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In this edition, we look at some of the alternative sectors which are 
benefitting from investment, as more traditional property investment 
opportunities become scarce and are chased by sufficient buyer 
capital to force yield returns to historically low levels. As it happens, the 
sectors under our attention are amongst those where the health of the 
operating business depends upon internal UK rather than international 
demand.

With renewable electricity generators losing ground with government 
in favour of gas powered electricity providers, we comment on the 
background to the sector. We note interest in some of the less well 
known types of enterprise operating in areas of known stable British-
based demand such as car parking, education and end of life. We also 
reflect on the growing success of British wineries and niche nurseries 

competing successfully to provide British consumers, and how the 
minerals industry is supporting Britain’s construction industry.

At present we have no evidence that “Brexit” is affecting interest in 
these sectors – indeed these essentially national enterprises may 
illustrate the foundation that is Britain’s independent future. Time will 
tell.

Alan Plumb 
Director 
Head of Trade-related Valuation 
01865 269020 
aplumb@savills.com
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Car Parking

Trading property sectors lie at the opposite end of the risk spectrum 
from investments in terms of the input they require to release annual 
income streams, the specific market knowledge of the sector needed 
and often the capital expenditure required up front and on an ongoing 
basis. So for instance, a holiday park operating business has a much 
higher yield requirement to an operating investor, than simply receiving 
a rent from a good holiday park operator. But is there anything which 
lies between the two? Car parks are often seen as a middle ground 
as they cross the entire property spectrum providing small to large 
investment opportunities, and are able to be owner operated as a 
trading property but with significantly less management required than 
other trading sectors. 

Yet it is not an area to jump into lightly. As with any trading business 
there are elements which are often more complex than they first 
appear. Understanding the location, competition, added value potential 
and sustainable trading business is all important. The attractiveness of 
the asset will vary dependent on the Fair Maintainable Turnover (FMT) 
and more importantly the bottom line, the Fair Maintainable Operating 
Profit (FMOP). This will vary relative to whether the income is derived 
from contracts or cash sales or long-term leasing agreements. Prices 
may be static and reviewed annually or may be priced reactively on a 
website, as many airport car park operators often operate, dependent 
on supply and demand. 

Operational costs vary considerably on a site by site basis significantly 
dependent upon location and whether the operation is a city centre 
car park, an airport car park, a visitor attraction car park etc. The 
mechanisms for ticket and charges enforcement can contribute 
significantly to this variance and will then impact on any staffing costs 
required. Other costs are more standard across the sector such as 
business rates, utilities, repairs, administration, insurance including 
public liability and marketing costs. The location impacts on the 
likelihood of any one-off costs required, such as vandalism, problems 
with unauthorised users and fly-tipping, as some examples. These will 
be reflected by any purchaser and thus within any valuation.

As with many of the sectors which we cover there are various 
complications with the valuation and analysis of these assets. 

This is an unusual market with limited transactions each year and even 
fewer transactions on an operational basis, or without an underlying 
long term development angle to the sale. There are only a few major 
operators within the industry and therefore car parks are often owned 
in groups, with economies of scale on administrative costs, marketing 
and group initiatives making this an appealing option, but one which 
must be unravelled for the individual consideration of each site, as it 
could be run by a Reasonably Efficient Operator (REO). 

On the investment side, as traditional investment opportunities have 
become markedly more expensive and with lowering yield returns, 
the last few years have seen investors turning to diversification within 
their portfolios generally, in order to maintain their level of investment 
and returns whilst still seeking stable income flows. Car parks appear 
to fit this brief well, particularly if run by a well known major operator, 
although a large proportion remain operated by municipal authorities. 
As an asset class they typically are relatively resilient during economic 
downturns and if a leasing structure is in place this often has rents 
linked to indexation, occasionally with the added bonus of a turnover 
top up, making this an attractive steadily increasing income stream. 
The tenant covenant, as on any commercial investment is important 
in these deals, but a wider understanding of the market and the 
operational issues behind the tenant’s business will also be of benefit 
when considering the long term potential of the investment. 

