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Luxembourg business models!
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•  Partial delegation will need to cope 
with third-party characteristics!

•  Service offering to attract small to 
medium size business!

•  Use of passport allows to centralize 
monitoring and supervision!

•  Anticipated model for large 
players!

•  Other functions than IM and RM 
can be monitored by the AIF itself!
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Partial 
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•  Model only valid for a single AIF!
•  Structure cannot be leveraged for 

other AIF‘s!
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Risk management for Real Estate !
Changes ahead!

•  RM often integrated  in Portfolio Management 
operations and largely covered by transaction DD 
procedures!

•  No formalized or documented RM procedures!
•  Traditionally no independent or separate RM 

function !

RE!

•  Regular RM procedures based on sophisticated 
statistical models!

•  Formalized and documented RM procedures!
•  Separate functions / departments in charge of 

RM !

Liquid assets (UCITS-like)!
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•  Due to heterogeneity of assets as well as often 
limited liquidity and market transparency, RM 
largely to be performed based on more asset- / 
fund-specific indicators!

•  Quantitative measurement not always possible, 
greater degree of judgment may be needed!

•  Due to homogeneity of assets and sufficient data 
available, risk assessments based on statistical 
models possible (liquid and transparent markets)!

•  Usually quantitative measurement, lesser degree 
of judgment needed!
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Governance and role for RM!

AIFM Board!

Senior Management!

Asset Manager /!
 Local Teams!

•  Provide input data from underlying 
investments!

•  Reporting of potential 
mismatches / liquidity shortages!

Portfolio Management!

•  Receive reports for individual 
investments!

•  Analyze investment opportunites 
and make investment decisions!

•  Provide input datafor external 
valuation!

•  …!

Risk Management!

•  Implement RM policies and 
procedures!

•  Review portfolio model!
•  Ensure consistency between AIF 

risk profile and risk limits!
•  Performance of stress-testing & 

scenario analyses (or review of 
analyses performed by PM à 
validation of models / techniques) !

Define:!
•  Data to be reported (e.g. key parameters vs. entire 

models)!
•  Function interfaces (contact persons, communication 

channels, etc.)!
•  Reporting frequencies!
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Risk Management system for RE!

Steps: !
1.  Assigned limits are compared to actual limits values.!
2.  Depending on risk type and measurement approach, qualitative assessment 

and comments can / have to be supplemented.!
3.  Depending on the actual limit value / qualitative assessment, the Limit 

Warning is triggered.!

AIF Name RE-Ex Fund
Reporting Date 30.09.2013

EWL MNL Unit EWL MNL Unit

Meta-micro level n/a
• development of fund 
performance vs. bechmark index

n/a 110 absolute 115  - 5.00 absolute If LV < MNL = red OK CRO / SM / BoD 30.06.2013 Quarterly

High • changes in ERV -3% -5% % -2.00% -33.33% -60.00% relative
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
OK CRO / SM / BoD 30.06.2013 Quarterly

High • changes in actual rents -2% -4% % -1.00% -50.00% -75.00% relative
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
OK CRO / SM / BoD 30.06.2013 Quarterly

High
• price changes / yield 
movements

25 50 bps 30 20.00% -40.00% absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

• % movements in the fund value 
resulting from exchange rate 
changes in the sensitivity analysis

-3% -5% % -5.00% 66.67% 0.00% relative
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

• % change in currency volatility 
above historic average

5% n/a % -4.00% -20.00%  - relative If LV > EWL (absolute) = yellow OK CRO / SM / BoD 30.06.2013 Quarterly

Coverage (collateral)
• see "Leverage" under Liquidity 
risk

n/a n/a n/a -  -  - - no limit assigned CRO / SM / BoD 30.06.2013 n/a

Liability (according to contract) • recourse vs. non-recourse n/a n/a n/a - - - - no limit assigned CRO / SM / BoD 30.06.2013 On occurrence

Property cash flows / values
• see "Property cash flows / 
values" under Liquidity risk

n/a n/a n/a - - - - no limit assigned CRO / SM / BoD 30.06.2013 n/a

• LTV 65% 70% % 64% -1% -6% absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
OK CRO / SM / BoD 30.06.2013 Quarterly

• ICR 1.60 1.50 absolute 1.55 -0.05 0.05 absolute
If LV < EWL (absolute) = yellow; 

