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Abstract 

China's real estate industry is the pillar of economic development. For the vast majority 
of real estate enterprises, the key to the successful development of enterprises is to find 
a stable financing channel to solve the funds needed for their development in the long-
term. Because real estate trust can disperse the system risk of commercial banks, the 
transaction structure is flexible, so in addition to bank loans, advance payments, real 
estate trust has become an important financing channel for real estate enterprises. 
However, China's real estate trust market is not as mature as foreign markets. In 
addition, due to the domestic regulatory law is not mature enough, the real estate trust 
business did not play its due advantages. Firstly, this paper expounds the relevant 
theoretical knowledge of real estate trust risk; Then, taking the LH project as an example, 
this paper introduces the basic situation of the LH project, identifies the risks, and 
evaluates the trust risk of the LH project by using the analytic hierarchy process; Finally, 
based on the previous analysis, this paper puts forward the measures to deal with the 
risk of LH project, hoping to provide reference for the financing scheme of China's real 
estate enterprises. 
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1. Introduction 

Due to the rapid growth of real estate trust industry and the need of real estate market for trust 
financing, people pay more attention to the risk of real estate trust business. Taking the LH 
project as an example, with the development of the trust industry, the real estate industry 
continues to move into a new era, at the same time, the risk also appears. The focus of this paper 
is to explore new theories for the sustainable and healthy development of the real estate 
industry in China. Therefore, trust can help solve the above problems, and also provide 
reference for the risk management system of the trust industry and management. 

2. LH project trust risk identification 

2.1. Project risk 

LH real estate project risk is everywhere, from development and construction to acceptance 
and completion, from sales to post management. [2] Enterprises in real estate project risk 
management should start from the following two aspects: first, enterprises should be careful to 
choose real estate projects. Enterprises should pay attention to the property rights of funds and 
land and legal disputes in the preliminary data review of real estate projects. In addition, the 
enterprise also plans and forecasts the sales prospects after the completion of the project. If 
these problems exist, trust companies do not need to invest in these projects. Second, the 
enterprise should effectively control the risk of the project. Trust companies usually mortgage 
fixed assets, such as land mortgage, equity and bond mortgage, or send different personnel to 
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real estate project companies to supervise finance and projects, so as to reduce risks. But the 
above risks have limitations. 

Trust funds and income of trust companies are closely related to the completion and acceptance 
of the real estate project. If the real estate developers have fund problems, substandard quality 
and unsound supporting facilities in the project construction, which cause the project to be idle, 
become uncompleted projects, or fail to pass the acceptance and grant the sales license, it will 
greatly affect the return of trust funds and income. At the same time, if the mortgaged land or 
equity, creditor's rights can not be realized effectively, it will pose a huge threat to the project, 
thus increasing the risk of real estate trust business. In addition, the enterprise should send two 
professional managers with different functions of real estate trust management experience to 
LH real estate project company to ensure that the risk is controlled in the implementation stage. 
In order to solve this problem, the case company usually sends two managers to the real estate 
development company. 1. Two people can take their own responsibilities, one for finance and 
the other for engineering; 2. Two people can help each other, supervise each other, better 
improve work efficiency and control risk. [3] 

2.2. Liquidity risk 

According to the relevant restrictions of China's laws and regulations on China's trust and 
investment companies, the cost of transfer of trust products by trust and investment companies 
is relatively high. When trust companies issue trust investment products, they need to adopt a 
way, that is, they need to sign contracts with buyers and purchasers. Thirdly, there is no 
corresponding trading market for real estate trust investment products in China, that is, an 
open centralized bidding trading place, and there is no transfer platform, so there are high costs 
and relatively high transfer risks. At present, in the process of real estate trust business 
operation, [4] the case company raises funds by increasing the number of contract funds. 
However, if the funds in a single contract are sufficient, investors need to take liquidity into 
consideration. 

2.3. Credit risk 

The credit risk is mainly reflected in three aspects: first, the developer provides untrue proof 
materials and guarantee materials to the trust company before the relevant project is carried 
out, which causes the trust property to suffer a great loss, in order to defraud the trust 
investment funds; Second, the real estate developers fail to deliver the trust funds to the trust 
company in time according to the terms stipulated in the pre-contract during the project, but 
take the trust funds for private use, which makes the project impossible to complete according 
to the expected time, and causes some loss to a certain extent; Third, the real estate developers 
did not pay off the loans and interest in time according to the provisions of the trust contract at 
the end of the project, in order to occupy the trust funds, the trust company's property and 
ultimate interests have suffered great losses. [5] 

3. The risk assessment of real estate trust of LH project 

3.1. Construction of risk index system 

Based on the actual situation of the company operation, this paper re combs the specific process 
of risk management, and puts forward some suggestions for improvement. On this basis, this 
paper establishes six evaluation index systems of risk management (see table 1). [6] 