The requirement for parking spaces is unlikely to decrease in the short 
to medium term, despite an ongoing green agenda, and therefore 
this remains an attractive alternative property sector, both for an 
investment and operational business. However with improvements in 
the economy and development returning to the fore, opportunities may 
be hard to spot.

Amanda Blythe-Smith 
Associate Director 
Trade-related Valuation 
01865 269117  
absmith@savills.com

An unusual market

 Opportunities may be hard to spot 
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Educational Premises

 Working closely with our colleagues in Savills Healthcare (who 
advise on early years education), Development, Agency and other 
departments we have valued and advised on some 26 schools, 
academies and universities throughout the UK in the last 12 months.  
We cover the requirements of most owners, investors and lenders 
into the sector, at whatever age group or development stage is to be 
considered.

This sector presents many complications to the valuer.  The relatively 
limited number of transactions, along with the more individual 
characteristics of educational property, reduces the sale evidence 
available and the uniformity of that evidence.  Further, when 
considering value in this sector in particular, knowledge of alternative 
use possibilities can be key.  Planning use classes are the legal 
framework which determine what a particular property may be used 
for by its lawful occupants.  The D1 Use Class includes Health centres, 
Day nurseries, Day centres, Museums, Public libraries, Law courts, 
Non-residential education & training centres, Places of worship and 
halls.  

The majority of institutional property is offered to the market on an 
asset value basis, excluding any business and is sold as premises for a 
new business to establish in D1 use, or as facilities to relocate/expand 
an existing operation.  Consequently, the value of any one property 
may materially depend upon it’s adaptation to the present use and its’ 
potential for each of these uses for which no change of use application 
would be required.

Some properties, where planning allows, may be sold into an 
alternative use, or may have values underpinned by bidders 
considering such potential.  Purchasers of institutional properties 
commonly those who seek to change the use outside D1 such as 
business space developers, hotel groups, care home and care village 
developers, and wedding venue operators.  

All markets rely on funding to cement value and in the UK education 
sector a major factor in supporting value of property to be used for 
education purposes is the Education Funding Agency (EFA). The 
ETA is an executive agency of and funds, on the Department for 
Education’s behalf, almost all of the annual running costs and capital 
needs of compulsory education in England, as well as a significant 
value of non-compulsory education. 

The size of the EFA’s free schools programme increased dramatically 
in 2014-15 with capital funding for free schools increasing from £326 
million in 2013-14 to £1.1billion in 2014-15. The same programme has 
also driven an increase in assets under construction held by the EFA 
group to £1.03 billion (2013-14: £714.6 million).

The EFA is now a major purchaser or provider of funds to purchasers 
of D1 property or property suitable for D1 Use and if funding were 
withdrawn or restricted, existing use values might fall.  Nonetheless at 
present we are not aware of any proposals to curtail the activities of the 
EFA and such a prospect appears remote.

Geography is also a key determinant of value.  In London there is and 
has been for some time a shortage of educational space, particularly of 
10,000 sq ft and over.  With such limited supply, operators have been 
looking to buy property in alternative use and convert it to D1.  As a 
result, prices paid for suitable premises are often competing against 
residential developers and office accommodation users.  Values are 
very location dependent.  This also means that transactions in the 
market place are much harder to trace as the properties are often 
not marketed for education.  On the other hand, planning policies will 
frequently constrain attempts to convert D1 premises to other uses.

There are schools that have been wanting to relocate to better 
premises for years, but no suitable premises have become available.  
As such, when properties do become available they can be very 
strongly sought after.  Overall demand for schooling in London is 
growing and there is pressure on state schools.  There are now 
over 56 free schools in the capital.  Many redundant schools, office 
accommodation and other property have been purchased by the 
government to convert to free school use.  When schools close 
they often appear in the headlines in relation to their closure and this 
provides opportunity for those seeking accommodation to approach 
the school with an offer to purchase it before the property is marketed 
openly.  Some premises have become available through school 
mergers.

