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RISK MANAGEMENT IN PROPERTY DEVELOPMENT

UNDERSTANDING MARKET RISKS
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Introduction

® Senior Manager, Head of Real Estate Advisory, KPMG Qatar

Qualifications e Degree in Civil Engineering and Business Administration

e Real Estate Economist
e MRICS

Country experience e Germany, Austria, France, UK, Hungary, Poland, Czech Republic, Russia,
Spain, Brazil, Qatar

Work experience 11 years of total work experience in Real Estate and Construction
KPMG

Hochtief AG (Germany)

Tishman Speyer Properties

Corporate Finance
Transaction Advisory
Due Diligence
Property Valuation
Feasibility Studies

Business Performance Services

Strategic Advisory

Service areas
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DOHAL AND Property Development Process (1)

MAIN TASKS IN PROPERTY DEVELOPMENT

ﬁvestment \

Marketing and Leasing

Project Financing \
Building permit \

Utilization concept

Acquisition of land

Phase 3:

Phase 1: Phase 2: Phase 4: Phase 5:
S ; Contracts/ : .
Initiation Conception . Construction Operation
Commitment

. Facility
Project Management Management

A 4
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DOHAL AND Property Development Process (2)

VALUE CREATION (STEPS) PROPERTY LIFECYCLE

Acquisition Marketing and Letting
Pre-emptive right Letting
Feasibility

Demolition

First Use

Vacancy

Vacancy

Investment

Letting

Acquisition

Vacancy

Project Management

Building Permit
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DOHALAND PD Company Survey in Germany 2007

PROBLEMS THAT PROJECT DEVELOPMENT COMPANIES ARE FACING
* NO SUITABLE SITES AVAILABLE 52%

*  BUILDING PERMIT PROCESS TAKES TOO LONG 46%

*  TRADING PROFIT TOO LOW 33%

* LACK OF QUALIFIED PEOPLE 28%

* LACK OF TENANTS/USERS 22%

* NO FINANCING 18%

* NO INVESTORS 10%

*  NO EQUITY 7%

REASONS FOR UNDERPERFORMING ASSETS
* LOW TENANT ORIENTATION

e LOw ASSET MANAGEMENT EXPERTISE

*  INCOMPATIBLE INCENTIVISATION SYSTEM

« FOCuUs ON PORTFOLIO LEVEL



DOHALAND
4 -Delay
i) Risk
o
3
(=]
|
= =Planning
=Strategic Permit Risk
Risk =Legal Risk
=Soil Risk

Conceptua
lization

=Land Value

B Risk

=Land
Exploitation
Risk

=Political
Risk

Location
Search /
Land Acq.

=Partner
Risk

=Capital
Market Risk
(Interest Rate,
Inflation,
Global Eco.
Environment)

Arranging
Funds

=Contracting
Risk
=Legal Risk

Vendor
Arrangement

=Construction Risk
(pricing, design,
quality, delays)

=Duration Risk

=llliquidity Risk

=Legal Risk
=|nflation
Risk

Project
Management

Property Development Process and Associated Risks

=Duration Risk
=Competition
Risk

=Market /
Demand Shift
Risk

Marketing
Property

=Contract-
B ing Risk
=Legal Risk
=Revenue
Related
Risk
(rents,
vacancy,)

Leasing /
Sale

Agreements

=Contracting
Risk
=Legal Risk

=Business
Operating
Risk

Facilities
M'ment
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Risk Type |Whatar e t hey .. Howd o |

Strategic
Risk

Time Delay
Risk

How t o handl e

» Strategic Risk are associated with project
at early stage of the project life cycle.
Includes risk emerging out from

v Changes in the business
environment
v Improper implementation of
business decisions
v" Adverse business decision
v’ Resistance against change
v’ Lack of responsiveness
= Changes in development strategy
» Strategic changes in business strategy

= Change in development concept/time
plan

= Some sub-processes are very difficult to
assess (internal and external reasons)

= Markets might have changed

= Higher financing costs

» Tenants & Buyers might claim contract
penalties or terminate

t heméé

manage t

Presenting bigger picture by top
management

Empower senior and middle
management ~ to bring sense of
responsibility

Conducting solution focused discussion
Allow to take risky business decision
(and keep an oversight on the same)
Encourage innovative ideas

Diligent assessment of own capabilities
and ressources

Partnerships

Professionel project organisation (time
planning and control)

External project management

Consider time cushions

Agreement of delivery dates/penalties if
early milestones not properly achieved
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How to handl e t hemeéeéeé