3.2. Weight analysis of risk index system 

Through an in-depth analysis of the case company, this paper basically grasps the development 
status and practical problems of LH real estate project trust business, and identifies all potential 
risks in each operation link. On this basis, this paper uses AHP to establish a sound risk 
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evaluation system. In the process of specific operation, this paper will select personnel with 
certain relevant work experience and professional level from the case company to form an 
evaluation team, with certain social professionals or industry executives. The evaluation team 
has a total of 20 people, including 4 professional investors, 6 expert professors and 10 company 
executives. In the form of questionnaire, this paper gives the specific score of each index, and 
then makes statistics, induction and summary. In the evaluation process,  it is necessary to 
ensure that each evaluator can analyze independently, improve the reliability and accuracy of 
the results, and then carry out further analysis.[7]  

 

Table 1. Trust risk factors of LH real estate project 
Quality management function Functional work Risk indicator 

Market risk B1 Changes in market interest rates Interest rate level C1 
 Industry change Industry change C2 

Policy risk B2 State policy situation Macro policy level C3 
 Market price level Price level C4 

Legal risk B3 Legal environment Exogenous risk C5 
 Legal compliance Endogenous risk C6 

Credit risk B4 Change in the market credit environment System risk C7 
 Change in corporate credit Non-systematic risk C8 

Operational risk B5 Assess risk Assess risk C9 
 Operational risk Operational risk C10 

Compliance risk B6 Information disclosure risk Disclosure risk C11 
 Compliance risk of product design and contract terms Compliance risk C12 

 

3.3. Results of risk index weight analysis 

The following table 2 shows the specific weight information of each risk factor of the LH real 
estate project trust: 

 

Table 2. Case company real estate trust risk factor weight table 
Risk type Risk factor Weight 

Market risk B1 Interest rate level C1(0.667) 0.1808 
(0.271) Industry risk C2(0.333) 0.0902 

Policy risk B2 Macro policy level C3(0.167) 0.0105 
(0.063) Price level C4(0.833) 0.0525 

Legal risk B3 Exogenous risk C5(0.751) 0.2644 
(0.352) Endogenous risk C6(0.249) 0.0876 

Credit risk B4 System risk C7(0.800) 0.0392 
(0.049) Non-systematic risk C8(0.200) 0.0098 

Operational risk B5 Assess risk C9(0.582) 0.0814 
(0.140) Operational risk C10(0.419) 0.0586 

Compliance risk B6 Disclosure risk C11(0.179) 0.0224 
(0.125) Compliance risk C12(0.821) 0.1026 

 

The author divides the risk level into general, serious and key. According to the research data, 
the management should focus on the key risks, because all the key risk indicators are more than 
0.1. There are three indicators that can be identified as key risks, among which the weight of 
compliance risk C10 is 0.1026, the weight of exogenous risk C5 is 0.2644, and the weight of 
interest rate level C1 is 0.1808, we can identify it as a serious risk, and the management should 
pay enough attention to it. According to the data in table 4.8, it is not difficult to find that the 
operational risk C10 with the weight of 0.0586, the assessment risk C9 with the weight of 
0.0814, the endogenous risk with the weight of 0.0876, the price level C4 with the weight of 
0.0525 and the industry risk C2 with the weight of 0.0902 are both serious risks. 

If the index weight is greater than 0.01 and less than 0.05, it can be identified as general risk. 
These are risk factors that management can not ignore. According to the data in table 4.8, it is 
not difficult to find that the delay risk C12 with the weight of 0.0224, the system risk C7 with 
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the weight of 0.0392 and the macro policy level C12 with the weight of 0.0105 belong to the 
general risk. In addition, there are some risk factors with weight less than 0.01, but because 
these factors will not have a great impact on the real estate trust, [8] this paper does not 
consider these factors. 

3.4. Project trust risk management evaluation 

As shown in table 3, based on the relevant theories, the LH real estate project has created real 
estate trust risk factors in line with its own development status, with risk matrix. Therefore, the 
LH real estate project should fully consider all the first-hand information in the risk matrix. Risk 
impact I value, the final value of this indicator is completely determined by the independent 
evaluation value of each member of the evaluation team. If the same option does not exist, 
expert evaluation is the final evaluation index, otherwise we need to consider the specific 
weight of each index. 

The risk probability is also the P value. This indicator refers to the operating experience and 
lessons of the traffic light warning mechanism in Columbia, the United States. This study only 
selects the more important risk factors, and divides them into general, serious and key. And P 
value is only a numerical range, not a specific value. This study divides the P value into five 
ranges, from high to low levels are 91 to 100, 61 to 90, 41 to 60, 11 to 40 and 0 to 10. Basically, 
you can refer to the principle of I value in operating rules and mechanisms. It is also scored 
independently by the evaluation team. 