Recent media reports suggest that tens of thousands of children 
have missed out on their first choice of secondary school in London, 
illustrating the high level of demand for school places in the capital.  
London is known for good schooling and demand appears to be 
increasing, not just at secondary school level.  This would suggest 
potential for growth in the use of independent schools by middle 
income families at primary stage. Once they have bought into the 
independent sector, the likelihood of continuing to do so is good.  

The number of pupils in independent schools is reported at its highest 
level since 1974 and more concentrated in London and the southeast 
than ever before.  Parents are often educating their children selectively, 
with the largest percentage of pupils educated at independent facilities 
during 6th form education.

The independent sector caters for around 625,000 children in some 
2,700 schools, but it cannot be complacent.  Smaller, less well 
equipped and less well reputed schools have struggled since the 
onset of recession whilst those which are more established, larger and 
focused on continued investment, change and improvement have 
fared well.  A degree of a north south divide remains with better fee 
and pupil number performance in the south than the north.  

For buyers of property to remain in educational use, factors such 
as reputation are key and the appetite of buyers is directed towards 
businesses with a sound track record, both in terms of trading 
performance and occupancy.

Diverse challenges
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All child-centric businesses are highly dependent upon reputation 
and any negative publicity can have a significant effect upon 
occupancy and thus trading performance.  This fragility can be further 
compounded when selling a trading business as the market comprises 
a relatively small number of operators compared to more traditional 
sectors and can be regarded as a little thin.  Indeed most deals 
happen off market and many are actually mergers between schools 
with mutual interests.  

There remain few proposals for new private school developments and 
most operators are focussing upon existing facilities with an eye to 
maintaining quality of premises through focussed investment whilst 
keeping an ever watchful eye on operational costs in an effort to 
maintain profitability in these difficult economic times. 

However a growing number of commentators and investors recognise 
the potential for quality but no frills –and therefore lower cost - 
independent education.  Given the cost of property in the London 
area, such provision may be better located in the regions and we await 
developments in this area with interest.

James Higham 
Associate Director 
Trade-related Valuation  
01865 269023  
jhigham@savills.com

 Demands appears to be 
increasing 

‘UAL’s Central Saint Martins campus - image courtesy of UAL
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STOR Generation
Keeping the lights on

The UK faces a shortfall in energy supply over the next decade 
as existing large power stations come offline with few planned 
replacements. This problem is exacerbated by the increasing volume 
of variable renewable energy generation on the grid causing an 
imbalance in supply and demand. 

As a result, National Grid, who are responsible for maintaining the UK’s 
electricity network, is procuring reserve electricity services, through a 
number of schemes designed to “keep the lights on”. These schemes 
broadly cover 3 key areas – frequency, reserve and capacity.

National Grid has a licence obligation to control frequency within the 
limits specified, except in abnormal or exceptional circumstances. 
National Grid must therefore ensure that sufficient generation and/

or demand is held in automatic readiness to manage all credible 
circumstances that might result in frequency variations. 

This summer, National Grid will procure up to 200MW of high-speed 
response from 1.3GW of pre-qualified parties through Enhanced 
Frequency Response (EFR), 70% of which are battery storage 
projects. 

Most reserve schemes are based around the long standing Short 
Term Operating Reserve programme. National Grid uses Short Term 
Operating Reserve (STOR) at times when actual demand rises above 
forecasted demand, or there is an unexpected drop in output of a 
generation plant. National Grid will purchase part of this requirement in 
advance if it is cost-effective to do so.

  Power on demand  
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STOR generators must offer a minimum of 3 megawatts of generation 
or steady demand reduction, for at least 2 hours within 4 hours or 
less from receiving instruction. They must be able to recover to full 
capacity within 20 hours and be able to provide electricity at least 3 
times a week. Aggregators with portfolios of smaller generators with a 
total generation capacity of 3MW can also qualify for STOR contracts. 
These include battery energy and use of existing standby generators of 
over 1MW.

