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The Central Bank of Ireland (“Central Bank”) has introduced macroprudential measures for property funds
(the “Framework”), which include limits on leverage and guidance on liquidity timeframes (“Guidance”).
This follows a consultation issued at the end of 2021 (“CP145”).

What’s the rationale?

Announcing the publication of the Framework, the Central Bank notes that Irish-authorised funds investing
in Irish property have become a key participant in the Irish commercial real estate (“CRE”) market. Due
to the growth of these funds, the resilience of this form of financial intermediation is more significant now
for the functioning of the overall CRE market than it was a decade ago. There is also a greater potential
for adverse macro-economic or financial stability shocks due to dislocations in the CRE market.

The main risk that the Central Bank’s measures seek to guard against relates to the potential that financial
vulnerabilities in the property fund sector could lead to forced selling behaviour in times of stress. The
Central Bank points to excessive leverage and liquidity mismatch as potential sources of vulnerabilities
in property funds.

What are the measures?
The Central Bank has decided to introduce macroprudential measures by way of:

= the imposition of a leverage limit pf 60% for property funds on the ratio of the fund’s total debt
to total assets. This applies to funds that invest 50% or more of their assets under management
(“AUM”) directly or indirectly in Irish property; and

= Central Bank guidance on liquidity timeframes for such funds. The Central Bank generally expects
property funds to have a minimum liquidity timeframe of at least 12 months, taking into account
the nature of the assets held.

The Framework provides that funds investing at least 80% of AUM in social housing will not be in scope of
the leverage limit, subject to a number of criteria.

The Central Bank states that the final Framework and Guidance takes into account the feedback received
to CP145, the majority of which opposed the introduction of leverage limits. Alongside the Framework,
the Central Bank has published its feedback statement in response to CP145. It is welcome that the
Central Bank has increased the leverage limit to 60% from the 50% proposed in the consultation, and that
it also extended the implementation period from three years to five years.
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https://www.centralbank.ie/docs/default-source/financial-system/financial-stability/macroprudential-policy/nbfi/macroprudential-measures-for-irish-property-funds.pdf?sfvrsn=e3c09b1d_27
https://www.centralbank.ie/docs/default-source/publications/consultation-papers/cp145/feedback-statement-consultation-paper-145-macroprudential-measures-for-the-property-fund-sector.pdf?sfvrsn=d7c39b1d_18

When?

A five year implementation period will allow for the gradual and orderly adjustment of leverage in existing
property funds. Existing funds will have 18 months to take appropriate actions in response to the
Guidance. The Central Bank will now only authorise new funds if they meet the 60% leverage limit and it
expects that property funds authorised after 24 November 2022 (the date of publication of the Guidance)
will comply with the Guidance immediately.

What’s next?

The Central Bank has indicated that it will closely monitor the adoption of the measures and their impact
and will conduct a periodic review of the Framework. It does not, however, intend to recalibrate the
leverage limit regularly. There will be flexibility to respond to material changes in the macro-financial
environment, allowing the Central Bank to temporarily remove or tighten the leverage limit depending on
market conditions.

The Central Bank notes that these are the first macroprudential policy measures to be introduced under
the non-bank pillar of the Central Bank’s macroprudential policy framework. In light of the growth of
the non-bank sector, including the investment funds sector, and given that Ireland has one of the largest
investment fund sectors in the world, the Central Bank states that it is prioritising the development of
the macroprudential framework for the non-bank sector in order to safeguard the resilience of this form
of financial intermediation. There may, therefore, be further initiatives in the future in relation to the
macroprudential regulation of investment funds.
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Please get in touch with your usual Asset Management and Investment Funds Department contact or any
of the contacts listed in this publication should you require further information in relation to the material
referred to in this update.

Full details of the Asset Management and Investment Funds Department, together with further updates,
articles and briefing notes written by members of the Asset Management and Investment Funds team, can
be accessed at www.matheson.com.
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This Matheson LLP (“Matheson”) material contains general information about Irish law and about our legal services. This material is not intended
to provide, and does not constitute or comprise, legal advice on any particular matter and is provided for general information purposes only.
You should not act or refrain from acting on the basis of any information contained in this material, without seeking appropriate legal or other

professional advice.
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