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A consumer's guide to MiFID by CESR
CESR is an independent Committee of European Securities Regulators which has contributed to the
preparation of the MiFID legal texts. One of the main objectives of CESR is to foster cooperation between its
members in the exercise of their core functions, including raising public awareness on financial services issues
and investor information.

Remember the key principles that firms
need to fulfil when dealing with you: (the investor)

•To act honestly, fairly and professionally,
in accordance with your best interests

•To provide you with appropriate and
comprehensive information which is fair,
clear and not misleading

•To provide you with services that take
account of your individual circumstances

"Risk return transparency analysis for SPV investments  -
SECOND OPINION

for the financial service provider and the individual customer"
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Working hypothesis:
The common interest of the parties involved is transparency

Bank

Sponsor / 
Issuer

Investor

• Structuring of deal financing 
according to underlying project 
specifics and resulting risks

• Arrangement of financing & 
setting of price commensurate 
with risk profile

• Operational planning and set-
up of deal

• Assessment of viability and 
all operational aspects by 
third party

• Assessment of risk-reward 
structure and corresponding 
support decisions (funding, 
guarantees etc.)

Independent 
FinancialAdvisor
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Private 
investor

SPV

Equity
IRR, 
recourse
only to equity

Project, Object
or Commodity

Acquires project,
object or commodity 

Generates
net cash flow

Macro
risks

Industry
risks

Event
risks

Revenues    Costs Revenues    Costs Revenues    Costs

Bank

Credit Debt 
service

Financial risk

Issuer

Highest

Mgmt
service Fee

Sophistication of analysisLowest

Lowest

Highest

Risk-return analysis for structured investments -
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Risk-return analysis for structured investments -

Structuring tools for specialised lending investments

▪ Creation of integrated cash-flow analysis for structured investments:

- Project Finance (core focus on infrastructure projects)

- Commercial real estate (both developer and investor projects)

- Asset finance (aircraft and ships, both individual financing structures and asset pool 

financings)

▪ Assessment of optimal financing structure depending on project specifics

▪ Focus on debt side in order to increase transparency for the structuring of the transaction 

and facilitate the arrangement of debt packages

▪ Cash-flow models based on expected cash flows of transaction together with stress tests 

in order to assess viability and profitability of projected structure in unfavourable 

circumstances
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Pricing of debt

▪ Design of tools in order to allow determination and evaluation of optimal    

pricing structure for deals

▪ Assessment of deal value for all involved parties in the capital structure (from 

senior debt to equity)

▪ Based on Cash-Flow structuring models in order to reflect details of the deal 

structure

Risk-return analysis for structured investments -



6
CONTINUA Eurobanking 2009         source: www.KDB.comDokumentname

Debt-Perspektive

Rating Tool � Model based on 

quantitative and 

qualitative questionnaire 

� Development based on 

expert judgement

� Analysis of Cash-Flow 

model base case

� Separate analysis of 

qualitative aspects with 

standardised template

� Incorporate

� Separate quantitative and 

qualitative information areas

� Models tailored to all major 

portfolio parts 

� Cash-flow analysis for base 

case and different scenarios

� Model calibrated to probability 

of default (PD) on a one-year 

horizon

� Cash-flow analysis using Monte Carlo 

methods

� Project-specific risk-driver analysis  

and cash-flow modelling basis for 

quantitative rating grade

� Dedicated templates for qualitative 

information integrated in models for 

each segment

� Model calibrated to probability of 

default on a one year horizon

� Multi-year PD, LGD and EAD profiles Rating Process � Paper based processes

� Reliance on well qualified 

staff

� Re-active “due-diligence”

by separate risk staff with 

access to front office 

� Joint process setup including 

dedicated front office and risk 

staff

� Deal-teams and specific analysis staff 

for large and complex transactions

Rating Maintenance 

and Development

� One-off development � Adjustments of rating 

models when business 

need arises 

� Periodic validation and 

independent review of used 

scenarios and comparison 

with actual deal performance

� Continuous redevelopment cycle

� Continuous updating of time series 

universe

� Frequent comparative analysis of deal 

performance compared to rating 

process results

Outdated Basic Basel II Standard Advanced
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Support logic

