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Introduction
Welcome to the latest edition
of PricewaterhouseCoopers1

(PwC) UK real estate insights
quarterly newsletter.   

The real estate industry faces huge
challenges over the coming decades.
At our Annual European real estate
conference back in 2007, we looked at
the enormous impact that globalisation,
demographic change and climate
change will have on the world over the
period that could be feasibly modelled,
to 2050. Since then, the sub-prime
mortgage crisis in the US turned into a
global liquidity crisis and then full-blown
recession. Despite everything that has
happened since then, the factors that
we discussed in 2007, in particular
demographic change, remain the long
term drivers that will shape the economic

world that emerges from the events of
the last three years. 

In the middle of June, we held our
annual UK real estate conference,
attended by over 300 people. The event
was the week before the Emergency
Budget. At the time, our collective
expectations as to the scale of the
problem and the severity of the pain
as it is addressed were being carefully
managed by politicians in advance of
the Emergency Budget and the economy
dominated the discussions at our
conference. The more immediate
concern for the real estate industry is not

changes to the taxation of property
companies and funds, but what the
effect of the Budget will be on tenants.
In this edition of UK real estate insights
we look at the economic implications
of the budget and in particular the views
of the Office for Budget Responsibility
(OBR) which now has the task of
assessing how far these Budget
measures will repair the hole in the
public finances without undue damage
to economic growth. We believe that
there are a number of risks that could
lead to a less favourable outcome than
anticipated by the OBR. We also look at
the extent to which tax changes in the
Emergency Budget will affect the
property industry.

As you may well have seen in the press
this week, our latest UK economic
outlook also forecasts that:

• There is a 70% chance that UK house
prices will still be below peak 2007
levels in 2015 in real terms, despite a
continued expected recovery in house
prices in cash terms. 

• Even in 2020, after five years of
predicted relatively steady growth,
there is a 50% chance that real
house prices in 2020 could be below
2007 levels.

Continued 2

1  “PricewaterhouseCoopers” refers to PricewaterhouseCoopers
LLP (a limited liability partnership in the United Kingdom) or, as
the context requires, the PricewaterhouseCoopers global network
or other member firms of the network, each of which is a separate
legal entity.

http://www.pwc.co.uk/eng/publications/uk_economic_outlook.html
http://www.pwc.co.uk/eng/publications/uk_economic_outlook.html
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Recovering confidence in
Financial Services

The financial services industry is hugely
important for the economic health of
London, but also for other cities such as
Bristol, Cardiff, Norwich and Edinburgh.
I am therefore always very interested in
the quarterly survey of confidence in the
sector that PwC has been producing
with the CBI for over twenty years.
The latest edition came out earlier this
month. The real estate industry will be
pleased to see continuing signs of
recovery, and in particular that this is
starting to feed through into increasing
headcount. Landlords are aware that
there is significant grey space currently
rented by financial services clients so a
sustained and significant increase in
employment will be needed before it
feeds through into demand for larger
premises. However, the optimism
reflected in the latest report is fragile and
it is important to note that the polling
was conducted before the Emergency
Budget and, perhaps more significantly,
before the wave of regulatory
announcements from the European
Union, discussed in more detail below.
The next issue of the survey to the end
of September should show whether the
recovery in the financial services sector
is likely to continue to build speed or
have the wind taken out of its sails by
concerns over the impact of regulation.

But what about retail?

The OBR is predicting steady if
unspectacular growth in household
consumption, and we believe that this
may be impacted more than expected by
persistent low post-tax earnings and
employment growth, a rising saving ratio
and reduced credit availability.
Furthermore, blows from the spending
axe are likely to fall more heavily in some
towns and cities than in others. As I
pointed out during Estates Gazette’s
Emergency Budget coverage, now is
probably not a good time to be long on
secondary retail in towns and cities
heavily dependent on the state. My
colleagues advising our retail clients also
produce a quarterly newsletter for their
clients, “What’s in store?”: Not only
does it have a snappier title than UKREI,
it is entirely web based and has some
really interesting content. The current
edition, published just before the
Emergency Budget, looks at short-term
challenges for retail, but also the longer
term challenges from the internet and
the need to be greener.

Retail is one of the areas in which we
see continuing risk of tenant distress.
As discussed in the previous edition of
UKREI, the way in which those failures
are handled has been a major bone of
contention for the real estate industry.
The use of pre-pack administrations and
Company Voluntary Arrangements has

been the source of comment in the trade
press. In the previous edition of UKREI,
we discussed a third option, Schemes
of Arrangement. We also covered this in
a breakout session at our conference,
details below on how to obtain the
slides. We believe that tenant failure
will remain an enduring theme of the
market, and we believe that it is an area
in which landlords should be giving
greater thought as to how they can get
a better result. We believe that landlords
should become more inventive over
ways to capture any upside once the
economy recovers.

The impact of regulation

The output from the European Union has
been mentioned already. The most direct
impact on the real estate industry is
likely to be through the EU Directive on
Alternative Investment Fund Managers.
The twists and turns in this saga have
been covered in previous editions of UK
real estate insights, and we include yet
another update this time. It became
clear at the end of June that the deadline
of agreeing the Directive in early July
would not be met and September is the

Continued 3

http://www.pwc.co.uk/eng/publications/cbi_pwc_survey.html
http://www.pwc.co.uk/eng/issues/whats_in_store.html
http://www.pwc.com/gx/en/asset-management/publications/library.html
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earliest that this can be achieved.
Although the further period of uncertainty
for fund managers is not particularly
satisfactory, it does provide an
opportunity to lobby further the
Commission, the Parliament and the
Council for amendments to the scope
and content of the Directive ahead of
the resolution of the outstanding issues.
A key need is clarity as to the scope
so that it will include only what we would
all sensibly regard as funds, but not
also REITs, property companies and
joint ventures.

The AIFM Directive is not the only
issue. The European Commission has
instigated public consultation on reform
of OTC Derivatives trading. This could
also adversely affect real estate
investors. 

Apart from the regulation that affects
the real estate industry directly, there is
the indirect impact of change. The real
estate industry has not yet grasped what
Basel II means for the banks and Basel
III is on the way. The impact of Solvency
II on insurance companies is potentially
even greater.

Accounting changes

The IASB and FASB have published an
exposure draft of a joint proposal that
would radically transform lease
accounting from the existing model

which has existed for over 30 years.
These changes would impact almost
every company but are especially
relevant to those that are significant
users of real estate. The proposal
suggests a completely new model for
lessee accounting under which lessee's
rights and obligations under all leases,
existing and new, would be capitalised
on the balance sheet. We have prepared
a detailed commentary.

Reasons to be cheerful

Despite the ongoing concerns regarding
the occupier side of the equation. We are
certainly seeing evidence of increasing
activity in the market. This month we
have advised the joint venture that
acquired the Cumberland Hotel in
London, the joint venture that acquired a
number of buildings at Brindleyplace in
Birmingham, and Carlyle on its
acquisition of six landmark central
London properties, which were formerly
part of the portfolio securing the White
Tower 2006–3 plc CMBS. There is
increasing evidence that some of the
banks are taking a more vigorous
approach in dealing with delinquent
borrowers. Much of the media attention
has focused in recent weeks on the sale
of the ground for Crystal Palace Football
Club and on the sale earlier this month
by PwC administrators of the Fabric
nightclub in London. The City column in

the Daily Telegraph had noted that
David Chubb, the partner from PwC
leading this, is apparently a real ale and
steam train buff rather than a regular at
fashionable London nightclubs. Other
high profile insolvencies in which we are
currently involved include the Cube in
Birmingham, Kilmartin and motorway
service station owner Swayfield where
our business recovery and corporate
finance teams are working as a
combined team to sell the business.
Although of course extremely
unfortunate for the individual borrowers,
these things being worked through is
essential for the recovery of the market.

I have already mentioned our successful
UK real estate conference last month.
Thanks are due to everyone involved,
but in particular to our panel of experts
from the industry, Peter Stoll, Senior
Managing Director, Real Estate, The
Blackstone Group, Martin Greenslade,
Finance Director, Land Securities PLC,
Richard Dakin, MD & Head of Corporate
Real Estate, Business Support, Lloyds
Banking Group, John Smith, Senior
Director, CB Richard Ellis Loan Servicing
Limited. Anyone who wants the slides
from the conference should contact our
UK real estate insights team.

