
INVESTMENT PROPERTY

The Journal 
of the Investment 
Property Forum
Issue No. 24 | July 2013

FOCUS

Property:
Receiving 
enough 
attention?

The joint venture partnership of Land Securities
and Canary Wharf Group hosted two IPF site
visits to 20 Fenchurch Street (the ‘Walkie Talkie’)
in October 2012. Practical completion of the
building is due in March 2014.

Image by PhotoPecci
www.photopecci.com

In this issue:

2 Message from the Chairman

3 The UK commercial property
lending market

13 The role of commercial
property in the UK economy

17 Terms of endearment

19 Secondary liquidity and
misleading NAVs

21 Social housing –
the new alternative?

22 Institutional attitudes 
to investment in UK residential
property

25 Valuing French and German
property

28 IPF legal and regulatory
round-up

39 Solvency II and IORP update

41 Improving energy efficiency
in buildings – is Scotland
ahead?

43 Comparison of SDLT 
and LBTT

45 An answer to the flood
insurance problem?

46 UK Consensus Forecasts
May 2013

48 European Consensus of
Prime Office Rental Forecasts
May 2013

50 Forum activities and
announcements





1

From the editor

This bumper edition of Investment Property Focus
marks the start of the IPF’s 25th Anniversary year,
during which both serious and more frivolous
events and initiatives are planned. Presiding over
this will be our new Chairman, Andrew Smith of
Aberdeen Asset Management, who outlines his
key priorities for the year on page 2. One of these
is to increase the international scope of the IPF’s
activities in order to raise the organisation’s profile
and better equip members to compete in an
increasingly global environment. On that theme, I
interviewed Gareth Sellers of Jones Lang LaSalle
and James Bauer of REAG about the valuation
regimes in France and Germany respectively.

Of less significance (except to me!) is that this is
my 10th anniversary as editor of Investment
Property Focus, previously titled Forum View. The

publication has grown substantially in length over the last decade and continues in its
aim of providing a useful round-up of the Forum’s activities and events, together with
thought-provoking articles on topical issues.

As in previous years, we include an outline of the key findings of the De Montfort
University research on the UK commercial property lending market. Bill Maxted and
Trudi Porter of De Montford University highlight the fall of around 7% in the estimated
total value of lending during 2012 but 72% of outstanding debt is due for repayment
over the next five years – a high proportion compared with those recorded in the years
leading up to the financial crisis.

Two articles by Matthew Abbott of Mercer and Dan Batterton of Legal & General
Property look at the prospects for property funds. The former focuses on areas of fund
governance that need to be addressed and the latter on whether unlisted funds are able
to offer investors the liquidity they require. 

The IPF has responded to a number of EU, UK Government and other public body
consultations recently. The scale of the legal and regulatory proposals affecting the UK
property investment sector is underlined by the increasing length of the round up, updated
from last April, by Amanda Howard and Christine Ormond of Nabarro. More detailed
updates on regulatory issues are provided by John Forbes of John Forbes Consulting
(Solvency II) and Bill Gloyn of JLT Specialty (flood insurance), together with comparisons
of  English and Scottish carbon emission measures and SDLT vs. LBTT, the former by Alan
Cook of Pinsent Masons and the latter by Iain Doran of Dundas & Wilson. 

The importance of the property sector to the UK economy is considered in recent
research published by the IPF Research Programme. The project team members, Neil
Blake of CBRE and Tom Rogers of Oxford Economics, summarise the key findings – not
least that there is a clear long-run relationship between economic activity and the net
capital stock of commercial property. The Research Programme is also about to publish
the results of the second survey of institutional investors as to their attitudes to investing
in UK residential property. IPF Research Director, Pam Craddock found that interest in
the sector is increasing measurably. One of the segments attracting growing interest is
social housing and included in this edition of Focus is a summary of the seminar
organised by the Residential Investment Special Interest Group on this subject.

Summaries of the IPF UK and European consensus forecasts for May 2013 are also
included, together with an extensive overview of the Forum’s activities. In particular, may
I draw you attention to the proposed re-launch of the IPF’s informal mentoring scheme.

We will be producing a 25th anniversary commemorative publication in November 2013,
rather than Focus, but normal service resumes thereafter so if you would like to see
coverage of a specific topic in Focus sometime during 2014, please contact me.

Sue Forster, Chief Executive, IPF
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This year the IPF celebrates its 25th Anniversary. The
growth of the Forum from small beginnings to the
flourishing organisation of well over 2,000 members that
we see today has been achieved in large measure
through the commitment and engagement of many
people who have served on boards, steering groups and
working parties over the years. 

Over its first quarter century, the Forum has been at the forefront
of education and training for property investment professionals.
Our research programme has developed a reputation for its
quality and impartiality. Importantly, as the name suggests, it
has also been a key networking forum, bringing together a
community of people with different and complementary skills
from across the industry: brokers, investors, lawyers, actuaries,
fund managers, researchers, bankers, academics and many more.
In this respect it is quite unique.

Despite the continuing economic uncertainties, the Forum’s
membership has now reached an all-time high, and over 100
more than this time last year. I am delighted to say that many of
our new members have joined through the Next Generation
Group that the IPF launched in November 2011, which augers
well for the continuing health of the Forum for at least another
25 years! I congratulate the Next Generation Committee, the
regional boards in the Midlands, the North and Scotland, and the
main Membership Committee for their combined achievement.

Developing the Vision

Last year, my predecessor, Amanda Howard, emphasised the
need to progress the five priorities identified in the IPF Vision,
namely: to enhance the understanding of how property financed
and funded; to identify and engage in debate over the effects of
new legislation and regulation; to enhance the understanding of
sustainability issues; to raise awareness of the increasing
internationalisation of property; and to enhance the
understanding of the residential property investment market. I am
delighted to report that progress has been made on all fronts.

The IPF’s capacity to develop and communicate new initiatives
arising from the Vision has been enhanced by the appointment
of Paul McNamara, a former chairman, as a part-time consultant
in October 2012. He has been actively involved in a number of
responses to government and other consultations, and is leading
the on-going industry consultation on constructing an effective
rental value index. 

Thanks to the hard work of Amanda and our Chief Executive,
Sue Forster, with considerable input from the Management
Board, we now have the appropriate governance structure in
place to provide future strategic direction and thought
leadership. This new structure was approved at the Annual

General Meeting on 20 June when changes
to the articles of association mean the
Forum can establish a separate Strategy
Advisory Group and director-level
Operational Board supporting more effective
implementation. 

Initiatives for 2013-14

Last year, we also undertook a survey of the membership to find
out what you think of our current services and where you think the
IPF should its focus attention in the future. In general, members
said that they were happy with what the Forum is currently
delivering but there were plenty of ideas as to what we should
be doing to increase: our international credentials; engagement
with other property industry bodies, government and other public
bodies; provision of data on areas such as sustainability,
residential investment and finance to the industry; and assistance
to members, particularly those who are out of work. 

I look forward to taking many of these initiatives forward. In
particular, I should like to raise the IPF’s international profile, to
ensure that the excellent work from our Research Programme is
more widely recognised, and to better equip our members to
compete in an increasingly global marketplace. At the same
time, I am keen to see that the Forum continues to offer a
stimulating programme to our members across the UK, and will
work with the regional boards to support this. Finally, I believe
we are well placed to influence the long overdue emergence of
residential property as a mainstream institutional investment
sector in the UK.

We should not forget the Forum’s key role in bringing together
members and other industry players, both formally and
informally. None of the seminars, workshops, research,
education and social events would be possible without the many
members who give of their time and effort, and the
organisations who provide us with venues, not to mention the
work of the Executive Team. I would like say a big thank you to
everyone involved and I look forward to working with you over
the course of the next 12 months.

I hope you will enjoy your participation in a variety of Forum
events this year, not least our 25th anniversary celebrations, and
invite any non-member readers to take up what is possibly the
best value professional subscription in the market!

Message from the Chairman

Andrew Smith,
IPF Chairman



In May 2013, De Montfort University published its
fourteenth research report on the lending patterns of 
the major commercial property lenders operating 
within the UK during the year up to 31 December 2012. 
A total of 87 lending teams operating out of 78 lending
organisations contributed data to the survey and a
further three organisations, that purchased non-
performing loan portfolios secured against UK
commercial property, contributed some information. 
A number of organisations have withdrawn completely
from commercial property lending but they continue 
to report their value of outstanding debt and are
included in the analysis.  

During the first two quarters of 2011, the National Asset
Management Agency (NAMA) completed the acquisitions of
loans from five banks whose head offices are located in Ireland.
The three largest of these banks have regularly contributed data
to this research, and have continued to do so in respect of their
UK operations. In this report, the data received from these
organisations will exclude the value and details of loans
transferred to NAMA that are secured by UK commercial property.

The rate and detail of response to individual questions varies
between organisations due to reasons of confidentiality and
availability of data. Thus, 100% response rate may refer to a
different total from one question to another.  

Throughout this research, ‘commercial property lending’ is taken
to mean all lending secured on UK commercial property and held
on the balance sheet of lending organisations. This includes
residential investment and development but excludes owner
occupier residential mortgages. Where reference is made to the
commercial property loan books of lending organisations, this is
taken as the net exposure to UK commercial property excluding
equity finance (i.e. net of any loan amounts sold down to other
lenders and net of any securitised loans unless otherwise stated).

The nationality of the banks is determined by
the location of their head office. The term
‘Insurance Companies’ refers to all insurance
companies irrespective of the geographic
location of the head office and ‘Other Non-
bank Lenders’ refers to debt funds and asset
management companies that specialise in
providing mainly mezzanine finance/junior debt and, in some
instances provide senior debt as well.

Value of outstanding loan books

A total value of £217.1bn (£232.7bn last
year) of outstanding debt, including loans of
approximately £19.1bn secured by social
housing (but excluding equity participations)
was recorded, with a further £15.2bn
(£16bn at 31 December 2011) of loans
being committed but not drawn at 31
December 2012.  

Figure 1 presents the categories of lending
organisations and their value of outstanding
senior debt, junior/mezzanine finance and
undrawn amounts. 

The aggregated value of outstanding debt
recorded in loan books and secured only by
UK commercial property, declined from
£214.4bn at year-end 2011 to £197.9bn at year-end 2012 (see
Figure 2). This represents a fall of 7.7%. Of this, £195.4bn is
held by banks, building societies and insurance companies and
£2.5bn held by Other Non-bank Lenders. Figure 3 shows
outstanding debt secured by commercial property by category of
lender over time.
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The UK commercial property
lending market

Bill Maxted,
Department 
of Corporate
Development,
De Montfort
University

Trudi Porter,
Department 
of Corporate
Development,
De Montfort
University

Figure 1: Category of Lender and type of finance

Categories of Lender Reported UK outstanding Junior debt and Total Reported amount 
senior debt loans mezzanine finance of committed funds

including social housing not yet drawn
£m £m £m £m

UK Bank and Building Societies 130,203 1,296 131,499 12,415

German Banks 25,310 90 25,400 596

Other International Banks 39,125 300 39,425 1,296

North American Banks 2,178 5 2,183 585

Insurance Companies 15,798 252 16,050 229

Other Non-bank Lenders 1,118 1,403 2,521 –

All Lenders 213,732 3,346 217,078 15,121
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As part of the process of widening the scope of this research to
make it as comprehensive as possible, at year-end 2012, the
following additional amounts of outstanding debt have been
identified:

i. Approximately £20.6bn of debt, believed to be mainly 
secured by commercial property located in the UK but held by
organisations that to date, have not participated in this
research.  This data has been obtained from the published
financial statements of the organisations concerned. The
organisations contained in this grouping include those that are
running down their exposure to commercial property lending
in the UK as well as those whose exposure is increasing in
value. At year-end 2012, the £20.6bn identified has increased
from £19.5bn similarly recorded at year-end 2011.

ii. An estimated £2.5bn of UK debt had, by year-end 2012, 
been sold by those organisations that had contributed data to
this research. Whilst recorded at year-end 2012, it is unlikely
that this research will be able to monitor, in detail, the future
management and status of this debt.

iii. Fitch Ratings has provided data on the value of outstanding 
CMBS issuances that it has rated and that included loans
secured by UK commercial property. At year-end 2012, this
amounted to £27.4bn. Additionally, the total outstanding
balance of UK CMBS was approximately £38bn at year-end
2012.

iv. The value of loans held by the NAMA that had acquired 
good (performing) and bad (non-performing) loans secured by
all forms of real property from five financial institutions
whose head offices are located in Ireland. By year-end 2011,
NAMA had acquired loans with a face value of €74.2bn
(approximately £62bn). Approximately £21.6bn relates to
loans secured by property located in the UK and of this
amount, 88% (circa £19bn), could be broadly described as
commercial property assets. By March 2012, it is believed
that this value had been reduced by disposals of loans and
property assets to approximately £8.5bn.  

Therefore at year-end 2012, an estimated total value of
£267.5bn of outstanding debt secured by commercial property
has been identified by this research. Excluding the value of loans
held by NAMA, the total value reduces to £259bn, which is a
reduction of around 7% on the comparable £277.5bn in 2011.  

At year-end, those organisations that held recently-purchased,
non-performing loan portfolios reported an aggregated total of
£2.234bn as the outstanding unpaid principal balance of loans
secured by UK commercial property. For the first time, the
research included responses from such organisations. 

Value of loan originations completed 

Figure 4 shows the amount of new senior debt loan originations,
junior debt/mezzanine finance and loan extensions completed
during 2012 and secured by commercial property and social
housing – the latter accounts for £1.3bn of the £25.7bn of new
senior debt lending. 

The analysis contained in the remainder of this article will
exclude lending to social housing unless otherwise stated.

UK organisations (UK Banks and Building Societies) completed
48% of loan originations during 2012, German Banks 16%
(26% in 2011), Other International Banks 15%, North American
Banks 6%, Insurance Companies 10% and Other Non-bank
Lenders 5%. Approximately 57% of the £25.4bn of new lending
completed during 2012 was undertaken by just six organisations.
Approximately 72% of loan originations completed during the
whole of 2012 was undertaken by 12 organisations. This
compares with 58% and 74% respectively, recorded at year-end
2011. The decline in proportion originated by the ‘top 12’

Aggregated commercial property loan book 

Social Housing lending 
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Figure 2: Aggregated value of outstanding debt

UK Banks and Building Societies

German Banks

North American Banks

Other International Banks

Insurance Companies

Other Non-Bank Lenders

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

0

20

40

60

80

100

%

Figure 3: Allocation of outstanding debt secured by 
commercial property by category of lender
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organisations demonstrates the increasing influence of new
lending organisations entering the market. 

For the first time in the research, respondents were asked the
proportional allocation by project type of new loans originated
during the year. The responses shown in Figure 5 are for banks,
building societies and insurance companies. By contrast, of the
£1.3bn of loan originations undertaken by Other Non-bank
Lenders, 91% was allocated to investment projects, 3% to
commercial development and 6% to residential development.  

Reductions in loan book during 2012

At year-end 2012, 54 of the 71 lending teams from banks,
building societies and insurance companies (not including Non-
bank Lenders) identified a reduction and these held 76% of
outstanding debt recorded at year-end 2012. Collectively they
identified a reduction of £30.6bn.

Some 39% of reductions were due to the scheduled repayment
and amortisation of loans. This is similar to the 40% being
recorded at year-end 2011. Customers paying down, 26% and
Bank/lending organisation influenced sales, 20%, record
increased proportions compared to 21% and 17% respectively
recorded at year-end 2011. The most significant variation in data
between mid-year 2012 and year-end 2012 is in the proportion
of loans being sold. On a pro-rata basis, just 1% of the
reduction at mid-year 2012, representing approximately 0.2bn,
was recorded as being due to loan sales. By year-end 2012 this
had increased to 8% representing approximately £2.5bn.  

Securitisations, syndications and club deals

A single issue of £210m of debt was reported as being
securitised during the first half of 2012. Approximately £2.0bn of
debt was reported as being syndicated and a further £4.5bn as
the value of participations in club deals by organisations that
contribute to this research. This total of £6.5bn compares with
£6.9bn similarly reported at year-end 2011. 

Debt repayment

Figure 6 shows the proportion of outstanding debt due for
repayment in each of the next five years individually from 2013
to 2017, from 2018 to 2022 and finally after 2022.  

Over the next five years approximately 72% of all outstanding
debt (£143bn) is due for repayment. This proportion is identical
to that reported at year-end 2011 over the same time period and
still significantly higher than the proportions recorded several

Figure 4: Value and allocation of loan originations in 2012

Categories of Lenders Value of senior debt Junior debt Value of extensions to Total
lending excluding and mezzanine loans that should have

extensions to maturing loans originated matured during 2011
£m £m £m £m

UK Banks and Building Societies 13,420 84 1,057 14,561

German Banks 3,952 – 471 4,423

Other International Banks 3,767 – 5,193 8,960

N. American Banks 1,575 – 48 1,623

Insurance Companies 2,528 30 271 2,829

Other Non-bank Lenders 501 827 – 1,328 

All Lenders 25,743 941 7,040 33,724

Investment

Commercial development

Residential development

Owner occupier

5%

1%

12%

82%

Figure 5: Allocation of new lending by project type
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years ago, e.g. in 2006 and 2007, the proportion was 61% and
60% respectively. This change shows that lending organisations
that have legacy debt in their outstanding loan books continue
to extend performing loans that the borrowers have been unable
to refinance at loan maturity.  