The governments flagship Electricity Market Reform policy aims to 
deliver low carbon energy supplies whilst maintaining security of supply 
and minimising the cost to the consumer. They are doing this through 
a number of measures including the Capacity Market.

The Capacity Market is the mechanism used to ensure that National 
Grid has sufficient capacity to meet the country’s needs. To qualify, 
capacity providers must be available to supply energy whenever 
required by the Grid. Therefore many existing and new capacity 
providers qualify, including power stations, electricity storage plant 
and capacity provided by voluntary demand reduction. As of last year 
interconnectors to the continent are also eligible. Capacity Market 
Contracts are an attractive investment as they offer a secure, reliable 
revenue stream. Contracts are awarded through a competitive auction 
process which determines the price for capacity per kilowatt. These 
are held annually and four years ahead of delivery. The first Capacity 
Auction took place in December 2014, for delivery obligations 
beginning in October 2018.

Under Capacity Market Contracts a series of payments are received. 
These include:

1. Availability Payments
Payments simply for being available, made on a £/MW/h basis for 
constant full contracted capacity.

2. Utilisation Payments
Payment for the energy delivered in £/MW/h. This payment includes 
the energy delivered during ramping up to and down from the 
contracted MW level. 
 

3. Triad Payments 
Payment based on the percentage of the savings made by electricity 
suppliers during Triad periods. 
 

4. Power Purchase Agreement
Sales income from generator power sold to energy suppliers. 
 

5. Capacity Mechanism
Payments received under 15 year contracts awarded annually at 
auction in the Capacity Market. The contracts are for the construction 
of new generation capacity.

In addition to Capacity Market Contracts the National Grid also awards 
1 year contracts to owners of existing power stations to encourage 
them to stay on line, as well as Transitional Arrangement section of the 
capacity market for existing diesel and gas generators where contracts 
of 3 years are awarded.

A 20MW generator site can typically produce an income of £2m per 
annum once fully operational, but to achieve this, significant capital 
expenditure is required, starting with the purchasing or leasing of the 
industrial/brownfield sites of roughly 1 acre. Investment in site works 
to facilitate the STOR prior to installation of the equipment is required, 
including gas to grid connection and ground works, together with 
access and site security. The overall cost of works excluding the 
equipment is likely to be in the region of £2m to £3.5m. The value of 
these works is likely to enhance the value of the site and effectively 
convert the land into ‘energy land’, providing facilities to a range of 
potential uses which will attract a premium above industrial land.

Energy generators within the two schemes are clearly not envisaged 
as a long term energy solution. The market will be limited, but popular 
while future energy provision is insecure. Base load suppliers must be 
replaced, but are being built slower than they are being closed, so to 
maintain supply, STOR is likely to expand, particularly in the short 3 
year term. The value of individual reserve energy sites properties will 
be impacted by other such properties in the area. The rise in the total 
number of STOR units in 2014 led to a short term oversupply, reflected 
by the spend on STOR energy being down 30% on the previous year 
to £68.7m. However, with nuclear and major fossil fuel plants planned 
to come off line, commentators note that the imbalance appears to 
have been reversed, as the total amount of capacity available to bid for 
at auction in December this year is up on previous years.

Any generators of over 1 Megawatt that can produce power on 
demand, such as diesel and gas engines, can work with an aggregator 
to benefit from these schemes. The aggregator will build portfolios, 
Commercial and industrial sites that can switch to backup generation 
or turn down electrical assets on site during periods of peak demand 
can profit from lucrative, low risk revenue streams and savings by 
utilising existing assets. Savills is working with a leading operator of 
National Grid contracts in order to aggregate a significant generation 
portfolio that can come on line together and form a “virtual power 
station”.

Savills provide an all round advisory service in this area, from planning 
to project feasibility and development. We have experience securing 
potential sites for STOR and other National Grid balancing schemes as 
well as the aggregation process for existing diesel and gas generators. 
We also have excellent links across the energy sector with developers 
and aggregators in the STOR market and lenders in the sector.