Like most sports fans, at this time of
year I find it difficult to focus entirely on
work. By the time that you read this, I
will be on my way to the Pyrenees for

the annual family holiday to the Tour de
France. However, sport is also important
for business including the real estate
industry. Anyone visiting the PwC
website will see that we are business
adviser to the England 2018 FIFA World
Cup bid. Before that we have the
London Olympics in 2012. This week,
I have been lucky enough to visit the
site, including the state-of-the art
velodrome which will be the best in the
world when it is completed by January
next year. In this edition of UK real estate
insights, we end with an article on the
outlook for the global sports market
to 2013. As the article observes, with
the UK looking forward to a decade of
sport starting with the 2012 Olympics
in London, the development of sports
facilities is high on the agenda,
despite potential public sector funding
constraints. This will be an important
topic at our European Real Estate
Conference this Autumn, which this
year is in London. Your trips to sporting
venues over the summer can now be
justified as research.

John Forbes
Real Estate Industry Leader
Europe, Middle-East and Africa
PricewaterhouseCoopers LLP

�

www.pwc.com/leaseaccounting
www.pwc.com/leaseaccounting
mailto:john.forbes@uk.pwc.com?subject=UK%20real%20estate%20insights%20team
mailto:john.forbes@uk.pwc.com?subject=UK%20real%20estate%20insights
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Emergency Budget 2010, what does it mean for economic growth?
George Osborne has started his
career as Chancellor with a bang,
delivering a tough Budget that
combined £32 billion of real
spending cuts with £8 billion of
additional tax rises, over and
above previous government
plans. In a historic move, he also
handed to the new independent
Office for Budget Responsibility
(OBR) the task of assessing how
far these Budget measures will
repair the hole in the public
finances without undue damage
to economic growth. 

The OBR’s GDP growth forecasts of
1.2% in 2010 and 2.3% in 2011 were
somewhat lower after the Budget than
before it. This suggests that the fiscal
squeeze could impose some drag on
growth in the short term, but not enough
to cause a double-dip recession.
Furthermore, the OBR’s Budget growth
forecasts for 2013 and 2014 were slightly
higher than projected earlier because
the additional fiscal tightening in the
Budget should contribute to interest
rates remaining lower for longer and so
to a more balanced and sustainable
economic recovery in the medium term. 

The breakdown of the OBR’s forecasts
indicates that the strong economic
performance expected in 2011 and
beyond will be driven by steady if
unspectacular growth in household
consumption, a strong bounce back in
business investment and robust export
growth. The OBR’s forecasts could
prove achievable since economies
sometimes do bounce back strongly
after recessions, but there are a number
of risks that could lead to a less
favourable outcome.

First, consumption could be impacted
more than expected by persistent low

post-tax earnings and employment
growth, a rising saving ratio and reduced
credit availability. Second, business and
housing investment might not bounce
back as strongly as the OBR is
projecting. Third, the OBR’s net trade
projections rely on strong export growth
from 2011 onwards, which could be
difficult if the euro area economy, which
still accounts for around half of UK
exports, remains relatively weak. 

In his Budget speech, the Chancellor
set out a new forward-looking fiscal
mandate that the structural current
budget deficit (i.e. excluding net public
investment and adjusted for the state of
the economic cycle) should be
eliminated by the end of the forecast
horizon, which in this Budget is 2015/16. 

The Chancellor has prudently chosen to
give himself an additional margin of error
by announcing plans to meet the target
one year earlier by 2014/15, the last full
year of the current parliament, and with a
small margin of error of 0.3% of GDP in
that year. This necessitated an additional
fiscal tightening in the Budget building
up to an annual amount of around 2.2%
of GDP by 2014/15, or around £40 billion
in cash terms in that year. This comes on
top of the £73 billion fiscal tightening by
2014/15 already planned by the previous
government.

Continued 5
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Emergency Budget 2010, what does it mean for economic growth?
Of the total fiscal tightening of £113
billion by 2014/15, around a quarter
will come from tax increases, with the
biggest changes being rises in VAT
and employee national insurance
contributions from next year. The
remaining three-quarters will come
from significant reductions in welfare
spending and deep, real cuts of around
25% on average in the budgets of local
government and departments other than
health and international development.

The Emergency Budget will undoubtedly
send ripples though the economy, hitting
hard those areas such as Northern
Ireland, Scotland, Wales and the North
East that are particularly reliant on public
sector employment. Whether the growth
of business investment and employment
can compensate for the contraction of
the public sector remains to be seen,
but (like the OBR) we are cautiously
optimistic that the fiscal squeeze will
dampen the recovery rather than
derailing it altogether. 

For access to our UK economic outlook
publication and other macro-economic
material, register for our economics
website.

For further information regarding
macroeconomic advice for the
real estate industry, please contact
Yael Selfin, who is Head of Macro
Consulting, Economics in our
strategy practice.

6

UK Economic Outlook – July 2010

We have this week published our latest UK economic outlook. The highlights are:

• The UK economy is estimated in our main scenario to show modest average GDP
growth of around 1% in 2010, picking up gradually to around 2.2% in 2011.

• We expect consumer spending to lag behind GDP growth in the recovery phase of
the cycle as fiscal policy tightens, credit conditions remain relatively tight and post-
tax earnings growth remains subdued. 

• House prices have recovered relatively strongly since Spring 2009, but our analysis
suggests much more modest increases over the next few years. There is also a
significant risk that house prices could start to fall back again as and when interest
rates rise back to more normal levels.

• Given these considerations, we expect real consumer spending growth of only
around 0.5% in 2010 and around 1.5% in 2011 in our main scenario.

• The main drivers of growth in 2010 are expected to be exports and restocking.
We should also see a gradual upturn in business investment growth in 2011.

• Public spending growth will remain modestly positive in 2010, but will be cut back
sharply in the medium term. The June Budget introduced around £40 billion of
additional tax rises and real spending cuts, over and above the plans of the
previous government, with the aim of eliminating the structural current budget
deficit by the end of this parliament. 

• This fiscal squeeze will act as a drag on medium-term growth, but should help to
keep interest rates relatively low. Although inflation has spiked up in the short term,
we expect it to fall back towards target over the next two years given continued
subdued earnings growth. 

• This should allow the Bank of England to keep base rates low during 2010,
although they are projected to rise to around 2.5% by the end of 2011 in our main
scenario.

• Risks around growth in our main scenario are still weighted to the downside.
We therefore recommend that businesses should stress test their plans and
valuations against an alternative ‘double-dip’ scenario. But an upside scenario
where growth rebounds rapidly to above trend rates can not be ruled out. 

http://www.pwc.com/gx/en/economic-analysis-services/economic-forecasts.jhtml
http://www.pwc.com/gx/en/economic-analysis-services/economic-forecasts.jhtml
mailto:yael.selfin@uk.pwc.com?subject=UK%20real%20estate%20insights
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The Emergency Budget confirmed
most investors’ fears that for the
foreseeable future there will be
higher taxes. However, there is
one ray of sunshine in that the
certainty of the tax regime for the
period of this parliament, at least,
does enable the property investor
to review the efficiency of their
existing arrangements and seek
to plan ahead.  

The biggest change was to capital gains
tax (CGT) rates which have increased
from 18% to 28% for those realising
gains in excess of the upper basic rate
income tax band (£37,400 for 2010/11).
Many commentators did not expect a
CGT rate change part way through a
fiscal year. This is almost unheard of, so
many private property investors would
be forgiven for awaiting the Budget
before assessing their investment
strategy. However, those who had been
contemplating sales will now need
significant increases in property values

to realise the same net proceeds on
disposal. 

Even though the CGT changes attracted
much publicity pre-Budget, the
Chancellor has been brave enough to
nail his colours to the mast and attempt
to fix on a rate increase that he thinks
will be acceptable to investors. The
Treasury forecast that the net effect of
increasing the CGT rate and extending
Entrepreneurs Relief (discussed further
below) will raise £3.3billion over the next
five years. 

While some investors might swallow the
rate increase, others will look at their
property investment structures and
consider whether they remain optimal or
whether long-term efficiency could be
improved. The corporate rate is to
reduce to 27% from 1 April 2011 and it
is expected to reduce further by 1% per
annum to 24% from 1 April 2014. So
where there is no distribution policy of
income or gains, holding investments in
companies subject to the lower
corporate rate could be attractive,
particularly as the highest rate of income
tax is expected to remain at 50% for the
foreseeable future.

