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2018 was dubbed “the year of the Company Voluntary
Arrangement (CVA)”. Some of the major retailers who
successfully applied for CVAs in 2018 included New Look,
Homebase, Carpetright, House of Fraser and Mothercare.

Retail businesses are continuing to face a squeeze which boils down to several factors which
include the continued growth of online shopping, rising labour costs, increasing business rates
in relative terms against sales and profitability and a drop-in consumer spending in the “high
street” coupled with an over reached food and beverage sector.

UK stores are disappearing from high streets at a rapid pace as consumers’ changing behaviours
means they're increasingly shifting from shopping in-store to online. A record net 2481 stores
disappeared from the UK’s top 500 high streets in 2018, 40% more than when comparing to
2017. The 5833 store closures in 2018 was not enough to offset the number of stores opening of
3372, although this is a higher rate of new shop openings than in 2017.

The structural shift to online in the UK has been underway for over a decade. Looking back to
2007, online sales accounted for just 3% of the total retail sales, compared to 20% in 2019. This
has presented a significant challenge to the traditional retail model of bricks and mortar and
inevitably has caused widespread disruption throughout the sector.

An increase in the national living wage to £8.21 from April 2019 will give retailers another tough
decision to deal with and how to mitigate the increased cost while trying to make a profit adding
further strain on the retail sector. Despite increasing labour costs including rising statutory
private pension commitments from companies and employees, the UK unemployment rate
edged down to 3.9% in the three months to January 2019, its lowest level since the November
1974 - January 1975 period and slightly below market expectations of 4%. The number of
employed rose by 8,000 on the quarter while employed increased by a staggering 141,000 the
highest rate of growth since mid-2008 before the western world banking crisis signalled by the
demise of Lehman Bros on 16th September 2008.

Despite the warning of gloom from the ant-Brexit lobby, the UK stock market continues to
perform well with corporate UK creating the most favoured centre for foreign investment,

for the first time since Ernst & Young began publishing its investment index 10 years ago,
pushing the USA off the top spot in April 2019. This runs in parallel with the news that Chinese
investment in the European tech industry has quadrupled, indicating that tech has been a key
draw for those seeing the UK as an investment destination.

The UK is demonstrating its ability to compete on a global stage despite “Fortress Europe” trade
tariffs and barriers which have often been the subject of criticism by non-EU overseas investors
and traders who favour the UK as a truly international centre for business.
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Discounters continue to grow their market share in the grocery and non-food sectors; however,
they are not immune to the troubles on the high street with the “pound shop” sector looking
increasingly overstretched.

Despite ongoing movement to online, most would agree that physical and online sales
platforms can be used to help drive each other - but not always as the success of Primark ably
demonstrates (see below). Traditional retail will continue to play a vital role in the distribution
chain, although it will likely form a smaller component of the overall tenant mix on high
streets, shopping centres and retail parks.

It should be acknowledged that the UK has too much retail space, with a popular estimate

at a 25% surplus of poorly located and outdated stock that needs to go to rebalance supply v
demand. We are firmly of the opinion that this is an opportunity and that government policy
has got to change and put retail last, not first as some sort of protected dinosaur that needs
artificial respiration for its remaining days.

On the other hand, it is important to note that around 80% of all retail sales still occur in
physical stores showing bricks and mortar do have a future and is evidenced by the recent
acquisition of Whole Foods by Amazon - a reverse strategy for them. Success in the future will
therefore be based on a balanced approach to physical footprint, digital alignment and logistics
execution.

The high street has proved time and time again that it is more resilient than some will give it
credit for. But proactive intervention is still desperately needed to right the structural wrongs of
the past. As evidence to the truth of this fact the UK’s most successful fashion retailer in terms
of straight-line growth is Primark, who do not have an online sales facility, continuing to attract
customers and growth through physical sales in their stores.

'

4

Business rates on retail property are a major focus of those involved in this sector with landlords
suffering as a result of increasing rate payments eating into any rental growth that may have
been achieved. At the bottom end of the food chain, tenants are being hit by increasingly higher
occupational costs and with no respite or potential to improve their position the incidence of
draconically high property rates and taxation are adding to the failure rate in physical shopping.
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The Government in an undisguised attempt to win votes argue that they have provided a
£900 million business rates cut for small retailers and made offers to local authorities for high
street related transport and regeneration improvements with a £675 million grant. The truth
is that although independent retailers need support, it is the retail market as a whole which is
suffering from the burden of business rates and £675 million is a drop in the ocean when you
consider that a centre such as Stockport has on its own allocated some £1 billion to regenerate
its town centre, recognising the importance of such investment, the majority of which is for
non-retail improvements and facilities.

Business rates have in the past been the goose that lays the golden egg for Government in
raising revenue streams, particularly after the significant economic crisis of September 2018
when the western economy came to a halt and went into reverse and the stock market lost
some 30% of value. However, going forward it will no longer be about the Government killing
off the goose that lays the golden egg because the goose is either already dead or in intensive
care. The Government as the consultant or surgeon does not seem to be looking at the patient
but is reading yesterday’s heart and brain activity monitor statistics and failing to take account
that the patient has stopped breathing and has gone grey. Until such time as there is an
understanding that the greater the burden of taxation which stops business, the less revenue the
Government will secure and the longer it will take for town centres and retail warehouse parks
to recover and provide an effective line of competition to online retailing.

Physical shopping is not dead but retailing as an activity continues to evolve. Town centres

do not benefit by slavishly putting retail first but ensuring they have a robust and diversified
economy with a strong residential, business and community base. With that in place the
physical shops trade well as there are customers walking past the shop fronts who pop in to buy
something - simples!
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& The high street continues to bleed and outside the top 100
centres shows no sign of the patient recovering with more

surgery required. Last year we reported shopper footfall
hitting its sharpest fall, down by 7.5% as at March 2018 on a
In-Town Agency year by year basis taken from January 2014 as a benchmark.
F‘ This trend continues and by December 2018 footfall had
declined for its 13th consecutive month in a row, down by

Falling FO Otfall 2.1% in the high street year on year. By Easter 2019, footfall

recorded a further 1% drop in the high street. Further, footfall

((-’{ P 1 S . in retail parks had declined at a faster rate by 2.2% than
O O r ‘ O 1C16 S shopping centres by 2.1% over the previous 12 months.

