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Do you agree with the proposal in Consultation Paper 145 to limit
leverage and introduce additional Guidance around liquidity
mismatches as a means to meet the Central Bank’s objective of
safeguarding resilience of the property fund sector to shocks in the
Irish CRE market? If not, which measures, or combination of
measures, do you think best meet the objective of safeguarding
resilience of the property funds sector, so that it is better able to
absorb - rather than amplify - shocks in the Irish CRE market?

Response:

The ambition to reduce financial risk and volatility in the Irish
property sector is clearly a welcome one. However it is important
that the measures taken do not have unintended consequences that
lead to areduction in investor appetite for Irish property. Suggested
measures are set out below.

Do you agree that the definition of property funds - for the
purposes of the proposed macroprudential measures - should
include all AlFs that are domiciled in Ireland, authorised under
domestic legislation, and investing over 50 per cent directly or
indirectly in Irish CRE, subject to the narrow class of exclusions
noted in the consultation paper? If not, what do you see as a better
alternative definition of property funds for the purposes of
application of the proposed measures?

Response:

Do you agree with the Central Bank’s proposal to have a single
leverage limit, irrespective of the type of property holdings? If not,
how would you differentiate the limit with respect to property
holding type, and what would be the practical implications of doing
so (e.g. additional, more granular data collection)?

Response:
Total loan to total asset value limits are too blunt an instrument and
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do not adequately reflect the underlying default risk and refinance
risk profile of a real estate fund. The following should be considered:

Valuations are an opinion at a point in time and can be misleading
when overly or solely relied on.

Debt yield, when used with LTV caps, will be more effective for
investment property funds in reducing risk and are in keeping with
how the sector itself evaluates leverage risk.

Debt for development purposes is raised on a Loan to Cost basis,
then on practical completion the debt is refinanced into investment
debt facilities based on debt yield and LTV. Any Loan to Costs ratio
would need to take account of the potential occupier risk i.e. is the
development speculative, forward sold or pre let. In an environment
where we have very high cost inflation, it is critical that leverage caps
do not have the effect of making developments unviable.

Do you agree with the proposed calibration of the 50 per cent total
loan to total asset ratio as the appropriate leverage limit for
property funds? If not, what level of leverage limit would you see as
appropriate for Irish property funds, taking into account the risks
the sector is exposed to and the levels of leverage employed by
property funds throughout Europe? Please explain why you have
suggested this level and the evidence that would support that.

Response:

Atotal LTV cap at 50% is likely to lead to <40% Effective Leverage
(as can be seen in REITs) which will materially impact on equity
returns, thereby impacting real estate values. This will have the
effect of making Irish CRE less attractive to international capital.

Shareholder loans, when put in place along with third party debt, are
typically fully subordinated to the third party debt and have no
acceleration rights. Therefore they seldom present a higher level of
default risk to the fund than equity.

The requirement for a high debt yield will significantly reduce the
risk of high leverage. Suggested revised criteria:

Minimum debt yield of >7.0% for investment property funds

Central Bank of Ireland
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Maximum loan to cost for development asset funds - this should be
considered in the context of speculative, pre-sold and pre-let
property.

Maximum total LTV including related party debt of 75%, but related
party debt must be fully subordinate and have no acceleration rights

Fund must demonstrate an ability to deleverage to <55% LTV for
third party debt from internally generated income during the life of
the third party debt facilities

This should not cause too much disruption as it is in line with what we
are currently seeing from debt providers.

Do you consider three years to be a sufficient amount of time to
undertake any deleveraging in a gradual and orderly manner to
meet the leverage limit as proposed, without the need to sell
property assets over a short period of time? If not, what would an
alternative transition timeframe be? Please explain why you have
suggested this alternative length of time.

Response:

The proposed measures should not be retrospective. However if they
are to be, then the proposed adjustment period of 3 years is too
short. A period of 5 years should be considered.

Do you consider the proposed approach to adjusting the leverage
limit in response either to large, unanticipated adverse price shocks
and/or significant overheating to be appropriate? If not, what do
you see as a better alternative approach to adjusting the leverage
limit to reflect cyclical risk developments in the Irish CRE market?