If LV < MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

• DSCR 1.35 1.25 absolute 1.30 -0.05 0.05 absolute
If LV < EWL (absolute) = yellow; 

If LV < MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

Asset liquidity
• marketing period & achievable 
market conditions

- - qualitative - - - qualitative
Qualitative limit assessment 

based on assessment for 
respective market

OK CRO / SM / BoD 30.06.2013 Quarterly

Property cash flows / values
• % change in NOI minus total 
financing costs (internal & 
external) relative to budget

-2% -5% % -3.50% 75.00% -30.00% %
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

• % change in NOI minus total 
financing costs (internal & 
external) plus capital calls minus 
dividends relative to budget

-2% -5% % -6.00% 200.00% 20.00% %
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

• amount / margin of net cash 
remaining relative to payment 
obligations

105% 103% % 110.00% 5.00% 7.00% absolute
If LV < EWL (absolute) = yellow; 

If LV < MNL (absolute) = red
OK CRO / SM / BoD 30.06.2013 Quarterly

Investors
• positive outcome of investor 
check

- - - - - - qualitative
Qualitative limit assessment 

based on investor DD
OK CRO / SM / BoD 30.06.2013 Quarterly

• passed dues 
> 3 months' 

rent
> 6 months' 

rent
absolute 300,000 - - -

LV assigned per tenant; result 
links from separate sheet

Link aggregated result from 
tenant monitoring sheet CRO / SM / BoD 30.06.2013 Quarterly

• external credit rating 3 2 absolute 3 0 1 qualitative
If LV < EWL (absolute) = yellow; 

If LV < MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

Always take the worst rating as LV. Provide further 
explanation for all ratings below EWL & MNL.

• tenant industry performance - - qualitative - - - qualitative
Qualitative limit assessment 

based on assessment for 
respective industry

OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• tenant financial performance - - qualitative - - - qualitative
Qualitative limit assessment 
based on tenant's financial 

performance
OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

Custodian
• credit agency’s (S&P) 
assessment

n/a A absolute BB+  - - absolute If LV worse than MNL = red Escalate CRO / SM / BoD 30.06.2013 Quarterly

Creditors
• credit agency’s (S&P) 
assessment

n/a A qualitative BB+  - - qualitative If LV worse than MNL = red Escalate CRO / SM / BoD 30.06.2013 Quarterly
Always take the worst rating as LV. Provide further 
explanation for all ratings below EWL & MNL.

• bank guarantee - - qualitative - - - qualitative
Qualitative limit assessment 

based on developer's financial 
soundness

OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• outcome of SOP checks / SOP 
memo

- - qualitative - - - qualitative
Qualitative limit assessment 

based on developer DD
OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• financial performance - - qualitative - - - qualitative
Qualitative limit assessment 

based on developer's financial 
performance

OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• outcome of purchaser DD - - qualitative - - - qualitative
Qualitative limit assessment 

based on purchaser DD
OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• letter of credit / proof of capital - - qualitative - - - qualitative
Qualitative limit assessment 

based on purchaser DD; 
yes / no criterion

OK CRO / SM / BoD 30.06.2013 Quarterly

• number of events qualitative 1 absolute 0 - -1 absolute If LV > MNL = red  OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• losses incurred (historic and 
anticipated)

qualitative 1 absolute 0 - -1 absolute If LV > MNL = red  OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• number of events qualitative 1 absolute 1 - 0 absolute If LV > MNL = red Escalate CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• losses incurred (historic and 
anticipated)

qualitative 1 absolute 0 - -1 absolute If LV > MNL = red  Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• number of key persons who left 
since inception of the firm

2 4 absolute 1 -1 -3 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
OK CRO / SM / BoD 30.06.2013 Quarterly

• historic impact (basis for limit 
value)

€ 0 € 500 absolute € 0 € 0 -€ 500 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
 OK CRO / SM / BoD 30.06.2013 Quarterly

Losses other than financial, can be shown by providing a 
manual assessment and according comment.

• personnel turnover (p.a., last 
year)

15% 20% % 18.00% 3.00% -2.00% absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

• number of CoI identified 1 5 qualitative 0 -1 -5 qualitative
Qualitative limit assessment 
based on severity of potential 

CoI; EWL set if number of CoI > 0
OK CRO / SM / BoD 30.06.2013 Quarterly

Assessment other than quantitative can be made by 
manually inserting the assessment from the drop-down. 
In this case, a comment should always be provided!