: This depressing profile of shoppers in the high street with a lack of custom has of course fed
o 38 through into shop vacancy rates and now officially stands at 10.2% but arguably better than
A ' the vacancy rate in March 2018 at 13%. Peak vacancy rates at 14.5% achieved in 2011 have
fortunately not been repeated but we are still a long way from the low vacancy rates during the
5 years up to 2006 at 6%.

It is reported that on average, it takes 340 days to re-let a shop and if the accommodation is
greater than 10,000 sq ft, 90% have remained on the market for more than 12 months. If the
shop is less than 1000 sq ft, the letting period is a staggering 3 years. Perhaps it is not surprising
that a decade after the collapse of Woolworths, 5% of the former variety chains, 807 units, are
still vacant. Similarly, 2 years after BHS closed its doors, 50% of the 159 former premises remain
vacant.

Not only have shoppers suffered but the retail employee workforce has been decimated with an
estimated 75,000 retail jobs lost in the first quarter of 2019 alone. This is hardly surprising given
the number of shop closures referred to in our introduction including the closure of 22 of 50
Debenhams stores.
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Shop rents are overall declining or being propped up by larger capital incentives and extended
rent-free periods to buy in occupation. The trouble is that with a 10-year lease often subject

to a tenant’s only 5 year break the values and economics do not stack up. This does provide

an opportunity for innovators, entrepreneurs and canny established retailers but the problem
associated with very high business rates liability simply deters such activity. Shops are being let
at a £1 just to cover the payment of the rates liability. In these circumstances, government has
effectively compulsorily acquired the income streams from these properties without having to
pay any compensation.

In most of the secondary centres rental levels remain 20% below the 2006 peaks. On the
positive side the major conurbations are ahead of 2006 benchmark levels an in Manchester and
London with vacancy rates in the city centres at historically low levels there is no evidence of
the general problems being associated with the rest of the retail sector.

The total number of chain store closures exceeds 1,000 units since January 2019, four retailers
and restaurant groups have initiated CVAs, with at least five more in talks to do so putting 2019

on track to be a record year for this ‘asset management’ arrangement. CVAs are highly criticised

by many and it will be interesting to see how long landlords are prepared to vote through CVA
proposals especially as so few of those retailers who do initiate this arrangement survive for
much more than a further two years.

On 11th April 2019 Primark opened their 187th and largest store in the world in Birmingham
in the former Pavilions shopping centre, comprising 160,100 sq ft of retail space on 5 floors
including a Disney-themed café. There were queues snaking around central Birmingham by
customers wanting to shop with 5,000 visiting the store in its first few hours of trading. A week
later Primark opened the largest store in central Milton Keynes for 25 years in the former BHS
at Silbury Arcade comprising a mere 75,000 sq ft of sales! Primark are also looking to open new
stores in Hastings, Bluewater and Belfast as well as expanding in Europe in Bordeaux, Brussels,
Germany and The Netherlands.

The critical issue is demand versus supply with retailers focussing on the top 100 centres

and an estimate that there is 25% too much retail space within UK high streets as a whole.
Consequently, many new town centre shopping centres have been shelved or placed on hold as
not only is viability looking thin or non-existent, but crucially there are simply not the retailers
to occupy the accommodation promoted.
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The decision by Hammerson and Standard Life to delay the redevelopment of Brent Cross
Shopping Centre was a combination of weak occupier demand and significant changes in the
cost profile of the emerging scheme and significant yield shifts in an upward direction for this
type of product. The result is negative viability on both a profit on cost basis and internal rate of
return over 15-20 years.

Ll

Although it is predicted that 4.5 million sq ft is new shopping centre space will be opened by
2022, we doubt this will be achieved. It is estimated that 60% of all new retail scheme proposals
have been pushed back for 2 or 3 years but we regard this as optimistic and some may disappear
for good. It will be interesting to see if the massive redevelopment of Westfield Croydon
comprising just under 1.8 million sq ft will see the light of day in it proposed format. If it does
take place, there will be a far greater inclusion of office and residential uses and consequent
reduction in the retail offer.

Those schemes which are being promoted tend to rely heavily on other uses with the term
‘mixed use development’ now generally applied to many retail development opportunities with
several levels of residential above propping up the commercial side of the equation. Leisure
uses produce relatively low rental values and the darlings of the market, restaurant and food
outlets, have moved into negative territory since the middle of 2016 with the problems coming
home to roost at the beginning of last year.

Even the King of high street shopping, Oxford Street, is looking shaky. Just 3 years ago it had a
zero-vacancy rate but last year, only 3 notable letting deals took place and some 20 shops were
let on short term leases, most of them to gift/tourist shops. Rental values have fallen from their
high of £1000 psf ITZA and are now somewhere between £900 to £950 psf ITZA depending

on who's side you take. Investors who paid sub 3% yields for Oxford Street investments just a
few years ago are not so sure about the potential returns in the near future. Cross Rail should
have come into play just at the time it was needed but at the moment, the burden for tenants
in Oxford Street are inflated rents and eye watering business rates which create unsustainable
occupational costs.
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The outlook for the high street remains negative. The hope for the future is that Government
policy changes to ensure that protection afforded to shops is restricted to the core to allow for
redevelopment to produce other uses which create the activity and local economic conditions
that retail relies upon.

Government's Permitted Development rights are a shame and do nothing to support the
regeneration of the high street. Most professionals do not understand how the government takes
this policy as being the saviour of the high street and at best regard it as a makeshift policy to
allow the government to move onto other things claiming it has sorted out the high street. In
many respects, this policy reflects how weak and poorly thought through government policy is
in respect of town centre crises.