Response:

Investors require certainty. These proposed measures could, if not
decided on quickly, have the effect of creating further uncertainty for
potential institutional investors and lead them to invest in other
markets. Furthermore, the introduction of leverage limits that can be
adjusted during the life of the fund creates additional uncertainty.
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Do you agree with the use of Guidance on liquidity timeframes
(with a focus on longer notification periods) to reduce liquidity
mismatch in property funds? If not, how would you propose to
reduce liquidity mismatch in property funds?

Response:

Do you agree that 12 months is an appropriate liquidity timeframe
(notification period plus settlement period) for property funds, to
ensure that a sufficient timeframe is available to meet unexpected
redemptions without requiring forced sales, even under conditions
of collective market stress? If not, how long of a liquidity timeframe
period do you think would be sufficient to reduce liquidity
mismatch, even under conditions of collective market stress?

Response:

Do you have any additional evidence on the time it takes to sell
property assets in Ireland, both in normal market conditions and in
times of stress?

Response:

In addition to the analysis provided in Consultation Paper 145,
what potential unintended consequences do you see from the
proposed measures, and how could these be mitigated?

Response:

If the proposed measures are considered to be overly restrictive by
investors it is likely to have the effect of encouraging investment in
CRE through unregulated structures rather than regulated
structures. This could be counter-productive in reducing risk in the
sector.

Central Bank of Ireland
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If there are any significant operational difficulties envisaged by
AIFMs in complying with leverage limits imposed via Article 25,
please provide brief details, including any possible solutions if
appropriate.

Response:

If there are any significant operational difficulties envisaged by
AIFMs in complying with the draft guidance (Annex 1 of CP 145),
please provide brief details, including any possible solutions if
appropriate.

Response:

Additional data in support of any of your responses to the previous
questions.

Response:

Deloitte.
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Important Notice

Disclaimer

This document is intended solely for general information purposes only, as a guide only. It does not constitute a diligence report, advice, or an opinion
of any kind and Deloitte are not, by means of this document, rendering accounting, business, financial, investment, legal, tax, or other professional
advice or services. No person or entity is entitled to rely, in any manner or for any purpose, on this document. Any person who obtains sight of this
document should understand that Deloitte accepts no duty of care or liability of any kind to them and that any reliance on the document is at the
Recipient's own risk.

This document is not a substitute for such professional advice or services, nor should it be used as a basis for any decision or action that may affect
your finances or your business. Before making any decision or taking any action that may affect your finances or your business, you should consult a
qualified professional adviser. Deloitte shall not be responsible for any loss whatsoever sustained by any person who relies on this communication.

Our comments and observations are focused principally on those matters that, based on our understanding of the Client’s requirements, we believe
would be of particular interest to a potential purchaser to warrant your further consideration and we may not be aware of all the facts or information
that may be relevant.

The observations described in this document do not constitute, in any way, a recommendation by us for you or anyone else to participate in any
transaction and this written communication should not be a part of, or be made available in connection with, any prospectus, offering circular, or any
soliciting, promoting, marketing, underwriting, recommending, or selling of securities or other interests.
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Leverage in Property Funds

Our understanding

+ We understand that the Central Bank has been examining the
property fund sector and has focused on two potential sources of
financial vulnerability, being

i. leverage; and
ii. ligquidity mismatch.

+ The proposed Central Bank measures aim to safeguard the resilience
of property funds so that they are better able to absorb - rather than
amplify — future adverse shocks; and to better equip the sector to
continue to be a wvaluable and sustainable source of funding for
economic activity.

+ The proposed Central Bank measures are:

a) Introduce a leverage limit for property funds. The Central Bank
proposes to provide a three-year transition period for existing
property funds. New property funds will be expected to meet the
leverage limit at authorisation. The Central Bank would reserve the
right to change this leverage limit as the economic environment
changes.

b) Introduce additional guidance for property funds on aligning
their redemption terms with the liquidity of their assets. Under
the guidance, the Central Bank would expect to see a lengthening of
the timeframe between the point at which investors would submit a
redemption request and the point at which funds would need to pay
those investors. New and existing property funds would be expected
to follow the guidance.