Figure 7 profiles the amount of senior debt due to mature,
together with the maturing loans in the CMBS market.

Figure 8 presents the approximate proportion of the outstanding
debt that had a current loan-to-value ratio falling within the
brackets given (and ignoring swap breakage costs). Responses
were received from organisations holding approximately £170bn
of outstanding debt.  

As demonstrated, 53% of the outstanding debt had a loan-to-
value ratio of 70% or less. This equated to approximately
£103.6bn. The proportion of outstanding debt with a loan-to-
value ratio of between 71% and 100% was 24%, representing
a value of approximately £47bn. The proportion of loans above
100% loan-to-value increased to 23% (20% in 2011),
representing a value of £45bn.

Banks, building societies and insurance companies were asked to
consider the proportion of outstanding debt that had a current
income to interest cover falling in specific brackets. At year-end,
38 lending teams (52%) provided information. The results are
shown in Figure 9.

At year-end 2012, typical income-to-interest cover ratios
required for loans secured by all property sectors were recorded
at 1.6x and above. This suggests that at year-end 2012 up to
65% of outstanding debt had an income-to-interest cover below
that which was required for new loan originations in the market
at that time.  

2013
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2018 to 2022

2015

2016

After 2022

23%

14%

12%

12%

11%
8%

20%

Figure 6: Proportion of debt due for repayment: All lenders

Profile of senior debt maturities

Profile of CMBS loan maturities
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Figure 7: Profile of balance sheet debt and CMBS 
loan maturities

Source: Fitch Ratings and De Montfort University
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Figure 8: Current loan-to-value ratios by proportion of
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Loan terms

Typical loan lengths 

During 2012, 74% of all investment loans were written for a
period of between four to seven years and 18% for a period of
up to three years. Thus, 94% of all loans were written for a
period up to seven years. This compares with 96% in 2011,
90% in 2010, 88% in 2009, 84% in 2008 and 77% in 2007.
There has, therefore, been a shift to shorter loan lengths during
2011 and 2012.

The typical average length of loans secured by investment
properties in 2012 was recorded at 5.6 years. This is an increase
from 5.5 years recorded at year-end 2011, 5.4 years at year-end
2012 and 4.7 years recorded in both 2009 and 2008. This
increase is influenced by the length of loan required by a number
of the insurance companies, that contribute to this research and
which are 5-19 years duration. The most frequently cited length
of investment loan at year-end 2012 was five years.  

For investment loans maturing in 2012, the range in length of
extended loans was from six months to four years. This
compares with a range of six months to three years at year-end
2011, six months to ten years at year-end 2009. The most
frequently cited length was one year, with the average for all
respondents being two years. The range in length of loan
extensions has declined during 2011 and 2012, which is
believed to be the result of regulatory capital requirements.

For development loans, 44% of loans were written for a period
of two years or less. Nearly a quarter were for a period of 2 to 3
years and 33% for a period in excess of 3 years. It is believed
that the responses are strongly influenced by much of the

development finance available during 2012 being for new
residential development primarily located in the South East.

It was commonly cited by respondents that together with the
costs for funds and regulatory capital requirements, the quality
and reliability of the borrower continued to be key factors in the
decision of whether or not to extend maturing loans and the
length of extension to give.

Average interest rate margins

Between mid-year and year-end 2012, interest rate margins
declined for all sectors. This was the first decline in interest rate
margins since year-end 2006. The average margin for loans
secured by prime office, for example, declined from 335.1bps
recorded at mid-year 2012 to 323.8bps recorded at year-end.
Loans secured by secondary offices, average interest rate margins
declined more modestly from 386.9bps recorded at mid-year
2012 to 384.5bps at year-end. Thus, the decline in margins for
loans secured by secondary offices was not as pronounced as
that for prime. The difference between the average interest rate
margin for prime offices and that for secondary stood at
60.7bps, the largest gap recorded by this research.

For fully pre-let office development projects, interest rate margins
increased from 374bps at year-end 2011 to 422bps recorded
both at mid-year and year-end 2012. For 50% pre-let and 50%
speculative office development projects, interest rate margins
increased from 419bps at year-end 2011 to 461bps at mid-year
2012 and then to 471bps at year-end 2012.

At year-end 2012 and for the second consecutive year, no
contributor provided senior debt loan terms to the research for
speculative office development.

Average loan-to-value ratios

Between year-end 2010 and year-end 2011, the average loan-
to-value ratio for all sectors fell to the lowest levels recorded by
this research. They then stabilised largely for loans secured by
prime offices and prime retail property and increased for loans
secured by prime industrial property. For example, the average
loan-to-value ratio for loans secured by prime offices was
recorded at 64.3% at year-end 2011 and 64.2% at year-end
2012. 

Average arrangement fees

During the first half of 2012, average arrangement fees
increased for loans secured by all property sectors but in the
second half of 2012 the trend varied considerably. Arrangement
fees increased modestly for loans secured by prime office and
retail property from 120bps (office) and 118.3bps (retail) at mid-
year 2012 to 122.5bps (office) and 118.6bps (retail) at year end.
For loans secured by prime industrial property arrangement fees
increased from 115.7bps at year-end 2011 to 128bps at mid-
year 2012 and then fell to 125bps at year-end 2012.

Figure 9: Current income-to-interest cover by proportion 
of outstanding debt

Level of Variable rate Fixed rate
cover % proportion % proportion

of loan book of loan book

2012 2012 2012 2012
Mid-year Year-end Mid-year Year-end

1x or less 7.0 4.5 4.0 12.5

Over 1 and 
up to 1.2x 5.0 3.0 11.0 14.0

Over 1.2 and 
up to 1.4x 8.5 3.0 6.0 8.0

Over 1.4 and 
up to 1.6x 4.5 5.0 5.0 18.0

Over 1.6 and 
up to 1.8x 3.0 2.0 4.0 4.0

Over 1.8 and 
up to 2x 3.0 2.5 3.0 2.5

Over 2x 21.0 13.0 15.0 8.0

Total 52.0 33.0 48.0 67.0
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For loans secured by secondary office property, arrangement fees
increased from 120bps recorded at year-end 2011, to 134.7bps
at mid-year 2012 and remained at this level at year-end 2012.
Conversely, loans secured by secondary retail property, saw
arrangement fees increased form 123.9bps at year-end 2011 to
133.6bps by mid-year 2012 and then declined to 130.2bps by
year end. A continuous increase in fees was recorded for loans
secured by secondary industrial property. These were recorded at
116.6bps at year-end 2011, 127.2bps at mid-year 2012 and
133.2bps at year-end.

For loans secured by residential investment property, these
increased form 120.6bps at year-end 2011 to 129.5bps at mid-
year 2012 and the fell sharply to 118.2bps at year-end.

Average income to interest cover

During 2012, base rates remained unchanged, swap rates
trended down throughout the year to historic low levels and
prime property yields recorded a small decline by year-end.  

For loans secured by prime property, income-to-interest cover
ratios increased slightly during the first half of 2012 (for example
1.60x at year-end 2011 to 1.63x at mid-year 2012) and then
declined during the second half of 2012 (1.59x for offices at
year-end 2012). The exception to this general trend is for loans
secured by prime industrial property which increased from 1.71x
at year-end 2011 to 1.73x at year-end 2012.

For loans secured by office and retail secondary property, the
income-to-interest cover ratios showed little or no variation
between year-ends 2011 and 2012 at 1.89x and 1.86x
respectively. This is despite fluctuations during the year. Income-
to-interest cover for loans secured by secondary industrial
property were recorded at 2.08x at year-end 2011, 2.10x at mid-
year 2012 and 2.05x at year end 2012. Income-to-interest cover
ratios for loans secured by residential investment property
declined throughout 2012 from 1.71x recorded at year-end
2011, to 1.56x recorded at year-end 2012.

Loans above £100m

The research at year-end 2012 identified nineteen organisations
that would be prepared to provide loans of a value of £100m
and above. Nine (47%) of these organisations indicated that
they would vary the loan terms given above – these included
increasing the interest rate margin, increasing the margin and
increasing the arrangement fee, or, an increase in arrangement
fee. Increases in interest rate margin ranged from ‘slight
increase’ to 50bps and increases in arrangement fee ranged from
10bps to 200bps.

In addition, three organisations stated that they would consider
loans of this magnitude if they were part of a syndicate or club.
Typically a ‘hold’ value would be in the region of £50m to £60m.
In these situations there is likely to be an unspecified increase in
arrangement fees to cover the costs of the additional
administration involved.

Junior debt and mezzanine finance for investment loans

Figure 10 presents the average maximum loan-to-value
thresholds between senior debt, junior debt and mezzanine
finance for a prime office investment, together with the average
interest rate margin applied to each. At year-end 2012, just four
organisations were prepared to provide finance above a senior
debt level. This is the same number that provided data at year-
ends 2010 and 2011 and compares with nine that did so at
year-end 2009.

The average loan-to-value ratio has increased for senior debt
and mezzanine finance between 2011 and 2012, but decreased
for junior debt. All four respondents reported the same maximum
loan-to-value ratio of 65% for senior debt and 70% for junior
debt. There was a range of between 75% and 80% for
mezzanine finance. Interest rate margins declined during 2012
and ranged between 275bps to 400bps for senior debt, 500bps
to 700bps for junior debt and 500bps to 1050bps for mezzanine.
Required Internal Rates of Return ranged from 8% to 10% for
junior debt and 12% to 15% for mezzanine finance.  

Figure 10: Comparison of senior debt, junior debt and mezzanine terms on loans secured by prime office investment property
(banks, building societies and insurance iompanies)

Year end Senior debt Junior debt Mezzanine

Max LTV% Margin bps Max LTV% Margin bps Max LTV% Margin bps

2008 55 170 60 250 70 400

2009 65 224 72.5 620 79 850

2010 67.5 209 75 350 80 738

2011 64 350 78 1050 75 1000

2012 65 331 70 550 77.5 775
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Hedging strategy

At 2012 year-end, organisations holding approximately 77% of
the outstanding debt of £195.4bn responded to this part of the
survey. Collectively they reported that 61% of the debt that they
held had interest rate hedging in place at year-end. 

With regard to new loans written during 2012, 65% of
organisations always require an agreed interest rate hedging
strategy to be in place. This proportion is a decline from the
73% reported as doing so at year-end 2011, the 77% reported
at year-end 2010 and the 85% reported at the end of 2009. Of
the remainder, at year end 2012, 12% only ‘sometimes’ require
a hedging strategy to be in place whilst 23% do not require a
strategy to be in place at all. Those that answered ‘no’
commented that, in the current environment of low interest rates
a dialogue would be maintained with the borrower so that a
strategy could be put in place if necessary. However, the decision
to ‘hedge’ would ultimately be left to the borrower. Organisations
also commented that hedging would not be required if the loan
was for a short term, for example, under three years. 

At year-end 2012, respondents identified that 76% (65% at
year-end 2011) of the hedging is fixed and the remaining 24%
(35% at year-end 2011) was by way of another instrument, for
example, an interest rate cap.

Loans in breach of financial covenant and
defaulted loans

‘In breach of financial covenant’ is defined in the survey as
meaning loans where interest and/or principal repayments have
been wholly or partly unpaid and/or the loan-to-value ratio or
other covenants have been breached but the loan has not been
declared in default. A default is defined as meaning loans where
the borrower has breached its loan obligations and the lending
organisation has decided to accelerate the loan.

At year-end 2012, 61% of the whole sample of banks, building
societies and insurance companies (holding 86% of outstanding
debt of £195.4bn) responded that they held loans that were in
breach of financial covenant. Twenty-two percent of the sample
(holding 6% of the outstanding debt) reported that they did not
hold any loans that were in breach of financial covenant. The
data for this latter group is strongly influenced by organisations
that have recently entered the market, organisations that exited
the market at the start of the financial crisis and recently re-
entered the market with a ‘clean book’, organisations that have
recently joined the research and lent consistently and selectively
in the UK market throughout the period of the financial crisis,
and, niche lenders that specialise in, for example, loans for
residential development

Figure 11 presents the number and value of loans in breach of
financial covenant that have been reported to the research at
each year-end from 2005 to 2012. If the proportion in 2012 of
11% is applied to the value of debt held by those organisations

not responding to this section of the research, this suggests that,
approximately, another £1.7bn of debt could be in breach of
financial covenant giving £21.6bn in total. 

The reduction in both the number and value of loans reported as
being in breach of financial covenant compared with year-end
2011 is believed to be a consequence of lending organisations
reducing their value of outstanding debt by a variety of
measures. Also, it is believed that a proportion of loans
previously reported to be in breach have, by year-end 2012,
been declared and recorded as in default.

The data between year-ends 2011 and 2012 is not significantly
different with ‘combination’ of covenant breaches and ‘loan-to-
value’ covenant breaches being the predominant reasons for
breaches to occur. However, this does not capture the situation
at mid-year 2012 when there was recorded higher proportions of
‘interest being wholly or partly unpaid’ (17%) and principal
wholly or partly unpaid’ (12%). It is believed that weakening
income streams, that have become more prominent in this data
since mid-year 2011, resulted after mid-year 2012, in further
declines in capital values. Breaches in income and debt service
covenants have been occurring and the loss of income
contributed to further declines in capital value. Thus, at year-end
2012 respondents reported further breaches in loan-to-value
ratios (LTV covenant breach) caused by a reduction in cash flow
(combination breach).

With regards to loans that actually defaulted, 42% of the sample
of banks, building societies and insurance companies (holding
79% of the outstanding debt of £195.4bn) reported that they
had taken action to accelerate repayments. Thirty-eight percent
reported that they had not taken such action (holding 13% of
the outstanding debt). Organisations holding 9% of the
outstanding debt of £195.4bn did not respond to this section of
the questionnaire.

Figure 11: Number and value of loans in breach of 
financial covenant

Year end Number of Value of Value of
loans in loans in loans as %
breach breach £m of aggregated

loan books

2005 689 1,225 < 1.0

2006 1,928 4,234 2.5

2007 1,051 1,597 < 1.0

2008 3,770 10,695 6.5

2009 3,665 28,305 15.5

2010 7,733 21,975 12.0

2011 8,366 22,821 12.0

2012 7,282 19,930 11.0
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The aggregated responses are presented in Figure 12 for year-
ends 2008 to 2012.

The value of defaulted loans of approximately £21.5bn
represents 12% of the aggregated loan book of those
organisations that reported to this aspect of the research. If this
proportion is applied to the total value of outstanding debt of
£195.4bn recorded at year-end 2012, then approximately
£23.6bn of loans may have been in default at year-end 2012.  

With regard to the reasons for loans to be declared in breach of
financial covenant or default, the general downturn in the UK
economy leading to an overall reduction in demand in the
commercial property sector continues to be the major cause.
Respondents reported to the research an increase in tenant
defaults that have caused a decline in rental income. This results
in an increase in holding and management costs and in many
instances makes it unviable to service the loan. In turn, this also
results in a decline in the capital value of the property. These
two factors acting together have been a major contributor to an
increase in overall defaults. Market conditions have failed to
improve resulting in a reduced ability to sell properties and
prolonged voids on empty properties. Lenders have experienced
the ‘walk away’ factor as borrowers’ equity or recourse support
has run out.

The market for secondary properties was highlighted as a major
cause for concern with retail and hospitality/leisure being
reported as sectors experiencing the greatest problems.
Geographically, the North East and East Anglia were reported 
as regions where the commercial property market was
particularly difficult.

In relation to development, lenders reported pre-let commercial
development schemes remaining empty because of incoming
tenants’ business failure and borrowers being unable to let the
completed developments. Also, declines in the final gross
development value resulting in the asset cover shortfalls and the
inability to service the debt from the alternative of letting the
completed development, was another significant problem area.
Lenders also reported contractor failures and the difficulty of

getting development completed, particularly in the residential
sector, as another problem area.  In these circumstances lenders
have put their own money into these schemes to complete.

Overall lenders were reporting a reduction in the year-on-year
number of new impaired loans. However, the situation with
many existing problem loans was deteriorating – in many cases
the lenders had reached the point where they are selling the
properties securing non-performing loans. In these
circumstances, the decision is driven by regulatory pressure and
the additional capital costs involved in continuing to hold these
assets. In contrast, in situations where there is still value in the
asset, lenders commented that they do not necessarily like to
enforce. Instead, it is preferable to work with the borrower. This
approach saves money by not having to appoint administrators
and receivers that will be less familiar with the asset than the
borrower. Also by restructuring the loan and keeping ‘triggers’ in
place the lender can bring the borrower back to the ‘table’
whenever it is necessary.

Similar to mid-year 2012, organisations commented that
generally a harder stance was being taken with problem loans.

Structure of outstanding loan books

Type of project

The proportion of outstanding debt allocated to investment
property which had been declining between 2003 and 2007,
increased between 2008 and 2011. At year-end 2012, the
proportion fell back slightly from 81.5% to 81%. There was a
more substantial fall in the proportion of the aggregated loan
book allocated to development, from 11% recorded at year-end
2011 to 9.5% a year later. Commercial property development
declined from 4% at year-end 2011, to 3.5% at year-end 2012,
equating to £7.1bn. The value of debt, outstanding and secured
by residential development projects for sale stands at £12.4bn.
This is the fourth consecutive year that a fall in the allocation of
loan books to residential development has been recorded.