Town centres where there is new investment and development in uses of residential, offices,
business, public sector, employment, services, social services, community, leisure and active
space will be the winners. Shoppers no longer wish to visit town centres which are open
between 9am and 5pm just for shopping, it is much easier to go online or to the local out of

Bl '4':‘;"
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centre facility where the car can be parked free of charge and a half hour queue to get into the
centre is avoided. Government policy must therefore put other uses first and retail last with
significant redevelopment in central areas for these other uses an absolute requirement if the
retail sector is to survive and thrive in the future.

g

If people live and work in the town centre or visit it for community, health and social reasons
and pass by shops, it is much easier for them to pop in and buy something than it is to work
through the internet filling in forms and making sure they buy the right size of clothes which
they don’t have to spend time returning. Make shopping easy in town centres because people
are there and the town centre will be the winner. Continue to isolate it and protect large
amounts of space which are no longer relevant or fit for purpose and town centres will continue
to decline.

A concerted and focussed evolution for town centres is required but until such time as local
authorities understand that direct investment is necessary and Government together with local
planning authorities change significantly the policies necessary to create these circumstances, it
is unlikely that the private sector on its own can re-establish town centres where there is dogma
against change.

Create greater flexibility in a market-based approach and the private sector will have the funds,
the initiative and the inspiration to create the environment which produces viable shopping in
its physical form. Otherwise white van driver will continue to grow as a population class and

our roads and environment will suffer accordingly. Time is running out.
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Summary of Market Activity Q2 2018 - Q1 2019
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As for the high street, the major news articles focussed on
the failure of specific retailers who had been a feature of the
retail warehouse market for many years. Toys R Us ceased
trading on 24 April this year with other retailers struggling
to demonstrate a profitable involvement in the market being
Carpetright, Bunnings, Mothercare, Office Outlet, Fashion
Republic and Topps Tiles.

Administration casualties including American Golf, Gardman Group, Wine Direct, Oddbins and
Wine Cellars together with several others has put as much as 4 million sq ft of retail warehouse
space either at risk or total closure. Carpetright are seeking to close 92 stores as part of its CVA
which when added to the empty accommodation from Toys R Us will together see the vacancy

of' 1 million sq ft of retail warehouse accommodation.

Unlike the high street, where new entrants either from the multiple retailer source or
independents do come forward, the retail warehouse sector has historically been slow in
finding retailers prepared to have a go. However, on the success side are Tapi Carpets who
are a reincarnation of Carpetright being led by Martin Harris whose family sold out of
Carpetright in 2014.

The press love a scandal and at precisely the wrong moment the main news from under
pressure B&Q, was the level of the total pay package of the Chief Executive, Veronique Laury
whose salary jumped to £1.8 million despite a fall in pre-tax profits to £322 million, a decline of
over 52%. The two year transformation exercise that Ms Laury was tasked to oversee does not
appear to have resulted in the outcomes hoped for.

The DIY sector generally remains under pressure with very few store openings with demand
reflected by very few new units but B&Q did complete to take a new store at St Albans and their
subsidiary Screwfix have committed to take another eight stores following on from improving
turnover up by 4% year on year.
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B&M Bargains continues to ride the discount crest of'a wave with profits before tax up 8.7% on
the back of an increase in sales up 17.1% to £3.49 billion having opened 44 new stores during
2018 and the first quarter of 2019 and expanded to France with the acquisition of Babou. Even
with this most successful outturn of B&M enjoying growth of 8.7% and unusually like-for-like
revenue growth of 0.7%, they have reported weak performance of homeware in the second and
third quarters which encouraged them to revamp this element of their business.

The key here is that successful businesses identify early where the issues are and act on
them. Those retailers who sit back and wait find out that not only are the problems coming
forward, but they have damaged the business of the company because action was not taken
quick enough. Such is the confidence of B&M that they are planning another 50 stores in the
UK during their current financial year ending 30 March 2020. In a market of relative darkness
B&M are a beacon of light.

Not surprisingly rental levels are under pressure with few examples of growth over the past five
years and in many cases landlords regard themselves as successful if the rents have remained at
the same level as they were in 2012/2013.

There is no one size that fits all and given the very many varieties of retail warehouse
operations there are in the UK, it is difficult to generalise. However, even shopping parks
which have seen unparalleled growth, both in terms of space (where planning permission can
be secured), rental levels and yield compression has come to a halt. Some of the rents achieved
at the highest point of the market are now looking distinctly unsustainable particularly for the
larger fashion-based stores.

Most landlords are focussing on maintaining full occupation and income streams and in today’s
difficult physical retail market, this is often the best that can be hoped for. We do not anticipate
any return to rental growth going forwards in the foreseeable future and where rental levels are
increasing in most cases it will represent historic lower passing rental levels.
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Premiums, capital incentives and extended rent free periods are the norm and sometimes these
arrangements can hide the true market rental levels that exists in many schemes. There is now
evidence coming forward of landlords accepting rents at lower levels than they were prepared
to consider 2 or 3 years ago, simply to keep the space occupied.

Part of this attitude is encouraged by the heavy penalties all landlords face with empty rates
and of course occupiers who cannot trade effectively from a property similarly face the burden
of rates which are based on rental levels set at much more buoyant times in the retail property
market.

The retail warehouse investment market is quiet with the suggestion that a number of prime
centres have been placed on the market but subsequently withdrawn when expected levels of
offer did not arise but crystallised higher yields being sought by purchasers. Some investors
have seen value and taken advantage with M&G one of the most active players in the market.

As for shopping centres, the phrase ‘Super Prime’ has emerged when applied to the best of the
best, as is always the case in difficult markets, investors draw strength from the strongest assets
to provide security of income and prop-up property portfolio balance sheets.

One sector of the market which has been exposed is the unit trust sector where retail investors
have sought redemption but often the investment manager has insufficient time to market the
properties and secure purchasers with result that the redemptions are cancelled, delayed or put
up in the air. This hardly gives the property investment sector a secure profile and encourages
the view the property cannot perform. This is unfortunate as it demonstrates the lack of
understanding of property as an investment class with an inherent lack of flexibility which in
the past has been offset by secure long dated income streams.

With UK property market dominated by shorter leases, often including break clauses, the high
incidents of CVA’'s and the general failure of retail businesses, many of the advantage that did
offset the illiquid nature of this asset class have been lost. On the other hand, land is no longer
being made and with increasing restrictive planning policies and taxation which tends to deter
new development, commercial property does provide an area of investment which has a limited
supply. Once the surplus retail space it taken up for other development, at that point pricing of
retail investment stock will become interesting once more.
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Summary of Market Activity Q2 2018 - Q1 2019
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Stability appears to be back in this sector of the retail property
market, but this does not mean there is any less excitement.
For the first time for the past 3 years there has been a net
addition of food supermarkets with Asda adding 8 and
Sainsbury 5 during the past 12 months. The net increase of
large stores is 16, where as in the previous 3 years, the big
four saw net reductions. This is in addition to growth in the
convenience local store sector.

