Retention Rules

In-Class Assignment

Supplemental Handout 45

Analyzing CMBS (Part 1): Default Risk and
Credit Ratings (Cont’d)




04/30

05/02

05/09

Analyzing CMBS (Part 2): Prepayment and
Balloon Extension Risk

Allocating Prepayment to CMBS Tranches
Prepayment Penalties: Mechanics and
Allocations

Supplemental Handout

Analyzing CMBS (Part 2): Prepayment and
Balloon Extension Risk (Cont’d)

End of Classes

Final Exam Schedule (by Section)
Exam 3 Exam Time: 2:30 PM - 5:00 PM

HW #3 Due