However, where the investor does want
to extract profits, a capital gains rate of
28% CGT still looks favourable
compared with the total tax cost of
realising and extracting gains from a UK
company. Even with the proposed
reduction in CT rates to 24% from 1 April
2014 the effective rate of tax can be
between 45% and 54% depending on
your extraction method and timing.
Investors with overseas interests might
alternatively want to consider non-UK
property holding structures, in particular
in EU jurisdictions where there might be
EU law protections. 

Continued 7
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The increase in capital gains rates will
also impact on property managers with a
carry interest in their funds. Property
managers might want to reconsider some
of their reward strategy and consider
whether they can target Entrepreneurs
Relief on part of their return.

The “generous reliefs” for CGT
announced by the Coalition Government
for entrepreneurs took the form of an
enhancement to Entrepreneurs Relief
(ER). By way of brief overview, ER
provides for gains realised on the
disposal of trading businesses or
qualifying shareholdings in trading
companies to be taxed at 10%, but is
subject to a lifetime limit. The lifetime
limit has been increased to £5 million for
gains realised on or after 23 June 2010
(the limit was £2 million previously).
The increase to the lifetime limit is of
course welcomed, although optimistic
property investors might have been
hoping for the reintroduction of Taper
Relief, which did enable gains on the
disposal of certain commercial
properties to be taxed at just 10%.

ER is unlikely to be available for property
investors and is likely to only be
available to property developers in
limited cases, for example, on a trade
sale. However, the relief could be
available for property managers
depending on how they structure their
business. The relief now represents a tax

saving of up to £900,000 per qualifying
stakeholder and therefore where
applicable, wider ownership of the
business by the family or management
should definitely be considered. 

Other points to note of relevance to the
property industry coming out of the
Budget were:

• Writing down allowances are set to
reduce from 20%/10% to 18%/8%
respectively from April 2012, which
will affect those that rely heavily on
capital allowances

• Investors in REITs will welcome the
rule change to allow REITs to pay
stock (non-cash) dividends to meet
the 90% distribution policy

• The increase in VAT to 20% from 1
January 2011. This is likely to have an
impact on some tenants and in
particular industries such as financial
services or retail. However the VAT
rise was expected by most businesses
and has already been factored into
their profit expectations.

The elephant in the room remains
interest deductions. In the Red Book the
Treasury has indicated that their policy
objective is to lower corporate tax rates
and broaden the tax base. This means
that reduced corporation tax rates will be
paid for by restrictions to other reliefs for
companies. The most likely target for this

is interest deductions and investors and
businesses will welcome the opportunity
to join the consultation on the tax base
to put forward the case for the property
industry.

So what should property investors
and their businesses do post-Budget?
Now that tax changes have been
announced, which are set to be with us
for the foreseeable future, there are likely
to be opportunities to restructure to
enhance tax efficiency. A word of caution
that for any restructuring of assets,
banking arrangements would require
careful consideration because often even
an internal reorganisation can be a
trigger for the bank to reassess its
lending terms. And, of course, as for any
restructuring project there are a number
of other tax and commercial issues to
consider, although these can typically
be managed. 

We have worked extensively with our
very broad range of property clients to
enable them to maximise the efficiency
of new and existing structures from both
a commercial and tax perspective. In an
ever-changing economic and fiscal
environment we can bring a fresh insight
into your arrangements and help you
look towards that ray of sunshine.

Amanda Berridge is a tax partner
in our real estate team specialising in
international property funds and advising
entrepreneurial fund managers. 8

mailto:Amanda.berridge@uk.pwc.com?subject=UK%20real%20estate%20insights
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What now for Government property?
As we announced in the
invitations to our recent real
estate client conference, creative
solutions to the management of
the public sector’s £370 billion
portfolio are being actively sought
to release capital, create
efficiencies and implement
operational change. This
represents a sizeable challenge
for the property industry as a
whole, and since then we have
had the Emergency Budget,
which has increased even further
the focus on efficiency and cost
cutting. In the current market and
against the backdrop of fiscal
austerity and relentless pressure
from ministers to maximise
revenues and reduce costs this
will be a tough challenge.

The keynote speaker at our conference
was to have been John McCready, who,
after a successful career in the property
industry, was appointed last December
to head the new Property Unit within the
Shareholder Executive in the Department
for Business, Innovation and Skills (BIS).
The Shareholder Executive was set
up in September 2003 to work with
shareholder departments in Government
to improve fundamentally the
Government's capabilities and
performance as a shareholder. The
Property Unit will help Government

Departments and the Treasury to
maximise value from the state’s £370
billion property portfolio. John was
appointed to lead the drive for greater
efficiencies in Government use of its
property portfolio. John said on his
appointment that….. “Government needs
to be smarter with its assets, creating
efficiencies and cutting waste and
duplication. Nowhere is this aspiration
more relevant than in the strategic
management of its estates”.

Unfortunately, at very short notice John
was unable to attend as the Government
decided to choose that day to merge his
property unit within the Shareholder
Executive with the property unit in the
Office of Government Commerce.
This new unit is to report into Francis
Maude’s Efficiency and Reform Group in
the Cabinet Office, placing property even
higher up the Government agenda than
previously. 

The good news was that John was able
to brief us on the messages he wished
to get across to the private sector at our
conference. Anna Dunne subsequently
presented the following speech to
conference, which included John’s
messages:

Some of you might not be familiar with
the public sector estate, so I would like
to give you a whistlestop tour of the
estate, its issues and potential solutions
that are now being considered. I want
you to use your mind’s eye to think
about your own experiences of the
public sector estate and to consider the
issue both from your working roles and
as a taxpayer. We all own a little bit of
this estate and we all personally invest in
it – although some of you in this room
probably also own slightly larger portions
than others.

Continued 9
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The context

• The public sector is the country’s
largest landowner. The Defence
Training estate alone is 1% of the UK.
The public sector is also the country’s
largest tenant.

• There are four major estates; central
civil (departmental offices), the
operational estates of the NHS and
Defence and the regional estate
comprising various Departmental
operational property, police, fire and
local authorities. 

• So what does that look like for those
who might not have thought about it?
Come with me for a stroll down
Whitehall.

• Visualise Victoria Street and walk up it
to Westminster Abbey – on your right
the Catholic Cathedral and John
Lewis’ offices, but on your left it’s
predominantly public sector, including
Westminster Council. Dip behind into
Petty France, more public sector – the
Department for Justice. Continue to
Trafalgar Square passing the Treasury,
HMRC, Cabinet, Department of Health
and the MoD, to name but a few.
There are many millions of square feet
in this Whitehall estate, some PFI,
some rented – some not. The future of
this estate is being considered.

• Get in the train and go home – if you
plotted all the public sector assets in
your district you might be in for a
surprise: job centres, libraries,
community centres, leisure centres,
weigh centres, test centres, courts,
rubbish tips, houses, car parks,
schools, police stations, fire stations,
parks, cemeteries, DVLA offices,
forests and hospitals. In a very short
time I could guarantee that your map
would be covered.

Size of the challenge 

• It is unclear what all of this is worth to
begin with. The Operational Efficiency
programme carried out by the last
Government reckoned on an estate
worth £370 billion, £100 billion of
which could be classified as general
public sector space (not housing or
schools). These values are of course
values in current use and prepared for
accounting purposes and in my
experience can be higher or lower
than market value.

• The Operational Efficiency programme
put forward targets of £20 billion
capital release and savings of £5
billion in revenue spend, but there are
also costs to be avoided. The current
estate in many areas has high levels of
backlog maintenance – three large
sites we looked at last year had a
backlog maintenance assessment of
circa £1 billion. Simply, in this case,
cheaper to rebuild – of course this
type of spend can be put off and has
been, but not for ever. It will not help
the deficit or Government delivery if
unexpected costs of this magnitude
suddenly need to be absorbed.

• In addition, the current configuration
of space simply does not meet new
ways of delivering business. Mostly
we don’t need all this space, we have
the internet for many services. 

• The current higgledy piggledy lay out
of property, particularly in the regions,
is getting in the way of delivering
joined-up services. 

• Then there is sustainability – last but
certainly not least. The carbon
footprint of the public sector estate
and the emissions generated to
access it are huge, something the
Government remains committed
to tackling.

Continued 10
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Of course some of this is going to cost
money – but we haven’t got any!

Way forward

• The core task is to reduce the
Government’s footprint, releasing
under-utilised and surplus assets into
money, saving money and raising
revenue – so how are John McCready
and his team going to do this? Well it
most definitely is going to involve you.
It will need your skills and your money
(to put no finer point on it).

• On this agenda Government wants to
involve the private sector; it
recognises that involvement of the
private sector in achieving public
sector improvement will increase GDP
and, of course, this is what the
Government wants to achieve, but
involvement must represent value for
money. 

