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Q1 2020 key investment transactions

Building 7,
Chiswick Park
Size 333,984 sq ft
Price £312m (£934 psf)
NIY 5.20% (SPV)
Purchaser Stanhope
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Ermyn House,
6
Leatherhead
Size 185,451 sq ft
Price £40m (£216 psf)
NIY 8.98%
Purchaser EEH Ventures
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Royal Tunbridge Wells
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Reading International
Size 376,587 sq ft
Price £131m (£328 psf)
NIY 5.80%
Vendor DWS
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Meadows Business Park, 8
Camberley
Size 155,244 sq ft
Price £26.8m (£173 psf)
NIY 6.50%
Vendor Seven Capital
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300 Capability Green,
4
Luton
Size 181,750 sq ft
Price £62.1m (£342 psf)
NIY 6.25% (SPV)
Purchaser Citibank Private
Clients
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Lakeshore,
3
Bedfont Lakes, Feltham
Size 272,000 sq ft
Price £135m (£496 psf)
NIY 7.77% (SPV)
Purchaser Frasers Property
International
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Arlington Business Park,
2
Theale
Size 364,630 sq ft
Price £129.25m (£354 psf)
NIY 5.12% (SPV) – Equivalent
to 7.4% with Guarantee
Purchaser CapitaLand

Luton

Power Road Studios,
Chiswick
Size 57,164 sq ft
Price £41.58m (£727 psf)
NIY 4.84%
Purchaser Private

SOUTH EAST OFFICE INVESTMENT MARKET REVIEW – Q1 2020
General election bounce in optimism cut short by impact of COVID-19
The decisive general election win for the Conservatives on
December 12th marked a notable turning point for a market
which had been subdued by Brexit for three years. The greater
political certainty provided a change in sentiment and opened
an opportunity for investors to return to the market with
improved stability.
The lack of stock launched in Q4 continued to constrain the
market in early January whilst assets were being prepared
for sale, therefore creating a supply/demand imbalance for
investors looking to deploy capital. This pick-up in activity
meant that assets which remained available at the end of 2019
started to receive a new wave of interest, with transactions
including Apollo Court, Hatfield (£14.64m/7.23%) and Ermyn
House, Leatherhead (£40m/8.98%).
The weight of capital which had sat on the sidelines through
2019 as a result of the Brexit impasse was starting to be
deployed in early Q1, and, the appetite which had previously
been focused on core town centre assets had now begun to
diversify across the risk spectrum. The total transaction volume
for Q1 was £987.93 million over 26 deals. Whilst this represented
a 19% decrease on Q4 2019, it was a substantial 125% increase
on its respective quarter last year.
Whilst the open-ended retail funds experienced the highest
outflows on record in 2019, liquidity of assets was improving
and the run on redemptions had eased. Institutions started
the year with active requirements and amid historically low
interest rates, income-driven institutional investors were
actively seeking alternative sources of securing income through
active asset management opportunities. Assets which received
strong interest included Clarendon and Wellington House in
Cambridge, which received bids from over 4 institutions.
We saw a notable rise in overseas investment in early Q1 as the
improved certainty combined with the weakening of sterling
made south east office investments increasingly attractive
on a comparative basis. Overseas investors were focused
on the larger lot sizes, accounting for every deal over £50m.
These include the acquisition of Arlington Business Park by
CapitaLand for £129.25m (Gerald Eve advised), the acquisition
of the Cisco HQ at Bedfont Lakes by Fraser’s Property Group
for £135m and the acquisition of Building 7 Chiswick Park for
£312m by Stanhope with Asian equity backing. A number of
high profile transactions remain ongoing, most notably Reading
International and White City Place and it will be interesting to
note what impact recent events will have on these.

The post-election bounce back experienced across much of
January and February was cut short in March as the global
economy experienced immense pressure from the impact of the
spread of the Coronavirus. Financial markets have since plunged,
the pound has dropped to multi-decade lows against the US
dollar and the global economy is now entering a deep recession.
In the past few weeks there has been a significant change in
risk appetite amongst investors, with a narrowing of interest
focused solely on ‘flight to quality’ and covenant strength. As
real estate markets adjust to the unprecedented ramifications of
the outbreak, many investors will be pausing to rewrite business
plans and any planned sales are likely to be postponed for the
time being.
One of the early impacts to be felt within the industry was the
mass suspension of the open-ended retail funds which have all
now been suspended until further notice to preserve the value
for the shareholders. Whilst the M&G Property Portfolio fund
remains suspended since December 2019 in order to raise cash
for redemptions, recent suspensions have been the result of
‘material uncertainty’ in valuing assets under FCA rules.
A further impact from COVID-19 has been the sharp spike in the
number of office tenants requesting rental payment holidays
or monthly payment plans. It is understood that landlords are
reviewing this on a case-case basis to assess genuine need,
although inevitably this will directly affect borrowers’ abilities
to pay lenders. This will significantly increase the risk of some
borrowers potential defaulting on or around the June quarter
date if we do not see an improvement in the economy. An
evolving impact from the lockdown has been that tenants
with the ability to work from home have been able to maintain
business continuity where possible, notwithstanding the
impacts of on each individual business.
For now, the south east office market continues to provide
attractive returns relative to bonds and equities. Over the short
to medium term we anticipate the deployment of capital to
be focused on secure and well positioned assets providing
long-dated income streams, as investors move to de-risk their
portfolio and limit exposure to market volatility. We expect
property companies and private equity investors with large cash
weightings to take advantage of potential price adjustment
and decreased competition for assets. Investors relying on
debt or formal valuations / IC processes wil remain constrained
by the ‘material uncertainty clause’, therefore we anticipate
institutional and council activity to decrease.