Type of property

Comparing the results for 2012 with those of 2011, there has
been small changes to specific sectors of loan book allocations.
Retail (22.5), Office and Business Parks (28%), and Social
Housing (10.0%) have experienced increases in loan book
allocations. In contrast, Residential (11.5%), Hotels and Leisure
(4.5%) and ‘Other’ (12%) have experienced decreases in loan
book allocations. The classification of Industrial (10.0%) and
Distribution and Warehouses (1.5%) have stayed the same. The
‘Other’ classification includes mixed commercial projects, car
parks, health care, student housing, nursing homes and ‘owner
occupied’.

Figure 12: Defaulted loans – All lenders

Number of Value by  Amount of 
loans principal provision 

defaulted outstanding made
£m £m

2008 year-end 3,230 3,134 1,174

2009 year-end 6,537 19,333 8,252

2010 year-end 6,402 15,376 8,642

2011 year-end 8,940 19,631 7,420

2012 year-end 10,859 21,503 6,820



Borrower type

The responses from banks, building societies and insurance
companies show a decrease to the allocation of lending to High
Net Worth Individuals, Family Trusts, or Privately Owned Property
Companies was recorded. This allocation fell from 74% recorded
at year-end 2011, to 65% at year-end 2012. This is balanced by
recorded increases from 8% to 10% allocated to Institutional
Investors, from 10% to 13% allocated to Private Equity Investors
and from 1% to 4% allocated to ‘Other’. This category includes
social housing and private pension trusts. The allocation to
Publicly Quoted Property Companies remained at 8%.

Regional allocation 

According to the responses from the banks, building societies
and insurance companies, there is a concentration of 47.5% of
outstanding debt allocated to London and the South East. This
compares with 46.5% at year-end 2011, 44% at year-end 2010,
45% at year-end 2009 and 52% at year-end 2009. Loan book
allocations to Central London have increased from 26% at year-
end 2010 to 29.5% recorded at both year-ends 2011 and 2012.
Anecdotal evidence contained in the comments (see Appendix J)
suggests that this is a policy of many organisations to
concentrate their commercial property lending, if possible, in
London and the South East. 

International lending

At year-end 2012, for banks, building societies and insurance
companies, £17.1bn of outstanding debt was reported as having
been historically originated by lending teams based in the UK but
secured by commercial property situated outside of the UK. This
figure is a decline of 18% from the comparable figure recorded
for year-end 2011 of £20.9bn. 

Lending intentions

Figure 13 shows banks, building societies and insurance
companies’ future lending intentions over the next 12 months
from the date of the survey. This part of the questionnaire is

analysed on the basis of lending teams and not organisations as,
in a small number of large organisations, responses are received
from several lending teams. Different lending policies can exist
within a single organisation.

The proportion of lending teams looking to increase the size of
their loan book has increased during 2012, with 46% indicating
this intention. In contrast 41% of lending teams have the
intention of reducing the size of their loan book. This group
includes those organisations that have withdrawn from the
commercial property lending market in the UK but continue to
contribute data to the research. 

Overall, 54% of lending teams stated an intention to increase
loan originations during the next 12 months. This is an increase
from 46% recorded at year-end 2011. This group is influenced
by new organisations entering the market during 2012. Those
lending teams intending to increase loan originations were
responsible for £19.2bn (80%) of all new loan originations
reported during 2012. Those teams intending to maintain loan
originations (22.5%) were responsible for £3.9bn (16%) of all
new loan originations. At year-end 2012, 23.5% of teams either
intended to reduce their volume of loan originations or had
withdrawn from the market.

All categories of lending teams, apart from German Lenders,
recorded an increase in intentions to originate new lending at
year-end 2012, but proportionately, UK Lenders and Building
Societies recorded the weakest intentions. 

All of Other Non-bank Lenders intended to increase loan
originations and loan book sizes.  
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Figure 13: Future lending intentions: loan book size and
originations

Year-end Intention to Intention to
increase increase loan

loan book size originations
% %

2008 24 23

2009 49 56

2010 46 57

2011 38 44

2012 46 54

Figure 14: Lending intentions

Yes No Not 
answered

% % %

Do you still see commercial 
property as an asset class 
against which your organisation 
is willing to lend?

71 25 4

Did you alter your level of 
pricing during the last two 
quarters of 2012?

42 28 30

Increase Decrease Maintained
% % %

If yes, what was the nature 
of the alteration? 57 43 n/a

In what way do you see your 
level of pricing as at year-end 
2012 altering during the first 
6 months of 2013?

14 30 57
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Opinions on property

The research for 2012 asked banks, building societies and
insurance companies to answer four specific questions that
related to their lending activity/intentions during the reporting
period and the six months following. The questions and summary
of the responses are shown in Figure 14.

This demonstrates that despite the current difficulties being
experienced in the market, at year-end 2012, 71% of
organisations continue to regard UK commercial property as an
asset class against which they are willing to lend

Key conclusions

At year-end 2012 the UK commercial property lending 
market exhibited a number of contrasting features, as
summarised below.

The aggregated loan book is being reduced gradually and the
reduction in outstanding debt with a loan-to-value ratio of
between 71% and 100% suggests that banks are resolving
issues with legacy debt positions, especially where the
transactions still have value. However, the amount of legacy debt
with a loan-to-value ratio above 100% increased in absolute
terms to £45bn at year-end 2012 from £42bn recorded at year-
end 2011. Thus, there are substantial legacy issues that still
remain unresolved. 

The continued absence of sustainable growth and confidence in
the UK economy is regarded as a major impediment to the

improvement in the commercial property market generally.
Declines in the capital value of secondary and tertiary property
that were experienced during 2012 will, therefore, have made
lending to non-prime regional properties more difficult. Lenders
commented on the lack of senior debt finance available for deal
sizes of between £10m and £30m, which is typically the range
within which many regional transactions are positioned.

Lenders continue to report that the emerging regulatory
environment will restrict opportunities by directing commercial
property lending to transactions involving prime property at
modest loan-to-value ratios. 

It was believed that the problems of the Eurozone, whilst having
‘gone quiet’ towards the end of 2012, could quickly come to the
fore again as the situation in Cyprus demonstrated at the
beginning of 2013.   

Recent market entrants are becoming active lenders but their
lending appetite remains selective and shows a clear bias
towards central London and investment projects. It appears,
therefore, that these organisations are unlikely to offer major
solutions to the lack of lending to commercial development
projects and in the regions generally. However, if over the longer
term, they provide enough new money to force margins down
for the best deals, will this encourage yield-hungry investors to
broaden their lending criteria to the regions and to
development? Unless this happens, then the polarisation in the
market will continue. If the lending criteria are subsequently
broadened, will this herald a turning point in the market?



This article summarises the recent research, commissioned
by the IPF Research Programme, to place commercial
property in the context of the wider UK economy and to
explore the nature of the links between the two. 

The research looks at:

• The direct role the sector plays in employment, output
generation and tax take. Additionally, the impact of the
downturn on the commercial property sector is considered in
terms of the depth of the downturn in the sector relative to its
long-run trend within the wider economy; and 

• The role of property as a factor of production. In particular, 
the research considers the long-run relationship between the
net stock of commercial property, the level of economic output
and the rate at which new construction needs to take place to
ensure that the sector can continue to play its role in
facilitating economic activity in the rest of the economy. 

Approach to the research

Due to data constraints, the definition of the commercial
property sector used comprises construction of commercial
property (sometimes referred to as ‘new build’), repair and
maintenance (R&M) of existing commercial property and real
estate activity related to commercial property. 

In contrast to previous work, this analysis separates out the
economic impact of commercial property sector activity from the
role of commercial property as a factor of production. As such,
imputed rents of owner-occupied property are not included in
the estimates of economic impact, given that these reflect the
utility gained by users of commercial property, rather than the
gross value added (GVA), jobs and tax impact of the activity in
the commercial property sector itself. A corollary with another
industry would be to estimate the impact of the automotive
sector purely through the jobs and output it generates through
its own activity and those firms that supply it. This would not
add the GVA generated through the activities of hire car
companies or the payments made by consumers on car financing
packages, since these represent activity of car users, not car
makers. 

The direct role of property in the UK economy

Direct economic impacts

The estimates, set out in Figure 1, indicate that total GVA across
construction (new build and R&M) and other real estate activities
totalled around £41bn in constant 2008 prices in 2011 (3.2% of
2008 prices UK GVA), down from just under £49bn in 2007
(3.8%). The fall of 16% in real commercial property output is a
much greater contraction than output across the economy as a
whole, which was around 3% lower in 2011 than in 2007. This
illustrates the role that the sector plays in facilitating investment
by firms, which typically falls much faster during a recession than
overall output. The fall in commercial property GVA from 2007-

2011 is broadly in line with that of wider
business investment, which in 2011 was
14% lower in constant prices than in 2007. 

The estimates of employment in different
parts of the commercial property sector are
based on the respective shares of
commercial property new build and R&M in
total construction output, and the total level of construction
employment in the UK. Employment in the real estate sector is
apportioned to commercial property based on the authors’
estimates of the share of GVA in the sector. 

These estimates show total employment in
these three parts of the commercial property
sector (including both employees and the
self-employed) to have been 797,000 in
2010, or 2.5% of total workforce jobs. To
this may be added approximately 15,000
jobs in fund investment and asset
management identified in the PIA Property
Data Report 2011. Employment in the sector
has since edged down a little further, to
781,000. 

Based on these estimates, the commercial
property sector has shed 259,000 jobs since
the start of the recession in 2008, when the
total employed was 1.04m. The vast majority of these, 230,000,
have been in new build construction, with 10,000 jobs or so lost
in each of the R&M and real estate services sub-sectors. This loss
of employment has had a significant impact on the state of the
overall UK labour market. The loss is equivalent to just under
half of the total decline in employment at the UK level over the
same period (total workforce jobs in the UK were 31.8m in 2007
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and 31.2m in 2011). Other sectors, however, have also lost
significant numbers of jobs over the same period – employment
in the manufacturing sector is 300,000 lower, for example. 

Had the sector suffered a more moderate correction, back to its
long-run trend relative to the wider economy, it is estimated that
employment in the commercial property sector would be
approximately 80,000 higher than it is currently. 

Tax impacts

Data for the sectoral breakdown of tax contributions are most
readily available for VAT and PAYE. There are also good data on
the rateable value of property by types of premises. Ideally this
analysis would also be repeated for the sector’s contribution
through corporation tax but the data does not allow for
sufficiently detailed analysis to determine this.

Using the share of commercial property new build and R&M in
total construction GVA and latest data for the value of VAT
payments made by the construction sector as a whole, an
estimate for net VAT payments by the construction parts of the
commercial property sector yields just under £2.1bn in net VAT
payments in 2009-10. A similar methodology for the real estate
portion produces a figure of £1.87bn in 2009-10. This total of
£3.9bn is equivalent to 4.1% of the total VAT paid in the UK
economy, noticeably higher than commercial property’s share of
current price GVA in 2010 (around 3%). 

The estimates of PAYE generated by commercial property
assume that output per worker in the commercial property
construction and real estate sector is the same as in the wider
construction and real estate sector. Taking into account the two
construction sub-sectors and commercial property real estate
services, the total PAYE revenue in 2009-10 was over £2.5bn. In
contrast to the VAT contribution of commercial property, which
has held up relatively well during the downturn, PAYE generated
by the sector has declined substantially, from just short of £4bn
in 2007-08. In proportionate terms, the commercial property
sector contributed 2.1% of total PAYE in 2009-10, down from
3.1% in 2007-08. 

Commercial property, on a narrowly defined basis (including
retail, industrial and office space), contributes just under 50% of
the total rateable value of all real estate in England and Wales.
Incorporating other types of property that could be considered
part of the commercial estate, including licensed premises and
entertainment venues, increases this proportion to nearly two-
thirds of all rateable values (around £31bn out of a total
£51.3bn rateable value). Business rates contribution is estimated
at around £25bn in 2011-12. 

In terms of SDLT, commercial property contributed around
£2.5bn per annum prior to the crisis, but this fell markedly in
2008-09 and 2009-10, as investment market activity reduced
significantly. Receipts from SDLT in commercial property have
rebounded subsequently to circa £1.6bn, but remain around 30-
40% lower than prior to the economic crisis.

The total tax contribution by the sector is therefore in the order
of £33bn, excluding tax generated by the sector’s multiplier
effect in the rest of the economy, as outlined below. 

Indirect economic impacts

Figure 2 shows the estimated total value added across sectors
associated with a £1 increase in value added in commercial
property construction (based on the all-sector construction data)
and real estate services. These are estimated by manipulating the
ONS input-output tables (the 2005 Domestic Use Table). The
estimates take into account supply chain and consumer spending
multipliers and leakages from the economy due to savings,
taxation and imports. Consumer spending on real estate has
been modified to exclude the imputed rent of owner-occupiers.
The industries benefiting most from an increase in commercial
property real estate services are financial services, business
services and construction, although these effects are somewhat
smaller than in the case of construction. 

The analysis suggests that a rise or fall of £1 in the value added
of commercial construction is associated with the equivalent rise
or fall in value added for the economy as a whole of £2.09, and
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Figure 2: Total value added associated with a £1 increase in
commercial property construction or real estate value added

Source: Oxford Economics
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the equivalent figure for ‘real estate services’ is £1.42. For
comparison, the equivalent figure averaged across all sectors is
£1.94. This implies that the fall in commercial property GVA
from 2008 to 2011 (approximately £8bn) was associated with a
wider loss of GVA of around £17bn. 

The economic crisis and commercial property

Commercial property has suffered more than the economy as a
whole during the downturn, given the cyclicality of business
investment and reduced spending on new premises. Output in
constant prices fell by around £9bn from 2007 to 2011. 

Had GVA in the sector evolved in line with its longer-run trend
relative to GVA (which is still a trend in decline), total GVA in the
UK economy would have been around 0.5% higher in 2009,
0.4% higher in 2010, and 0.3% higher in 2011 (even without
taking any multiplier effects into account).  

So what might be the drivers of the downward trend in the share
of commercial property in overall GVA? One possibility is that
buildings are becoming more efficient, e.g. retail developments
that offer more versatile and accessible space enable retailers to
manage their stock more efficiently, and cut down on warehouse
space. Another set of drivers concerns wider structural shifts in
the economy, e.g. the changing structure of the UK economy,
away from industrial activities that demand a large amount of
space towards a knowledge-based economy in which workers sit
close together, or even work from home. 

The role of property as a factor of production

The research looked at the relationship between commercial
property and the broader economy. The starting point was to
adopt the National Accounts approach to come up with an
estimate of the net capital stock of property (net of
depreciation). This cumulates past levels of investment (inflation
adjusted) and makes assumptions about the rate of depreciation
in order to arrive at an estimate of the capital stock. It is a more
economics-orientated approach in that it values investment in
monetary terms rather than just the floorspace constructed and it
explicitly allows for the concept that the economic value of
assets will depreciate over time.

The growth in the net capital stock has been much greater than
the growth in floorspace. The estimated capital stock, which is
equivalent of around 22% of the UK’s total net capital stock and
52% of the non-residential net capital stock, increased by
26.5% between 2000 and 2011, compared with an increase of
only 3.3% in the Valuation Office’s measure of total floorspace.
The latter is because the floorspace data is weighed down by
legacy space, much of which is of dubious economic value. This
means that new space makes a smaller addition (in proportionate
terms) to the total than new work does in the net capital stock
estimates. The net capital stock estimates presented here give a
much better indicator of the growing input of commercial
property into the UK economy than do the floorspace data. 

Figure 3 shows how the ratio of non-oil GVA to the estimated
net capital stock in commercial property (currently £661bn at
2008 prices) has moved since 1986 (because the capital stock is
valued at the end of the year, the 1985 figure is taken as being
representative of the capital input for 1986, etc). As the
estimates are built up from new work and depreciation data, it is
not possible to undertake any estimates before 1985 as the new
work data collection only commenced in 1955 and 30 years of
data (the assumed service life) are required. 

The fluctuations in the ratio illustrate something about the
dynamics of the commercial property-non-oil GVA relationship.
In the latter stage of economic upswings, non-oil GVA runs
ahead of the commercial property stock and the ratio line in
Figure 3 moves above its long-run average (in 1986-89 and
1998-2008). Whether new work is contemporaneous with non-
oil GVA or lags behind (as in the late 1980s/early 1990s), the
result is that the commercial property stock either continues to
increase after non-oil GVA has fallen (late 1980s/early 1990s) or
it levels off when non-oil GVA falls (2009-2010). 

What is clear is that there is a long-run relationship between
economic activity and the net capital stock of commercial
property and, by inference, even if there is a surplus of
commercial property at any particular time, the process of
economic growth and depreciation will eventually erode the
surplus and there will be a renewed need for additions to the
stock of commercial property. 

Ratio of non-Oil GVA to net capital stock in commercial property 
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Figure 3: Non-Oil GVA to net capital stock in commercial 
property ratio

Source: Oxford Economics
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The future need for commercial property 

The research analysis suggests that there will be consequences if
the net capital stock of commercial property fails to keep up with
non-oil GVA in the long run (less any ‘productivity’ trend that
might be contained within the line shown in Figure 3). In the
occupier market, the implication will be ever-rising real rents
(and vice versa if the change in the stock continually exceed non-
oil GVA growth). For the economy as a whole, rising real rents
will reduce the return on other capital. If other capital and labour
can be substituted for commercial property there will also be a
decline in labour and total factor productivity growth. 