• There will be no straightforward sale
of assets to raise money – sale and
leasebacks are more expensive than
gilts. Why would the public sector
continue to use this route? 

• In addition, it recognises that selling
surplus in this market would not be
wise, while the prime stock in
Whitehall, which we walked past
earlier, might be appealing there is a
lot out there in the regions that is low

value and will remain so for some
time. It will be paying attention to the
market.

• What it is contemplating are joint-
venture structures. It doesn’t want to
saddle the private sector with high
upfront costs of land, it wants to
continue to land bank and share in the
returns as the land is put to good use
whether by the public or private
sector.

• The public sector can no longer be
seen to do rich deals, making money
will be respected and understood,
but expecting full-fat rents alone will
not be the answer. You the tax payer
will have to be protected. However
the Government does recognise the
value of its covenant and how this can
be utilised.

• In the past, money was made from
public sector transactions that relied
on financing structures, clever
cashflows and a little arbitrage. It is
John’s belief that this is not where the
future lies, at least not the clever bit.

• Yes, Government would like access to
funds and well-structured funds at
that, but these funds must underpin
truly innovative schemes on the
ground. John believes that we must
move towards a completely new
government estate that delivers out of
other people’s premises or allows 

the private sector to deliver using
public sector space.

• Question: Should there be more
co-location with the private sector, for
example more public services
delivered from shopping centres?
What could be co-located on public
sector sites such as hospitals? Where
are people located? How do they use
their time, how do they want to use
space, when do they want to see
access to public sector services and

when do they want to use the
internet? Property holds a very
important key for the Government, not
only in its ability to deliver direct
savings and income but also in
enabling other operational efficiencies.

• There are examples out of there of
good, innovative thinking; this
Government wants more of this
thinking.

Continued 11
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• At present John’s small but growing

unit is in the “strategising stage” as he
puts it. There are no plans to recreate
the PSA, but there are plans to
professionalise asset management,
separating it from operational delivery,
using back-office and shared-service
models that have been so successful
in the corporate world.

• I’d like to conclude by saying how
much John would like to have been
here to speak to you this afternoon
and that I hope I have done justice to
the speech he would like to have
made in person to encourage you to
participate in this agenda. John would
like to hear from you, the market, and
your innovative ideas.

Summary 

It is clear that John has made his mark
in Government and is making good
progress in achieving the objectives he
set out on his appointment. Greater
efficiencies in the public sector estate
are a critical area for attention in
delivering savings and realising value
as Government seeks to rebalance the
accounts. 

Achieving these savings and realising
value will depend on the right assets
coming to the market, the right
approaches to delivering efficiencies and
investment, and the right private sector

partners, willing to work with government
to secure its objectives. Many of those
partners are likely to be in the room
today.

There is a once-in-a-generation
opportunity to shape the future of the
Government estate, to the right size and
shape – smaller, more efficient and better
value for money. This is likely to generate
opportunities for the industry in working
with Government to deliver and the prize
for Government and its partners could
be significant if we get it right. 

John McCready has called upon the
private sector for ideas and innovation
and we at PwC intend to respond.
We will be establishing a new forum,
to include the private sector and key
players from local and central
Government. The aim, to work together
to help to develop the new thinking and
new approaches that John has called for.
We will be setting the detailed agenda
and objectives for the forum over the
next few weeks. Those of you who wish
to play a part are welcome to join with
us in seeking to help to shape the future
of the Government estate. 

The targets that Government needs to
achieve around property actually appear
relatively modest when compared with
the totality of the deficit, yet these

Continued 12
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targets underplay the role that property
can take in enabling operational savings
and in assisting in the growth of the
economy.

To achieve the targets will not be easy.
It will require creative thinking and a
change in the attitude and culture of
both the public and private sector. The
public/private equation needs to be more
easily solvable than ever before to create
real functioning partnerships in relatively
short order. Key factors will be:

• Equitable returns for sharing risk.
The private sector must expect to be
transparent in their dealings with the
public sector, enabling the public
sector to understand the returns
required and why. It is accepted that
Government debt is cheaper than a
property deal, but if debt is not
available then transactions will need to
happen that enable the private sector
to make fair returns for its risk. It is
difficult at this point in the market to
imagine transactions without an
occupational element. Sale and
leaseback is an unhelpful term, but
might still feature as an element of
transactions to manage private sector
risk and ease the early years of deals
that will ultimately depend upon future
growth in value of surplus land and
stock.

• Achieving value for money. To assist
with the question of value for money
business cases will need to be
smarter looking at the totality of
savings rather than just the property
element. Alone the property element
might appear expensive, but if it is the
key to unlocking wider operational
savings then this must be reflected.
The success of the property unit
within the Efficiency and Reform
Group should not be measured on a
single parameter of reduced property
cost in isolation. The private sector

will also need to develop a better
understanding of this combined
approach to occupation and property
benefits and help the public sector to
design and deliver accordingly.

• Driving economies of scale.
Transactions will need to be larger to
enable the Government to reach
targets over a relatively short (in
property terms) timescale. The public
sector, led by the Efficiency and
Reform Group, will need to consider
how to work together in order to

embed economies of scale in its
approach to the market. Transactions
will also need to be repeatable; the
public sector organisations must be
more willing not just to share success
but to adopt successful models of
others, private and public. In the
property arena this public sector
sharing through adoption has not
always been evident. The private
sector must also work together to
value engineer their approach to
problems as they have managed to
do for some private sector occupiers.
This approach should speed up the
process of getting opportunities to the
market, which is in everyone’s interest.

Working with property takes time and it
might be tempting for the Government to
look elsewhere for savings if the public
and private sector cannot come together
at a pace to create practical, achievable
solutions. Neglecting the property
agenda now will leave the public sector
vulnerable to backlog cost and could
prevent long-term operational change.

Anna Dunne leads our property advice
to national and local Government.
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Untangling the complexities of CRE loan accounting
European commercial real estate
lending increased rapidly during
the boom years, but despite the
subsequent decline in property
values there has not yet been a
corresponding wave of distressed
debt sales by European banks.
This article explores the complex
accounting rules that are a major
factor behind this hesitancy.

During the credit boom, European banks
made unprecedented volumes of loans
secured against commercial real estate.
The subsequent steep declines in
commercial property values in several
European countries, including the UK,
Ireland, Spain and Greece, has led to a
number of banks recording significant
impairments. 

Very few banks provide detailed
breakdowns of their impairment charges,
but some headline numbers from the
UK’s two largest commercial real estate

lenders give an idea of the sums
involved. Royal Bank of Scotland
reported total impairments of £13.9
billion in 2009, of which £9.2 billion
related to non-core activities earmarked
for run-off or disposal. At least £3 billion
of this figure was attributed to property
or construction, mostly in the
commercial sector2. In the same year,
Lloyds Banking Group reported
impairment charges of £24 billion, of
which £15.7 billion related to wholesale
activities. While not quantified, exposure
to commercial real estate through the

former activities of HBOS was
acknowledged as one of the major
drivers of provisioning3. RBS and LBG
also booked multi-billion pound
impairment charges in 2008, although
both now predict impairments will
decline.

The scale of these write-downs implies
considerable potential for sales of
distressed commercial real estate loans.
This impression is further reinforced by
investor and regulatory pressure on
European banks to tidy up their balance
sheets and boost levels of loss-
absorbing capital. 

So far, however, discussions between
potential debt buyers and European
banks have not led to a huge number
of transactions. This is a source of
frustration to distressed debt investors
hoping to take advantage of any
improvement in property values.
Investors are asking why the banks
appear so reluctant to sell, when logic
suggests they should be keen to
lighten their balance sheets. Some are
wondering whether European banks
have taken sufficient write-downs on
their commercial real estate loans –
and if not, why not?

These questions have been given added
impetus by published reports such as
the IMF’s October 2009 global financial

Continued 14

2  ‘Re-building and Recovery’, Royal Bank of Scotland, 25.02.10

3  2009 Results slide presentation, Lloyds Banking Group, 26.02.10



UK real estate insights HomeQuitPrint

Untangling the complexities of CRE loan accounting
stability paper4, which suggested that
European banks had not gone as far
their US counterparts in terms of loss
recognition, and a recent report from
Standard & Poors’, suggesting that the
banking industry could be facing more
than €90 billion of commercial property
lending losses in the UK, Spain and
Ireland between 2009 and 20115. 