The Central Bank expects the impact of these measures will be:
i. Increased resilience of property funds;

ii. Insh property funds brought in line with their European peers; and

Financial Stability, the CRE market and property funds

It is the Central Bank's view that:

Lenders’ exposure to CRE. Whilst Irish banks’ exposure to CRE has
reduced significantly since the global financial crisis, it remains a
source of risk

Financing conditions for borrowers using CRE as collateral. A
dislocation in the CRE market could have broader adverse macro-
financial implications for investment, employment and growth

Dislocation in the CRE market could have an adverse effect on
the construction sector.

iii. Ovwer the course of a full economic cycle, the measures would be expected to promote sustainable investment in Irish commercial real

estate.
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Purposed Macroprudential Measures for Property Funds - Leverage

Central Bank’s analysis

A cohort of Irish property funds have elevated levels of leverage
Average value of total loans to the value of total assets is c.46%

Average masks significant differences in the sector. Cohort of

property funds with higher levels of leverage

On average the property fund sector in Ireland has higher levels of
leverage than the whole property fund sector across Europe

Price falls could lead to covenant breaches, which could in tumn lead to
forced sales

Part of the reason for higher observed leverage is due to borrowing

from shareholders, but even allowing for that, there is a cohort of
property funds with elevated levels of leverage

About 28% of property funds have third party leverage above 50%

A dislocation in the CRE market that drives prices below fundamentals
could impair the ability of CRE borrowers to service their debts and
lead to losses for lenders

Non-financial companies often use CRE as collateral to borrow from
banks

2022 Deloitte. Al rights reserved

Deloitte observations

4 [

Currently Banks and direct lenders are not aggressively leveraging real
estate in Ireland. See Appendix 1 for loan criteria we are seeing in
the market.

Loan to value ("LTV") ratios are only one measure of the risk profile of
leverage. Valuations are an opinien at a point in time and can be
misleading when overly relied on.

The key measures to assess leverage risk for CRE (as with other asset
classes) is income generation and visibility of same. For leverage
purposes this is measured through the debt yield and Weighted
Average Unexpired Lease Term (WAULT).

To control leverage risk within a CRE Fund you must look to debt yield
and WAULT. A CRE Fund with a strong WAULT and debt yield but with
a high LTV will always be able to attract capital and therefore carries
less refinance risk than a CRE Fund that has a lower LTV but has a
short WAULT and weak debt yield.

Shareholder loans, when put in place along with third party debt, are
typically fully subordinated to the third party debt and have no
acceleration rights. Therefore they do not present a higher level of
default risk to the fund than equity.

Whilst we would agree that borrowing companies often use CRE as
collateral to borrow for banks, its is important to understand that the
CRE security is a "second way out” for the lender and not the primary
source of repayment. It is our experience that the primary focus is on
the cashflow generation of the business and the visibility of same.
Leverage is provided on a multiple of EBITDA basis with supporting
fixed asset cover LTV enabling the lender to provide longer term
financing and/or accept a level of bullet repayment at expiry that it
may not be comfortable to do with a supporting fixed asset. Therefore,
whilst the fixed asset value is certainly a factor in the loan assessment
it is not the primary source of repayment.
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Purposed Macroprudential Measures for Property Funds - Leverage

Central Bank measures Deloitte observations

Proposed Central Bank measures to address 1,

leverage:

The Central Bank is consulting on a 50%
leverage limit, but recognises that the
precise calibration involves trade-offs.

By imposing a total LTV of 50% on funds it will have the effect of creating an Effec
Leverage Limit of considerably less than 50% (likely to be <40%), given funds will hav
allow headroom for negative movements in valuations. This can be seen in REITS where
effective leverage ranges from c.20%-40%.

This will have the effect of materially reducing equity returns and thereby making Ireland
attractive to international capital. Ireland is a peripheral country and remains outside of
investment scope of many European CRE investors and debt providers. There is a real risk
measures like this could restrict investment in Irish CRE.

The Consultation Paper does not look at how leverage for CRE development shoulc
addressed. Typically debt for development purposes would be raised on a Loan to Cost b
then on practical completion the debt is refinanced into investment debt facilities base
debt yield and LTV. Any Loan to Costs ratio would need to take account of the pote
occupier risk i.e. is the development speculative, forward sold or pre let. In an environr
where we have very high cost inflation, it is critical that leverage caps do not have the effe
making developments unviable.