Best practice: quantitative analysis and qualitative overlay

Macro
economic  model

Industry specific 
model

Revenues

Costs

Management

Market

Group support

Third party 
support

Quantitative Riskanalysis

Qualitative 
adjustment

Final result

Country rating

Simulation 

Risk driver model Cash flow model Qualitative overlay
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Macro-economic factors

� GDP, Inflation

� Exchange rates

� Interest rates

� ...

Industry factors

� Electric energy price

� Office rental rate

� Market price of wheat

� ...

Event factors

� Construction duration

� Technical failure

� Project plan deadline

� ...

Cash flow

� Revenues

� Operating costs

� Timing of cash flows 

(delays)

� Covenants

Debt service

� Interest

� Principal

� Tranche structure

� Timing of payments

Time

Cash
Flow

Debt
service

Scenarios

Default

Cash flow over time

Base Case

Worst Case

N (e.g. 20,000) Simulation Runs

Value distribution 

Equity investor

Value

Fund structure

� Equity splits & triggers

� Funding structure

� Taxes, Fees

� ….

Default tests (debt 
perspective)

Loan to Value-Test (LTV):

What is the relation of project 

value to remaining balance?

Debt Service Coverage Test 

(DSC):

Is the cash flow sufficient to 

service debt?

Best practice: Fundamental-Analyse mittels Cash-Flow Simulations-
modell
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Threat scenarios

Key sensitivities 

Risk report
– Illustrative –

External factors (FX, Equity, GDP, IR,...) and 
their impact on core metrics

2

Trend analysis

Specific portfolio trends (e.g. CRE)

�RE collateral

�RE corporate 

3 4 Qualitative factors5

Risk/return statistics1

Deal complexity

Market

IndicationFactor

Quality of Mgmt

Group Support

Etc.

Sensitivity analysis of  project value / investor 
return against key risk factors

Value

�Average return

�Standard deviation

�VaR, Shortfall

�Risk/Return metrics

�Risk appetite: 

� likelihood of loss

� 1/5, 1/10 years

�....

Core risk/return metrics from investor 
perspective
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Threat Scenarios  - example
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Illustrative Client Case Study – Debt Perspektive
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Risk / Return comparison

IRR distribution p.a. ( 19 years) - Project

� Simulations offer the comparison of the Performance of the Fund-Product  with alternative Investments 

� Volatility  of Direct-investment is remarkable higher, beside time horizon (Project 19 years) 

Total-Ausfall

% Return p.a.-commodity
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Illustrative Client Case Study – Qualitative Faktoren



1402/18/2009
copyright 2009  CONTINUA 

Finanzdienstleistungs GmbH 

RCTE result –reports, training

transparency risk  chances details

report

Workshop

Summary  IFA

Summary Investor

oeec organisation for economic education, 

evaluation & certification



We offer in cooperation with lawyers and risk managers

� An independent, experienced review of offering and marketing documents;

� In order to detect, highlight and communicate risks;

� With the aim to assist sales departments in rendering adequate advice on the financial instruments;

� We are NOT analysts (although we act independently like analysts);

� We do NOT render investment advice;

� We do NOT approve prospectuses.

"Risk return transparency analysis for SPV investments  -
SECOND OPINION
for the financial service provider and the individual customer"
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Appendix:  RISK MANAGER experience 

– Our Partners in risk management have long-dating and broad experience in the risk and 

profitability assessment methodologies for specialized lending deals

• Covering project finance and asset finance (aircraft, ships)

• Covering a global portfolio of projects both government-subsidized and purely market-driven

• Employing state of the art risk and profitability assessment methodologies

• Leveraging proprietary tools and models for risk and profitability assessment

• Having worked with the world’s leading specialized lending banks in Europe, the Middle East and 

Asia


