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A point of view

Welcome to our newly launched newsletter. Prior to 2010
we distributed a quarterly update containing articles of
interest, project updates etc. We had excellent feedback
from many of our clients who enjoyed the content and
format. The downside was that in the fast moving property
sector at that time we needed to update clients more often.
The result was our Property Bulletins, which are shorter in
nature and distributed much more frequently. They serve
their purpose, but recent feedback has been that we are in
danger of being seen as just another faceless property
company that drowns people in spam.

Virtually every property company or IFA group I have come across extols its own virtues and says it is different
to the rest of their industry. They say they always puts their clients first and build long term relationships etc. In
some cases this is true, in most it is not. Over the past 25 years I have seen numerous companies come and go
and few have stood the test of time. It is not about slogan or positioning statements in website, its about long
term relationships and performance.
Our operation is a very personalised one. We have been called a ‘Boutique firm’ because we are not mass
marketers of other people’s product and don’t employ ‘salesmen’ or ‘tele-marketers’. Our longer term clients will
know that Diana So worked with us for over twenty years and Dan Wainwright has been with us since 1997.
Clients deal with me for new opportunities, Sarah handles follow up and Denessa oversees property
management. Dan and Mike have their roles and it’s a formula that has worked for many years. As Truman
famously said ‘The buck stops here’ so I am always contactable and very much hands on. As I mentioned, it is a
personalised business where trust needs to be earned and hopefully we have done that.
From The Property Pulpit is our way of giving our clients an insight into our operation as well as providing
market news and new opportunities. Like our previous quarterly newsletters, it will not be full of ‘deals of the
century’ or other sales gimmicks. We want people to enjoy reading it and hopefully it will help them to better
understand the property markets of the UK and the USA. We always welcome feedback, positive or negative,
and I will respond to everyone who comments on the new format. It is what you would expect from a
personalised operation.
Happy reading!
Tony Davies
Managing Director
PS In May I will be back in Hong Kong, Thailand and Dubai on one of my regular monthly visits. After 25 years
in Hong Kong I am enjoying my extended sabbatical in London where the weather is certainly cooler, but I always look forward to going ‘home’ and catching up with friends and clients. If you would like to meet up for a
coffee (or a formal meeting) to discuss property investment while I am there, please let me know.
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The changing face of the UK High Street
Rising demand from consumers for health clubs, takeaway food shops and ice-cream
parlours has led to a decline in the number of clothing and fashion shops, according to
figures from PWC and the Local Data Company. The figures showed that 727 new stores
opened last year in the tobacconist, health club, jewellery, coffee shop, takeaway food and
stationery sectors. This compares with 1,357 store closures in the banking, fashion,
department stores, recruitment and mobile phone sectors.
Mike Jervis, retail specialist at PWC, said: “The research clearly highlights the changing
face of town centres — leisure and experience destinations continue to replace traditional
high street stalwarts. The insatiable appetite for fast food and coffee shops fills the void
left by banks, mobile phone and clothing shops…… Last year was relatively benign for
restructuring and insolvency in all sub-sectors of retail, so the net closures point to
structural changes in customer behaviour, more so than a consumer slowdown.”
The above comes as no surprise as fashion stores and the like migrate to the internet and
the space is taken up by restaurants, coffee shops and dental practices. Despite fears of
Brexit, the commercial property sector is ticking along nicely with typical rental yields for
High Street retail stores as follows;
Oxford St., London