Shareholder loans typically are fully subordinated and do not have any acceleration right.
the coupon attached to these loans is usually on a PIK or pay basis. When structured in
way they do not present any greater destabilising risk than equity.

Key Takeaways

Total loan to total asset value limits are too blunt an instrument and do not adequately reflect the underlying default risk and refinance risk profile of
a real estate fund. Deloitte's view is that a more effective way of addressing leverage risk within a fund is to look to the debt yield for investment
properties and Loan to Cost for development. The requirement for a high debt yield will significantly reduce the risk of high leverage. Suggested

revised criteria:

i. Minimum debt yield of >7.0% for investment property funds

ii. Maximum loan to cost for development asset funds - this should be considered in the context of speculative, pre-sold and pre-let property. See

Appendix 1.

iii. Maximum total LTV including related party debt of 75%, but related party debt must be fully suberdinate and have no acceleration rights

iv. Fund must demonstrate an ability to deleverage to <55% LTV for third party debt from internally generated income during the life of the third
party debt facilities (this should not cause too much disruption as it is in line with what we are currently seeing from debt providers)

© 2022 Dedoitte. All rights reserved
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Conclusions

The ambition to reduce financial risk and volatility in the Irish property sector is clearly a welcome one. However it is important that the measures
taken do not have unintended consequences that lead to a reduction in investor appetite for Irish property.

Total loan to total asset value limits are too blunt an instrument and do not adequately reflect the underlying default risk and refinance risk profile
of a real estate fund. Valuations are an opinion at a point in time and can be misleading when overly relied on.

Shareholder loans, when put in place along with third party debt, are typically fully subordinated to the third party debt and have no acceleration
rights. Therefore they do not present a higher level of default risk to the fund than equity.

Debt for development purposes is raised on a Loan to Cost basis, then on practical completion the debt is refinanced into investment debt facilities
based on debt yield and LTV. Any Loan to Costs ratio would need to take account of the potential occupier risk i.e. is the development speculative,
forward sold or pre let. In an environment where we have very high cost inflation, it is critical that leverage caps do not have the effect of making
developments unviable.

Debt yield, when used with LTV caps, will be more effective for investment property funds in reducing risk and are in keeping with how the sector
itself evaluates leverage risk.

A total LTV cap at 50% is likely to lead to <40% Effective Leverage (as can be seen in REITs) which will materially impact on equity returns,
thereby impacting real estate values. This will have the effect of making Irish CRE less attractive to international capital.

Investors require certainty. These proposed measures could, if not decided on quickly, have the effect of creating further uncertainty for potential
institutional investors and lead them to invest in other markets. Furthermore, the introduction of leverage limits that can be adjusted during the life
of the fund creates further uncertainty.

The proposed measures should not be retrospective. However if they are to be, then the proposed adjustment period of 3 years is too short. A
period of 5 years should be considered to allow for existing funds to see out their fund

If the proposed measures are considered to be overly restrictive by investors it is likely to have the effect of encouraging investment in CRE
through unregulated structures rather than regulated structure. This would be counter-productive in terms of reducing financial risk in the sector.

© 2022 Deloitte. All rights reserved
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@ Appendix 1
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Appendix 1: Irish Real Estate Funding Market

In addition to the traditional Irish funders there is a growing appetite amongst international capital
providers, offering competitive, tailored funding solutions to strong promoters

Market Overview

@ Market Overview

Real estate is a capital intense asset class, traditionally provided by the
domestic banks in Ireland but increasingly expanding to foreign banks,
insurance companies, debt funds and alternative debt.

The funding market is trending from a relationship business towards a
more structured approach, sliced in composition (asset pools),
horizontally (bridge, development, stabilised) and vertically (senior,

Junmior, structured equity).

While real estate has for a long time remained a relatively traditional
asset-class, Covid-19 has been a catalyst for several disruptive trends
(data driven, fixed to flex leases, retail to e-tail, sole to multi function,
holistic city development and entrance of tech companies).

