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In position to start picking up the pieces
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Tycoons are gearing

up for when the

darkest moments

of the downturn are past.

Daniel Thomas, who

compiled this report,

Canvasses EXPEriences
n every property cycle, there are
the investors who can say that
they exited before the market
turned down.

Those who called the market slump
correctly have also been the or.es who
have experienced at least one prop-
erty crash in the past, and normally
more than that. They have the scars
to show from previous downturns,
businesses that suffered or just
scraped through, and they are not
going to make the same mistakes.

In this report, a number of these UK
industry veterans emerging with new
cash give their views on the market
based on many vears of investing.
Often backed by a contact book of
wealthy overseas investors from the
Middle East and North America, they
are again positioned to pick up the
pieces.

Grandees such as Sir John Ritblat
and Sir Stuart Lipton are lining up to
buy back into the market and begin
planning for new commercial

schemes, alongside experienced inves-
tors such as Helical’s Mike Slade, Leo
Noé, now at F&C Reit, as well as the
long-running partnership of Raymond
Mould and Pafrick Vaughan.

The octogenarian Jack Petchey,
meanwhile, has been harder hit by
the slump, but remains in gnod spirits
with his personal fortune intact and
an intention not to get left behind.

These property tycoons have all
amassed fortunes, and do not need to
be working as hard as they do.Yet,
alongside other industry veterans
such as Gerald Ronson and Nick
Leslau, whose Max Property felt confi-
dent enough to float in the only UK
IPO this year on the alternative
investment market (Aim) in May,
they are gearing up for when the
darkest moments of the property
downturn are past.

Some basic themes emerge when
talking to these experts. Most are see-
ing opportunities across a range of
sectors and property asset classes, but
caution that the worst may not be
over on a more general basis.

The market is having a slight bull
run at the moment. Cash-rich inves-
tors are chasing prices higher - and
hence yields lower - in some sectors,
particularly where supply is limited,
But the fundamental driver of prop-
erty value — rental income - is still
out of kilter, because it is too low.

The change in sentiment is based on

a fairly narrow band of property, and
overarching problems such as the
impact of recession on fenants and
the huge overhang of bank debt can-
not be discounted.

Most say, however, that while we
may not be at the bottom of the mar-
ket, we are near enough to start pre-
paring for it, and even selectively to
begin buying. Size will be important,
if only to purchase and operate the
big portfolios expected to emerge as
companies with large debts sell prop-
erty to reduce their liabilities.

Asset management skills are crucial
to drive income higher, however, and
it must be remembered that property
investment is a long-term game. It
does not make money overnight but,
in a few years, yields are expected to
be higher than today, particularly if
the time is spent on improving the
property and its tenant mix.

There is no hwry, however. The
market veterans have been investing
for decades, and have generally been
caught out a few times along the way.
This time, some managed to avoid the
worst of the drop, but no one is
entirely unscathed and no one called
it exactly right. Of those buying now,
some will make good money, but wait-
ing for the signs of a definite recov-
ery, rather than a bounce or rally for
a certain type of property stock, is
unlikely to harm anyone’s returns in
the longer term.
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The return to
a long-term

horizon

and

fundamentals

LEO Nog

The chairman of F&C
Reit on the marriage
of two very different
companies

One of the most surprising deals
last year was the acquisition of
Reit Asset Management, a shrewd
but notoriously private property
investment company, by institu-
tional fund manager F&C.

The purchase was regarded as a
gamble of sorts, but the marriage
of the two very different groups
appears to be working so far, cre-
ating a global property business
with assets of £7.5bn across the
UK, Europe and India.

Leo Noé, former Reit boss and
now chairman of the combined
F&C Reit Asset Management,
appears pleased with the first
year, which saw the company
complete one of the largest prop-
erty deals in the UK as well as
line up the launch of a £300m
opportunity fund.

He says the balance bhefween
Reit’s entrepreneurial property
investment alongside more insti-
tufional practices from F&C has
worked well, “We saw the link-up
as the best of both worlds.”