The relentless march of the discounters primarily Aldi and Lidl continues apace and simply
carries on from where we were last year as they continue to gain market share.

The good news is that the large store mainline supermarket sector has stabilised as we advised
was the trend emerging at the end of last year. Most grocery supermarket operators are either
stable in respect of their market share or experiencing some growth but with the notable
exception of Sainsbury’s who were negative at a change of -1.2% on the 12 weeks to 21 April
2019. Lidl's market share now stands at 5.7%, up by 8.6% from last year and Aldi have seen
even stronger market share growth of 11.6% to 7.9% of total market share.

Tesco, often maligned for their blandness, remain the strongest operator in the market with
a market share of 27.3% and were able to grow it by 1% last year. But this growth has come
primarily from the opening of the small convenience stores which has been a lifeline for the
major operators including Sainsbury’s and Waitrose.

[
3

Lidl and Aldi, recognising their strength in the market, have for, a number of years, attempted
to secure as many freeholds as possible to minimise their risk and exposure to increasing rents
as a result of their own activity in the marketplace. For the first time this year we saw rental
rates in this sector stabilise and arguably at the top end have fallen as our rental schedule
shows.

In nearly all categories of supermarket property, the top end rental rates have fallen but
perhaps the biggest problems arise with the large format stores in small towns where there
is simply limited or no market evidence to identify where market rents truly stand. London
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conurbation small format stores in the region of 20,000 - 35,000 sq ft have fared best in the
sector but there has been a fall in the top end level of rent for large format stores in the London
conurbation even where there is limited competition.

The big news during the year was the proposal for Sainsbury’s and Asda to merge but

following its referral to the Competition Commission has just been rejected as we go to press.
The Competition Commission found that the merger would reduce competition providing

an increase in prices. We find that surprising given that there is growing competition at a
significant pace from the discount traders of Lidl and Aldi and that such a merger will simply
give Sainsbury’s and Asda the opportunity to focus on their strengths and provide effective
competition to Tesco at the top end as even on the current statistics, the two of them combined
will have a market share of 30.6% compared to Tesco’s 27.3%. This level of market share would
fall as in all mergers, as duplication and other factors play a part in hitting the market share
initially whilst the focus is on improving the quality of the trading offer and the profitability of
the operation.

Sainsbury’s purchased Argos to benefit from its highly rated computerised sales and distribution
computer system which was generally regarded by the market as being at the cutting edge and
an efficient process which marked the way forwards for many retailers. Unfortunately, the £1.4
billion purchase in 2016 combined with the purchase of Habitat, has shown a steady decline
from its initial hopeful start when it added to Sainsbury’s group sales by nearly 12.7% in its

first year of trading. The key problem with Argos is that it has lost its customer base with the
percentage of consumers prepared to shop at Argos down from 31.4% in June 2017 to 24.4% in
January 2019. This follows through into usage by customers of Argos at 18.2% in June 2017 but
having fallen to 12.7% in January 2019.

Waitrose, the high quality and much sought after brand in this sector has provided a very
useful facility for its parent John Lewis as a distribution network to John Lewis customers.
Not surprisingly Waitrose operating profits grew by a significant 18.1% over the previous year
although like-for-like sales were only up 1.3% in this financial year ending March 2019. This
contrasts starkly with John Lewis where like-for-like sales fell by 1.4% over the same time.
Fortunately, overall Partnership revenue has increased by 3% thanks to the Waitrose position.
Unfortunately, this did not detract from the shock news of staff bonuses being slashed to just
3%, the lowest bonus paid since the mid-1950s. The JLP board argued that with an actual fall in
operating profits of 37.7% and a 55% year on year crash in operating profits, drastic action had
to be taken to deal with the impact on cash flow and consequently the Partners lost out on a
bonus payment to underpin this issue.
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That said, Waitrose remains a benchmark for quality food shopping as does their parent company
in terms of its profile within the general retail market and when it is considered how the problems
have affected Debenhams, House of Fraser, BHS and other mainline large store operators, John
Lewis’s profile and trading performance in the toughest ever retailing market with growing
competition from online retailing has been a stabilising influence in the market as a whole.

On the plus side, discount supermarket chain Aldi reported nearly £1 billion of sales during
December alongside a record week of Christmas 2018 trading. Aldi opened more than 65 new
stores in 2018 and now has 827 supermarkets trading in the UK in its portfolio.

To follow the trend of the majors moving into the convenient convenience store sector, Aldi
opened the first of its convenience stores which is about half the size of a normal Aldi store with
300 fewer products. They are purely ‘walk past’ shops with no car parks and no bulky items
with the first store opening in Balham, London and another store opening following shortly
afterwards in Camden, so areas of high footfall and a younger customer profile. We suspect that
the discounters will have as big an impact on the convenient convenience side of life as they
have had on the mainline food superstore sector.
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Summary of Market Activity Q2 2018 - Q1 2019

QUARTERZ(pril-Jsng 2016 QUARTER3 Quly-Sepremben 201




@ 38 Superstores and Supermarkets

Superstores and Supermarkets 39 @

Supermarket share
£millions % £millions % % Change
Total Grocers
Tesco
Sainsbury’s
Asda
Morrisons
Aldi
Co-operative
Lidl
Waitrose
Iceland
Ocado
Other Multiples
Symbols &
Independants
Source: Kantar Worldpanel April 2019
Supermarket Rental Value
Town Type Store Type Rental Range
2013 2014 2015 2016 2017 2018 2019

Supermarket Yield Profile - Limited change but fundamentals are different

Description Store Type Equivalent Yeild
2014 2015 2016 2017 2018 2019
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Finally the truth on the shopping centre investment market
has come to light where the clear reduction in activity in
transactions with a lack of demand for the product has
encouraged owners of shopping centres and their valuers to
come clean as to where this sector stands in terms of value.