This article aims to explain why, in
Europe, the complexities of International
Financial Reporting Standards (IFRS) are
a key source of confusion about
commercial real estate provisioning.
Accounting rules in this area are far from
prescriptive, and it might come as a
surprise to some investors to discover
that they involve a significant element of
subjectivity. To begin with, it is important
to understand that IFRS gives banks
considerable discretion when deciding
on appropriate levels of loan
impairments. Lenders are required to
decide:

• Whether a loan has undergone an
‘impairment trigger’. This is an event
that provides objective evidence of
impairment and could include a
broken loan to value (LTV) covenant,
late payment or some other form of
default. Interestingly, a decline in the

fair value of a financial asset below its
cost or amortised cost is not
necessarily evidence of impairment

• How large the impairment should
be. This depends largely upon which
strategy the lender has for the loan: 

– If the loan is to be sold or called in
then the loan will need to be carried
at a bank’s current best estimate of
fair value

– If the loan is to be held or rolled
over, the loan needs to be valued on

a net present value (NPV) basis.
The amount and timing of future
cash flows need to be estimated
and then discounted, a process
that inevitably relies on a range of
assumptions, particularly regarding
future movements in rents and,
if repayment is to be based on
eventual realisation of the underlying
CRE collateral, property price.
Significantly, IFRS requires the
discounting to be based on the
original loan rate rather than current
market rates – if the latter are higher

then the loan will be impaired
to an amount greater than current
fair value. 

It should be clear from this list that loan
impairment calculations under IFRS are
highly judgemental. The waters are
further muddied if a loan is restructured
or undergoes some form of debt for
equity swap. When a loan is
restructured, IFRS states that the
borrower should apply a ‘de-recognition’
test to assess whether the new loan is
‘substantially’ different from the old one.
This test has both quantitative and
qualitative aspects.

• From a quantitative standpoint,
‘substantial’ change is deemed to
have occurred if the net present value
of the new loan’s cash flows differs by
10% or more from the original liability.
If so, the old loan should be de-
recognised, a new one recognised and
the difference charged to the income
statement.

• From a qualitative perspective,
‘substantial’ change is not precisely
defined. Qualitative modifications
might include changes in terms,
structure or covenants, but this
imprecision gives further scope for
interpretation.

Continued 15
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However, lenders are not required to
perform the same de-recognition tests
as borrowers, although they might
choose to do so. The de-recognition test
from the lender’s perspective is an
assessment of whether the contractual
rights have expired – because there is no
specific guidance on this, the evaluation
is often judgemental and performed on
a case-by-case basis. 

The judgemental assessments regarding
de-recognition and impairment testing
at potentially lower than current market
rates mean that it is therefore possible
for European banks to record loans as
being unimpaired when they have been
restructured, or even derecognised by
their borrowers. It is also true that the
banks amortised cost balance sheet loan
value is often higher after recognition of
an impairment than a fair value investor
would expect.

The treatment for loans undergoing
debt for equity swaps is similar, although
there are further accounting policy
choices to be made for any equity
recognised on balance sheet. Depending
on the degree of control represented by
the shareholding this might be fair valued
as an investment, accounted for on an
associate basis or fully consolidated
within group accounts. Moreover, in such
circumstances the lenders are more
likely to have written down the debt to
fair value.

The result of all this subjectivity is an accounting twilight zone. The following worked example aims to illustrate a few of the
potential outcomes.

Continued 16

Table 1: Illustrative example of a simplified commercial mortgage

This theoretical example is based on a simplified commercial mortgage with an original loan amount of 100, an original market value of property of 130, an LTV covenant of
80%, an original interest rate (under IFRS, the original effective interest rate or OEIR) of 5% and a current interest rate of 7%. It should be noted that the numbers in the table
are purely illustrative, and that the scenarios only represent a selection of possible outcomes, not a definitive list.

• Scenario 1: There has been a potential impairment trigger (breach of LTV covenant), but no default, and the loan is to be held by the lender. There might be no need for an
impairment test, and even if a test is made the NPV of cash flows (discounted at OEIR) is unchanged. No impairment is needed.

• Scenario 2: There has been an impairment trigger, and the loan’s cash flows have been impaired. As the loan is to be held by the lender, it is valued on an NPV basis using
the OEIR as the discount rate. There is a resulting impairment of 15.

• Scenario 3: There has been the same impairment trigger and impairment of cash flows as in Scenario 2, but this time the loan is to be sold to a third party. Consequently the
loan is fair valued and an increased impairment of 25 is recorded.

• Scenario 4: The loan is to be restructured. The loan is now ‘substantially’ different on both quantitative and qualitative criteria, so the old loan is derecognised and a new
one recognised with a fair value of 75. The difference of 15 is recorded as an impairment. 

• Scenario 5: The loan has been called in. The loan is derecognised, a property asset recognised at its fair (i.e. market) value of 70, and the difference of 30 recorded as an
impairment. Note: If the sole cashflow was the property and sale would take place in the future then discounting this cashflow could lead to a higher impairment.

Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5
No default, Default, loan to Default, Loan Loan called in

loan to be held be held loan to be sold restructured by lender

Market value of property 70 70 70 70 70

Fair value of loan 75 75 75 75 n/a

DCF of cash flows at OEIR 100 85 85 85 n/a

Expected impairment 0 15 25 25 30
(and impact on regulatory capital)

The example set out above is purely theoretical and only shows some of the potential impairment outcomes under IFRS. It also
takes no account of local factors across Europe, of which Spanish implementation of IFRS is the most notable (see box overleaf). 
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In conclusion, investors seeking to
understand banks’ treatment of
commercial real estate loans should take
away a simple message, namely that
there are no simple answers. For now,
the most likely prospect of clarity
appears to rest with the potential
introduction of revised risk-weightings
by the Basel Committee. Following
consultation, a revised set of rules for
banks using the IRB model is expected
by the end of this year. An increase in
regulatory capital requirements for
commercial real estate loans is possible,
and could provide the stimulus banks
need to look beyond the complexities
of IFRS and put larger numbers of loans
up for sale. Until then, it looks likely
that potential buyers of distressed
commercial real estate loans will need
to remain patient for a while longer.

Chris Jackson leads our real estate
Transaction Services and Structuring
practice. Chris Mutch is a director in our
Transaction Services team specialising in
real estate. Anna Szymanska is a senior
associate in our Transaction Services
team specialising in Financial Services.

17

Spain: A special case

Since 2000, the Bank of Spain has enforced dynamic provisioning rules that force banks to build up statistically determined
generic provisions during periods of credit expansion. This approach is applied in addition to specific point-in-time
provisioning, and has been widely seen as having protected Spanish banks from some of the worst effects of the financial
crisis. 

Even so, the scale of decline in Spanish property values means that investors continue to ask questions over the full extent
of Spanish banks’ property exposure6. Relaxation of specific mortgage provisioning rules by the Bank of Spain in June 2009
prompted questions over the adequacy of Spanish banks’ loan loss provisions, and the central bank’s decision in May 2010
to take over a struggling savings bank added fuel to the debate. In response, the Bank of Spain announced plans to tighten
loan impairment rules and impose standardised write-downs on loan collateral7. In June 2010 it went further, pledging to
publish the results of stress tests on Spanish banks8. 

For now, the debate over the adequacy of Spanish loan loss provisioning looks likely to continue, adding a further layer of
uncertainty to the outlook for the Spanish commercial real estate distressed debt market.

6  ‘Provisioning for losses the Spanish way’, ft.com/alphaville, 17.02.10

7  ‘Spain to tighten provisioning rules’, Financial Times, 27.05.10

8  ‘Spain to reveal bank ‘stress tests’ results, Financial Times, 16.06.10
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Changes to controls reporting standards
As we noted in the previous
edition of UK real estate
insights, a growing number of
institutional investors are asking
to receive a copy of a controls
report from real estate managers
as part of their pre-investment
due diligence process. 

As a result, more managers are
expanding the scope of their existing
reports to include real estate, or are
producing a report for the first time
bringing them into line with the broader
asset management sector.

However, against the backdrop of the
financial and economic crisis, changes to
the controls reporting environment are
about to hit the streets, which could
cause some confusion for all those in the
asset management community. 

So, what is the intended coverage of a
controls report for asset managers, what
will these changes look like and what will
be the ultimate impact on investors as
they move through and adapt to this
evolving environment?

The coverage of a controls report

In a nutshell, the intent of a controls
report, whichever standard is used, is to
enable third party service providers to 

demonstrate to their existing customers
that the control procedures established
over processes delegated to them, are
adequate and have been operating
effectively.