The south east office occupational market continued to perform
well, demonstrating good levels of take-up as key south
east centres continued to prove attractive to occupiers. The
underlying fundamentals in the market proved resilient against
a backdrop of low vacancy rates and an acute shortage of
supply which has underpinned rental growth projections. It is
these fundamentals which will hold the market in good stead
as we go through a potentially deep, but hopefully short-lived
recession in 2020.
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ACTIVITY BY INVESTOR TYPE (quarter on quarter)

-12%

(Q1 2020 total: £85m)
Local Authorities
Despite strong levels of investment
activity throughout most of 2019, the
volume of local authority investment has
fallen for two consecutive quarters. Local
authorities accounted for £85.7m of the
total transactions in Q1 2020 across 6
deals, equating to 8.7% of total volume.
This marks a quarter-on-quarter decrease
of 11.8%. This was a likely outcome from
a combination of factors including; a
refocused investment strategy on mainly
‘in-borough’ opportunities, a more critical
selection approach due to the market
uncertainty, and finally the absence of
lot sizes up to £20m offering security
of income in excess of five years. Key
evidence of this strategy can be seen
through Brentwood Borough Council’s
acquisition of Jubilee House on Warley Hill
Business Park in Brentwood, which they
acquired for £17m in an off market deal.

-98%

Institutions
Following a significant amount of activity
in Q4 2019, Institutions accounted for
only 0.8% of the total transactions in Q1
2020, as BMO acquired Chertsey Gate,
Chertsey for £8m. This solitary deal
equates to a 98% decrease from their
total volume in Q4 2019, the single largest
quarterly decrease by an individual
purchaser group. This subdued activity
in Q1 has likely been an outcome of the
strong activity in Q4, followed by an
unprecedented level of uncertainty in
the latter stages of Q1 due to COVID-19,
thus forcing institutions to take stock.
Further evidence of this can be seen as
they were the most active vendor in Q1
2020, accounting for 36.8% of total sales.
This is likely a continued result of many
retail funds marketing assets in Q4 2019
and Q1 2020, however we expect there
to be renewed activity later in 2020 once
certainty returns to the market.

234%

(Q1 2020 total: £716m)
Overseas Investors
Overseas investors were by far the most active investor in Q1
2020 in terms of number of deals and volume transacted. They
accounted for a large 72.5% of total transactions, equating to
£716.7m across 8 deals. This is a significant rise of 234% from their
activity levels of Q4 2019. The notable rise in overseas investment
in Q1 comes from the improved clarity that followed the
general election result in Q4 2019, in addition to the weakening
of sterling, which reached record lows at the end of Q1 2020.
Overall this has made south east office investments increasingly
attractive on a comparative basis for overseas investors. Notable
transactions by overseas investors include Stanhope’s acquisition
of Building 7 at Chiswick Park for £312m, which was financed
by the Bank of China, and Corum’s off market purchase of 2
Roundwood Avenue on Stockley Park for £40m. This pattern is
expected to continue in 2020 whilst sterling remains low, giving
overseas investors an opportunity to get into the market at an
attractive entry point.
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-69%

(Q1 2020 total: £8m)

(Q1 2020 total: £56m)
Property Companies
Property companies decreased their
activity from the previous quarter and
accounted for a total of £56.1m over 3
deals, a quarter-on-quarter decrease of
68.9%. Similarly, to that of the institutions
this limited activity is due to their high
volume of transactions in Q4 2019 where
they were the most active investor by
number of deals. However, although
these figures appear low, this Q1 2020
performance is in fact not too dissimilar
to their activity in Q1 2019 where they
accounted for 7.4% of total transaction
volumes, thus highlighting that property
companies will likely increase their
activity as the year goes on. In past
quarters property companies have been
competitive bidders for value-add town
centre repositioning/redevelopment
opportunities, where rental growth and
an undersupply in the market is evident.
We expect this strategy to continue
throughout 2020.