The big notice of this issue came forward with the Intu and Hammerson revaluation in the first
quarter of 2019 with Intu writing down the value of its portfolio by £1.4 billion and Hammerson
experiencing a 10.7% reduction in value of its large shopping centre asset base.

Hammerson really have had a bad time of it in a year which it saw it abandon its planned £3.4
billion buyout of its smaller rival Intu. Its profits have fallen by 2.4% to £240.3 million. This has
prompted Hammerson to sell off some £900 million of properties, far exceeding its original £500
million target for 2019 and with a reported average yield of 7% for those properties it sold in
2018 at a total value of £570 million.

The question those at Hammerson and their shareholders may well be asking is if they should
have rejected the revised offer from Klépierre last year as the £5 billion takeover would

have given shareholders a significant dividend return which is unlikely to be achieved in the
foreseeable future.

Whether valuers have been persuaded in the past from reducing market values for shopping
centre investments or there was simply insufficient sales and evidence to encourage the
appropriate mark down in valuations of this asset class is open to debate. Regardless of the
reason, the cat is now out of the bag and those valuing shopping centres will be only too
aware that not only is the market thin, but there is no hiding place for values which cannot be
supported by the general economics of this property sector.

As research demonstrates, shopping centre investment transactions have plummeted by 90%
in the first quarter of this year compared with the same quarter in 2018 and has been the worst
Q1 for deal activity on record. In total only £37 million has been spent on shopping centre
acquisitions in the first quarter of 2019 in stark contrast to £466 million recorded at the same
time last year.
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It could be argued by those wishing to put a positive slant that there is some £750 million of
assets at various stages of the sales process which could help bring shopping centre investment
level activity back on track to Q2 last year but the question will be if those transactions do
progress, has there been any agreed change in the acquisition price to massage the sale through
to a completion. We suspect that the well-known tool of the purchaser to chip the price at the
last moment is being well used on this occasion.

The investment market is looking for secure income, not necessarily growth but where the
investor can rely on the income being maintained with few voids and limited asset management
activity necessary to keep income streams ticking over.

We are of the opinion that true market values are reflected by an increase in yields of up to

200 basis points and for poorer centres, considerably greater increases in yield levels apply.
What has widened is the yield gap between prime and secondary where compression has been
replaced by significant expansion. The return of 'Super Prime' was announced a few years ago
but now it simply denotes a centre which shows some stability and popularity whilst the rest of
the market goes into freefall.

Once the market has found its level, no doubt transactions will take place, especially with
those who are distressed sellers and are seeking to either repay capital or maintain their
interest payments. This is a pressure on not only the traditional small property company but
also the major quoted public companies as demonstrated by Intu and Hammerson. No doubt
Land Securities in contrast is feeling quite pleased with itself having moved out of many of its
retail assets a number of years ago and focussing more on City of London offices and certain
areas of leisure.

The long term impact will be on new development as many shopping centre or mixed use town
centre schemes which were being brought forward will now struggle to demonstrate viability
even where there is an emphasis on residential and other uses. The problems come with
increasing costs of construction and general rising costs in development activity, coupled with
uncertainty as to the ability to let accommodation and for the developer/investors to be left
with a relatively high level of voids. Until such time as the last 20% of space is let and income
producing, a developer/investor makes no profit. In short an 80% successful scheme is not
success at all and even at 100% letting with an increase in yields, it is unlikely that a return can
be demonstrated other than through an internal rate of return analysis making assumptions of
growth in the future which cannot be tested today.
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Investment in high street shops follows the same pattern as shopping centres with a restrained
market, the first quarter of 2019 seeing a total of approximately £800 million of transactions,
9.6% down on the same quarter last year and 30% below the long run quarterly average.
However, the devil is in the detail and outside of London the position is significantly worse with
the quarterly average being 65% below the norm whereas in Central London it is 21% up on

its long term average. As they say location is everything and in this difficult market, location
location location comes very strongly to the fore.

Even so, Central London retail has seen investment yields slip by between 25-50 basis points
and the 1.75% to 2% yield often quoted for Bond Street is likely to be either in the minds of the
investment surveyor as an aspiration or in those who currently hold such investments as what
they might have got had they sold earlier.

The RICS warning to valuers at the beginning of 2019 to be aware of ‘the potential for significant
changes in value’ in the retail property market were welcome but probably 12 months late.

The RICS 'Red Book' has made it clear for over a decade that past transactions undertaken in
different market conditions cannot be applied automatically as evidence where the conditions
change. As the circumstance and facts change, so should the valuer’s opinion and this should
have as much to do with sentiment as transactions. With a dearth of investments taking place,

it should be a clear indication that not all is well. A lack of evidence might not identify what the
market sees as value, but it does indicate that there is much more limited value in the market.

In December 2018, the Nicholson’s centre in Maidenhead went into receivership. There

were perhaps exceptional circumstances as to why this happened, but it is a clear sign that

the shopping centre investment market is under pressure. However, as we have stated, local
authorities are taking advantage of sort marketing conditions by filling their boots with soft
shopping centre investment prices. It was also interesting to note that the Nicholson’s shopping
centre was taken out of receivership by Areli Real Estate at about £25 million in stiff competitor
bidding. Apparently, they see the opportunity for a mixed-use development/refurbishment as
values for other uses rather than retail coming to the fore.

As another sign of distress in the shopping centre investment market, Lone Star failed to sell a
number of assets in its Tiger shopping centre portfolio and although it sold two, it has handed
back the keys to the Australian Lender BAWAG for Eastgate Shopping Centre in Gloucester,
Mercury Mall in Romford, Howgate in Falkirk, Trinity Centre in Aberdeen and the Marlands
Shopping Centre in Southampton.
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In property mythology, it is the sale of Kirkcaldy shopping centre mall put up for sale at auction
with a £1 reserve but sold for £310,000 with biddings starting at £10.00. The centre developed

in the early 80’s has 14 of its 21 stores in the 81,000sq ft mall empty and it is worth noting that
when the shopping centre was sold in 2003, it achieved £10.3 million, a cool £10 million fall in
value over 15 years.