According to Oxford Economics’ forecasts, were new commercial
construction work to stay at its 2011 level, the stock of
commercial property will level off and the underlying demand
(non-oil GVA adjusted for the trend) is likely to overtake supply
(i.e. the net capital stock) in 2016. Such an outcome is very
unlikely; the market mechanism and an eventually improving
investment climate would mean that new commercial and
industrial construction work would eventually pick up. However,
there is no single path of future new construction work that will
deliver a net capital stock for commercial property that is
consistent with future non-oil GVA growth. It could be achieved
by a rapid bounce back followed by a relatively flat period or 
by a more moderate bounce back followed by a period of
sustained growth. Figure 4 shows the forecast upturn in net
capital stock, produced using the June 2012 Oxford Economics
non-oil GVA forecast. 

There are a number of caveats to the forecast upturn in Figure 4.
Most obviously, non-oil GVA might not recover as forecast. In
this case, the demand for commercial property and new
construction work will be lower. Such an outcome cannot be
ruled out, but at least this framework can still be used to test the
implications for future demand and new work. Second, the
model used to generate the net capital stock estimates and
forecasts might not be valid. However, the arguments advanced
above and the estimates generated make sense in the context of
GVA and rental growth. 

Finally, it must be recognised that this is a highly aggregative
model that conceals a myriad of details. A useful extension of
the work would be to disaggregate it into the different property
sectors. Disaggregated data on new work, however, are only
available back to 1980 (compared to 1955 for all new work) and
a longer run of data is needed to repeat the perpetual inventory
technique used here. However, while sectoral detail would be
useful, it does not invalidate the conclusions from the exercise.
Focusing on the aggregate allows clarity and emphasises what
are very significant conclusions for the commercial property
development and construction industries.

Ratio of non-Oil GVA to net capital stock in commercial property 
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Figure 4: Commercial property non-oil GVA relationship

Source: Oxford Economics



17

Property fund terms have really come under the
microscope since the market took a turn for the worse
almost six years ago. From simple things like investment
restrictions to more complex terms such as redemption
mechanisms and fee structures, all have been scrutinised
much more closely. 

Not only has fund governance come under increased scrutiny,
but the behaviour and needs of investors have also changed. The
industry has been through one of the most challenging times in
its history and there are no signs that these challenges are over.
Although the rapid fall in property prices finished almost four
years ago, the aftermath continues to be felt today. 

In my view, the industry has done relatively well at trying to
‘future-proof’ itself. Fund documents which date back to the
1970s have in many cases been updated to provide better
alignment and more reasonable terms, and fund managers have
in many instances improved communication channels and
transparency. But there remains more that can be done.

So what are the key elements of fund governance that still 
need addressing?

Investor advisory committees (IAC)

First things first, a pooled fund should have the best interests of
its investors at the very forefront of its operation. If a fund gets
into trouble or big decisions need to be made, these decisions
should be made in a collaborative way, allowing investors to
express their views and enabling managers to act on these
views. There is still sometimes a mindset that a fund ‘belongs’ to
the investment manager who launched it, as opposed to its
investors, although by and large this is becoming less prevalent. I
believe that this needs to change; there needs to be increased
communication and investors need to be given a forum in which
to discuss any issues and express their views. It is, after all, their
capital which enables the fund to continue.

Of course there will be instances when investors disagree with
each other, and consultation exercises will often not be easy.
However, I think the introduction of an IAC is a necessary
change which will go a long way to restoring faith and trust
from investors in what is proving to be a very fickle marketplace.
One year from now, I would like to see many more funds
operating such a committee. They do not necessarily need
decision-making powers (in fact I think that that could well be
dangerous), but they should be consulted on any changes to the
fund strategy and get involved at an early stage when funds are
facing (or even appear to be facing) some issues. The presence
of a committee also means that investors are encouraged to talk
to each other; something that up until fairly recently has not
happened often enough. Whether such a committee should also
include some independent representation is also a question that
needs some thought.

Change of manager provisions

Extending the idea above of ‘whose fund is
it?’, let me consider a specific term: no fault
divorce clauses. These should be standard
practice. This change in the governance
environment would alter the mindset of how
managers run their funds. Communication
and transparency would improve, strategy would be put 
under greater scrutiny and managers would become more
engaged with investors. In short, the market would become
better governed.

Fees

Fees will always be a source of disagreement. Fund managers
need to be properly remunerated so that they can do their job
well and attract high-class talent. I have seen instances where
managers have been appointed based more on low fees than on
ability. It goes without saying that this tends to end in tears. As
consultants, we need to be careful of putting pressure on fees.
Fees should be set at a level which enables the manager to do
what they say they are going to do, and do it well. 

If this is not the case and fund managers are no longer able to
operate sufficiently profitably, then the industry will consolidate
and there will be less choice which would be no good to anyone
(except the lucky few juggernauts of managers who end up
dominating the market). One only needs to look at the property
multi-manager industry to see how this has taken hold; the
amount of choice has pretty much halved in the last four years or
so and a successful long-term business is now only viable with
the luxury of scale. It would be better if investors had a range of
different types of business to choose from all the way from large
multi-asset houses to smaller boutique outfits.

In respect of performance-related fees, my view is that for
market-benchmarked, moderate risk funds, they often do not
serve the purpose for which they are intended. The notion that a
performance-related fee aligns the manager with its investors
carries little weight with me, as managers should be aligned
purely by the fact that their reputation is on the line.

In fact, performance fees can incentivise managers to deviate
from their stated strategy by taking undue risk. It makes sense to
me that a fund should be rewarded the most if it meets its
target, not if it exceeds it. If a manager exceeds its target it is
either through luck (which should not be rewarded), market
performance (which should not be rewarded), excessive risk-
taking (which should be disincentivised) or through skill and
judgment. Whilst skill and judgment should be rewarded, it is
often impossible to separate this out from factors for which the
manager is not responsible and, besides, they will be rewarded
through reputation, which will enable that business to go from
strength to strength. In my view, that should be incentive enough.

Terms of endearment

Matthew
Abbott,
Mercer
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For higher-risk, closed-ended funds the arguments are different.
Such funds buy assets, manage them for a finite period and try
to extract value. So long as a manager sticks broadly to its
stated strategy (again this comes back to trust), it should be
rewarded for doing a good job. So perhaps the performance fee
should be relative to some measure of market return as opposed
to an absolute return figure (assuming this exists). Other
requirements are that fees should be taken at the end of the
fund’s life, should be based on aggregate realisation (as opposed
to being done on a deal-by-deal basis) and, in the case of open-
ended funds, should be paid over a period of time with a
clawback mechanism, allowing underperformance to reduce the
fee payable.

Benchmarks and targets

We are seeing a gradual shift in what some of our clients are
looking to achieve from their real estate portfolios and this has
clear implications on the targets and benchmarks they give to
fund managers. There is an increasing focus on clients looking at
their end goal: can they meet their pension payments and do so
in a risk-controlled manner? This has meant that the focus is 
on the level, predictability and security of income, rather than
market beta. 

The trend will only continue, but it is unlikely to replace low-risk
beta exposure, at least not any time soon. I envisage two key
objectives for clients – those who want to achieve market beta
with minimal surprises and those who want a secure absolute
type return or access to a broad set of best ideas.

Liquidity

Property is an illiquid asset class. It is also a cyclical asset class.
Combine these two features and the result is that managing
funds on an open-ended basis can be a real conundrum at times.
We have already seen the downfall of some funds which had
been running for decades and I suspect there will be more.

The problems are not just evident in falling markets when
redemption requests are high. The converse problem exists when
lots of capital is flowing into funds too. Is an open-ended fund
obliged to accept cash as and when investors want to invest or
should they queue capital outside the fund and take capital in as
and when they can invest it? This is not an easy question to
answer and different investors have different views.

I think there needs to be an acceptance that property is illiquid.
The assumption that investors can get exposure or reduce
exposure ‘immediately’ should be dispelled. Managers should
not be obliged to accept capital as and when it is subscribed for
and they should not be obliged to return capital in the very short
term if this compromises remaining investors or the fund as a
whole. For me, property is a long-term investment, where there

should be an acceptance that investing or disinvesting can take
some time. Clauses around how much of a fund can be
redeemed each quarter and queuing subscriptions (but having a
time limit beyond which the commitment would lapse) both
make sense to me, but regardless of fund clauses, I think this is
more an issue of acceptance by investors that real estate just is
not liquid.

Pricing and valuation

When investors subscribe for or redeem units most property
funds use a bid:offer spread which reflects the costs associated
with buying and selling property. Currently, this spread takes into
account stamp duty, agents’ fees and legal fees. There are some
structures in which the bid price can be altered to take into
account prevailing market conditions and in severe market
conditions the discount which redeeming investors were offered
was very significantly below NAV. In other circumstances, funds
saw large falls in their NAV because they were in a position in
which they had to sell and the market knew this.

The matter of pricing/valuation is currently the most talked about
aspect of fund governance and I suspect the topic will run and
run. Considerations such as whether a forced sale position
should be reflected in the NAV or the bid price, whether more
than one valuer should be used, who should be responsible for
appointing the valuer (maybe the investors should) and in
instances where the bid price must be set, who should do this,
are all unclear. Although the system will never be perfect (real
estate is heterogeneous after all), it is pleasing to see that many
industry professionals are taking the matter very seriously.
Communication of the drivers behind valuation changes also
needs to improve.

Conclusion

Although the property fund environment continues to evolve,
changes do still need to happen. Investors should accept that
property is an illiquid and long-term investment and need to
understand the possible implications of this before they commit
to the asset class. Communication needs to improve, many fund
terms still need to be modernised, more influence needs to be
granted to investors and with this, investor sophistication and
governance also needs to improve. 

The industry has been scarred by the events of the last six years
but I think that, if changes are made and more accountability is
shown, the industry can continue to flourish and where trust has
been eroded it can be restored. 



When we talk about indirects, we refer to investing in
property and gaining an exposure to real estate by
buying units in a fund that holds properties, rather than
actually purchasing a physical asset directly.

Over the last 20 years there has been a rise in closed-ended
sector specialist funds. There are many advantages to these:

• Sector specialist management skills;

• Lower transaction costs;

• Diversified exposure;

• Access to larger lot sizes; and

• No primary liquidity removing ‘cash drag’.

A key attraction of this form of investment, relative to holding a
physical property, was perceived to be increased liquidity; units
within a fund are homogenous and can be traded in varying
volumes on the secondary market with low transaction costs.
However, there has been criticism on a regular basis that
unlisted funds have failed to provide improved liquidity and are,
in fact, less liquid than physical property.

This article explores whether unlisted funds really are illiquid and
the reasons for this perception.

Comparing unlisted funds with the listed sector

It is interesting to compare the respective liquidity of the unlisted
and listed sectors, given there is a general perception that stock
market listed funds offer ongoing liquidity. 

SEGRO is a publicly-listed company that aims to “be the best
owner-manager and developer of ‘industrial’ properties in
Europe and a leading income-focused REIT.” Well-established
and comprising a large portfolio of high-yielding industrial
property, the Industrial Property Investment Fund (IPIF) is a good
comparable in the unlisted universe.

Figure 1 shows the relative trading volumes of IPIF and SEGRO
as a percentage of units/shares in issue from July 2009 to March
2013 – the period since SEGRO acquired Brixton.

Since July 2009, 57.7% of units in IPIF have been traded. This
compares to 64.0% of shares in SEGRO. The level of trading
within SEGRO is very consistent over time, while IPIF has shown
larger variations in volume from one month to the next. This is
not surprising given IPIF has only around 100 unit holders. 

This is only one example, so cannot be used to provide definitive
proof of liquidity. However, it does show that these two
investment vehicles running similar strategies offer similar liquidity. 

In the listed sector, market makers provide continued liquidity.
There are no market makers in the unlisted sector; brokers such
as JLL and GFI have done excellent work in recent years to
match buyers with sellers but the lack of a market maker does
technically reduce liquidity.

There is liquidity in unlisted
funds, but not at NAV

A key area affecting liquidity, or the
perception of it, is pricing. 
A report bid and offer is provided and
updated continually for REITs. Investors can
then hold any REIT investments on their
books at a price very close to a realisable value. This realisable
value may be above or below the net asset value (NAV) of the
underlying assets within the REIT.

Unlisted funds also trade at premiums or discounts to NAV,
although funds do not report a realisable value. Funds such as
IPIF report NAV on a monthly or quarterly basis, with investors
usually holding units at NAV. It should be noted that different
unlisted funds use different accounting standards and so the
NAV of two funds is not always directly comparable.

The value of the underlying assets is not a fair assessment of the
value of the units. The NAV comprises the current valuation of
all properties within the fund plus cash, less incentives, drawn
debt and capital provisions. An adjustment may also be made for
any mark-to-market valuation of any swap contracts, although
this is not always included.

The underlying properties have been valued in accordance with
Red Book requirements, which capitalises the expected future
cashflow. Valuing unlisted funds at NAV does not do the same,
as an owner of units does not receive the cashflow of the
underlying property. Instead, they receive a cashflow that has
been altered to take a number of things into account, including
fees, debt, transaction costs, operational expenses and cash.
Debt particularly may increase or decrease the expected future
income stream.
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Figure 1: Trading volumes of IPIF & SEGRO
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Sophisticated investors in the unlisted space are modelling
expected cashflows on units in funds. One element of that
cashflow is rental income. Amongst other things, investors will
assess sustainability, the strength of corporate governance, the
manager’s reputation and  track record, and liquidity. All of
these, as well as the underlying portfolio, impact the price a unit
is worth. An entry price is then derived that would deliver the
required rate of return to investors. 

Holding unlisted investments at NAV does make sense if, as an
investor, you have no intention of selling your units and expect
to exit at fund expiry, when all assets have been sold and
something near to NAV is returned. But, if there is any intention
to trade, the units’ NAV is not a fair measure of worth.

To believe that unlisted funds are illiquid because you cannot
trade them at NAV demonstrates a misunderstanding of what
they are and how they trade.

Calculating fair value

An independent valuation of units in a fund can be procured.
These valuations look at the expected cashflow generation,
underlying assets and market comparables of trades within
similar funds. A number of fund management houses already
receive these regularly for the units they own. This allows them a
better estimate of realisable values at any given point,
particularly important if the units are held in a vehicle with
investors subscribing and redeeming units. The fair value
assessments are not guaranteed sale prices; they are best
estimates, using all available evidence, in the same way that a
property valuation is.

There is a commonly-held view that the price unlisted units trade
at will be affected by the volume of units being sold, therefore a
single fair value is not valid. This is, however, the same in the
listed market; equity dealers assume that if they were to trade
more than 10% of the daily volume they will move the price. 

The argument against a fund being held at ‘fair value’ rather
than NAV is that there are no observable prices as, unlike a
REIT, it is not a publicly-traded vehicle and the only disclosed
metric is the NAV. However, with the inception of trade
platforms there is increased market transparency. A number of
funds already report the price of trades executed, but this
information could be more openly reported and by a wider range
of funds. This would improve the market evidence available,
thereby providing a more accurate estimate of realisable value.

The argument for unlisted funds to be held at NAV is also less
compelling following the regulatory pressures imposed by IFRS 9
and IFRS 13, which are now coming into effect. Both policies
encourage a move away from holding vehicles at NAV in favour
of fair value. Fair value is defined by IFRS 13 as: “The price that
would be received to sell an asset, or paid to transfer a liability,
in an orderly transaction between market participants at the
measurement date.”

Even if calculations of NAV were uniform across all funds, it is
not an accurate measure of value as it does not (like the RICS
Red Book valuation) derive a valuation from a future cashflow,
but rather a simple aggregate of assets and liabilities at any
given point in time. The continued use of NAV as the basis of
valuing holdings in unlisted funds creates a perception of
illiquidity, as NAV is not an achievable sales price.

Impending regulation, in the form of IFRS 9 and IFRS 13, as well
as improvements in market transparency, dictate that the
independent valuation of units should be the way forward. This
is especially true for unit holders in open-ended, frequently
traded funds, who need to know what their realisable assets are
at any particular point in time.

Unlisted funds can provide liquidity – easily-divisible ownership,
with low transaction costs and fast settlement makes them an
attractive addition to liquidity management, as well as holding
them purely for performance reasons. But they need to be held
at a realisable value and not at NAV.
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Given the growing investor interest in the social housing
sector, the IPF Residential Investment Special Interest
Group, chaired by Robin Goodchild of LaSalle Investment
Management, arranged a seminar on the topic in late
March. The article below summarises the presentations
by our three speakers, all active in this sector.

David Cowans of Places for People outlined the huge changes
in housing provision in the UK. These include an increase of
5.8m in the number of households by 2033, from the current
23.4m, and an increase in population of 8m by 2026 alone. In
terms of age profile, one in six people are currently over 65 and
this will increase to one in four by 2050. 

64% of UK housing market is owner occupied and this share is
unlikely to increase. Social housing provision has been declining
since 1970s, while the private rented sector (PRS) has grown
dramatically over the same period such that the PRS has
probably overtaken social rented housing in scale and could
account for more than 5.5m households by 2016.

