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To markthe start of the British summer we turn to the
pros and cons oinvestment inEnglishcountry houses.

The category has seesteady growth in pricesrecently,
with interesting trends on buyer appetite, domiciles anc
criteria. We report some of these, plusvays to protect
investmens, potential pitfalls andkey considerations.

We remain somewhatautious on the current state of the
UK esidential market and the nature of the recent
recovery.The rebound has been largely confined to hou
prices - just one component of a healthy market while
overall market transaction levels remain depresse80%
below the previous nadir Few predict any quick return to
long term averaggof above a million annual house sales.

On these measures the recent recoverpéshapsless than
it seems.We concurwith Savill® @A S franséckdn |
numbers are a better indicator for the health of the
residential property marketThesedetermine the ease with
which homeowners can move, the pace at which they ¢
work their way up the housing ladder and the frequerndy
the steps this requires.

Despite differences between mass market and count
houses all are ultimately connected. A floundering mid
market is a weak foundation for ouperformance by
exclusive houses.

Current market dynamicsould however improve @ential
for income growth, ifthe next decade of mortgage
rationing, public sector cut@nd austerity redefines the
investment case for UKesidential property. A lack of
suitable alternatives may drive demand for rented

accommodationa cultural shift fo those who seea home
asaninvestment
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changes to Stamp Duty and Capital Gains Tax, again st
emphasis to higher rental yields. The latter may beiexdd
as occupier demand drigeup rents, values fall, or mos
likely, bya combination of both.

An uncertain market couldinally provide impetus for the
emergence of the kind of dedicated, institutional
investment in residential property, commptace in
markets outside the UK. Thatay require politicalmoves
including changesto UK Reit legislation, buta genuine
shortageof housing stockould providepopular supportor
such movesProperty investmentmay return to its roots
(and cone into line with other developed markets)as
investorsseekincome sufficient to pay down debt, rathe
thanreliance on a onevay beton capital value growth.

Finally, we look at two other perspectives on UK resider
property. One is the increasing common reference tluga
on a per sq ft basis by investors and developers, to pro
another view of the economic logic for any purchase
the value of UK property relative to other markets. T
secondhasquirkierappeal particularlyfor those who doubt
the British govey YSyY (i Q& O2YYAUYS)
Sterling This values UK house prices relative to gold
inevitably, reveals a less attractive investment return tr
that stated in nominal terms. It is worth considering if y
believethe printing presgquantitative eaing and inflation
providesa more palatable political optiothan budget cuts.

Commercial Property

Any disruption caused bythe election2 NJ A Yy RS SF
SO2y2YAO A&dadzSa cemmengidd propdrt§
recovery.

The second half of May sathe start of astrong results
ASlI az2ys leddingidérBmelcid Préperty companit
reported better than expead uplifts in valuatios of
portfolios focused on the quality end of the market.

This was, perhaps inevitably, accompanied by warnings
the price of some prime UK property has reach
unsustainable levels. This only shows how quickly things
turn. It may also mean that while there are reasons
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Country Houses

Trends from 200€2009 showincreasng appetite amongstoverseas buyers

Q1 2010 Prime indices

% from
al peak

2010 Yron¥Yr %recovery walues
Capital values
Prime Central London 3.0% 16.9% 16.9% -10.1%
SW London 4.4% 26.6% 26.6% -6.1%
Prime regional markets 2.0% 6.9% 6.9% -13.7%
Rental values
Prime Central London 2.8% 51% 5.2% -7.1%
Prime SW London 4.4% 37% 79% -11.8%
Yields
Prime Central London 4.2% 27%

Source: Savills
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South East leads the regional recovery
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The housing markets expected tohave pausel during the run up to a general
election; i KS O 2 IporiisedbRdged duts and tax increases add anothd
layer of uncertainty. In thepre-campaign Q12010 Savillsand Knight Frank
reported 2% growth inthe value of UK country house (prime regional
markets in the table)due mainly to a shortage of quality houses for sale.

Knight Frank reported a 30% fall in country house instructions and a simila
in salesin 2009. Thatsqueezed a dwindling pool of really good houses. 7
y A O K&fartnance laged prime Central London, buin the period since
valuations bottomed ou{H1 2009 the South East haseena 10.4% recovery.