In the UK, the demand from clients has
prompted most service auditors, who
provide the third-party opinion on
controls reports, to allow prospective
customers to see, although not to rely on
the reports. 

Reports should cover all aspects of
the investment management process
that would be relevant to investors.
This starts with setting up funds and
taking on clients, moves through
authorising and processing transactions
and maintaining financial records.
Cash management and safeguarding of
assets are all important features of a
report, as are controls over the quality
and accuracy of client reporting. Finally,
all reports should include the IT controls
that underpin the processes.

Whether the report covers the locations
and asset classes to which an investor
is exposed is the first question to answer
and the scope should be prominently
disclosed in the front section of the
report.

Continued 18
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What are the changes to controls
reporting?

For periods ending on, or after 15 June
2011, incorporating any reports starting
from 1 July 2010 onwards, Statement on
Auditing Standards (SAS) 70, the US
standard issued by the American
Institute of Chartered Public Accountants
(AICPA), will be replaced by the
Statement on Standards for Attestation
Engagements (SSAE) 16. A new
standard, International Standard on
Assurance Engagements (ISAE) 3402,
issued by the International Auditing and
Assurance Standards Board (IAASB), is
also effective for the same period. 

SSAE 16 and ISAE 3402 adopt some of
the best practices that were introduced
in the Audit and Assurance Faculty (AAF)
01/06, which was issued by the Institute
of Chartered Accountants in England
and Wales (ICAEW). In particular, the
reports include a statement signed by
the directors that controls have been
suitably designed to achieve the control
objectives and have operated effectively
over the period. The impact of this is that
the directors need to establish a basis
on which to make this declaration, which
includes carrying out a risk assessment
identifying the risks that could threaten
the achievement of their control
objectives. This public assertion is being

seen by many as requiring a higher level
of due diligence for senior management,
who have only needed to provide
representations to their service auditor
in the past.

Other similarities to AAF 01/06 include
that the service auditor must disclose
where testing has been carried out on
their behalf by internal audit or other
management functions.

However, the new standards continue to
restrict the scope of controls over
financial procedures only and have not
implemented the recommended control
objectives established in AAF 01/06.
These elements provided flexibility and
consistency that would be missed by
many users of reports in the UK. 

So where does this leave AAF 01/06?
The best solution would be for the UK to
align itself with ISAE 3402 like the rest
of the world and then retain the helpful
elements such as illustrative control
objectives and guidance for
management as supplementary
guidance. Discussions are currently
underway to consider the best way
forward for the UK market and it is
expected that some interim guidance
will be issued in the summer.

What does all this really mean?

While the changes in standards are
of great interest to, and have an impact
on, specialists in the professional
services firms that act as service
auditors, the practical implications for
organisations producing controls reports
should be limited.

Communication is likely to be important
both internally and to customers. There
might also be a need to revisit and
assess the impact on customer
contracts.

Where a European company currently
produces an SAS 70, they will need to
consider which standard to apply in the
future. We expect that the majority will
opt for ISAE 3402. Some users of
reports, particularly US companies, have
insisted on SAS 70 because it has been
the best known “brand” and what they
are used to receiving. However, now that
SAS 70 will not exist in the future, it
should be easier to demonstrate that all
controls reporting standards do broadly
the same job, which should change the
question from “do you produce an SAS
70?” to “do you produce a controls
report covering these operations?”.

The good news from the institutional
investors’ perspective is that the trend is
for more asset managers, including
those managing alternative investments,
to produce controls reports and that
strengthening of the requirement for
senior management to take responsibility
for their controls is likely to lead to an
improvement in management of
operational risk in the asset management
sector as a whole. 

Karen Sharpe is a director in our team
that provides Risk Control and Internal
Audit services to the asset management
industry in London.
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EU Directive takes a summer break – negotiations continue
Previous articles in this
publication have set out at length
the issues arising under the
Alternative Investment Fund
Manager Directive (the “Directive”)
and in the last issue we
considered in more detail its
potential application to some
typical real estate structures.
It was expected at that time that
the Directive would be passed in
a vote in a plenary session of the
Parliament early in July and
before the summer recess. 

On Thursday 24 June we were told that
there will not be an agreed form of the
Directive before September at the
earliest. Clearly this will extend the
period of uncertainty for fund managers
and from that perspective is not
particularly satisfactory. However, it does
provide the real estate industry with an
excellent opportunity to lobby further
the Commission, the Parliament and the
Council for amendments to the scope
and content of the Directive ahead of the
resolution of the outstanding issues.
With other regulation affecting the asset
management industry in general being
introduced or in the pipeline it is critical
that the real estate industry keeps a
careful watch on developments and
understands the full implications. We will
deal with the plethora of regulation in a
future issue, but would like to draw
attention here to the potential impact of
the proposed rules on derivatives
covering swaps and the rules limiting
investment in different categories of fund
under the Solvency II (the new regulation
for the insurance industry). Only last
week the rules governing remuneration
for certain classes of asset managers
caught by the Capital Requirements
Directive were agreed in Europe and will
be coming into force.

The Directive has been the subject of
much controversy and debate in relation
to the very need for regulation in this 

area, the scope and the severity of the
conditions and obligations arising.
The voice of the real estate industry was
less in evidence at the outset than for
hedge and private equity, but to a degree
because the industry as a whole was
slower to appreciate the potential impact
and has been playing catch up in this
respect in recent months. 

As many readers will be aware the British
Property Federation and other
representative bodies in Europe have
been continuing to lobby for

amendments that would tailor the scope
and application of the directive in a way
more appropriate to real estate. For
example, an exemption for self-managed
joint ventures and possible exclusion of
some corporate real estate vehicles in
wider ownership would make some
sense in ensuring the directive really
does enhance investor protection
without disproportionate and
unnecessary restrictions. 

Continued 20
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So where are we now? In May of this
year, after protracted negotiations in
ECON (the Parliamentary committee
dealing with the Directive) the Parliament
agreed its draft and a day later the
Council of Ministers in ECOFIN (the
Finance Ministers committee) agreed its
own draft. The Council and the
Parliament are now engaged in a period
of negotiation facilitated by the
Commission and known as the
“trilogue”. It was anticipated and
intended at the outset of the trilogue that
agreement would be reached in time for

a vote to approve the directive in
Parliament in early July before the
summer recess. However, the
negotiations have become bogged down
in debate and accusations of
intransigence principally over the so-
called third country provisions that
will apply where the structure involves
a non-EU fund or a non-EU manager.
It has been reported that the Spanish
Presidency has decided that agreement
will not be reached on its watch and
that it will be for the incoming Belgian
presidency to move matters forward with

the aim of reaching agreement and a
Parliamentary vote in September. 

Where does this leave the real estate
investor community and the fund
managers in the interim? The simple
answer is that while there is no
agreement the uncertainty continues and
the real estate investment community is
unable to plan for the future in relation to
marketing, structuring or investment.

In particular, as the third country
provisions are still undecided it is very
difficult for funds and managers based
out side the EU to determine where and
how to structure their funds to serve
their investors best. For example, where
a fund wishes to access the EU investor
community compliance with the directive
in some form remains almost inevitable
assuming the directive in some form is
eventually agreed. Until the degree of
compliance and level of obligation is
known it is very difficult for managers
seeking to access investors both inside
and outside the EU to determine whether
they would be better off setting up a
fund in the EU with the additional costs
associated with compliance, but also
with the benefit of the cross EU
marketing “passport” or, alternatively,
would they be better to stay outside the
EU, keep the cost base lower and
access the EU country by country under
national regimes (if permitted) or even
not at all.

If the Parliament’s stringent conditions
for third country “equivalence” and
non-EU manager compliance are in the
final agreed form then there is a greater
risk that more funds established outside
the EU will forego EU money where the
main investor base is non-EU in order to
reduce their compliance obligations.
If such non-EU funds in their region are
“best of breed” investors from the EU
would presumably still wish to invest in
them. If the Parliament is successful in
pushing its draft through the trilogue
process then EU investors will be
prohibited from investing in such non-
compliant funds. Enforcement of such a
prohibition will undoubtedly be
challenging. 

A frequent question in recent weeks has
been the extent of any grandfathering –
will the directive apply to existing funds?
At present the Directive has no
provisions exempting existing funds or
providing any limiting provisions based
on date of establishment, funds
committed and spent, open or closed
ended. There are clearly sensible
restrictions that could be introduced
to ensure that some funds are
grandfathered if nearing the end of their
lives, money is committed or even spent
or even in all cases where established
before a certain date. 