Social housing exists to provide housing at discounted rents to
those who cannot afford to pay market rent. The government
used to give a capital grant to housing associations (registered
providers (RPs)) in order to reduce rents. This grant is equity-like
in that it is interest and indexation free, not repayable unless the
property is sold or no longer in use as social housing and cannot
be redeemed from surplus revenues. As a result of this grant
funding, the RPs have been very active – the 1,500 of them now
own 2.6m homes and the 60 largest account for half of the
social housing stock in the UK.

Funding social housing

However, the grant regime has now changed dramatically.
Originally the grant was 100% of cost of provision but has since
reduced over time to 20%. There is a lot of debate as to
whether the current model is sustainable, given that other
sources of finance now play a much more significant role.

Rob Beiley of Trowers & Hamlins emphasised the scale of the
structural changes by pointing out that the last two years had
seen more new entrants to the social housing funding sector
than in the previous 20 years. Traditionally, the RPs are financed
by grant plus secured loans but now finance can be in the form
of private placements, overseas investors and joint ventures with
fund managers. The change was triggered by the Housing and
Regeneration Act 2008, which for the first time allowed social
housing providers to register with the Social Housing Regulator
(part of the HCA) on a ‘for-profit’ basis. 

The Regulator has an overview role and prescribes standards
relating to RP governance and viability. Its intervention powers
are quite draconian if it has concerns regarding a RP, as
demonstrated by its active role in the recent rescue of the
Cosmopolitan Housing Group, which owned nearly 14,000
properties, by the Sanctuary Group.

The HCA has been ‘spooked’ by the
Cosmopolitan failure as the Group was
brought down essentially by its diversification
into student housing, which did not perform
very well. At the same time, the HCA
recognised that the likely further reduction in
housing grant will force more RPs to find
more external sources of finance, particularly as they are being
encourage by government to build more housing. In response to
the situation, the HCA launched a review
document, ‘Protecting Social Housing Assets
in a more diverse sector’, which seeks views
on how best to protect social housing assets
from the RPs non-social housing assets, while
still allowing the RPs to operate effectively.
The review suggests the solution may lie in
ring fencing social housing activity. The
problem for the RPs is that most of their
existing businesses would not comply with
the proposed separation of activities and in
the context of ever reducing levels of
government grant, they will need cross
subsidisation and guarantees. 

Fundamentally, the question is whether the
HCA should underwrite the RPs or protect
the asset value attributable to grant funding.

Investor interest

Pete Gladwell of Legal & General Property
said that the social housing sector was of
particular interest to investors focused on
matching liabilities. The sector could be
viewed as a bond-type 25+ year investment,
with index-linked income growth and credit
exposure to the respective RP or local
authority, underpinned by government
subsidy (enhancing revenue stability) and the
likelihood of intervention in the case of
acute liquidity stress. All this means that the
sector’s credit risk is generally assessed as
‘investment grade’.

The other attractions include diversification benefits – it performs
well even in times of financial crisis – and from Legal &
General’s perspective, the sector ‘ticks’ the ‘socially beneficial’
and ‘sustainability’ boxes.

He was concerned about the HCA review proposals to ring fence
social housing activity as it moves away from the long-term
stability regime currently in place. This sector is a government
priority in that demand for social housing outstrips supply by
approximately two to one and its provision is central to
government reforms, particularly around welfare. The ongoing
capital required to meet the government’s affordable housing
targets is in the order of £4bn a year so we need to ensure that
the regulatory framework is one that works for investors.     

Robert Beiley,
Trowers &
Hamlins LLP
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Considerable interest was generated by the research
conducted in 2012 to inform the IPF’s response to the
Minister for Housing and Local Government’s call for
evidence of how to encourage greater investment in
privately rented properties (the Sir Adrian Montague
Review), subsequently published by the IPF Research
Programme as Short Paper 16 under the title
’Institutional Attitudes to Investment in UK Residential
Property’. As a result, the IPF’s Residential Special
Interest Group considered that a further survey of
investor attitudes and intentions was warranted in order
to see what, if any, changes in residential investment
have taken place over the last 14 months.  

Over 60 parties were invited to participate in the survey,
representing a range of organisations – from UK pension funds
and life assurance companies to property companies, including
REITs, as well as fund managers, local authorities and other
financial institutions. As with the 2012 study, these bodies
included both investors in the sector and those without any
current exposure to residential property within their investment
portfolios. Responses were received from 44 organisations, 34 of
which also contributed to the survey in 2012.  

Profile of the respondents 
and current investment in
residential property

As may be seen in Figure 1, the total assets
under management (AUM) of the 44
respondents providing data is estimated to
be over £2.9tn, of which UK real estate
comprises over £166bn or around 5.7% of all investment. More
than 80% of contributors (37) hold residential property in their
UK investment portfolios, which includes student accommodation
and development land. Of these, 33 respondents quantified the
size of their holdings, which average around £325m although
the range of exposure is considerable, from over £1.8bn down to
£1m or less (three respondents).  

Methods of investment and preferred asset types

By far the most popular method of holding residential property is
through direct ownership (33), whilst around a third of investors
may also participate via joint ventures (12) or investment in
private funds (10). Only one respondent identified listed vehicles
as a means of exposure to the sector.  

Pam Craddock,
IPF

Institutional attitudes to
investment in UK residential
property 

Figure 1: Profile of survey participants

Type of organisation No. respondents Total AUM Real Estate No. residential Residential
(Global) AUM investors Investment
£m £m £m

Fund manager 16 1,465,197 87,9731 12 3,1012

Investment manager 10 1,305,692 29,4500 9 1,4503

REIT 5 26,193 25,9890 5 9924

Pension fund 5 69,879 4,5860 3 1350

Other5 8 37,192 18,4356 8 5,1766

Total 44 2,904,154 166,4330 37 10,8547

Figure 2: Type of assets (2012 figures in brackets)

MR/ASTs Development Student Ground Social Other8
Land Housing Rents Housing

Total no. respondents 37 (28) 23 (21) 19 (15) 20 (11) 10 (10) 3 (5) 8 (6)

Note: 2012 survey included regulated tenancies as an asset category in which 25% of respondents were invested.  

Note: The values shown for assets under management (AUM) are based on the proportion that real estate represents of total AUM, where sufficient information was provided 
to facilitate this calculation.

1 14 responses   

2 11 responses   

3 Eight responses   

4 Four responses   

5 Includes
sovereign wealth
funds, private
investors, listed &
private propcos   

6 Seven responses

7 15 respondents
identified their
holdings to include
joint ventures,
private funds
and/or listed
vehicles. Therefore,
this figure is likely
to overstate the
total investment in
residential due to
an element of
double-counting.

8 Examples of
’Other’ types of
residential asset
included:
development,
retirement village
development,
equity release,
retirement housing,
shared ownership,
residential care
homes, houses in
multiple occupation
and statutory
tenancies.  
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The spread of residential property invested in is primarily
concentrated in three principal types: market rents/assured
shorthold tenancies (MR/ASTs), student accommodation and
development land, although 10 or more contributors have
exposure to ground rents and/or social housing (see Figure 2).
More than half of respondents (20) identified student
accommodation as forming part or all of their residential
investment, of whom 17 hold other types of residential
investment.  

There were insufficient responses to allow further analysis by
reference to percentage holdings other than five investors
indicated that they have only invested in market rented/AST
property (in excess of £290m), two wholly in development land
(£142m) and one in social housing (sub-£1m).  

Rationale for investing in residential property

Figure 3 summarises the reasons that existing investors gave for
investing in residential property. A significant majority (30)
identified the returns profile as being a key consideration, of
whom 11 considered it to be the leading driver. Whilst slightly
fewer (27) respondents identified development potential are their
primary consideration, this may be due to interests in commercial
property with residential development potential. In terms of
overall importance, stability of income was the third most highly
valued criterion, followed by capital value stability and low
correlation with other asset classes. A number of respondents
identified their exposure as forming historic holdings, being
incidental to larger commercial investments.  

Existing investors were asked whether they intended to change
their residential investment exposure over the next 12 months to
three years. Fifteen anticipate they might increase their exposure
over this period with another 16 definitely intending to do so.
Only four respondents might or will decrease their exposure over
the next 36 months. The extent of new investment disclosed by

contributors could be up to £3.84bn, their main focus of interest
being in MR/AST properties.

Non-investor reasons for not investing

Only seven of the 44 participants in the 2013 survey, i.e. 16%, 
do not currently invest in residential property. The survey
questionnaire suggested a number of factors as potential
deterrents to investing in the sector and asked participants to
identify those applicable to them. The summary of their responses
is set out in Figure 4. The foremost reason identified was that of
low income yield. This contrasts with the 2012 survey responses,
when the main barrier was perceived to be management issues.

Asked if they would commence investing in the residential sector
within the next 12 months or over the next three years, only one
of the seven has no intention of doing so. Of the remaining six,
three contributors may or intend to invest in the next year, with
the other three possibly investing within the next three years.
None of the respondents would indicate how much they might
be willing to invest but identified their preferred types of
residential investment to be MR/ASTs (three), student
accommodation (three) and social housing (one). Other
categories mentioned that may be of interest were affordable
rents and lending, i.e. debt.  

What else can government do?

All respondents were invited to give their views on what more
government could do to make residential more attractive or to
increase existing investors’ commitment to the sector.
Comments fell into broad categories, including:

• Do nothing or pledge not to tinker with the sector;

• Changes to the planning framework, such as establishing a 
separate use class order, and S.106 agreements, reducing or 
eliminating the social housing element of developments for 
private rented stock; 

Figure 3: Reasons for investing by existing investors

Rank

Reason to invest 1 2 3 4 5 6 7 8 9 Score

Returns profile 11 7 2 0 2 0 3 2 3 195

Development potential 8 5 1 4 1 5 2 2 1 179

Stability of income 4 5 7 2 3 2 4 0 3 175

Stability of capital values 1 3 8 5 3 2 5 0 2 159

Low correlation with other assets 2 4 5 1 8 2 4 1 1 154

Part of mixed-use holding 8 0 1 2 4 1 2 2 3 128

Defensive investment 2 3 1 4 6 0 5 1 1 121

Portfolio legacy 7 3 1 1 1 0 1 3 6 120

Other 4 0 0 0 1 0 2 1 3 61



• Tax treatment: reduction or removal of VAT; introduction of 
taper relief on CGT to encourage more longer term investment;

• Change in REIT rules to make indirect investment possible 
through residential REITs.

Summary

Overall, the survey findings indicate a continued commitment
and gradual increase in investment in the UK residential sector.
The potential pipeline, presuming there is sufficient stock to
meet these aspirations, is in excess of £3bn from existing
investors.  

What is also worthy of note is that capital is flowing in both
directions, as mature investors are actively managing their
residential asset exposures, increasing and reducing their
positions in order to match individual fund strategies.  

Figure 4: Reasons for not investing 
(2012 responses in brackets)

Total no. respondents 7 (13)

Factor No. responses % 

Income yield too low 5 (9) 71 (64)

Lack of liquidity/
insufficient market size 3 (9) 43 (64)

Pricing not right 3 (6) 43 (43)

Reputational risk 3 (5) 43 (36)

Just too difficult/
management issues 2 (12) 29 (86)

Difficulty of achieving 
sufficient scale 2 (9) 29 (64)

Political risk 0 (4) 0 (29)

Investment Education Programme

Invest in your property future

For more information or to discuss your professional development requirements, please contact the Institute of Continuing Education:

Tel: +44 (0)1223 760860 Email: profstudies@ice.cam.ac.uk Website: www.ice.cam.ac.uk

The modules, which each include a 3-day face-to-face session, are:
• Investment Valuation & Portfolio Theory
• Financial Instruments & Investment Markets
• Property Investment Appraisal
• Property Finance & Funding
• Indirect Property Investment
• International Property Investment
• Portfolio Management

Stay one step ahead in a fast-moving and global market with the
Investment Property Forum’s well-established education programme.
Delivered in London by the University of Cambridge Institute of
Continuing Education, the seven modules that make up the programme
offer an applied, practical approach underpinned by the latest academic
research. Since its launch in 1999, in excess of 600 individuals, from a
wide variety of organisations, have participated with more than 190
completing the seven full modules and gaining an IPF Diploma.

i        Page 1
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Gareth Sellars of Jones Lang LaSalle and James Bauer of
Real Estate Advisory Group (REAG) spoke on valuation
practice in France and Germany respectively at the recent
seminar, organised by the IPF International Special
Interest Group. They kindly agreed to elaborate on their
presentations in conversation with Sue Forster, as
detailed below.

Sue Forster (SF): What regulatory frameworks are in place
for valuations in France and Germany?

Gareth Sellars (GS): In France, valuation practice conforms
generally to RICS and TEGOVA standards, particularly where the
client is a bank or an international investor. The recognised norm
is the Red Book, using the best practice standards set out in the
‘Charte de l’Expertise en évaluation immobilière’. This is
essentially a handbook produced by a committee made up of the
main professional valuation groups operating in France. One of
these is the French Association of Property Valuation Firms
(AFREXIM) – comprising the nine leading French companies
specialising in property valuation.

The Autorité de contrôle prudentiel (ACP) regulates insurance
company valuations

James Bauer (JB): Most valuations are carried following the
German ordinance for property valuations, ‘ImmoWertV’, which
is more prescriptive in terms of methodology than the Red Book,
which is more ethics-based. 

Valuations for mortgage lending are undertaken in accordance
with the Pfandbrief Act 16, which is intended to result in a
conservative ‘sustainable value’.

Red Book valuations are mainly carried out by major
international firms for their non-German clients.

SF: Are there any restrictions on who can undertake
valuations in your market?

GS: In France anyone can call themselves a valuer. However,
those undertaking valuations that come under the control of the
Autorité des marchés financiers (AMF), which is the French
equivalent of the FSA, will need to be credited by the AMF.
Furthermore, many investment managers insist that their valuers
are an AFREXIM company. 

The domestic banks generally require Red Book valuations but as
the German banks have been very active recently, several valuers
are now sitting the HypZert certification exam (see below) that
allows them to carry out mortgage lending valuation on behalf
of German banks. 

JB: Yes, BaFin (equivalent of the FSA) requires that any valuers
undertaking mortgage lending valuations has the CIS HypZert
(MLV) certificate, which confirms that they have satisfied the
requirements of BelWertV (the ordinance regulating the
determination of mortgage lending values).

Most ‘Vereidigte Sachverständige’ valuers
follow the ImmoWertV. Those working for
international companies are generally RICS
qualified.

SF: What information do you collect
typically before undertaking a valuation?

GS: There are no requirements to ask for specified information.
However, Jones Lang LaSalle has a comprehensive ‘wish list’ that
is in line with AFREXIM regulations, which is sent at the start of
each instruction although the reality is that the content and
quality of information provided can vary considerably. Valuers do
not measure properties in France – this is
undertaken by an accredited professional (a
Géometre). 

JB: A data request is sent out and
information on zoning and planning is
obtained from the appropriate authorities.
Clients are asked to provide information and
this is double-checked in house. Building
measurements are done separately, on
request of the buyer.

SF: Can you outline the main valuation
methodologies used in France and
Germany?

GS: As mentioned above, the French
valuation regime is very similar to the Red Book. French valuers
typically adopt at least two methods as per the
recommendations of Charte de l’Expertise. 

Historically, the comparison method has been most frequently
used by the market – until about 15 years ago this was a capital
value comparison. The income capitalisation approach is now
widely used, as are DCFs.

Other valuation approaches used in the UK, such as
development appraisals, depreciated replacement cost and the
profits method are much the same in France.

JB: The Baugesetzbuch (BauGB – Building Code) defines the
basis of value and the ImmoWertV, in conjunction with WertR
(valuation guidelines) set out approaches, methodology and even
typical valuation inputs. The combination of the above is very
prescriptive. There are three main recognised approaches:
Vergleichswertverfahren (sales comparison); Ertragswertverfahren
(income approach); and Sachwertverfahren (cost approach).
These are applied according to property type. 

The valuation (Ertragswert) looks at the values of the land and
buildings separately – as per the example in Figure 1.

Mortgage lending valuations have to conform to strict rules,
which are designed to derive a value that is achievable at any
point in a 20-year market cycle (see Figure 2). The Pfandbrief
banks may lend up to 60% of the valuation – Figure 3 shows an
example of a Pfandbrief valuation.

Valuing French and 
German property

Gareth Sellars,
Jones Lang
LaSalle

James Bauer,
Real Estate
Advisory
Group
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SF: Does the property sector being valued have any impact on
the approach?

GS: The key focus for residential property is the value of the
income, rather than the underlying capital value, as the tenants’
security of tenure is well-protected under law. 

JB: Residential investments in Germany would also be valued on
an income only approach.

SF: What assumptions do valuers make regarding matters
such as rent review, lease renewals and recoverability of
outgoings?

GS: Rents are indexed annually in standard French leases. At the
end of a nine-year lease of a retail unit, the tenant has the right
to renew the lease without a market rent review. There would be
a review for office use.

If indexation during any lease increases the initial rent by more
than 25%, the tenant can ask for a review back to market rent.
This has happened regularly in the logistics sector in recent years
as market rents have remained relatively flat while indexation
has run at high levels.