Much has been said about the uncertainty coming from Brexit but given investment transaction
activity is strong in industrial property, particularly logistics, and in Central London offices with
significant influence and activity by overseas buyers means it is difficult to justify the Brexit issue
as an excuse for the poor performance of retail investment trading and values. The problems arise
from issues relating to the occupational side of the sector as described elsewhere in this report as
an investment market is only as strong as its occupational profile will allow it to be.

As we reported last year, there has been a significant increase in activity by local authorities
purchasing their own town centres. This has been the result of cheap borrowing available to local
authorities from central Government at an average cost in the region of 2.5% although the true
level of interest is not clear. Recent activity by local authorities include acquisitions of shopping
centres in Canterbury, Camberley, Stockport, Cramlington, Woking, Banbury, Shrewsbury,
Farnham, Bootle and St Helens. A complete geographical mix with the key being the opportunity
that local authorities feel they may have in upgrading their town centres with the shopping centre
being part of their overall strategy.

3 years ago, we reported the sudden return to investment property purchases by local authorities.
In 2017, local authorities broke a record by spending £1.8 billion on property investment. In 2018,
this reached £1.9 billion and already some £1.2 billion has been committed by local authorities and
the purchase of property investment in the 1st quarter of this year. This appears to be a trend set
to continue.

In some respect it probably doesn’t matter where the investment comes from as long as it is there
and whilst there is a void in the market and investment yields are seen as soft, this could well be a
good time for local authorities to invest in a sector which has usually been closed to them as being
too expensive and showing few returns. Soft pricing and the ability to enhance value through asset
management and redevelopment the existing centre has the benefit of growing value as well as
improving the profile and fabric of the town centre thereby increasing revenues to Government
through business rates and the tax take that such economic development can create. For those
local authorities who are prepared to take the plunge, their involvement is welcomed but they
must ensure that what they are doing is balanced and the position is understood as to what the
reality is of the current marketplace against their aspirations and how the market can fit in to their
objectives generally.
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Key Retail Investment Transactions

Shopping Centre Investment Transactions
1st April 2018 - 31st March 2019
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Retail Warehouse Investment Transactions
1st April 2018 - 31st March 2019

Pavilion Retail Park, Brighton

Price: £32m / 5.5%

Purchaser: CCLA Investment Management
Vendor: Aviva Investors Global Services Ltd
Transaction: Freehold Date: April 2018

Heeley Retail Park, Sheffield
Price: £17.1m / 7.15%
Purchaser: Mayfair Capital
Vendor: Diageo
Transaction: Freehold Date: April 2018
Colne Valley Retail Park, Watford

Price: £52.5m / 5.4%

Purchaser: LaSalle Investment Management
Vendor: First Alliance Properties

Transaction: Freehold Date: April 2018

Slough Retail Park, Slough
Price: £63m / Undisclosed %
Purchaser: Orchard Street
Vendor: Benson Elliot
Transaction: Freehold Date: May 2018
Fort Kinnaird (50% stake), Edinburgh
Price: £167.3m / Undisclosed %

Purchaser: M&G Real Estate
Vendor: The Crown Estate
Transaction: Freehold Date: June 2018
Caledonian Retail Park, Wishaw

Price: £21.15m / 8.4%
Purchaser: Leftfield Properties
Vendor: DTZ Investors
Transaction: Freehold Date: June 2018
Hollywood Retail & Leisure Park, Barrow-in-Furness
Price: £15.3m / 8.7%
Purchaser: NewRiver REIT
Vendor: Institutional investor
Transaction: Freehold Date: July 2018

Imperial Retail Park, Bristol and Fife Central Retail Park,
Kirkcaldy

Price: £164m / 7%
Purchaser: Capreon
Vendor: Hammerson
Transaction: Freehold Date: July 2018
Octagon Retail Park, Stoke-On-Trent

Price: £28m / 8.3%

Purchaser: Clearbell Capital

Vendor: First Alliance Properties

Transaction: Freehold Date: July 2018

Gallagher Retail Park, Wednesbury
Price: £175m / 5.2%

Purchaser: South Korean investment group
Vendor: Quadrant Estates
Transaction: Freehold Date: July 2018
Launceston Retail Park, Launceston

Price: £21.9m / 5.6%

Purchaser: Launceston Town Council

Vendor: LondonMetric Property PLC

Transaction: Freehold Date: September 2018

Ilford Retail Park, London

Price: £17.65m / 2.4%

Purchaser: Montreaux

Vendor: LaSalle Investment Management
Transaction: Freehold Date: October 2018

Retail Investment

Waterglade Retail Park, Clacton-on-Sea

Price: £11.3m / 9.25%

Purchaser: U + I Group PLC

Vendor: Square Metre Asset Management
Transaction: Freehold Date: October 2018

Darlington North Retail Park

Price: £9.9m / 6.20%

Purchaser: Private wealth fund

Vendor: British Steel Pension Fund.

Transaction: Freehold Date: October 2018

Martlesham Heath, Ipswich

Price: £22m / 5.2%

Purchaser: Unnamed

Vendor: LondonMetric Property

Transaction: Freehold Date: November 2018

Colonnades Retail and Leisure Park, Croydon
Price: £53m / 5.25%
Purchaser: Croydon Council
Vendor: DPK East
Transaction: Freehold Date: November 2018
Jubilee Close retail park, Weymouth

Price: £10.8m / 6.97%

Purchaser: Custodian REIT PLC

Vendor: Aberdeen
Transaction: Freehold Date: December 2018
Beck Retail Park, Wakefield

Price: £37.5m / 5.6%

Purchaser: Palmer Capital

Vendor: Palmer Capital Partners Limited
Transaction: Long Leasehold Date: January 2019

Westside Shopping, Guiseley
Price: £38m / 6.75%
Purchaser: Ashby Capital LLP
Vendor: British Land
Transaction: Freehold Date: February 2019

Mount Street Retail Park in Wrexham, and Saltney Retail
Park in Chester

Price: £12.3m / 7.6%
Purchaser: M7 Real Estate
Vendor: NewRiver REIT
Transaction: Freehold Date: February 2019
Congleton Retail Park, Middlesbrough

Price: £15m / 6.46%

Purchaser: Middlesbrough Council’s Teesside Pension Fund
Vendor: Lothbury Investment Management