2.25%

Prime shops

4%

Regional cities

4.5%

Good secondary locations such as
Truro, Leamington Spa, Colchester etc

6.00% - 6.25%

Secondary/Tertiary

10%+

NB—these will typically be close to net yields on FRI leases

Even councils are now entering the sector……
Councils went on a £1.3bn commercial property buying spree last year as they used cheap loans from an
obscure Treasury unit to help plug a growing gap in their finances. Local authorities used debt from the Public
Works Loan Board (PWLB), which offers interest rates of about 2%, to strike 76 deals, according to the
consultancy CBRE. The biggest was the £360m purchase by Spelthorne Borough Council of BP’s Surrey office
campus.
The trend has caused alarm in the private sector and parts of Westminster. Council leaders, who face the
withdrawal of government grants by 2020, say they are becoming more entrepreneurial to maintain essential
services. The PWLB does not require equity to be put into deals by councils, which profit from the spread
between the PWLB’s low rates and property yields. However, critics warn that local authorities are, in effect,
being subsidised by the Treasury to dabble in a risky asset class. Henry Stannard at the strategy consultancy
OC&C said: “This is not what the PWLB was set up for. There has to be a better way of funding local
government than these sorts of cheats.” David Hodge, leader of Surrey County Council, said it was “important
that councils have the skills to understand the market”. The Treasury said that borrowing and spending
decisions were the responsibility of “locally elected councillors, who are democratically accountable to their
electorates”.

Don’t forget the tax benefit…….
Offshore investors do not pay UK capital gains tax on disposal of commercial property. The recent changes
that affect capital gains on residential property have no impact on commercial property.

Meanwhile, across the big pond
There has been some media coverage in the last few months over the impact a Trump
presidency will have on USA real estate. Since he has a background as property developer
it has been assumed he will do nothing detrimental and the signs are that this will be the
case. Of more concern to most people are his policies on immigration, health care and
North Korea. Fortunately, irrespective of those most people will still be going about their
every day lives, shopping in the local mall, eating out etc. This is certainly not going to
change and commercial tenants will still be running their businesses and paying their rents
long after he has departed the scene (which some people hope will be sooner rather than
later).
According to a leading Chicago journal, the city’s commercial real estate market is going
strong, but its comeback isn't complete. Six years after the market hit bottom, an index of
Chicago-area commercial property values is still about 7 percent shy of its 2007 pre-crash
peak. But the price measure, tracked by Real Capital Analytics and Moody's Analytics, rose
a healthy 7.1 percent in 2016, the seventh straight annual gain for the Chicago market,
fuelled by a growing economy, low interest rates and an ample supply of debt.
High prices have allowed owners of apartment, office and other commercial buildings to
pocket big profits by selling or refinancing their properties. While rising interest rates may
cool down the market this year, Moody's doesn't expect it to get too chilly, forecasting
another 3.5 percent gain for the index this year.
A couple of big deals over the past year illustrate the upward price trend in Chicago. Earlier
this year, Chinese investor HNA Group agreed to pay almost $360 million for 181 W.
Madison St., an office tower that last sold for $302 million in October 2013. In December,
Chicago apartment landlord Bill O'Kane paid $225 million for Axis Apartments & Lofts, a
Streeterville high-rise that traded for $188 million in February 2013. But many properties
are still worth less than they were before the crash of 2008-09. In January, after going
through foreclosure, the office building at 123 N. Wacker Drive sold for $147 million, well
below its 2005 sale price of $170 million.

It is all about the net yield
Investors will often hear USA agents etc talk about triple net (NNN) leases. These are basically the equivalent of the
UK’s FRI (fully repairing and insuring) leases. They are lease agreements on properties where the tenants or lessees
agree to pay all real estate taxes, building insurance, and maintenance (the three "nets") on the properties in
addition to any normal fees that are expected under the agreement (rent, utilities, etc.). As you would expect,
properties with such tenancies are extremely popular with investors. However, if the rent is slightly higher to allow
the landlord to pay real estate taxes etc then final result may be the same. At the end of the day it all comes down to
the net yield the investor receives.