Covid-19 has driven a flight to quality, with well established sponsors
and scale key to attracting strong appetite from funders.

@ Active Sectors

Residential, PRS, Industrial,
Prime Office & Data Centres
Social Housing and Healthcare
opportunities

© 2022 Deloime Ireland LLP. All rights reserved.

@ Challenged Sectors

Hospitality, High Street Retail &
Student Accommedation yields
have weakened

Land loans (No Planning/Exit)

Min. ticket size (€m)

100.0

<1% - 1.5%

Leverage Appetite

Max leverage has reduced in
the current environment, with
speculative development
particularly challenged
Promoter’s with track records
and sufficient equity cushions
should be best placed to secure
competitive terms

1.5% - 3.0% 3.0% - 5.5%
Interest

Landscape of financiers

1,000.0

Debt funds

5.5% - 8% 8%

@ Return Hurdles

Debt pricing in the COVID
environment has increased ¢.25
bps - 75 bps, a competitive
process will ensure optimal
pricing

Equity providers are typically
seeking »15% IRR returns

Page 13



Sample Real Estate Lenders

In addition to the traditional Irish lenders there is an appetite amongst European lenders, offering
competitive, tailored funding solutions against prime Irish real estate assets

Investment Facilities

Sample of Active Funders

Bank of Ireland X

AlB

JPMorgan

b

Group

Likely Terms and Conditions

@ Structure

Typical 5 years term

*  Acquisition facility can be
drawdown in tranches.

* If Day 1 LTV < 60% - Interest only
and bullet repayment

* IfDay 1 LTV = 60% - Level of
amortisation required.

@ Pricing

Facility Margins: 175bps -
550bps.

Arrangement Fee: S0bps -
200bps

* Commitment fees: 30% - 40%

of margin (undrawn facility
balances)

© 2022 Deloitte Ireland LLP. All rights reserved.

{# PGIM

INVESTMENT
MANAGERS

Deutsche Bank

+ It

CAFITAL GROUF

@ Gearing

Banks max leverage 55%-65%

*  Direct Lenders max leverage
up to 75% LTV where there is
a strong credit story

@ Covenant / Other

LTV covenants

* DY, ICR and DSCR covenants

*  Minimum drawdown tranches

* Early Repayment Fee -
minimum 2 years.

*  Capex Requirements,

*  Rent Stabilisation requirements

Consultation Paper 145 - Feedback ‘ Central Bank of Ireland ‘
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Development Facilities

Sample of Active Funders

’ '\cwate Capltal ' k
; ; FORTWELL M
Farfeld Capital
{:E alureaun.n.n.cp}a @ oldman
achs
SIGNAL () oaxrreE

Likely Terms and Conditions

@ Structure

Up to 5 year term matched to the
construction program with built in
headroom

* Bullet repayment on completion

* Interest - Payment in Kind ("PIK")

@ Pricing

* Facility Margins: 300bps - 850bps

* Arrangement Fee: 75bps - 200bps

* Exit Fee: Obps - 200bps

* RCF Commitment Fees are charged
by some funders on the undrawn
facility amount

@ Gearing

*  Upto 75% of NDV or 85% LTC

@ Covenant / Other

LTC and Loan to GDV covenants
* Construction Milestones
* Prepayment Fees
* 5 - 15% Cost Overrun Guarantee
*  No pre-sale requirement in certain
locations
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Deloitte.

Deloitte Ireland LLP is a limited liability partnership registered in Northern Ireland with

registered number NC1499 and its registered office at 19 Bedford Street, Belfast BT2 7E1,
Northern Ireland.

Deloitte Ireland LLP is the Ireland affiliate of Daloitte NWE LLP, a member firm of Deloitte
Touche Tohmatsu Limited, a UK private company limited by guarantee ("DTTL"). DTTL and
each of its member firms are legally separate and independent entities. DTTL and Deloitte NWE
LLP do not provide services to clients. Please see www.deloitte.com/about to learn more about
our global network of member firms.

€ 2022 Deloitte Ireland LLP. All rights reserved.
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If you have any further thoughts or considerations on the proposals
outlined in Consultation Paper 145, please share them below.
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