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ABSTRACT

We propose a pricing model for Home Appreciation Participation Notes (HAPNs)
to efficiently promote the HAPNs transaction platform. In addition to housing prices and
interest rates, our paper may be the first to consider the “house-holding period” as a stochastic
process in pricing HAPNs. Another feature of our model is the design of the stratified sharing
scheme for HAPNs investors to share the cash flows after house owners sell the houses,
thereby mitigating the concerns with underinvestment and moral hazard embedded in Shared
Appreciation Mortgages (SAMs). We simulate the impact of key parameters or determinants
on the value of ex-ante HAPNSs to investors and house owners’ “optimal sharing percentages”.
Our simulation results can shed light on the implementation of securitization in the real estate
market and the future development of the HAPNs market in Taiwan.

Key words: Home Appreciation Participation Notes (HAPNSs), pricing models, Shared
Appreciation Mortgages (SAMs), moral hazard, real estate market
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