• impact of CoI not properly 
addressed (losses, reputation)

€ 0 € 1,000 absolute € 1,500 € 1,500 € 500 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

• number of events n/a 1 absolute 0  - -1 absolute If LV > MNL = red OK CRO / SM / BoD 30.06.2013 Quarterly

• losses incurred (historic and 
anticipated)

€ 0 € 500 absolute € 600 € 600 € 100 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

• number of events n/a 1 absolute 0  - -1 absolute If LV > MNL (absolute) = red OK CRO / SM / BoD 30.06.2013 Quarterly
Assessment other than quantitative can be made by 
manually inserting the assessment from the drop-down. 
In this case, a comment should always be provided!

• losses incurred (historic and 
anticipated)

€ 0 € 500 absolute € 600 € 600 € 100 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

• anticipated changes in 
regulations

- - qualitative - - - qualitative
Qualitative limit assessment 
based on changes made and 

potential impact.
OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• number of events (e.g. lawsuits) n/a 1 absolute 0  - -1 absolute If LV > MNL (absolute) = red OK CRO / SM / BoD 30.06.2013 Quarterly
Assessment other than quantitative can be made by 
manually inserting the assessment from the drop-down. 
In this case, a comment should always be provided!

• losses incurred (financial / 
reputational; historic and 
anticipated)

€ 0 € 500 absolute € 450 € 450 -€ 50 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Monitor Closely CRO / SM / BoD 30.06.2013 Quarterly

• anticipated changes in 
regulations

- - qualitative - - - qualitative
Qualitative limit assessment 
based on changes made and 

potential impact.
OK CRO / SM / BoD 30.06.2013 Quarterly Always provide comment for this indicator!

• quality of DD (completeness of 
checks according to DD list)

- - qualitative - - - qualitative
Qualitative limit assessment 

based on DD checklist
OK CRO / SM / BoD 30.06.2013 Quarterly

• number of (material) events n/a 1 absolute 0  - -1 absolute If LV > MNL (absolute) = red OK CRO / SM / BoD 30.06.2013 Quarterly
Assessment other than quantitative can be made by 
manually inserting the assessment from the drop-down. 
In this case, a comment should always be provided!

• losses incurred (financial / 
reputational; historic and 
anticipated)

€ 0 € 500 absolute € 600 € 600 € 100 absolute
If LV > EWL (absolute) = yellow; 

If LV > MNL (absolute) = red
Escalate CRO / SM / BoD 30.06.2013 Quarterly

Operational	
  risk

Fraud / Negligence

Business execution (incl. 
disruptions and system failure)

Key persons 

Conflict of interest

Criminal risk

Legal / contractual risk

Compliance with regulations / 
taxes

Transaction / DD risk

Liquidity	
  Risk

Leverage

Fund cash flows

Counterparty	
  Risk

Tenants

Developers 

Transaction counterparty 
(property purchaser)

Credit	
  Risk

Limit Warning
(manual)

Indication from 
previous reports Escalation to Mitigating Action proposed

Market	
  Risk

Micro-level 
(general standing and volatility of 
relevant submarkets / industry 
benchmarking)

Currency risks

Risk Limits

Risk Category Risk Type Priority of Risk KRI
Risk Limit for chosen Indicator Limit Value (LV)

at Reporting Date
Deviation from Limit

Limit Rule Limit Warning
(automated) Comment Model InstructionLast Reporting Date Frequency of Monitoring

The Risk Monitoring Tool 
(RMT) contains information 
on:!
•  Risk type!
•  Risk priority!
•  KRI!
•  Risk Limits & Limit Warning!
•  Escalation Lines!
•  Mitigating action 

(proposed)!
•  Last reporting date!
•  Monitoring frequency.!

Advantages:!
•  Excel-based RMT is easy 

to adjust and integrate into 
running systems.!

•  Risk types with limit 
warnings can easily be 
extracted into a separate 
risk report (e.g. using a 
macro).!

•  Timely escalation is 
facilitated since escalation 
lines are provided.!
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Marketing to private investors will become more challenging in the future!
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Legal structure and regime!

(*)  This graph 
shows the launch 
year of fund units 
that are included 
in the REIF 
Survey 2013. It is 
NOT a cumulative 
sequence.!
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Questions!