Mr Noé bujlt up-a formidable
reputation for doing big deals
quickly while running Reit along-
side partner Ivor Smith. By 2008,

‘The secret is not only
in the buying, it is in the
asset managing. Forget
the models; look at the
property, look at the
rents, talk to tenants’

it had accrued a global porifolio
of £3.4bn. i

Mr Noé also holds property
directly, partly through a discre-
tionary family trust called Trafal-
gar, now F&C Reit’s largest client,
as well as through vehicles
invested into European and
Israeli property.

For a man who rarely gives
interviews, Mr Noé is a consid-
ered commentator on the market.
Property investment is returning
to its fundamentals, he says,
favouring those with strong asset
management skills and a long-
term horizon.

“You don’t need to be a genius,

you needed stamina. The secret is
not only in the buying, it is in the
asset managing. Forget the mod-
els; look at the property, look at
the rents, talk to the tenants. Can
I make a bigger entrance, better
flow of pedestrians, swap around
a few tenants... that’s how you
make money.”

He says that the recession has
created more opportunities than
problems, although it has not
been entirely easy for Mr Nosé,
who recently saw an investment
vehicle called Pinton Estates go
into administration after a prob-
lem with rental payments. Other
vehicles he owns have had diffi-
culties with banking covenants.
He declined to comment on the
situation, with talks known to be
ongoing with the bondholders of
Pinton.

He says that the market is now
throwing up interesting opportu-
nities, “What people tend to forget
is that, after midnight, daylight
does come. We had 16 years of a
booming property sector. Were
people blind to that fact that a
recession would come? If you can
take advantage of the recession to
buy the quality that you've never
been able to buy before, what is
wrong with that?”

He points to the acquisition by
the Leo Noé Trust in partnership
with AREA, the private equity
group, of the collapsed property
group Dawnay Day’s £600m port-
folio. The properties are now man-
aged by F&C Reit.

“Dawnay Day came with a
30-year Joan. The way to make it
work was solid income. We know
every single pound coming out
from it. Grow the income, sell the
lower yielding ones and keep the
higher yielding ones to improve
them. We are all about swapping
incomes and growing the rent.”

The Dawnay Day acquisition
was seen as a typical Reit transac-
tion — a large portfolio of proper-
ties that needed a lot of work to
generate the big medium-term
returns.

As Mr Noé puts it: some great
assets, a few “dogs” and most

somewhere in between that need
a bit of improvement.

He says such large portfolios
are one way to secure a discount
on property. “I am sure you can

remember when people bought
portfolios at a premium. Now, if
you went and ordered 40 shirts, I
am sure you would want a dis-
count. We never paid a premium
on a portfolio in my life and the
market now seems to agree.”

Mr Noé says he is not calling
the bottom of the market, but that
it is important to be ready. “I'd
rather overpay by 2 per cent in a
bad market than underpay by 2
per cent in a booming market
[about to end].

“Calling the date exactly is non-
sense anyway, as property is a
meaningful asset that is not time
sensitive to the day. If you have

the government [paying rent] in
an office for 20 years, it’s mean-
ingless to say that my returns are
15 per cent down because the
{benchmark average price] index
is down 15 per cent.”

Investment performance should
be judged on making money, he
says, not just beating other insti-
tutions. Such views are unusual
in the institutional fund manage-
ment world, where performance
relative to benchmark is all
important.

