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PRICING

Pricing within the ground rent market has
continued to strengthen. We estimate
transactional volumes over the past two years to
have been in the region of £200 million per annum
(excluding the scale portfolio transactions
aforementioned). Demand from both market
participants and underlying fund investors
remains strong due to the low interest rate
environment and the knock on effect in fixed
income yields.

As can be seen there has been an unprecedented
strengthening in multipliers and what we consider
to be a potential rebasing in pricing. Multiples on
new 10 yearly RPI linked investments stand at 34x
multiple (2.94% gross yield) in Quarter 4 2015
reflecting a 15x (2.32 basis point) movement since
December 2011 (Figure 4).

Our current benchmark multipliers as at Q4 2015
represent as follows:

MULTIPLIER (YEARS
PURCHASE, YP)

REVIEW TYPE GROSS YIELD

A more recent trend evident over the last few months
has been the relative stabilisation in pricing with no
major strengthening in pricing over quarter 3 and 4
2015. Whether this reflects a short term abatement in
rises, or a longer plateauing in pricing levels remains

to be seen.

A limiting factor to future strengthening may be the
tight spread between market pricing and individual
investor benchmarks. In addition we are sensing
investor nervousness about potential policy rate rises
and the consequences for fixed income yields.

In our opinion any interest rate rise is likely to affect
market pricing from both an equity and debt
perspective.

SUMMARY

As this brief note summarises there has been
significant activity within the ground rent sector over
the last few years. In the short term we envisage a
continuing of the consolidation which has occurred
over the last few years, particularly of medium sized
portfolios. Whether the stabilisation of multipliers in

recent months reflects a short term pause or a new

5 year RPI 38 2.63% phase in activity is debatable. In the medium to long
10 year RPI 34 2.94% term we believe any interest rate increase is likely to
15 year RPI 29 3.45% have implications for all investors.
25 year RPI 25 4.00%
25 year doubling 25 4.00%
Figure 4: Gross Yield movement
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INTRODUCTION

The market for Ground Rent investments continues to
move at a rapid pace. In spite of the recent resurgence
in housebuilding there remains a fundamental
demand and supply imbalance. This, coupled with the
historical low yield fixed income environment, has
pushed pricing upwards. The market is now largely
dominated by long term capital, whether this is
institutional funds or investors backed by fixed debt
financing of over 60 years. Given the escalation in
pricing in recent years the market has become
increasingly polarised. A synopsis of market activity of

the last few years is considered below:
PORTFOLIO ACTIVITY

Over the last three years we have witnessed an
unprecedented level of portfolio transactions. A
number of ‘ long term’ investors, or developers who
have historically retained their freehold ownerships,
have sought to capitalise on current pricing points and
exit, or partially exit their holdings. In a sector where
nearly all lot sizes are under £2 million, there have
been some 10 transactions over £10 million over the
last 18 months.

Perhaps of more significance have been the large scale
portfolio transactions. Whether these transactions
are a reflection of the ‘highs’ of current market pricing,
or a nature of circumstance, they have provided
benchmark transactions of a scale not previously
experienced in the sector before. Historically
significant transactions from the perspective of the
market include:

* Long Harbour’s circa £93 million acquisition of the
ground holdings of the former Brandeaux Fund in
early 2014.

*  Portfolio acquisition of Berkeley Group’s historic

freehold portfolio for £99.8 million in June 2014.

* The acquisition by Long Harbour of a portfolio

owned by a large ground rent investor for a
reported £240 million in September 2014.
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Transactions of the above scale are unprecedented in

the residential ground rent secton

We consider

further transactional activity on t‘l\is scale to be

unlikely given the recent availabil

ty of long term

finance (60 years plus) to larger investors. However,

given current pricing levels, in the
consolidation in small to medium

likely to continue.

MARKET POLARISATION

Given the escalation of market my
recent years, the polarisation in px
investors has become more prono

portfolios in excess of £1 million,

short-term market

sized portfolios is

Itipliers over
icing between
inced. On

hree or four

particular investors tend to dominfate bidding at

similar pricing levels, beyond this
major divergence in pricing.

There is a more pronounced sprea

there is often a

l in pricing for

smaller lot sizes, or assets not deemed ‘prime’ in

terms of their attributes i.e. develo

covenant/planning uncertainties o|

collateral levels. Institutional inte

can be limited, with significant dis

being reflected. The buyer pool is |

ber
F low underlying
est on these lots
founts in pricing

kely to be made

up of smaller investors who are generally more

conservative in their bidding. We dnticipate a

continuation of this trend with a facus amongst ‘top

tier’ investors on larger ‘prime’ invéstments.
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