Why Manchester is the new London
Over the past twenty years London has been the focus of most
investors seeking to acquire properties in the UK. The market
there has performed extremely well and recovered relatively
quickly from the Global Financial Crisis of 2008/9. However,
Brexit and affordability have severely impacted on its appeal to
international investors.
Whilst there is an ongoing shortage of properties in London and
the medium term prospects are sound, many investors either
cannot see value in today’s prices or simply can’t afford to buy
there. One bedroom apartments starting at £300,000 plus and
net yields of 3% or less has made investors pause and wonder if
now is the time to invest there. Of course, the current weakness of Sterling makes investing in the UK attractive
now, but rightly or wrongly, many doubt London is the ideal location at this time.
As recently as twelve months ago Manchester was not on the radar for most investors. It was seen as a less
attractive alternative to London. Whilst people knew it as a big northern industrial city, many had not visited
there and felt uncomfortable about investing in a regional UK city.
Developers and agents are quick to fill a void and over the past twelve months, as demand for London has
waivered they have been heavily promoting Manchester as the ideal location to invest in. It is hard to disagree
with them. With prices of one bedroom apartments starting at under £100,000, good rental demand and net
yields of 5% plus the city has a great deal going for it. Developers are steadily pushing prices of off plan units up
to close the gap with London and this is pulling the whole market along with them. As more awareness is created
for the city, more investors will feel comfortable with it and
2.25m
invest there and the basic laws of supply and demand will kick Population of Greater Manchester
in. More demand with limited supply (there is a housing
Median price of properties sold
£162, 651
shortage there as well) will result in higher prices.
from Oct to Dec 2016
But beware of false promises! Manchester is being seen by
Capital growth in 2016
8.9%
many as primarily a rental income opportunity. Some
Average capital growth for
developers are offering artificially inflated ‘guaranteed’ rentals
7.7%
the UK in 2016
which will cause shock for many investors when the guarantee
period ends and the rents fall to market level. If you want to
pay more for a unit and the developer give you your money back in the form of an inflated rent then this is fine.
Of course, in some developments the rent should be expected to grow over the guarantee period so the drop may
be minimal. It is all down to specifics and trusting the person you are dealing with to give you sound advice and
recommend the right opportunity. Importantly, the fundamentals of the Manchester market are sound and
people can invest there with confidence.
Our MD has written a novel with all the proceeds going to charity. It is a fiction based
around a PI investing corruption in HK. So far he has handed out lots of copies to
clients and friends and has sold the grand number of ten copies on Amazon.
No, that number is not a typing error! He may need to re-think his sales strategy and
the poverty stricken families in Cambodia that the charity supports will have to wait a
little longer for the help they desperately need while he does.
You can help by buying a paper back copy at the price of £10.67.
These are some of the comments from readers (with input from the MD in brackets).
‘A cracking good read’ (yep, that’s true)
‘Yes, I really enjoyed the book. You have great talent’ (bit of flattery)
‘It is as good as the other …. you buy at airports’ (is that a compliment?)
‘Good characters and story line’ (A lot of thought went in to them)
‘Good effort, but don’t give up your day job just yet’ (some friendly advice)
And finally, ‘Will there be a sequel?’ (yes, if enough people buy this one!)

Cleveland House
Manchester

Bath.

Convenient location
6 apartments to be refurbished
Occupation - September 2017
Quality interiors
999 year leasehold
6% net rental yield
Studio - £59,500
One bedroom - £74,500

Bedroom

Eat– in
Kitchen

Lounge

St David is forming a private
syndicate which will acquire a
number of the units.
Minimum investment £30,000

Cote Brasserie,
Esher
Let to Cote
Restaurants Ltd - a
major restaurant
operator
Tenancy ends 2036
Net yield - 5.2%
Price - £2.25m

High Street
Kensington, London
Superb location
One bedroom, one
bath apartment
Long term tenant
Price - £650,000

This is not an invitation to the general public to invest in a
private syndicate. For further information on our activities
and how you can become a client please contact us.
info@stdavidgroup.com
www.stdavidgroup.com

Plus additional properties

Crown Point,
Sevenoaks
Let to Mitchells and
Butler Ltd - listed
pub operator
Tenancy ends 2035
Net yield - 4.7%
Price - £1.3m

London off plan and
newly completed apartments
Zones 1 - 6
Selected developments
with attractive discounts
Prices from £300,000
Major city - Chicago ;
Superb location - busy highway and
adjacent to major retailers
Modern building - built in 2014
Medical and food outlets – strong ongoing
demand for the product offered
100% leased and all tenants with more than 8 years
left on current tenancies - no break clauses
Low risk - fixed interest rate for 10 years and
no personal guarantees required
Guaranteed exit - 5 years with exit option after 3 years
Annual income – average of 6% plus
after all costs and USA tax
Total equity required $2m
Minimum syndicate investment level - $100,000