-82%

(Q1 2020 total: £40m)
Private Equity
Private equity accounted for 4.1% of all transactions in Q1 2020.
This market share came solely from EEH Ventures purchase
of Ermyn House, Leatherhead at £40m. In a similar manner to
other investor groups their activity decreased in Q1 2020 as
a result of the market uncertainty. This came at a decrease of
82% quarter- on-quarter. However, it must be acknowledged
that this Q1 performance is similar to that of Q1 2019 where
they accounted for 4.2% of total transaction volume. Due to
this slow start to the year, greater activity could be likely later
in 2020, especially considering private equity were the second
highest vendor in Q1 2020, responsible for 30.9% of all sales.

Key deals, left to right: Building 7, Chiswick Park & Arlington Business Park, Theale

Outlook and Market Insight
•
•
•
•
•
•
•
•
•

At the beginning of March there were over £745 million of south east offices under offer, across 30 deals. However the
majority of these are now on hold.
After the strong start in the early part of Q1, the investment volume for 2020 looked set to surpass 2019. However, the
ongoing global COVID-19 pandemic is expected to weigh on investor intentions throughout the rest of the year and
transactions are likely to be limited.
The duration of the lockdown will have a material impact on the health of the occupier base, which in turn will affect when
investors have the confidence to return to the market.
We are yet to see any distressed sales although this will be an inevitable consequence of COVID-19 as we move through Q2.
We expect a greater number of off-market deals as vendors seek to avoid fully marketing assets and opportunistic
purchasers make direct approaches amongst the uncertainty.
Overseas investors are likely to selectively take advantage of the favourable exchange rate as we move through 2020.
‘Material uncertainty’ in valuing assets is likely to curtail investment activity by debt-backed buyers and will limit activity
amongst retail funds.
Prime yields are likely to remain firm at 5.00% although this will be reflective of underlying sentiment rather than
transactional evidence.
South east offices will remain attractive to investors compared to other higher risk asset classes.

Q1 2020 key deals
Property

Lettable
area
(sq ft)

Sold Price

Purchaser

Yield (NIY)

Price

Price (psf)

333,984

5.20% (SPV)

£312,000,000

£934

Stanhope

Arlington Business Park, Theale

364,630

5.12% (SPV) – Equivalent
to 7.4% with Guarantee

£129,250,000

£354

CapitaLand

Lakeshore, Bedfont Lakes, Feltham

272,000

7.77% (SPV)

£135,000,000

£496

Frasers Property International

181,750

6.25% (SPV)

£62,100,000

£342

Citibank Private Clients

57,164

4.84%

£41,580,000

£727

Private

185,451

8.98%

£40,000,000

£216

EEH Ventures

Building 7, Chiswick Park, Chiswick

300 Capability Green, Luton
Power Road Studios, Chiswick
Ermyn House, Leatherhead

Under Offer
Lettable
area
(sq ft)

Yield (NIY)

Price

Price (psf)

Reading International, Reading

376,587

5.80%

£131,000,000

£328

DWS

Meadows Business Park, Camberley

155,244

6.50%

£26,800,000

£173

Seven Capital

Property

Asking Price

Vendor
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South East Office Annual Transaction Volumes

Purchasers by investor type, Q1 2020

Source: Gerald Eve

Source: Gerald Eve
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Gerald Eve Corporate Finance
The Real Estate debt market has not been immune to the effects of the
Coronavirus however their approach and market message has varied from
lender to lender. A number of lenders have been working hard to complete
transactions in their pipeline, especially where the borrower had exchanged
contracts to purchase, however we are beginning to see a number of lenders
close their book for new business to allow them time and capacity to assist the
existing client base, or vary their borrowing metrics including loan to value and
interest cover ratios to give sufficient headroom over the coming months.
As noted above the ‘material uncertainty’ clauses, especially within valuation
reports will also mean lenders are unable to rely on valuation reports and this
will act as a brake on their ability to write new business. However, a number of
lenders remain in the market ready and willing to lend and to support existing
clients in the coming months. Perhaps the biggest test for lenders will be the
upcoming June quarter date as the full effect of the forced closure of most
retail and leisure premises will likely mean borrowers cannot service their
interest payments and lenders are currently working hard with their borrowers
to agree sensible strategies to allow them to move forwards rather than see
mass defaults as we saw during the global financial crisis in 2008/9.
Gerald Eve’s Corporate Finance team speak to the debt markets daily to
ensure they know who is ‘in’ the market and who will still consider debt
facilities. The team also continue to support clients in working closely with
their incumbent lender to ensure the facilities continue to operate even if the
existing bank covenants are breached. It is through early engagement and
working out an appropriate proposal that borrowers will best navigate these
challenging times.
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