Planning = Building application process (planning » Early and steady communication with
Risk authorities, public consultation) planning authorities
= Change in planning / building norms after = Integration of public interest
building permit = Early marketing, positive image, PR
measures
Soil = Soil pollution or contaminations = Detailed research of historic use
Risk = Munition or foundations = Adjusted Land purchase contracts
» Monument protection » Soil survey
Capital » Risks arising out of financial markets = Monitoring of the capital market
Market/ making cost of borrowing costlier and parameters
Financing difficu_lt to source - . Having contingency plan ready at all
Risk » Restricted financing behaviour times
= Decline in property values when interest = Fixed interest rates
rates are rising » |nterest hedge

= Joint ventures
» Proactive info management towards
banks
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How to handl e t hemeéeéeé

Risk Type Whatar e t hey .. Howdo | manage t

Land Value
Risk /
Exploitation
Risk

Legal Risk

Construction
Risk

Refers to risk associated with acquiring a

land property, its security, and decline of
value due to market conditions

Legal risk has a long range with legal
iIssues emerging from land acquisition,
vendor arrangements, project
management, leasing and selling of
properties

Construction risk will involve risk related
to construction risks & exposure, defect
mitigation, construction claims and

litigations

Undertaking due diligence and valuation
exercise for every land property (whether
big or small)

» Seeking advise from legal consultants

» Ensuring employees follow directions
advised by legal department

= Anticipatory and prompt issue raising —
which may require legal advise

Understanding the complication of the

construction activity with great focus on
contractual risks and project insurability
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DOHALAND Project Cost Risks

CosT CURVE

Cost
Start of
Construction

Completion

Cost Curve

Land
Purchase

Ability to influence costs

Time

PM/

. Operation
Construction

Initiation Conception
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How t o handl e

t hemeééeé

Risk Type Whatar e t hey .. How to manage them..

Duration Risk

Market Risk /
Demand Shift
Risk /

Revenue Risk

Marketing of project may / may not begin
before actual Property development. In
case it does, deadlines need to be met
(for project completion) as tenant would
like to begin its operations.

» Real Estate market is highly
unpredictable as it is governed by
multiple micro and macro economic
factors ~ Future is difficult to predict

» Market is dynamic and preferences keep
changing, hence risk of demand shift

* Risks related to fluctuation in yields,
rents, capital values

Project monitoring
Insurance
Follow ups

High level market research before the
project development exercise and
constant up-dation of the same
through out the project development
stage

Constant review of demand
assumptions and identifying
innovative market strategies
Defining strategies to retain existing
clients, generate revenue through
repeat clients and develop brand
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DOHALAND High Level Initiatives for Corporate / Developers for Managing Risks

Creating a Risk Culture

» Development of a corporate Risk Philosophy — to
be more as an facilitator than a hurdle

» To be Consistent across organization

v To set risk appetite limit for each asset class

v" Risk ownership

v’ Limits in terms of geography, single exposure
concentration, risk profile for portfolio balance

v’ Dedicated Risk Managers — building a team

v' Careful drawing of contracts at various
development stages

Continuous Analysis of Property Portfolio

» Due diligence at appropriate time

= Property Valuations

= Continuous market tracking — being aware of
possible risk
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DOLALAND High Level Initiatives for Corporate / Developers for Managing Risks

Research Oriented — Development Planning

= Every project (small or large) to be supported by
market research and feasibility studies

» Pre sales targets — for testing grounds

= Constant review of supply - demand through out
the project development phase res

» Seek professional advise on phasing, product
mix, timing, and sensitivities

How can they add value?

» Segregate RE Risks into manageable and non
manageable categories (to prioritize efforts)
For Large Property » Question property development / management
Development Companies _ decisiong from an independent / 3" party
perspective
"Devel op a bridge between *

It would be sound enough
to have dedicated Managers” ambitions and *“|I
1Risk|\/|anaers" Organi zation could manage”

In nut shell, they will identify, measure, monitor and
managing risk and report directly to top
management




lII' Conclusion

HAVE A CLEAR STRATEGY

CONSIDER ENTIRE PROPERTY LIFECYCLE

CONDUCT MARKET AND FEASIBILITY STUDY

POSITION YOUR PROPERTY AND MIND ‘5 GOLDEN RULES’
START MARKETING ACTIVITIES EARLY

IMPLEMENT INDEPENDENT RISK MANAGEMENT PROCESS
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QUESTIONS