 

Table 3. LH real estate project trust risk matrix analysis table 
Quality management function Risk factor Risk impact Risk probability(%) Risk level 

Market risk B1 Interest rate level C1 Key 11-40 High 
 Industry risk C2 Serious 0-10 Medium 

Policy risk B2 Macro policy level C3 General 0-10 Low 
 Price level C4 Serious 0-10 Medium 

Legal risk B3 Exogenous risk C5 Key 11-40 High 
 Endogenous risk C6 Serious 11-40 Medium 

Credit risk B4 System risk C7 General 61-90 Medium 
Operational risk B5 Assess risk C9 Serious 11-40 Medium 

 Operational risk C10 General 0-10 Low 
Compliance risk B6 Disclosure risk C11 General 61-90 Medium 

 Compliance risk C12 Key 61-90 High 

 

Table 4. LH real estate project trust risk matrix analysis table 
Risk factor Risk impact Risk probability (%) Risk level Borda number Borda value 

Interest rate level C1 Key 11-40 High 37.5 1 
Industry risk C2 Serious 0-10 Medium 19.5 18 

Macro policy level C3 General 0-10 Low 7.5 19 
Price level C4 Serious 0-10 Medium 25.5 16 

Exogenous risk C5 Key 11-40 High 37.5 1 
Endogenous risk C6 Serious 11-40 Medium 30 7 

System risk C7 General 61-90 Medium 25.5 16 
Assess risk C9 Serious 11-40 Medium 30 7 

Operational risk C10 General 0-10 Low 7.5 19 
Disclosure risk C11 General 61-90 Medium 25.5 16 

Compliance risk C12 Key 61-90 High 37.5 1 

 

This paper uses a risk matrix for analysis. Although it has unique advantages, there are still 
many shortcomings. For example, the analysis results are one-sided and cannot represent the 
entire industry field, or even the operation of a certain company for a long period of time. In 
order to make up for this shortcoming, we have adopted the Borda sequence value method for 
supplementary analysis. The risk factors of each level are assigned a certain weight value. The 
general factor value is 3, the serious factor value is 2, and the key factor value is 1, so as to 
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calculate the range value of risk probability, from high to low level, which is equal to 1, 2, 3, 4, 
5 respectively. (see table 4). 

According to the above Table 3-4, the current risk issues that the LH real estate project urgently 
need to solve mainly lie in three aspects: compliance risk, exogenous risk and interest rate level. 
In addition, the information disclosure, outsourcing business, system evaluation, institutional 
system, endogenous factors, price fluctuations, industry competition of the LH real estate 
project also have adverse effects. Finally, the case company should also pay attention to 
operational risk and macro policy changes and other factors. 

4. LH project trust risk control 

4.1. Closely monitor sales and control the market risk 

In recent years, the government has made great efforts to develop the area where the LH project 
is located, with superior geographical location and relatively stable market price. Young people 
aged 25-35 have become the main force of local house purchase. The author believes that if the 
project company can formulate a reasonable sales strategy for the purchase subject, and 
actively adjust the sales price according to the market price fluctuations, it can ensure the 
return of funds. Therefore, at the beginning of the project, the trust company should 
communicate with the project company, formulate reasonable policies, and focus on the local 
real estate market price. When there are large fluctuations, the project company may take 
measures, such as price adjustment right, one vote veto right, etc. [9] During the operation of 
the project, the trust company should regularly analyze the market and pay attention to the 
impact of house price changes on sales and repayment. 

4.2. Strengthen the management of liquidity risk control 

When the real estate trust project is short of funds, the real estate trust project needs the 
financial assistance of other enterprises to repay smoothly. The liquidity risk of LH trust project 
includes the group's overall cash flow from the second repayment source and the realization 
risk of mortgaged land. Based on the risk analysis of the LH project, the trust company should 
take the following measures: the trust company should send managers to monitor the cash flow 
of the project company to prevent the project company from misappropriating funds; Trust 
companies should assess the value and liquidity of the mortgaged land. It should be noted that 
the financial support provided by other institutions for the project is only a temporary solution, 
and trust companies should still pay attention to other risks.[10] 

4.3. Reduce the operation risk of trust funds 

The risk of unreasonable capital structure refers to that in the sources of trust investment funds 
raised by the company, different loan ratios will lead to different financing costs of the company, 
and high loan ratio will lead to high financing costs. At the same time, if the company's financing 
pressure is high, it will cause financial risks. For the final use of loans, there are two functions. 
First, the fund can give full play to the financial leverage, so that real estate enterprises can use 
less capital to run relatively large projects, and ultimately achieve high returns; Second, the 
company's high asset liability ratio will lead to increased financial risk. If the company's capital 
operation or sales are hindered, then the whole company's finance will have risks, capital flow 
fracture, and even the company will face a very huge repayment pressure, which will eventually 
increase the risk of the trust project being paid on time. 

5. Conclusion 

This paper makes an in-depth analysis of LH real estate project trust business risk management, 
showing its problems and shortcomings. This paper discusses the risk control of the LH real 
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estate project trust business of SDIC Trust, and prevent risk based on the diversified risk control 
strategies. At the same time, based on the actual situation of the current LH real estate project 
trust business,  this paper interprets the measures in the process of risk control. This paper 
discusses and analyzes the organization strategy of trust business risk management of LH real 
estate project. Finally, according to the actual case of the LH real estate project of the case 
company, this paper uses the analytic hierarchy process, expert scoring method and fuzzy 
comprehensive evaluation method to build the risk measurement model, and finally 
determines that there are still some risks in the trust business of the LH real estate project, so 
it is necessary to take effective strategies to ensure its normal operation. 
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