Mr Noé has clearly not lost the
hunger from his entrepreneurial
past in his year in the institu-
tional fold. “I look at things in
absolute terms. If the market is
down 25 per cent and I am down 5
per cent that doesn’t make me a
genius as I have just lost 5 per
cent.”
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Just before dawn? ‘People tend to forget that, after midnight, daylight does come,’ says Leo Noé

Charlie

Bibby
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Importance
of choosing
right parish

SIR JOHN RITBLAT

The last recession
was much

worse, says the
veteran mvestor

The sprightly Sir John Rit-
blat is one of the last of the
generation of post-war prop-
erty investors still active in
the sector, and he shows no
sign of slowing down.
Having built British Land
into a listed giant, the
T2-year-old stepped down in
2006 and is now chairman of
the real estate advisory
board for Delancey, the
investment company
headed by his son Jamie,
where he has a hand in
decision-making for the
company’'s billions in pri-
vate investor funds, He is
also chairman of Colliers
CRE, the international
property consultancy, and
holds a string of positions
on vartous boards and char-
itable organisations.
Delancey raised a fund
two years ago with a pur-
chasing power of about
€3bn, which has remained
almost untouched. Sir John
says there are no immediate
plans to break the bank
open. “We have done one or
two small deals but there is
no hurry. We and our
friends are long-term inves-
tors and we are well placed
t0 wait and find the right

The right deal could have
included the Broadgate
estate, which Sir John
acquired the first time in
the early 1990s recession,
although Delancey is said
to be out of the running for
British Land’s City office

campus.

Bntlsh Land is still a
company close to his heart.
As a shareholder, he
believes that it is one of the
few listed companies to
offer value for equity inves-
tors. Even so, he does not
agree with the sale of some
of its assets. “It is a fallacy
that you can buy back what
you sell as the price will
move. Every time you sell,
it costs a fortune,” he
warns.

He says that British Land
and other large companies
benefit from scale. “You
can outbid the little guys
who will struggle to get
cash. Size isn't a problem. If
British Land’s assets went
up 10 per cent, then you get
a billion on the bottom line,
and it has the income to
allow it to do development.”

Sir John says there is lit-
tle interest from Delancey
in the listed sector, either
as a place for potential
acquisitions or as a source
of new capital. Having seen
off attacks by arbitrageurs
at British Land, he also
says that institutional
shareholders are too short-
term, and can stifle entre-
preneurial leadership. “Real
estate only works in the
medium- to long-term. That
is when you make the big
money.”

He has waorries about the
performance of property as
long as the recession con-
tinues, although adds that
it is difficult to generalise
about property in a “frag-
mented” investment mar-
ket. “You can't just read
across the IPD index, as
there are oppsriunities
across the subsectors, from
prime to tertiary.”

He is most worried about
the markets exposed to the

recession, particularly in
retail. Disposable income is
still under pressure, Sir
John says, with fears of
future unemployment still
hanging over the heads of
consumer. House prices
need to find a definite floor,
he believes, which would
then feed through into con-
sumer confidence.

Even so, for the best qual-
ity retail in areas such as
London’s West End, he says
that prices are bottoming
out. 8ir John also backs
provincial offices to
recover, saying that these
markets have benefited
from relatively short sup-
ply. “There was an enor-
mous glut of supply in the
1980s, which has not hap-
pened this time.”

Unlike some commenta-
tors, Sir John hoids some
hope for a City of London
office recovery, but only, he
says, for the best quality

-office ‘space. “Anyone who

puts up very good buildings
in the next three or four
yvears will have a very good
commodity.”

Similarly, he points out,
the flight to gquality has
meant that well-placed
supermarkets are much in
demand, and being traded
at very low yields. “It is a
very ragged market but it

‘Anyone who puts
up very good
buildings in the
next four years will

have a very good
commodity’

shows that there is life after

death. It has never been

more important to choose
our parish.”

He says that, for all the
gloomy talk, the last reces-
sion still appears worse. “In
the 1990s, interest rates
were very high, the econ-
omy was terrible and there
had been overdevelopment.

“This tirne leverage has
been scarce but it is return-
ing for good property at the
right price, which remains
good collateral. It is a tangi-
ble asset for an inflationary
period that might occur in
the next few years.”

Those investors that have
raised new money to buy
bargains are likely t{o be
disappointed, however, par-
ticularly if they are hoping
for traction with the banks.
“Banks are not going to sell
you a bargain,” he says.
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