The market rent for an office is quite often below the actual
indexed rent. In this instance, valuers will assume that at the end
of the term the rent will drop to the market rent or the tenant
will leave.

Commercial property leases in France allow for the recovery of
maintenance and taxes but not those relating to structural
repairs.  

JB: Standard leases are for 5-10 years at a rent indexed
annually. For a 10-year lease, there will be a five-year break
clause. Valuers will make a judgement as to the rent achievable
at the end of the lease on an individual building’s basis. 

With regard to other costs related to offices and retail units, the
landlord may render service charges covering management fees
etc. but not the cost of repairs.

SF: How easy is it to get comparable evidence for valuations?

GS: According to the Jones Lang LaSalle 2012 Transparency
Index, France is the seventh most transparent market in the
world (the UK ranks second after the US) and it ranks first in
terms of transaction process (quality and quantity of pre-sale
information, fairness of the bidding process, ethical standards of
property agents).

The ‘Big 4’ (BNP Paribas Real Estate, CB Richard Ellis, DTZ and
Jones Lang LaSalle) set up IMMOSTAT in 2001, which collects
data (rents, supply, take-up and investment transactions) on
commercial market in the Ile de France on a quarterly basis. As
in the UK, detailed information on respective regional markets
lies with local practitioners and a large number of French valuers
have contacts with local notaries. 

JB: The German market is less transparent than that of France or
the UK but there are a number of sources of information:

• research published by major international and national firms;

• public authorities (local valuers commission or municipality) 
collate, interpret and publish data – usually annually. 
Generally not raw in format and therefore valuers accept data 
that has already been interpreted;

• many authorities publish maps showing land values for 
commercial and residential use (Bodenrichtwerkarte); and   

• then there is anincreased reporting of deals but lack of 
forensic data providers.

Figure 1: German approach to valuing land and buildings

Gross rent €150,000
Less non-recoverable operating costs €30,000

Net operating income € 120,000

Land value (per annum) € 23,764
(500.000 x 4.75%)

Net income attributable to the buildings € 96,236

Years Purchase 60 years 19.74
(4.75%)

Value attributable to the buildings € 1,900,000

Land value € 500,000

Ertragswert € 2,400,000

NOTE: Assumes land value of € 500.000 obtained 
from market souces – Bodenrichtwertkarte

Market value in the market cycle

Mortgage lending value

60% limit

Value

Time

Figure 2: German mortgage lending valuations
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SF: Has the shortage of debt finance had any impact on
valuation?

GS and JB agreed that the impact was minimal as the banks are
refinancing themselves very cheaply, so are not under pressure to
sell large amounts of property.

SF: What are the typical hold periods for property in France
and Germany?

GS: Insurance companies and pension funds have on average
longer hold periods in France than in the UK. In the major cities,
we are seeing sovereign wealth funds buying up the big

buildings to hold for a very long period of time. The hold periods
of other international investors are typically between five to
seven years. 

Overall there is a lot less volatility in the market – see Figure 4,
which compares the movement in capital values for Paris,
London, Munich and Moscow

JB: German insurance companies and pension funds have long
hold periods in excess of 10 years. Most international business
plans are of 3-5 years’ duration.

SF: What consideration do valuers give to the
sustainability/energy efficiency of a building? 

GS: The principal factor is location. In central Paris, a building
will be refurbished every 10-20 years, so these considerations
are not very relevant to the building’s valuation and
new/refurbished buildings tend to have the required 'labels'.
However, in the first outer ring of Paris, there is an impact as
long-term vacancies are driven partly by sustainability
requirements, rather than buildings being obsolete in themselves.
This is particularly an issue where there is high vacancy and a
high number of 1960/70/80s' buildings, such as the Peri-
Defense. The government is currently promoting the change of
use for obsolete commercial buildings to residential

JB: German building codes are very strict so new buildings
automatically meet the standards. Older buildings (20-30 years
old) are being completely refurbished but not all have been rated
in terms of their sustainability.

The general concern is that family homes are contributing far
more to the total level of carbon emissions than those from
commercial buildings.

Figure 3: Example of a Pfandbrief valuation

INCOME APPROACH

Land value
600 sq m @ €5,200 per sq m €3,120,000

Gross income
2,000 sq m of office space @ €30 per sq m 
(monthly substainable rent) €720,000

Gross annual rent €720,000

less operating expenses: 
(costs that are not reimbursable)

Management costs 
(3% of gross income) €21,600
Replacement reserves, 
maintenance costs on office space 

(2,000 sq m @ €15 per sq m) €30,000
Collection loss 
(4% of gross income) €28,800

Total operating expenses €80,400
in % of gross income 11.17%
Minimum operating expenses 
according to BelWertV 15.00%
Stated operating expenses €108,000

Net annual income €612,000
Market capitalisation rate: 5.5%
Minimum capitalisation rate 
according to BelWertV: 6.0%
Return on land (land value @ 6.0%) €187,200

Net income on building €424,800
Capitalisation rate: 6.0%
Remaining useful life: 60 years
Multiplier: 60yrs @ 6.0%, 
also Annex IV to the BelWertV 16.16

Income value of the building €6,864,768

Land value €3,120,000

TOTAL INCOME VALUE  €9,984,768

TOTAL INCOME VALUE (rounded) €9,980,000

MORTGAGE LENDING VALUE 
(income generating properties) €9,980,000

Inclusion in cover (lending limit 60%) €5,988,000

Paris London Munich Moscow
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Figure 4: Changes in capital value

Source: JLL Global Real Estate Database
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re
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 p
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 c
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 p
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 b
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l t
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 re
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 c
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r o
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 m
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as
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Real estate industry interest in Solvency II and
Occupational Retirement Provisions (IORP) has waned in
recent months with the delays to the EU Parliament vote
on the Omnibus II Directive to implement Solvency II.
Like the French army at Agincourt, the Directive has
become comprehensively bogged down. Progress
through the mud has ground to a halt as arrows fly in
from all directions. The similarity to the French knights
ends there however – despite the barbs and the bogs,
the European Insurance and Occupational Pensions
Authority (EIOPA) retains its enthusiasm to press forward. 

The latest EIOPA round of consultation on Solvency II closed on
19 June 2013. This was in respect of a ‘Consultation on
Guidelines on preparing for Solvency II’ published on 27 March
2013 and consists of a series of guidelines for national
regulators that include proposed interim measures in the
following areas:

i. System of governance – CP 13/008

ii. Forward looking assessment of the insurer’s own risks 
(based on ORSA principles) – CP 13/009

iii. Reporting to regulators – CP 13/010

iv. Pre-application for internal models – CP 13/011

These are intended to encourage national regulators to adopt
consistent approaches in their preparations for implementation.
EIOPA is expected to publish the results in the autumn. For the
real estate industry, the most significant impact is likely to be in
respect of the pre-application process for the approval of internal
models and other quantitative aspects and that publication will
prompt further Solvency II activity. The consultation assumes that
full implementation of Solvency II will be delayed until 1 January
2016 but that Omnibus II will be voted through the EU
Parliament in the autumn and that a phased introduction will
then follow from 1 January 2014 to 1 January 2016. There is,
however, a significant question mark over the timing of the
Omnibus II vote. The major issue to be resolved is over the
treatment of long-term guarantees. EIOPA has been working on
this for several months and published its findings on 14 June.
Whilst at one level publication moves things forward, the paper
raises more questions and is more likely to delay the Omnibus II
vote beyond October than to facilitate it. 

The treatment of real estate under Solvency II

In terms of the treatment of real estate as an asset class, despite
the best efforts of real estate organisations across Europe in
lobbying against the 25% market shock for property, it is highly
unlikely that further lobbying on this will yield any benefits.
There are, however, other areas of concern for real estate that
need to be a focus of attention and lobbying as interest in
Solvency II and IORP rekindles in the autumn:

Most large insurers will be seeking approval
for their own internally generated models.
Although the EIOPA consultation in respect
of internal models that recently closed was
in respect of guidelines for local regulators
rather than insurers, this will clearly, as
intended, feed through to those who are
being regulated. Further activity by insurers in respect of internal
models can therefore be expected in the autumn, and the
various real estate industry trade bodies need to be 
providing as much support as possible to insurers and regulators
to ensure as favourable a treatment as possible for property in
individual models.

Long-term investments

The treatment of long-term investments under Solvency II is
under review. In September 2012, Jonathan Faull on behalf of
the European Commission wrote an open letter to EIOPA in
relation to insurers as long-term investors. The Commission was
concerned to ensure that the market shock provisions under
Solvency II do not discourage insurance companies from
continuing to provide long-term finance to the European
economy. Following this in December 2012, the IPF, INREV and
a number of other industry bodies wrote to Director General
Faull requesting that real estate should be included in the scope
of the EIOPA review of long-term assets. His rather unhelpful
response noted that EIOPA is free to recalibrate the solvency
capital charge for real estate but declined to request EIOPA to
include it in the exercise. The EC expanded on its earlier letter in
March 2013 with a Green Paper on the ‘Long-Term Financing of
the European Economy’ (COM(2013) 150/2). Consultations
closed on 25 June 2013, with the IPF, INREV and others
submitting responses.

Real estate lending

The treatment of real estate lending may be subject to change.
The treatment that had been potentially very attractive under the
original Solvency II provisions is now significantly less appealing
and less logical. The draft implementing measures for Solvency II
dated 31 October 2011, which have been widely circulated but
never formally published, introduce a significant change to the
proposed treatment of commercial real estate lending under the
standard market shock formula. In earlier draft provisions, a
specific treatment of property loans was included that took
account of the value of collateral, using the property shock to
adjust the value the collateral. This provision is now restricted to
residential mortgages. 

Under the 31 October draft, commercial real estate lending has
been moved to the general provisions for corporate bonds. The
starting point under this provision is a credit rating by a
nominated credit rating agency. Bonds and loans for which a
credit rating is not available are assigned a risk factor, in an

John Forbes,
member of the
IPF Solvency II
Working
Group

Solvency II and IORP update
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example of presumably unintended humour, termed by the
regulator ‘F-up’. This does not reflect practice in property lending
as individual commercial real estate mortgage loans are
generally not rated. Furthermore, it is not clear how collateral
should be taken into account. In the absence of any clear
provision that would allow collateral to be taken into account,
the assumption is that it should be ignored, which would seem
to be an odd place for the regulation to end up. There had been
a suggestion that this would be subject to further consultation
after Omnibus II was passed but this was at a time when this
was scheduled for July 2012. It is not clear whether this will still
happen with the multiple delays to the EU Parliament vote. 

Institutions for IORP Directive

The updating of the IORP Directive should, in theory, introduce
Solvency II type provisions for occupational pension schemes.
EIOPA is also the body responsible for the technical development
of the IORP provisions so it should not have been a great
surprise that the starting point for the quantitative impact
assessment was the Solvency II equivalent, including the 25%
market shock for property.  

In a statement on 23 May 2013, Internal Market and Services
Commissioner Michel Barnier indicated a change of direction.
Whilst it remains his intention, “to come forward with a proposal

for a Directive to improve the governance and transparency of
occupational pension funds in the autumn of 2013. At this
stage, and as long as more comprehensive data is needed and
Solvency II is not in force, the proposal for a Directive will not
cover the issue of the solvency of pension funds. In light of the
differing situations in Member States regarding retirement
products and pension funds, it is necessary to continue technical
work on the issue of solvency”. Many commentators have let out
a huge sigh of relief and suggested that the solvency
requirements have been postponed indefinitely, but it would be
rash not to take Commissioner Barnier’s comments at face value.
His suggestion that more technical work is required and that this
is dependent on the timing of Solvency II should be a clear
message to the real estate industry to keep lobbying. 

Conclusion

Although Solvency II and IORP may not have been grabbing the
headlines over the next few months, things have been moving
forward and important developments can be expected during the
autumn and next spring. It is important that the real estate
industry keeps abreast of developments and maintains its
lobbying efforts. The IPF Solvency II Working Group will be
sharing further updates in the autumn. 
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To meet challenging targets to reduce carbon emissions,
the UK and Scottish governments and the EU have
introduced a plethora of legislation including the
introduction of energy performance certificates (EPCs),
more stringent building regulation standards for new
buildings and legislation to ensure older building stock 
is brought up to modern building standards.  

This article looks at forthcoming measures, both at a 
UK-level and those particular to Scotland.

Energy Act 2011

This Act has potentially UK-wide application. When
implemented, it will prohibit landlords from letting properties
that have a poor EPC rating (expected to be those below an 'E'
rating). This must be brought into force in England & Wales by
April 2018 at the latest. In Scotland, implementation of the
measure is at the discretion of the Scottish government, which
could choose for it to be introduced from as early as April 2015.
However, if the Scotland-specific measures outlined below are
felt to be working then the government may feel there is no
need for a second layer of restrictions under the Energy Act.

Property industry working parties have been set up by the
Department of Energy & Climate Change (DECC) to advise on
possible regulations, one set for residential property and one for
non-residential property. Formal consultation is expected later
this year.

Climate Change (Scotland) Act 2009

This provides for improvements to the energy efficiency of non-
domestic buildings in Scotland over 1,000 sq m that do not meet
2002 building standards.

The trigger for improvement works to take place will be when
the owners wish to sell or lease the property (though not lease
renewals) after forthcoming regulations come into force
(expected to be early 2014). When either event occurs, the
property owner will be required to provide the purchaser or
tenant with an action on carbon and energy performance
(ACEP), which will comprise an EPC and an ‘action plan’.  

The action plan will set out how the energy performance of the
building can be improved and greenhouse gas emissions
reduced. The purchaser/landlord will then have the option of
either carrying out the works specified in the action plan within a
set period of time (3.5 years has been suggested) or recording
the energy usage of the property over a period of time, with a
view to reducing the energy consumption. It is anticipated that,
over time, energy efficiency improvements will become
increasingly mandatory as this regime is strengthened.

Energy efficiency measures are also to be introduced for
domestic property although this is still at the working group
stage.

Common features

There are a number of common features to
the measures in Scotland and the rest of the
UK, including:

• Green Deal exemption – Both sets of 
implementing regulations are expected to
exempt premises in respect of which there is a Green Deal
plan. The Green Deal will enable homeowners and businesses
to have energy efficiency improvements to their property
carried out with the cost of the work (plus interest) being
recovered over time (up to 25 years), via instalment payments
added to the energy bills for the property.

• Issues for the landlord-tenant relationship – The onus is on 
landlords to ensure compliance. Whether and how landlords
pass on the costs of compliance to tenants remains to be seen
and will also depend on individual lease terms.    

• Impact on property values – Energy efficiency does not 
contribute currently to an increase in property valuations;
however we can anticipate an increasingly two-tier property
market where the value of properties that do not meet the
relevant standards will be marked down to reflect the
anticipated cost of requisite improvements.  

• Tightening regimes – Both sets of measures are to be fleshed 
out by regulations, giving scope for tightening of the regimes
over time without the need for further primary legislation.

Distinguishing features

Differences between the two regimes include:

• The Climate Change (Scotland) Act measures will take effect 
some years before the Energy Act measures commence in
England & Wales. 

• In Scotland, the Climate Change (Scotland) Act measures will 
affect both sales and lettings; in England & Wales, only
lettings will be restricted.  

• While EPCs play a key role in both regimes, in Scotland the 
basis for assessment of EPC ratings is different from that in
England & Wales, which can lead to different ratings for
otherwise identical buildings. It is anticipated that this will be
regularised in time.

It is clear that energy efficiency of buildings is set to be an
increasingly significant issue for property owners both north and
south of the border. Only time will tell how great the impact on
the property market will be. In the meantime, active engagement
by all members of the property industry in the detail and
implementation of the measures is essential.

Improving energy efficiency in
buildings – is Scotland ahead?

Alan Cook,
Pinsent
Masons LLP
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The IPF invites you to a debate on the impact that
independence could have on the real estate investment
market in Scotland. 

Following an overview of the constitutional and economic 
position, two leaders in the real estate investment market in
Scotland will make the case for and against independence.
Everyone will then be invited to join the debate.

For more information or to book, please contact 
Barbara Hobbs on 020 7194 7924 or email bhobbs@ipf.org.uk
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The Land and Buildings Transaction Tax (LBTT) Bill, which
introduces LBTT in Scotland in place of SDLT, has now passed
through all its stages in the Scottish Parliament, and is expected
to receive Royal Assent (and thus become law) shortly. There are
however a lot of details not yet finalised (e.g. re: leases) which
will depend on secondary legislation.

LBTT will apply to transactions involving
Scottish property from 1 April 2015. 
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Comparison of SDLT and LBTT 

Iain Doran,
Dundas &
Wilson CS LLP

The key differences between SDLT and LBTT

SDLT LBTT
Method of charge

SDLT is charged on the whole price if it exceeds the nil rate 
threshold at one single rate – known as a ‘slab’ tax.

Nil rate threshold

Nil rate up to £150,000 (commercial property) or £125,000
(residential).

SDLT rates for purchase (commercial)

1% for prices between £150,001 and £250,000

3% for prices between £250,001 and £500,000

4% for prices over £500,000.

SDLT rates for purchase (residential)

1% for prices between £125,001 and £250,000

3% for prices between £250,001 and £500,000

4% for prices between £500,001 and £1m

5% for prices between £1m and £2m

7% for prices over £2m

15% for prices over £2m if purchaser is not a natural person, 
e.g. is a company.