Relative underperformancereflects the fact that the market for premium
provincial houses is less international than Londbnt that appears to be
changing. fie UKQ &apital city hasattracted strong demand from oversea
buyerssincemarket prices and sterling weakened post the credit crundh
2009 Knight Frank sold London housebtyers from49 different nationalities.
However it also sold country houses to buyers from 38 different countt
which reveal®overseasppetite for the English countryside

Savillshas compilediguresfor countryhouse and prime residential markefisr
20062009 Thesereveal interesting trendsespecially fohouses valued above
£4m. During theperiod, norUK buyers accounted for 31% of such propertig
just 18% of sellersbut only 9-10% of properties below £4nin all categories,
suburban UK markets amostpopularwith international buyers.

Thepie chart to theleft shows a broad distribution of buyer nationalities for
houses aboveE4dm. Srongest demandis from Europe andndia has recently
emerged as aimportant sourceof buyers For allhouses abog £2m the south
east- the Home Counties arountdondon- account for 87% of all propertie
acquired by overseas buyer$3% ofwhich were in{ dzNNB & Q ARegiods]
further north fared less wellnothing abawe East Angliand little interest in
large estates ithe north of England and Scotland.

Scond home ownership &n emergingcomponent of the marketat somel3%
of allpurchaseg£2m-£4m)in the period Thatcategory of buyers outnumbereq
sellers by 56%rising to 90%ni the £4m+ category

Savills alsorecords income sources in each category. This revealed shil
towards finance and business services (43% of all buyers over f2wer
property magnates inherited or private wealth The latteraccountedfor less
than 3% of purchases in any category.

Investors may also consider that) @ per sq ft basis, there is a material decli
in valuation asproperty sizesincrease.Buyers of country houseseem less
interested in substantial housedhisis the opmsite of the case in London
whereSavillsreports Wa Ol £ S LINBYAdzYyQo

This may mean that potential buyers of country houses perceive little additi
amenity in a larger property, yeemain keenlyaware of the additional costs o
ownership which we disuss on the next pagdhis is illustrated in thbottom
chart prime residential propest of 1,0002,000sqgft is valued at above
£350/sgft, vs.£250/sqft for properties above 10,008qft.




The enjoyment and investment performance of a higivalue
housemay be materially affected by decisions dlhe outset.

Expert advee is available fothe management ofarge, high value
country house properties but onsultants recommend clients
undertake full due diligence ahead of acquisitioio help avoid
issues associated with ownershipatomplex invesnent.

Secialist consultarg such asPhilip Eddell of Savi{lsCountry
House Consultancy helpurchases identify possible issuedde
draws attention to challengs inherent in running a second
property, especiallyvith largestaff complemens.

He regard it as vital to establish controls at the outset to ensur
that alargehouse is efficiently runA purchaser will be aware of
the expense associated with ownirgny Yrand residenc@ but
unable tobenchmark costs or fully appreciate the implications ¢
decisiors on aLINR LISNIi @ Q& 2 y Falugi Shistlvis
wherean external consultant may be useful.

Mr Eddell reports instances of annual costs above a milli
pounds per annum, perhaps four times the appropriate figurt
due mainly to a lack ofxpelience and knowledge of the local
market. This is particularly serious where a decision may erot
GKS LINRPLISNIeQa @glfdzSd | 0O2ya
against similar properties with their portfolio.

Savills and others seek tossst buyers immediately post
purchase They can accessexpertise in areas such gwoject
management, designstaff recruitmentand implement financial
controls scheduleregular visits angrovide on-site supportfor all
full-time staff

Bureaucracy provides pitfalls faswners

It is understandable that many owners entrust existing staff wit
management of their new property, but this may not be bes
placed to navigate a raft of local laws and regulations.

Firstly, recruitment of a large staff complement makes it essénti
to comply with the relevant employment and Health & Safet
rules.