Continued 21
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Once the directive is agreed there
will be a second level of regulation to
be introduced that will deal with the
detailed provisions required to make
the principles of the directive work in
practice in EU member states. Therefore,
the directive will not be brought into
national law before the middle of 2012
and with the delay it could be later.
The temptation might therefore be to
ignore all these “goings on” in Euroland
and to carry on with business as normal
until then. For existing funds the right
approach must be not to change
anything until the outcome is known.
However, managers setting up new
funds and investors looking to commit
new funds might want to discuss the
possible outcomes in order to avoid any
obvious downsides and wherever
possible to retain the maximum flexibility.
As mentioned at the outset, the industry
now has what is probably a final window
of opportunity to make representations
to limit the scope of the directive and
to reduce the burden of compliance
to appropriate and manageable
proportions. Time would be well spent
arguing for an exclusion for joint
ventures involving parties retaining
day-to-day control over the project/
investment or a small number of
participants and an exclusion for the
corporate real estate sector. In addition
the removal of the depositary and
valuation provisions for the real estate

industry, as already contemplated in the
Parliament’s draft, would help to restrict
to a more sensible level the compliance
burden for funds. Finally, the importance
of some grandfathering restrictions
should be stressed to avoid existing
funds presenting no economic risk and
nearing the end of their lives being
caught when the directive comes into
force. 

Amanda Rowland is a partner and leads
our asset management Regulatory team
in London. 
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UK Bribery Act
One of the last acts of the last
Parliament was to pass into law
the long-awaited UK Bribery Act.
The Act introduces a new crime of
"failure to prevent" bribery. 

This effectively means any companies
unable to demonstrate that they have
implemented “adequate procedures”
to prevent corrupt practices within their
ranks or by third parties on their behalf,
could be exposed to unlimited fines
as well as other collateral consequences,
such as reputational damage.
International enforcement agencies such
as the SFO here and the US Department
of Justice, as well as others around the
world, are increasingly collaborating on
cross-border cases, which increases the
chance of detection of bribery and
successful prosecution.

This is an area of high risk to property
companies, particularly those with global
portfolios. Such companies typically
have myriad touch points with foreign
government officials in order to carry out
their business, from property planning
and construction, through to
environmental regulation compliance,
and tax compliance to name only a few. 

All companies should review their risk
profile and anti-bribery programmes.
Unless your organisation already has
good anti-bribery policies and
procedures in place and in action
(which many don’t), you will be looking
at a considerable period needed to
implement change that will be sufficient
to be considered ‘adequate’ under the
new rules. The stakes are potentially
high and the time to act is now. We are

already aware of property companies
that identified some issues in their
business when they have begun to
examine this area.

Further information can be found on the
PwC website here. 

Simon Perry is a partner in our Risk
Assurance practice and specialises in
risk management, internal audit and
compliance in the real estate sector.
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Property off-shoring – a legal perspective
Following the fall in property
values, market conditions have for
some time provided opportunities
to move properties offshore
without material gains to shelter
future growth in value from
UK tax without the need for
REIT conversion or inversion.

We have been involved in a number of
recent property off-shoring transactions
as clients have taken advantage of low
recession values and we anticipate more
to come as changes in the recent
Emergency Budget have provided an
even greater incentive to adopt this path

Aside from many tax drivers and
consequences, what are the main
implications from a legal perspective?
What factors need to be considered
before a property can be transferred to 

an overseas entity? We have commented
briefly on some of the principal factors:-

• title issues and third-party consents

• bank consent

• development property

• future management

Title issues and third-party consents –
preliminary due diligence on the relevant
property is a priority to establish whether
there are any obstacles on the title

register to a property, to a
straightforward transfer. For example,
there might be a restriction on the title
register preventing transfer before a
document has been entered into with a
third party. Or a restriction on title could
simply prevent transfer before a third-
party consent has been obtained.
Any pre-conditions to giving that consent
will need to be satisfied before the
transaction can proceed. Are there pre-
emption rights or options in favour of
third parties affecting the property?
Some matters might be regarded as
surmountable, others insurmountable or
at least too problematic to obtain in the
time available and given the benefit that
will be obtained from the transfer.

Bank consent – if a bank has a charge
over the property it is inevitable that the
charge will prohibit transfer without the
consent of the bank. Consequently, the
bank should be involved from an early
stage. The bank might agree to the new
overseas owner of the property taking
over the existing loan arrangements with
the property being transferred subject to
the existing charge. Alternatively, new
loan agreements and charges could be
required.

Given the fall in property values and
the possible breach of loan-to-value
covenants, banks are likely to pay

Continued 24
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Property off-shoring – a legal perspective
particular attention to a request for such
consent. The sooner the bank is
consulted the better and the sooner the
bank’s requirements for giving consent
can be understood, the quicker the
decision can be taken on whether and
how the transaction can proceed.

Development properties – if the
property to be off-shored is in the
process of being developed, there are
additional questions to be addressed.
Can the new entity take on development
obligations or do tax considerations
require the property to be held for
investment purposes only? If the
overseas owner should not undertake
development obligations, it might be
possible to appoint the outgoing owner
as developer taking responsibility for
completing the development on behalf of
the new owner, under a straightforward
development agreement. If the new
owner is able to undertake development
activity, can any existing development be
“novated” to the new entity? Novation
involves the substitution of one party to
a contract with another. 

Whatever happens, it is important to
consider the existing contractual
arrangements that have been put in
place in relation to the development and
the impact on those arrangements of a
possible transfer of the property.

Future management – thought should
also be given to the future management
of the property once it has landed in
“overseas hands”. The new owner
might prefer to appoint an “onshore”
manager to manage the property and
a management agreement might be
needed or indeed required.

The above factors are only some of the
issues to be addressed from a legal
perspective when looking to move a
property offshore. Although familiarity 

with the property from a legal position
is useful, a fresh pair of eyes can be
beneficial and above all, the advantages
of having your team of advisers (tax and
legal) working together to ensure all
aspects of the transfer are considered
and implemented, are invaluable.

Tim Hart is a partner specialising in real
estate law at PricewaterhouseCoopers
Legal LLP.
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Back on track? The outlook for the global sports market to 2013
With the UK looking forward to a
decade of sport, starting with the
2012 Olympics in London, the
development of sports facilities is
high on the agenda, despite
potential public sector funding
constraints.

In the past, PwC has prepared annual
forecasts for the global sports industry
as part of our annual publication, the
Global Entertainment and Media
Outlook. This year, given the scale of the
industry and the challenges it faces, we
have prepared a global publication
dedicated purely to the sports industry.
It presents our perspectives on the
opportunities, challenges and trends
facing the industry; this analysis is
underpinned with revenue forecasts for
each segment and region of the global
sports market through to 2013.

Staging a second-half comeback 

The global sports market is achieving a
gradual but robust recovery from the
impact of the economic slowdown of
2008-2009. Over our four-year forecast
period from 2010 to 2013, we estimate
that total worldwide revenues will record
modest overall growth as the industry
rebounds from the decline suffered in
2009. Boosted by surges in spending
in the FIFA World Cup and Olympic years
of 2010 and 2012 respectively, total
global sports spending will rise from
US$114 billion in 2009 to US$133
billion in 2013, representing compound
annual growth of 3.8 percent over the
four years.

Stripping out the effects of major one-off
events, an underlying trend of steadily
rising spending emerges. Having fallen
in 2009, global spending related to
ongoing events is projected to rise
steadily year-on-year, with annual growth
topping 5 percent in 2013. 

The economy holds sway

As these figures suggest, economic
conditions will remain the main driver for
spending on ongoing events, cutting into
gate revenues, sponsorships and
merchandising in the near term while
fuelling a rebound from 2010 onwards as
economic conditions improve. Long-term
contracts will to some degree insulate
media rights from the recession, and as

a result media is the only category where
spending for ongoing events increased in
2009. However, weak conditions in the
advertising market have been limiting
renewal increases since then.

Major international events, including the
Vancouver Olympics in 2010, the London
Olympics in 2012 and the FIFA World
Cup in South Africa in 2010 will boost
media rights fees, and to a lesser degree
sponsorship revenues, in all regions in
the years when they are held, as well as
helping to support gate revenues and
merchandising.
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Chart 1: Value of the global sports industry 2004-2013 (Value $bn)
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The UK’s decade of sport

In the UK, the decade of sport starts
with the London 2012 Olympics, which is
leading to the development of a wide
range of venues on the Olympic Park in
Stratford, East London. The Rugby
Union World Cup in 2013 and the Rugby
League World Cup in 2015 will largely
use existing facilities, while the
Commonwealth Games in Glasgow in
2014 has provided a fillip for the
construction of a range of new facilities,
including the National Indoor Sports

Arena and the Sir Chris Hoy Velodrome.
England will hear in December 2010
whether it has been successful in
bidding to host the FIFA World Cup in
2018. While most football stadia are
already in place, a few clubs are using
2018 as a deadline to develop new
stadia.