Transaction: Freehold Date: April 2019
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Prime Retail Warehouse Yields - Excluding Greater London

% Apr 2006

Shopping Parks 4.25 - 4.75

Open Al

Retail Parks 2SS
Bulky Goods 5.00 - 5.75
Retail Parks ' A
Solus Stores 4.75-5.25

Apr 2007 Apr 2008

4.75-5.00 5.00-5.25

5.5 = 550 15245 = 5.7/5

5.75-6.25 5.75-6.75

6.00 +

6.00 +

Apr 2009

6.75 - 7.00

7.00 - 7.50

9.00

8.75

Apr 2010

6.00

5.00-5.50 5.25-6.00 5.50-6.50

5.75-6.25 5.75-6.50 6.00-7.00

Apr 2011

5.00-5.25 5.25-5.50

6.00-7.00 6.50 +

Apr 2012

6.25 +

Shop Property Yields - Excluding Greater London

9% Apr 2006

Prime High 3.75 - 4.25
Street : :
Secondary

High Street =57
Prime Shopping 4.00 - 5.00
Centre : :
Secondary 5.00 - 6.00

Shopping Centre

Apr 2007

4.75-5.50

6.00 - 7.00

5.00 - 6.00

6.00 - 7.50

Apr 2008

5.00 -

6.50 -

5.50 -

6.25 -

7/

9.00

6.50

8.00

Apr 2009

5.25-6.00

8.00 +

7.00

9.00 +

Apr 2010

4.75

9.00 +

6.00

9.00 +

Apr 2011

4.50

8.00 +

5.50-6.50 5.50-6.50

8.00 +

Apr 2012

4.50

8.00 +

8.00 +

Apr 2013

5.50 - 5.75

6.00 - 6.50

6.75-8.50

6.50 - 7.00

Apr 2013

4.50

9.00 +

5.25-6.25

8.5 +

Apr 2014

5.25-5.75

5.75 - 6.25

6.00 - 8.00

6.00 - 7.00

Apr 2014

4.25+

8.00 +

5.25-6.00

7.5 +

Apr 2015

4.25+

5.25+

B.7BF

6.00 +

Apr 2015

4.25+

7.00 +

4.25+

6.5 +

Apr 2016

4.00

4.50

5.50

5.50

Apr 2016

4.00

6.50

4.25

5.50
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Apr 2017 Apr 2018
5.00 4.75

5.50 8,75

6.50 + 6.00 - 7.50
6.50 + 5.00 - 7.00
Apr 2017  Apr 2018

5.00-5.50 4.00-5.00

7.00 + 7.00 +
5.00 4.50-5.50
7.50 + 9.00 +

Apr 2019

5.50

6.75

7.50- 9.00

6.00 - 10.00

Apr 2019

5.00- 5.50

10.00 +

5.50- 6.50

10.00 +
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The trend we identified last year was for the continued
growth of drive-thru facilities, both restaurants and coffee
shops contrasted with the continuing squeeze of mainline
traditional restaurant operators having to cope with changing
consumer habits and arguably a reduction in disposable
income. 2018/19 has demonstrated this as the standard
profile for this market. There is some 500,000 sq ft of vacant
space in the restaurant sector, the demand/supply equation
is unbalanced with landlords having to nurse their property
through difficult times often with voids they cannot fill.

For some 25 years we have watched with interest as leisure and retail schemes have come
forward allocating significant numbers of units to restaurant uses. For the uninitiated and/
or naive his has always been an optimistic approach. Even with the large chains’ reliance on
demographic and trading potential usually means that only one or two of their several fascias
are right for a particular location.

It is not all doom and gloom and as ever it is about context, in 2018 whilst 684 restaurants
closed, 551 new restaurants have opened. The change is that the restaurant sector has appeared
to have learnt its lesson and is now bidding at rents that are sustainable and not inflated by egos
or a race to be biggest. Over bidding is now a feature of the past and under bidding is perhaps
reaping its rewards for those able to take advantage. Watch out for names that have been around
for little while but have been quiet, this is now the time where you may hear more from them.
Examples include Five Guys, Tortilla, Dishoom, Benihana and Honest Burgers.

The leisure and leisure/retail parks developed over this timescale, have changed the landscape
promoting critical mass coupled with choice, railing against a timid approach towards the
number of fascias in a scheme and often with justification as it has become a destination facility
in its own right, anchored by a number of leisure facilities such as the cinema, gym, 10 pin
bowling and a wide range of clubs, bars and ancillary leisure. The best of these will continue to
trade effectively but in the secondary market and town centres where leisure and restaurants
are more dispersed and diversified, the overprovision of space is a problem which will be
difficult to counter.

Where the sector has shown resilience is in the provision which suits the occupiers in serving
mass market customer’s needs. This has primarily been through the fast food and coffee chain
operators of McDonald’s and KFC, Costa, Roma and Starbucks as well as the more oftfbeat food
operators such as Greggs and Krispy Kreme. We see this trend continuing but as soon as new
occupations are taken by these retailers, so a number of retailers will vacate space and tip the
supply balance further in favour of the tenant.

City centres are set to do well as a diverse population and customer base is happy to spend

its money on fast food whether it be by visits to restaurants or delivery by the new specialist
retail logistics operations which have become a feature of the market over the past three years.
Perhaps this is why Taco Bell, the Mexican fast food chain, is planning to return to London

for the first time since the 90s which gives an indication that in certain quarters there is some
confidence that the market has somewhere to go.
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But it is not all good news as at the other end of the spectrum Patisserie Valerie has struggled
as an operation and is closing some 70 stores whilst the administrators seek a buyer for its
business. The mainstay facias of Frankie and Bennies have placed a number of non-core
nonperforming stores on the market for sale.

Conversely it has been stated that one third of vacant high street bank premises are to be
converted to restaurants, cafes and takeaway units and 38% of all high street banks that have
vacated in the past five years have seen plans lodged for change of use away from A2 to A3 and
A4 premises.

It is entirely locational specific but restaurants are not dead, they simply are doing different
things in different places and are a dynamic market taking advantage of opportunities where
they can but unfortunately producing significant failures in certain areas.