SDLT rates for rent under a lease

1% of the net present value (NPV) of the total rental payments
(including VAT) to be made over the duration of the lease, less
£150,000 (or £125,000 for a residential lease).  

The formula for calculation of the NPV uses a temporal
discount rate of 3.5%.  

NPV is calculated on the basis that the rent for any years 
after the end of year five is at the highest rate payable over and
12-month period within the first five years, even if the lease
already fixes rent for any year from six onwards at a higher rate.  

There are various technical difficulties with uncertain rents
(e.g. turnover rents) under SDLT, with multiple returns being
required as rents are finalised.

All licences are exempt from SDLT.

Method of charge

LBTT will be charged at various rates between certain thresholds
and the results added together (like income tax) – known as a
progressive tax.

Nil rate threshold

The threshold has not yet been confirmed, but the illustrative
figures published by the Scottish Government use £125,000 and
£180,000 in two scenarios for residential property, and £150,000
for commercial property.

LBTT rates for purchase (commercial)

Details have not yet been published for the rates or thresholds for
commercial or residential. However, previous announcements
have indicated an initial intention to structure the tax so that it
raises the same total amount as SDLT in Scotland, but with
purchases up to £2m incurring less tax, and purchases over £2m
incurring more. 

LBTT rates for purchase (residential)

See comments on commercial purchase. The break-even point
may be around £300,000, so that the 7% of purchases above that
price incur more tax than under SDLT.  

The Scottish Government intends to charge LBTT on the purchase
of shares in companies that hold residential property, and this
may be a way to charge a 15% rate or similar on high value
property, as operates for SDLT.  

LBTT rates for rent under a lease (or licence)

Residential leases (which are less common in Scotland as they
cannot exceed 20 years) are to be exempt from LBTT.

The LBTT Bill contains merely an enabling measure about
commercial leases, so that secondary legislation can be
introduced in due course.  The stated intention however is to
retain the NPV approach, but with the calculation being revisited
at set intervals of three years to cater for uncertain rents (e.g.
turnover rents).

Licences generally are to be exempt from LBTT, but some 
(which closely resemble leases, e.g. shops in airports) will be
subject to LBTT.
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SDLT reliefs

There are many reliefs from SDLT, though several operate only
in very limited circumstances.  

Collector

SDLT is collected by HMRC.

Timing for payment

SDLT is payable within 30 days of the effective date (which is
usually, but not always, the completion date). SDLT is usually
paid at the same time as submission of the tax return.

LBTT reliefs

Most of the SDLT reliefs are to be replicated in LBTT, but a
notable exception is sub-sale relief, which is not generally to be
available.  However, it is anticipated that guidance or regulations
will be published before commencement which will preserve relief
for forward funding transactions, and for the common situation of
a purchaser under an uncompleted contract nominating a third
party (e.g. a newly-formed SPV) to take title at completion.

Collector

LBTT is to be collected by a new body to be known as ‘Revenue
Scotland’, working in conjunction with the Scottish Land Register
– to link the processes of payment of LBTT and registration of
title. 

Timing for payment

LBTT will be payable at the same time as submission of the tax
return – which must be done within 30 days of the effective date. 

The key differences between SDLT and LBTT (cont’d)
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So, at last there has been some news about the future of
flood insurance! I had really hoped that there would be a
happy ending to this issue before I reach the 50 years in
real estate insurance that marks my retirement in August.
Sadly, that is not yet the case.

Of course, the government spin would have you believe that it is
all sweetness and light but, following my previous comments on
the topic in the July 2011 edition of Focus, let’s look at the facts.

To go back to the beginning, there was a deal in 2008 – the
Statement of Principles (SoP) – between the Association of
British Insurers (ABI) and the government that flood insurance
would remain available for high risk properties. This ran out on
30 June 2013 but was extended for a month in May to give
extra time to reach agreement. As the deal originally had a five-
year life, it has gone up to the wire to get this far.

The option on the table, now subject to formal consultation 
that ends on 8 August, is for the ABI to establish Flood Re – 
a pool that would insure high-risk properties that the insurers
cannot accept. The consultation can be found at:
www.gov.uk/government/consultations/
insurance-in-areas-of-flood-risk

Why is a formal consultation necessary? Basically because the
ABI option is still not the accepted solution – despite what has
been said in the recent news announcements. The government
wants legislation, to be attached to the Water Bill currently
before parliament, to give it the flexibility to go down a different
route if the ABI scheme cannot be tailored to suit its demands.
To quote from the consultation document: 

“The government’s preference is to work with the insurance
industry to secure the affordability and availability of flood
insurance. Government will also seek powers in reserve to
regulate for affordable cover. Having a fall-back means
customers can have confidence in this issue being addressed
one way or another.”

The phrase, “seek powers in reserve to regulate for affordable
cover”, has an ominous tone. It hints at forcing insurers to issue
insurance on government prescribed terms.

In fact, the plan is to have a ‘Flood Insurance Obligation’ by
which all insurers writing household insurance in the UK would
be required to insure a certain proportion of high risk properties
– or face enforcement action. This would work on the basis of
insurers having to offer sufficiently attractive terms to win
enough business to fulfil their obligations under the targets set
by government. Just contemplate that and it soon becomes
apparent just how unworkable and bureaucratic such a scheme

would be – with a register of ‘at risk’
properties and a Regulator and support staff
to make it work. Such are the ways of civil
servant thinking!

It is hoped that the not-for-profit scheme
can be set up by the summer of 2015, until
when ABI members have voluntarily agreed
to extend the SoP arrangements for existing customers.

The income to support the scheme will come from a levy of
£10.50 on all home insurance policies. This, it is suggested, is
the equivalent of the cross-subsidy that exists between low and
high-risk policies at present – where there is generally no
difference in premium between those categories. 

In addition, an additional risk based premium will be charged to
all those policy holders determined by the insurers to be in a
high-risk area. This will be subject to a cap that will be based on
council tax bands, starting at no more than £210 per annum in
bands A and B, rising to £540 per annum in band G (or
equivalent outside England). 

It is important to note that the proposed new scheme will only
apply to residential properties, not even to SMEs as before. In
fact, it is specifically highlighted that even a home used for B&B
purposes is not automatically covered but will be subject to
further consideration. Properties built after 1 January 2009
continue to fall outside the scheme but a new exclusion is for
residential properties in tax band H. That might affect a number
of MPs so watch this space!

I have previously identified the problems that will evolve from
the failure to insure flood – breach of loan and lease terms;
difficulties with funding or letting; subsequent collapse of the
property market in affected areas; non-repair of damage and
subsequent urban and social decay. Even if the proposed scheme
does get off the ground it does not address the issue of flood
insurance for commercial property owners or occupiers.

It remains to be seen what will happen with the residential
proposal after the consultation. Whatever the outcome, it will
certainly influence the underwriting attitude for commercial
property. The RICS has addressed this in the guidelines for
valuers in flood risk areas. The impact on investment values will
be felt sooner rather than later.

So you can see why it is important to understand what is
proposed and respond to the consultation if you consider that it
will prejudice your interests. No one else will be looking after
them for you!

An answer to the flood 
insurance problem? 

Bill Gloyn,
Partner,
European Real
Estate,
JLT Specialty
Limited
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All Property average annual rental value 
growth forecasts

Maintaining the sentiment of last quarter’s reported figures,
rental growth expectations remain weakly positive in 2013. 

With the exception of the current year, however, projected
growth rates throughout the five-year period of the survey are
marginally lower than those forecast in February. Rental value
growth is expected to peak in 2016 but falls short of the long-
run average rate of over 3.0% per annum.

All Property average annual capital value 
growth forecasts

On average, forecasters still expect negative capital value growth
in 2013, although there has been a substantial improvement, of
more than 0.5%, over the February prediction.

The general pattern of growth peaking in 2015 is consistent with
previous surveys. Whilst the differences in predictions over the
quarter are relatively modest, in combination the resultant five-year
average has improved slightly, to 1.3% from 1.2%, although still
only around a half of the long-run average rate of 2.5% per annum.

All Property average total return forecasts

The All Property total return measure for 2013 continues to be
adversely affected by negative capital value growth. The
projection of a little less than 5.7% for the year implies an
income return of around 5.9%.

Positive capital growth from 2014 onwards should help to
deliver an expected five-year average of around 7.3%, although
the majority of this performance is still derived from the income
component (at around 6.0%).

Notes
1. Figures are subject to rounding and are forecasts of All Property or relevant
segment Annual Index measures published by the IPD. These measures relate to
standing investments only, meaning that the effects of transaction activity,
developments and certain active management initiatives are specifically excluded.  
2. To qualify, all forecasts were produced no more than 12 weeks prior to the survey.
3. Maximum: The strongest growth or return forecast in the survey under each
heading.  4. Minimum: The weakest growth or return forecast in the survey under
each heading.  5. Range: The difference between the maximum and minimum figures
in the survey.  6. Median: The middle forecast when all observations are ranked in
order. The average of the middle two forecasts is taken where there is an even
number of observations.  7. Mean: The arithmetic mean of all forecasts in the survey
under each heading. All views carry equal weight.  8. Standard deviation: A statistical
measure of the spread of forecasts around the mean, calculated at the ‘All forecaster’
level only.  9. There was one ‘other’ (non-equity broker) contributor this quarter,
whose data is incorporated at the ‘All forecaster’ level only. 10. In the charts and
tables, ‘All Property’ figures are for all 30 contributors.
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Note
Consensus forecasts further the objective of the IPF to enhance the efficiency of the
real estate investment market. The IPF is extremely grateful for the continuing
support of the contributors as noted above. This publication is only possible thanks
to the provision of these individual forecasts..

If your organisation wishes to contribute to future surveys, please contact the IPF
Research Director at pcraddock@ipf.org.uk.  

Disclaimer
The IPF Survey of Independent Forecasts for UK Property Investment is for information
purposes only. The information therein is believed to be correct, but cannot be
guaranteed, and the opinions expressed in it constitute our judgment as of the date of
publication but are subject to change. Reliance should not be placed on the
information and opinions set out therein for the purposes of any particular transaction
or advice. The IPF cannot accept any liability arising from any use of the publication.

Copyright
The IPF makes Consensus Forecasts available to IPF members, those organisations
that supply data to the forecasts and those that subscribe to them. The copyright of
Consensus Forecasts belongs to, and remains with, the IPF. 

You are entitled to use reasonable limited extracts and/or quotes from the
publication in your work, reports and publications, with an appropriate
acknowledgement of the source. It is a breach of copyright for any member or
organisation to reproduce and/or republish in any printed or electronic form the
whole Consensus Forecasts document, or substantive parts thereof, without the prior
approval of the IPF. Such approval shall be on terms at the discretion of the IPF and
may be subject to the payment of a fee.

Electronic copies of Consensus Forecasts may not be placed on an organisation’s
website, internal intranet or any other systems that widely disseminate the
publication within a subscriber’s organisation, without the prior approval of the IPF.
Such approval shall be on terms at the discretion of the IPF and may be subject to
the payment of a fee.

If you or your organisation wishes to use more than a reasonable extract from
Consensus Forecasts or reproduce the publication, contact the IPF in the first
instance. Address enquiries to the IPF Research Director at pcraddock@ipf.org.uk.

Figure 6: All forecasters (30 contributors)

Figure 5: Fund managers (15 contributors)

Rental value growth % Capital value growth % Total return %

2013 2014 2013-17 2013 2014 2013-17 2013 2014 2013-17

Maximum 1.1 (1.2) 2.4 (2.9) 2.6 (2.7) 2.1 (1.5) 4.2 (3.5) 3.4 (2.5) 8.1 (7.6) 10.1 (9.8) 9.1 (8.5)

Minimum -0.5 (-1.8) -0.2 (-1.4) -0.5 (-0.1) -3.0 (-4.1) -1.9 (-1.0) -0.8 (-1.1) 3.2 (2.0) 4.1 (5.2) 5.2 (5.1)

Range 1.6 (3.0) 2.6 (4.3) 3.1 (2.8) 5.1 (5.6) 6.1 (4.5) 4.2 (3.6) 4.9 (5.6) 6.0 (4.6) 3.9 (3.4)

Median 0.6 (0.1) 1.2 (1.0) 1.4 (1.3) 0.0 (-1.3) 1.1 (1.1) 1.2 (1.0) 5.8 (4.7) 7.2 (7.3) 7.1 (7.0)

Mean 0.3 (0.1) 1.1 (1.3) 1.3 (1.3) -0.3 (-1.3) 1.2 (1.0) 1.0 (1.0) 5.7 (4.7) 7.4 (7.2) 7.1 (7.1)

Figure 4: Property advisors and research consultancies (14 contributors)

Rental value growth % Capital value growth % Total return %

2013 2014 2013-17 2013 2014 2013-17 2013 2014 2013-17

Maximum 0.8 (1.3) 2.5 (2.8) 3.2 (3.2) 1.4 (1.4) 4.7 (3.5) 3.6 (3.6) 7.3 (7.4) 10.0 (9.9) 8.8 (8.8)

Minimum -0.9 (-0.9) 0.6 (-0.4) 1.1 (0.8) -1.8 (-1.5) -0.2 (0.0) 0.2 (0.5) 3.5 (3.6) 5.8 (5.9) 6.2 (7.0)

Range 1.6 (2.3) 1.9 (3.1) 2.1 (3.1) 3.2 (2.9) 4.9 (3.6) 3.4 (3.1) 3.8 (3.8) 4.2 (4.0) 2.6 (1.8)

Median 0.2 (0.5) 1.5 (1.6) 1.8 (2.0) -0.1 (-0.5) 1.5 (1.3) 1.7 (1.7) 5.8 (5.6) 7.7 (7.5) 7.6 (7.7)

Mean 0.3 (0.3) 1.4 (1.5) 1.9 (2.1) -0.2 (-0.3) 1.7 (1.5) 1.6 (1.6) 5.6 (5.7) 7.6 (7.6) 7.7 (7.8)

All Property survey results by contributor type

(Forecasts in brackets are February 2013 comparisons)

Rental value growth % Capital value growth % Total return %

2013 2014 2013-17 2013 2014 2013-17 2013 2014 2013-17

Maximum 1.1 (1.3) 2.5 (2.9) 3.2 (3.9) 2.1 (1.5) 4.7 (3.5) 3.6 (3.6) 8.1 (7.6) 10.1 (9.9) 9.1 8.8

Minimum -0.9 (-1.8) -0.2 (-1.4) -0.5 (-0.1) -3.0 (-4.1) -1.9 (-1.0) -0.8 (-1.1) 3.2 (2.0) 4.1 (5.2) 5.2 5.1

Range 2.0 (3.1) 2.7 (4.3) 3.7 (4.0) 5.1 (5.6) 6.6 (4.5) 4.4 (4.7) 4.9 (5.6) 6.0 (4.7) 3.9 3.7

Std. Dev. 0.5 (0.7) 0.6 (0.7) 0.8 (0.7) 1.2 (1.1) 1.4 (1.2) 1.2 (0.8) 1.2 (1.2) 1.3 (1.3) 1.0 0.7

Median 0.3 (0.3) 1.4 (1.4) 1.6 (1.7) 0.0 (-0.8) 1.4 (1.3) 1.3 (1.2) 5.9 (5.2) 7.4 (7.4) 7.4 7.5

Mean 0.3 (0.2) 1.2 (1.3) 1.6 (1.7) -0.2 (-0.8) 1.4 (1.2) 1.3 (1.2) 5.7 (5.2) 7.4 (7.4) 7.3 7.4



2013 expectations weaken

Since the last survey, growth projections for the current year
have generally softened, with 10 centre forecasts being more
than 1% lower than six months ago, compared to only six
weakened forecasts of this magnitude in November. Prospects
for seven markets have improved by more than 1.0% in the six-
month period but this compares to 12 previously. All German
locations are expected to see rental growth of between 1.2%
and 2.1%, as vacancy rates decline. Likewise, supply constraints
in central London will underpin the continued growth
expectations in these markets. 

At a sub-group level, Figure 1 illustrates a levelling off in
declining growth trajectories for the majority of the peripheral
eurozone economies, with the exception of Dublin, the only
location expected to return to positive growth this year. This 
may be explained by the low rate of corporation tax attracting
overseas entities, with these companies having been a major
driver of take-up over the last 12 months. Despite a high take-up
in the Madrid market in the first quarter of 2013, primarily due
to three large transactions which make up almost half of the
total, forecasts remain depressed for this centre in the 
immediate future.

Of the six other office markets that are expected to deliver
negative growth in 2013, the prediction for Paris la Défense has
weakened further, to -2.3% from -0.3%, and the Paris CBD is
also expected to be weakly negative at -0.2%, driven by rising
vacancy rates as new developments come on stream. Forecasts
of other centres that have fallen below zero growth include
Warsaw (-1.1%), which will see its highest number of
completions in over a decade due to a large number of projects
in the pipeline, and Amsterdam (-0.8%)

In terms of the range of average growth rates between centres,
the spread has fallen back slightly in the last six months, to

13.2% (from 14.6% in November), although this continues to
evidence diverging economic prospects across the continent.
Forecast projections for individual centres continue to show
remarkable variation in the short-term. Six sets of forecasts for
the current year capture ranges in excess of 10.0% (12.9% in
the case of the Madrid market).