Complex Investments

Attention to detail
at the outset may
be key tocost
control and
protecta

LINE LJS

long term
investment value

(i

Additionally, advice may often be sought after the event
when lease condions or planning regulationsg often
particularly strict for older propertieshave been breached
This can relate tguite modest improvements amavigation
of the planningprocessto obtain consent for extensions o
modernisation. Owners should also seek opinion on how
proposed alterationsnay affectvalues.

Newer poperties or those which have undergone
extensive modernisaton will often have omplex
mechanical and electrical including entertainment ¢

systems built into the fabric of the buildinghe purchase
price will almost certainlyinclude a premium for these
amenities, so buyers must ensure that they arein full

operating order, understand how thefyinction and assess
the need forongoingmaintenanceand repair.

The need for regular visitsnd ongoing maintenance i
particularly keen for second home ownersvho intend to

use their properties for a few months each year, or arrive
short notice. A househat stands empty other thana

skeleton staff, foup to nine monthsmay not cope with the
demands of asuddenfamily visit, including simultaneou
use of all facilitiesso allmust be kept in working order. /
long period of relative inactivity camsomake it difficult to
keepstaff WY I 1 OK FTA (G Q

Professional management and administration ofhya
substantial property will help protect theapital valueand

contain running costs. Consultantgenerally expect to

produce a better result for less money

A last point, often overlooked is the need to administer
complicated ownership structures Consltants report

offshore tax advantagesare coming under increasing
scrutiny, so it is important that these ar@administered
correctlyd onthhand and contrdimust be offshoreand the

client able to provethis. The value of expert advigeay be
as importantfrom a financial and taxatignas well agpure

property perspective



House Prices

What do alternative measures of
valuesay about the UK market?

Sterling weakness may be a boon to overseas investors in
property, but mainly if it is a temporary phenomenon.
902y2YAailiaQ 2LAYA2ya I NB I
predict, Western governmentitend to resort to the printing

press orO 2 f f 2 ljgdakhtitative I & Xé\felieQe their debt

burdens, there are implications for future alue of property
investmens.

Investors are becoming more discerning regarding assessn
of intrinsic value.Although it has, to date, beenrelatively

uncommon in the UK market, international residential marke
typically quote priceson aper square mete basis As the UK
domestic market comes under scrutiny from foreign buyerss t
approach appears tbe gaining credibility.

A number of eports suggest thathis yardstick is becoming
more popular with potential buyers, mortgage valuers ai
developers sek to benchmark valuations anascertain the
viability of particular developmest The approach helps adjusi
for distortions caused by the maldzLd 2 F | a L.
property stock.

{ | Ofgurestetrabil KS RAALI NRGEe 0Sis
least \aluable locationsas well as a comparison of exclusi
boroughs For example, aluations in three London boroughs
Kensington & Chelsea, City of Westminster and the City
Londonare onaverageabove£1,000per sqft, over four times
that of boroughsat the other end of the scaleOutside of
London trat multiple falls to aless extremeawo and half times.

These figuresshould help investors to distinguish between
equity-richand mortgagedependent areas, regarded as a usel
indicator of future houseprice growth prospects.

Average UK House Prices in Ounces of Gold
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Readers maglsobe interested in asecond, more unusua
test of the nominal, sterlingvalue of UK residential
property, referred to ina recent issue of MoneyVéd.

This analysis;arried out by mathematician, Professor To
Fisher of University ofWurzburg Germany,assesses the
value of an average UK house in terms of its weight in.g
It paints a less flattering picture of tre I & & S
investment perfornance.

His figures illustrate that the average UK house currer
costs just over 200 ounces of gold, similar to 1994, at"
bottom of the last residential cycle and indeed, 1970. T
price peaked at 700 oz; &t Fisher expects it to hit 50 oz.

Inevitably, this drew an animated response from readers
possibly strong believers in the merits of home ownersh
The value attributed to this measuralso depends upon
whether you believe thatthe gold price is subject to its
own bubble, or reflects a wider viewf the readiness of
sovereign governments to debase their currencies.

Whether that means houses are cheap nowagoor long
term investment, isopen to interpretation. In sterling
GSNXYaz |y Wic@Bidlited ekquie? strhe
analysis- has inceased from £4,874 in 1970, to £168,0(
currently. That suggests that houses matyleast providea

reasonable hedge against government inspired inflation.
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