The cinema sector has been licking its wounds over the last 18 months. New large multiplex
cinemas are few and far between, part of this is because the coverage is now extensive with
few gaps in coverage. Economics of a new cinema do legislate against their viability for new
schemes with rental levels falling and operators seeking higher incentives, typically at rental
levels in the region of £12.50 psf and capital incentives between £1.5 million and £3 million
although above average facilities fare better.

In vogue are the VIP cinemas such as Everyman, Electric, VIP, Curzon Soho and the new group
Tivoli which opened its first VIP luxury cinema in Bath in the Southgate Centre at the end of
last year.

Premium armchair seats with at seat service for food and drink (not during the film) and private
viewing cinemas for small groups together with more extensive and exotic food offers are the
main themes turning the standard foyer into a front room of' a mansion house. These smaller
screen cinemas often look for redundant retail and restaurant premises where rental values do
not have to support new build but conversion, provided the ceiling height is enough to take the
raking of the auditorium seats and a sufficient size screen.

The future is not only vision but sound, smell and moving effects come to the customer as they
sit with their eyes glued to the screen and can experience first-hand the atmosphere of a real-
life situation apparently taking place around them. Technology has always driven the film and
theatre industry and it appears that together with comfort and service, this will continue to be
the theme. Interestingly Switzerland has seen its first luxury cinema open with beds rather
than armchairs and sofas. We thought the purpose of going to a cinema was to watch a film
rather than fall asleep although perhaps with age the latter is likely to be more accommodating.
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Of the rest in terms of leisure, gym groups keep expanding and new formats continually find
their way into the marketplace.

One of the most successful operators is The Gym Group who is looking to expand their portfolio
by about 20 new sites this year having opened 30 last year. They are also the gym operator in
the newly opened Tottenham Hotspur stadium and will be the operator for the basement gym
in the Northern Shell Building at Monument in Central London. They are one of the operators
happy to take advantage of the demise of the retail and restaurant sector being adaptable to
the accommodation they will take and keen to save costs by doing deals at rock bottom prices,
taking advantage of landlords’ keenness to keep premises occupied and empty rates at bay.
The UK health and fitness industry is healthier than it has been for some time and with more
members with a greater market value than has been seen before. Total UK membership of
gyms has now broken the 10 million mark and the industry is now worth more than £5 billion
for the first time.

The number of fitness centres over the past 12 months has increased by some 2.9% with a
number of fitness centres up from 7,038 to 7,239. This means that the UK penetration rate has
passed 15% for the first time and although the number of new openings has peaked at 215 down
from 275 in 2018, the trend is still a strong one.

The hotel sector continues to expand with an ever growing requirement for beds in many
centres against the background of poor quality accommodation which many have had to cope
with for a number of years. With occupancy rates at high levels, hotels as part of mixed-

use schemes are becoming an important factor in the development of town centre sites and
ensuring viability is maximised. However, the economics of creating profits from the usual
overnight stays rarely produces a sufficient return for the boutique and country house sector
which are turning increasingly to events, sometimes to the exclusion of standard overnight
tourists and business travellers.
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When it comes to Planning, the Government has continued its
efforts to accelerate the delivery and adoption of Local Plans

— to both maintain the credibility of the ‘plan-led system’

and help facilitate the delivery of much-needed new housing
across the Country.

Progress on the preparation and, perhaps more importantly, the adoption of up-to-date local
plans remains disappointing. The latest data from the Planning Inspectorate on Local Plan
adoption shows that of the 382 Councils in England; 101 Councils do not currently have an
adopted local plan and 32 Councils have not even published a local plan.

Despite this continued encouragement, and the efforts of many hard-pressed local planning
authorities to put plans in place, the simple fact remains that although new housing
completions in the year to March 2019 were (at 169,770 units) up 6% on the previous year,
they continue to remain woefully short of what all but the most reactionary groups agree is
now required. They are also well below the annual target of 300,000 new homes a year that the
Government has set for the mid 2020’s. There appears to be little prospect of these completion
rates improving significantly anytime soon.

Government policy for new retail development and town centres no longer enjoys the political
profile that it did a few years back. However, during the last twelve months there has been
growing concern that, in the light of the changes documented elsewhere in this report, there
is now a need to revisit prevailing planning policies and local authority powers - especially

for town centres - to ensure that they remain ‘fit for purpose’ and are capable of tackling the
problems many town centre face.
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Last summer the Government appointed a new expert panel intended to diagnose issues
affecting the High Streets and advise on practical measures to help them thrive now and in
the future. The Panel’s report — which was published in December - recognised that “planning
provides key tools to enable local communities to shape and deliver their high streets agenda
which when used wisely can bring great benefit".

The report also advocated that the Government’s High Streets Task Force, that was announced
in the Budget, "should encourage action that can make planning decisions simpler, quicker and
more aligned to local strategies".

Later in the year the Housing, Communities and Local Government Committee said in its
report ‘High Streets and Town Centres 2030’ (published in February) that effective planning is
crucial to high street and town centre transformation; without it many town centres will face a
bleak future.

The Committee’s report also recognised that successive government'’s ‘town centre first
policy’ had changed little since it was first introduced in the 1980s and recommended that
the Government should now "consider whether the policy should be updated to reflect better
the non-retail uses, for example health, education and leisure services, that will become
increasingly important in the future."
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The Committee also expressed concerns about how compatible the existing Use Classes

Order now is with the needs of the modern high street, the growing need for flexibility in
accommodation and building a more coherent and sustainable mix of uses in town centres.

At the same time, the Committee also expressed concern that the Government’s changes to
existing Permitted Development Rights in town centres could potentially risk undermining the
strategic vision that a community may have developed for its high street or town centre.

It is perhaps encouraging that the threat to the future of our High Streets and town centres is
being recognised by the Government. Many also appear to acknowledge the role that planning
and local councils might potentially play in managing change and thereby ensuring High
Streets and town centres continue to thrive in what is a very different retail landscape from a
few years ago. However, with many local planning authorities now under severe expenditure
and resource constraints, it is increasingly hard to find hard evidence of how concerted and
co-ordinated action is helping owners and occupiers respond to the challenge and ensure their
businesses can continue to operate in a viable and sustainable way.
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