Outside the eurozone

Contrary to the November 2012 forecasts, Figure 2 illustrates
that prospects for growth outside the eurozone have improved
for all locations other than Copenhagen and Zurich. The latter is
expected to decline despite the relative health of the Swiss
economy, primarily due to high construction activity. The Oslo
market continues to be underpinned by limited development
activity and a robust economy, supported by substantial oil
revenues.

Three- and five-year averages improve

Longer-term forecasts indicate strengthening prospects for
growth. Eight of the three-year average forecasts have improved
by more than 1.0% over the last six months, whilst only four
have worsened by more than -1.0% (as compared to eight in
November). Over the period 2013-17, the weakest average
growth forecasts continue to be generated by southern
peripheral eurozone centres, ranging from -1.4% for Barcelona
to -0.8% for Rome. Only six locations are forecast to deliver
negative growth (compared to 10 in November 2012) with a
further six markets offering weakly positive growth (less than
1.0%). Leading markets over the same period continue to be
London (West End and City) and Oslo, ranging from 5.5% to
4.0%. There were insufficient data returns for Moscow to permit
analysis on this occasion.

European Consensus of Prime
Office Rental Forecasts
May 2013
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The five-year outlook continues to improve as all locations
measured are forecast to deliver positive average annual rental
growth, albeit five centres are projected to deliver sub -1.0%
growth. The outlook to 2017 suggests average annual rental
growth may improve by more than 1.0% in 15 markets, as
compared to only two at November 2013.

As highlighted in the previous survey report, the three- and five-
year averages for Dublin continue to show a significant
improvement: the three-year annual average growth rate is now
3.3%, rising to 5.4% per annum over five years.

Ten forecasts indicate growth of 2.0% or more per annum over
the period 2013-17. After Dublin, Madrid shows the biggest gain
over the last six months, averaging 2.8% per annum, compared
to 0.4% per annum in November, driven by increased growth
later in the forecast period.

Conclusions

Peripheral eurozone economies broadly remain the weakest
markets, although Dublin is the one outstanding exception. The
Irish capital, together with a majority of the other office centres
outside the eurozone, offers the best prospects of growth over
various time periods.

Rolling three- and five-year annualised growth rates suggest that
most markets are stabilising. In the immediate future, i.e. 2013,
however, rental growth rates are predicted to weaken across
many centres.
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Notes

At present the IPF European Consensus Forecasts survey focuses on office rental
value growth in major cities. It is not possible currently to assemble sufficient
forecasts of all sectors across all European countries to produce a meaningful
consensus of views, although our ambition is to extend and improve the scope of
the survey.

In addition to the rental value forecasts, we run a consensus survey of forecast IPD
European total returns by sector. The samples provided for this survey were once
again insufficient to permit publication, as fewer than five forecasts were received
for each sector/territory. We aim to produce a full release of this data at a future
date, once the number of responses has grown sufficiently.

The Data

This latest survey collected prime office rental forecasts for 30 centres for the
calendar years 2013, 2014 and 2015. We request a three-year average forecast
for 2013-2015 where individual years are not available as well as a five-year
average for 2013-2017. The survey requested both the percentage annual rental
growth rates and also the year-end rent levels. The growth forecasts provided by
each organisation are analysed to provide weighted average (‘consensus’) figures
for each market. Figures are only aggregated and reported for office markets for
which a minimum of five contributions are received, hence data is reported for
only 28 centres (Athens and Moscow have been omitted for this reason).

The definition of market rent used in the survey is “achievable prime rental values
for city centre offices, based on buildings of representative size with representative
lease terms for modern structures in the best location.” Prime in this case does
not mean headline rents taken from individual buildings but, rather, rental levels
based on market evidence, which can be replicated. All figures included in the
survey are required to have been generated by formal forecasting models. This
report is based on contributions from 15 different organisations (fund
management houses and property advisors).

Consensus forecasts further the objective of the Investment Property Forum to
enhance the understanding and efficiency of the property market. The IPF is
extremely grateful for the support those organisations that contribute to this
publication, which is only possible thanks to the provision of individual forecasts.

The IPF welcomes new contributors for future surveys, so that the coverage of
the market can be widened. If your organisation wishes to contribute to future
surveys please contact Pam Craddock, IPF Research Director at
pcraddock@ipf.org.uk.

Contributors receive a more detailed set of statistical outputs than those shown in
the table above for each office centre the sample size, median and range of rental
values are also provided.

Disclaimer

The IPF Survey of Independent Forecasts for European Prime Office Rents is for
information purposes only. The information therein is believed to be correct, but
cannot be guaranteed and the opinions expressed in it constitute our judgment as
of the date of publication but are subject to change. Reliance should not be
placed on the information and opinions set out therein for the purposes of any
particular transaction or advice. The IPF cannot accept any liability arising from
any use of the publication.

Copyright

The IPF makes the European Consensus Forecasts summary report available to IPF
members and a more detailed report available to those organisations that supply
data to the forecasts. The copyright of IPF European Consensus Forecasts
belongs to, and remains with, the IPF.

You are entitled to use reasonable limited extracts and/or quotes from the
publication in your work, reports and publications, with an appropriate
acknowledgement of the source. It is a breach of copyright for any member or
organisation to reproduce and/or republish in any printed or electronic form the
whole European Consensus Forecasts document, or substantive parts thereof,
without the prior approval of the IPF. Such approval shall be on terms at the
discretion of the IPF and may be subject to the payment of a fee.

Electronic copies of Consensus Forecasts may not be placed on an organisations
website, internal intranet or any other systems that widely disseminate the
publication within a subscriber’s organisation, without the prior approval of the
IPF. Such approval shall be on terms at the discretion of the IPF and may be
subject to the payment of a fee.

If you or your organisation wishes to use more than a reasonable extract from
Consensus Forecasts or reproduce the publication, contact the IPF in the first
instance. Address enquiries to Pam Craddock, Research Director
pcraddock@ipf.org.uk.  



Forum activities and
announcements

IPF Chairman

At the Annual General Meeting, Andrew Smith of Aberdeen
Asset Management succeeded Amanda Howard as Chairman of
the IPF. Max Sinclair of Hypothekenbank Frankfurt AG has
become Andrew’s Vice Chairman.

Governance

The new IPF structure was officially passed at the AGM in June.
The Management Board and the Executive Committee have been
replaced by the Strategic Advisory Group and the director-level
Operational Board. 

IPF Executive

We are delighted to welcome Lois Fidler, who has joined the
Executive team as Educational Events Manager. She is your first
point of contact for all seminars and workshops, both in the
regions and London. Lois can be reached at lfidler@ipf.org.uk or
on 020 7194 7926.

25th Anniversary Annual Dinner 

The 25th Anniversary Annual Dinner took place on Wednesday
26 June 2013 at the Grosvenor House, London. Over 900 guests
were entertained by magicians, a jazz trio and the after-Dinner
speaker, comedian Fred MacAulay.

IPF Midlands Lunch

The IPF Midlands Lunch
took place on 10 May
2013 at the ICC in
Birmingham. Dennis
Turner, former Chief
Economist at HSBC gave
guests his take on
prospects for the UK
economy over the next
12-24 months.

Next Generation Drinks Reception

At July’s Next Generation Drinks Reception attended by members
and invited non-members, Neil Turner of Schroders gave his
personal perspective on prospects for the fund mangement
industry. Any non-members interested in joining the IPF Next
Generation should contact Cheryl Collins ccollins@ipf.org.uk

IPF 25th Anniversary

2013-14 marks the 25th Anniversary year of the IPF. The
Operational Board and the 25th Anniversary Committee are
organising a number of events and initiatives to mark the
occasion. We will be holding a members’ party at the London
Transport Museum on the evening on 27 November. Further
information will be sent to all members shortly. We very much
hope that you will be able to join us.

LinkedIn 

The IPF has created a number of LinkedIn groups. If you would
like to join, just search on ‘Investment Property Forum Members’.
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IPF Postgraduate Dissertation Prize

To mark its 25th Anniversary, IPF is establishing a Postgraduate
Dissertation Prize. This is intended to be awarded annually to the
student who produces the best investment-related dissertation,
worthy of a ‘merit’ or above, on each of the postgraduate
courses recognised by the IPF. The IPF Educational Strategy
Group (ESG) will be responsible for overseeing the awards.

The annual Prize of £500 per course is intended to provide
further support for educational courses about property
investment and/or finance and to help foster closer links with
academic institutions. The prize would also be open to PhD
candidates who are at the institutions running the recognised
courses, which are as follows:
• University of Aberdeen – MSc Real Estate Finance
• University of Cambridge – MPhil in Real Estate Finance
• Cass University Business School – MSc in Real Estate Investment
• College of Estate Management (CEM) – MSc/RICS Diploma 

in Property Investment
• London School of Economics – MSc Real Estate Economics 

and Finance
• Nottingham Trent University – MSc Real Estate Funding 

and Finance
• University of Reading – MSc Real Estate Investment; and 

MSc Real Estate Finance

Currently, the ESG is scrutinising another MSc course to decide
whether to grant it IPF ‘recognised’ status.

For further information about the Prize, please contact Sue
Forster: sforster@ipf.org.uk

IPF Mentors

Following feedback from the recent membership survey, the IPF
has decided to reinstate its ‘mentor’ scheme. The scheme
identifies senior people within their respective areas of expertise
who are willing to provide mentoring on an informal basis to
those members who have lost their jobs or are at risk of doing so.

It is hoped that the scheme will be up and running again in
September. If you are interested in being a mentor, please email
Sue Forster (sforster@ipf.org.uk) with your contact details and an
overview of which industry segment/s and geographical area/s
you cover. 

Constructing an Effective Rental Value Index

As reported in the April 2013 edition of Focus, IPF Consultant
Paul McNamara has been co-ordinating the industry
consultation on the proposals put forward by Neil Crosby and
Steven Devaney in the IPF Research Short Paper 18,
Constructing an Effective Rental Value Index. The responses to
the six-week consultation are summarised below. 

Following consideration of the written submissions, four
meetings were arranged to discuss key issues.

Substantial progress has been made and a further update will be
forthcoming in the autumn. The IPF would like to thank all
participants for their contributions to this consultation.
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Investment Education Programme

The Investment Education Programme 2013-14 cycle will
be commencing with Investment Valuation and Portfolio
Theory on 7-9 October.

The Programme consists of seven modules, the successful
completion of which leads to the IPF Diploma. Further
details are available on the IPF website and on the
University of Cambridge ICE website,
www.ice.cam.ac.uk/investment – or if you would like to
discuss education opportunities in person, please contact
Frankie Trailor, or the Programme Office (01223 760860).
Dates for the next cycle are as follows:

Investment Valuation and Portfolio Theory
7-9 October 2013

Financial Instruments and Investment Markets
18-20 November 2013

Property Investment Appraisal   
27-29 January 2014

Property Finance and Funding   
24-26 March 2014

International Property Investment
12-14 May 2014

Indirect Property Investment   
23-25 June 2014

Portfolio Management
30 September – 2 October 2014

Type of organisation No.

Industry organisation (RICS) 1
Investors 7
Valuers 8
Valuation data ‘infrastructure’ providers 3
Researcher 1
Accountants 1
Investment agent 1
Independent 1

Total 23

Meetings arranged Date

Meeting between IPF Research Team and IPD, 14 May
to discuss practical issues of implementation

Meeting between IPF Research Team, IPD, 28 May
ARGUS, KEL, OSCRE and YARDI to discuss 
practical issues of implementation

2 round-table meetings with mixed groups of 11 June &
investor and valuer representatives to discuss 14 June 
outstanding theoretical and practical issues 
from the Short Paper 18 consultation 



1. The Prize

• The Prize includes the following elements: 

– an award of £2,000;  

– a certificate presentation (which may be 
held at one of the conferences / dinners 
organised by one of the sponsoring 
organisations);  

– the opportunity to present the paper at a 
seminar organised by the sponsoring 
organisations; and 

– the inclusion of the article (or a summary 
thereof) in one or more of the sponsoring 
organisations’ publications;  

All of the above elements may be changed at the 
discretion of the three sponsoring organisations
and the IPF Educational Trust.  

2. Prize criteria

• Papers should represent, in the opinion of the 
Judges (listed below), high-quality research 
that is: 

– innovative, original and timely; 

– relevant to the real estate investment 
industry (listed/unlisted, direct/indirect, 
equity/debt); 

– of publishable quality in a leading academic 
real estate journal (e.g., the Journal of 
Property Research); and

– typically between 5,000 and 10,000 words.

• Both single author and joint author submissions
are permitted. 

• Preference will be given to those papers where 
one or more of the authors is associated with 
a real estate investment management 
organisation or similar, by way of a full-time 
or part-time position.  

3. Submission of papers

• Papers should be submitted directly by email to 
the Secretary, as nominated by INREV, the IPF 
and the SPR, stating any involvement or 
sponsorship by third parties.  

• The deadline for submission of papers is 31 May
each year.   

• Papers that have been submitted for other 
prizes may only be considered with the explicit 
consent of one of the Judges. 

• Sponsored pieces may be submitted with the 
written consent of the sponsor. A copy of this 
consent should be included with the 
submission.  

• Only completed research papers will be 
considered by the panel of judges. Proposals for
papers may be discussed with the Secretary.

• Ideally, the Prize will be awarded to an 
unpublished paper, but papers may be 
considered that: 

– have been published in the academic or 
professional press no longer than one 
year before submission;  

– presented to a conference no longer than 
one year before submission; or

– are being considered for publication at 
the time of submission. 

• The Secretary will distribute the papers to the 
Judges. The Judges will not correspond on any 
submissions directly. 

• The Judges are under no obligation to award 
the Prize.   

4.Management of the Prize

• INREV, the IPF and the SPR will be responsible 
collectively for the administration of the Prize 
and will appoint a Secretary to liaise with the 
Judges and the IPF Educational Trust.

• The Prize will be funded by monies from the 
Nick Tyrrell Memorial Fund, which is 
administered by the IPF Educational Trust, an 
independent charitable body.

• Monies for the Prize will be raised by the three 
sponsoring organisations on an as-and-when 
basis. The three organisations will each be 
responsible for publicising the Prize and for all 
aspects of management.  

• The three sponsoring organisations will each 
appoint one Judge to sit on the judging panel. 
An additional (fourth) Judge will be appointed 
collectively. All judges will serve a two-year term
and may serve a maximum of two consecutive 
terms. The fourth Judge will act as Chairman.  

• The judging panel should comprise individuals 
with broad and substantial experience from 
both academia and practice. At least one 
member of the judging panel will have 
experience of non-UK real estate markets. 

5. Fund raising

• Funds will be raised for the Prize from the 
following sources: 

– members of the sponsoring organisations; 

– special events, such as the Nick Tyrrell 
Memorial Seminar (the first Memorial 
Seminar took place on 12 October 2011); 
and 

– corporate donations. 

6. Other issues

• Should the Fund be unable to award the Prize 
due to insufficient funds and the three 
sponsoring organisations choose not to seek 
additional funds, the remaining monies in the 
Memorial Fund would be merged with those 
of the IPF Educational Trust, to be used at the 
discretion of the Trustees.   

• Similarly, should all three sponsoring 
organisations choose to cease awarding the 
Prize, the remaining monies in the Memorial 
Fund would be merged with those of the IPF 
Educational Trust, to be used at the discretion 
of the Trustees.  

• Should the Prize not to be awarded at any 
time during a four-year period, for whatever 
reason, the Prize would terminate automatically
unless the three sponsoring organisations all 
agree otherwise. 

About the Nick Tyrrell Research Prize

Judges (2012/13)

Dr Robin Goodchild (chair)
Professor Colin Lizieri
Dr Brenna O’Roarty
Dr Neil Turner

Secretaries (2012/13)

Dr Paul Kennedy  email: paul@pjkennedy.co.uk
Anne Koeman  email: anne.koeman@gmail.com

The Nick Tyrrell Research Prize has been established by INREV, the Investment Property Forum (IPF) and the Society of
Property Researchers (SPR) to recognise innovative and high-quality, applied research in real estate investment.

The Prize is in memory of the work and industry contribution of Nick Tyrrell, who sadly passed away in August 2010. 
Nick was Head of Research and Strategy and a Managing Director in J.P. Morgan Asset Management’s European real 
estate division. His research work was characterised by a combination of academic rigour and practical relevance.



Expecting the unexpected: what are the right strategies 
for property investment, and where does the UK fi t
in the spectrum of global real estate?

14-15 November 2013, The Grand Hotel, Brighton, UK

23rd IPD/IPF
Property Investment 
Conference

Book now to secure your place –
early bird rates until 26 July 2013

To fi nd out more visit ipd.com/brighton2013

ipd.com



Midlands Dinner 2013

Join us to celebrate 
our 25th Anniversary

Thursday, 10 October 2013
ICC, Broad Street
Birmingham

18:30 Pre-dinner drinks  
19:30 Dinner

Black Tie

After Dinner
Speaker:
Jeremy Vine
Broadcaster

Ticket price: £92.50 + VAT
£111 inclusive of VAT @ 20% per person 

The ticket price excludes wine and other beverages.

For more information or to book, please contact Barbara Hobbs on 020 7194 7924 or email bhobbs@ipf.org.uk

This event is kindly sponsored by:

25YEARS

       