The challenge for all venues that are
constructed to host major events is to
ensure that there is a sustainable social
and financial legacy. Increasingly bodies
such as FIFA and the IOC are

considering the legacy story when
awarding events. In mature markets with
a strong culture of attending sports
events, there is evidence that building
brand-new venues and planning carefully
for legacy can enable the country to tap
into latent demand for social and
sporting provision. However, there is less
evidence that this is the case in
emerging locations. Simply creating a
new venue will not automatically create a
useful afterlife and there is always the
risk that a shiny new stadium built for the
Olympics or FIFA World Cup will end up
underutilised. 

Future challenges 

The ongoing globalisation of the sports
market, combined with changes in
distribution platforms and evolving
commercial and economic factors,
means each component of the market
faces a number of challenges during the
period up to 2013. 

Sponsorship: smaller brands facing
an uphill battle

Globally, sponsorship is the second
biggest component of the sports market
after gate revenues, and will be the
fastest-growing component through to
2013. Since 2008, the economic
downturn has focused a rising proportion
of attention and spending on the biggest
sports brands with global reach and

pulling-power. While these have
continued to attract massive
sponsorship deals and strong revenues,
the mid-level brands have found it harder
to attract major sponsors, while
sponsorship of the smaller local sports
brands has been hit by potential backers
reducing discretionary spend in the
economic downturn. Alongside this shift,
sponsors are also demanding more
clarity and specific measurement of the
value they get in return for their
investment, and the bigger sports brands
are generally more able to provide this.

A further impact of the recession has
been to accelerate the existing move
towards focusing more on social
responsibility and community
involvement in sponsorship deals,
including support for sports at the grass
roots level. This trend also involves
reducing the emphasis on corporate
hospitality in a tough economic
environment. 

Gate revenues: price and attendance –
striking the right balance

Gate revenues will remain the biggest
component of the global sports market
by a significant margin throughout the
forecast period, although its growth will
be the slowest. The gate revenue market
varies widely from country to country,
reflecting local economic factors

Continued 27
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including disposable income, economic
confidence, and the strength and
competitiveness of the sports and
leagues on offer. In some countries, such
as the US and UK, attending live sport is
an integral part of the culture; in others,
especially emerging markets where
tickets are less affordable, far fewer
people attend events. Failing to
understand local economic and cultural
factors can result in sports bodies
setting prices too high for the local
economy when entering new
geographical markets.

A further challenge facing the gate
revenue market globally is how to strike
the right trade-off between charging
premium prices for seats (including those
for corporate hospitality) and attracting
higher attendance at games. The
corporate hospitality market is a vital
source of gate revenues for sports such
as Formula 1 and tennis in developed
markets, and is sometimes used to
subsidise affordable seats in football.
But corporate hospitality is
underdeveloped in many – especially
emerging – countries, raising the
question of whether this valuable source
of revenue can be developed in more
geographies. More generally, attempts to
boost gate revenues by raising ticket
prices risks reducing attendance and
creating a lack of atmosphere for TV
viewers, undermining the value of
broadcast media rights. 

Broadcast media rights: facing up to
a multi-platform world

Broadcast media rights are the third-
biggest component of the global sports
market behind gate revenues and
sponsorship. Growth in underlying
spending on media rights (ongoing
events only) will be healthy during the
forecast period, partly reflecting the fact
that they are less susceptible to near-
term economic developments, because
many rights are locked in to long-term
contracts. The wide array of issues
impacting media rights – including

economic factors, competition regulation
and changes in delivery technologies
and platforms – makes it an especially
complex marketplace. It is also an
area where there can be significant
unforeseen impacts. For example,
international rights that show European
football in an emerging market can
actually stunt the development of the
sport locally, since consumers are so
used to the higher-grade product.

Currently, the overarching challenge
for all parties in the media rights market
is how to protect and monetise rights in
a multi-platform world of pervasive (and
often freely available) digital content,
echoing the problems encountered by
music and, to a lesser extent, movies.
The negative impact of the economic
downturn on advertising spending, and
the resulting shift towards subscription
models, has seen pay-TV companies
become the main driver of rights deals. 

Merchandising: exposed to shifts in
consumer confidence

The global merchandising market is
heavily dominated by North America,
which will continue to account for
around three-quarters of total global
spending throughout the forecast period.
This underlines the impact of local
cultural and behavioural factors, such as
the tendency for North American
consumers to buy apparel at games.

Merchandising will continue to be the
smallest of the four components of the
sports market.

Merchandising is more exposed than
the other categories to economic
conditions, owing to its heavy reliance
on consumers’ disposable income.
Major events also play a significant role,
limiting growth in odd numbered years
(non-Olympic and non-FIFA World Cup).
The challenges faced by the industry
include the risk of losing revenues
through counterfeiting – a threat that is
especially apparent in emerging markets
such as Asia.

If you would like a copy of the full
publication, please contact Julie Clark,
our Sport and Leisure Sector Leader.
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Chart 2: Sector share of total global
revenues 2009

n Gate Revenues 38% n Media Rights 20%
n Sponsorships 26% n Merchandising 16%

mailto:Julie.d.clark@uk.pwc.com?subject=UK%20real%20estate%20insights


UK real estate insights HomeQuitPrint

29

Our real estate insight series
  Click on the covers below to launch the other editions in our real estate insight series.

German Real Estate Insights
Ausgabe 2 – Februar 2010

Print Quit

Inhalt 
Einleitung ........................................................................................... 2

Immobilienbranche profitiert vom Wachstums- 
beschleunigungsgesetz ..................................................................... 3

Grunderwerbsteuerliche Konzernklausel: neue  
Restrukturierungsstrategien .............................................................. 6

Grundsteuererlass: Handlungsbedarf bis Ende März 2010? ............ 8

Update zur AIFM-Richtlinie ............................................................. 10

Prospekthaftungsrisiken aus Prognoserechnungen  
geschlossener Fonds ...................................................................... 14

„Green Lease“: vertragliche Sicherung der Nachhaltigkeit ............. 16

Investitionsboom in Wohnimmobilien: Chancen und Risiken ......... 19

Immobilien im Bau: Erweiterung des Anwendungsbereichs  
von IAS 40 ....................................................................................... 21

Immobilienkäufe im aktuellen wirtschaftlichen Umfeld ................... 23

Real Estate Benelux insights
July 2010

C
on

te
nt

s

Print

http://www.pwc.com/gx/en/asset-management/assets/pdf/REICEE_01.pdf
http://www.pwc.de/portal/pub/!ut/p/c4/04_SB8K8xLLM9MSSzPy8xBz9CP0os3gDA2NPz5DgAF9nA0dPN3O_EDdnAwjQL8h2VAQASvuLBw!!/?topNavNode=49c4e2442089fccc&siteArea=e54f50481d51c0e&content=e54f50481d51c0e
http://www.pwc.com/en_BE/be/real-estate-tax-services-newsletter/Benelux-Real-Estate-Insights-PwC-Nov-09.pdf


UK real estate insights HomeQuitPrint

PricewaterhouseCoopers (www.pwc.com) provides industry-focused assurance, tax and advisory services to build public trust and enhance value for our clients and their stakeholders. More than 163,000 people in
151 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice.

This report is produced by experts in their particular field at PricewaterhouseCoopers, to review important issues affecting the financial services industry. It has been prepared for general guidance on matters of
interest only, and is not intended to provide specific advice on any matter, nor is it intended to be comprehensive. No representation or warranty (express or implied) is given as to the accuracy or completeness of the
information contained in this publication, and, to the extent permitted by law, PricewaterhouseCoopers firms do not accept or assume any liability, responsibility or duty of care for any consequences of you or anyone
else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it. If specific advice is required, or if you wish to receive further information on any matters
referred to in this paper, please speak with your usual contact at PricewaterhouseCoopers or those listed in this publication.

© 2010 PricewaterhouseCoopers LLP. All rights reserved. “PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP (a limited liability partnership in the United Kingdom) or, as the context requires, the
PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity.