Polly Graham 
Surveyor 
Trade-related Valuation  
01865 269029  
pgraham@savills.com
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Food production in the UK has been under the spotlight for a number 
of years with a drive to increase home production and reduce our 
reliance upon foreign imports. In this article we focus on two markets – 
tomatoes and poultry.

The British Tomato Grower’s Association reports that British tomato 
production totals about 75,000 metric tonnes each year, equating 
to about a fifth of the total volume of tomatoes sold in the country. 
Consumption is estimated at around 500,000 tonnes and therefore we 
import over 400,000 tonnes of fresh tomatoes to match this demand. 
This relates to a retail value of British tomato production estimated at 
around £175 million from a total retail market of about £625 million. 

Almost all tomatoes in Britain are grown in glasshouses. The 
introduction of technology in glasshouses such as LED lighting, 
thermal screens, hydroponics, aquaponics and better understanding 
of the tomato plant has led to more efficient glasshouses and growing 
techniques. Horticulturalists are continually striving to build the most 
cost effective, efficient and profitable glasshouses. Other types of 
property are also being experimented with, now that the use of LED 
lighting has proved successful. Underground tunnels and other indoor 
spaces have been trialled to create vertical farms. Their success has 
the potential to convert redundant space into valuable growing space 
and increase Britain’s production. 

Our involvement with the sector has generally been with the large 
commercial growers with hectares of glasshouses. Whilst smaller 
growers contribute to UK produce figures, it is these larger growers 
who are able to demonstrate the most profitable margins and fund the 
high cost for the new technologies. It is these technologies which are 
supporting the higher values of new glasshouses and whilst properties 
with older glass can continue to trade profitably, the values of older 
glasshouses are now relatively low in comparison.

Many commercial growers are investing in Combined Heat and Power 
(CHP) equipment. By siting electricity generating station on nursery 
sites, the heat which is a by-product of the energy generation is 
used to heat the glasshouses. The electricity is then supplied to the 
National Grid for distribution to homes and businesses. Whilst most 
generators are powered by gas, we have seen an example powered 
by biogas from an anaerobic digestion facility on site which used plant 
waste. This facility was particularly impressive as the owner was also 
experimenting with producing packaging from this process.

The tomato industry is not the only sector which is embracing cost 
saving technology. We have recently been involved with a poultry 
farmer who has incorporated solar panels and biomass boilers in to 
the design of a new broiler unit. The inclusion of panels and biomass 
attract the relevant tariffs and also provide significant cost savings to 
the operating business, increasing profits and ultimately value. We 
have seen less of an impact from tariff changes for these types of 
property than for properties which are solely reliant on the incentives, 
such as solar farms and anaerobic digester plants. Care has to 
be taken when valuing such elements as incentives are constantly 
changing and the valuer must be diligent so as not to double count 
any value. 

Food production will always be required and with a soaring population, 
demand will continue to grow. Escalating energy and transport costs 
have already led to an increase in research and innovation in order to 
maintain and increase profits – it is exciting to see the next steps. 

Maddy Uren 
Associate 
Trade-related Valuation  
01865 269044  
muren@savills.com

Feeding the Nation
A growing problem

 Food production will always be required 
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Healthcare
Markets are improving

Primary Care
There is considered to be good interest and demand for medical 
properties from a number of specialist medical investment companies, 
and the wider smaller and institutional investment market seeking to 
diversify their portfolios into long term secure income streams. The lack 
of stock of quality investments in the marketplace has been driving 
yields downwards over the past 24 months for prime stock and this 
trend is continuing. There has also been a further strengthening of 
yields on assets with stepped rent increases and over £5m lot size, as 
a number of specialist medical investment companies seek to increase 
their portfolio value at a fast rate. This has been accelerated by recent 
fund raising exercises by the large specialist medical sector investors.

The prime end of the primary care market has continued to show 
improvement over the past year and there have been a small number 
of portfolio transactions, mainly on a corporate acquisition structure 
to include debt, where strong yields have been paid. Future values 
will depend on the extent and cost of debt funding available and 
any changes in the wider economy, rental growth prospects and the 
system of reimbursement remaining unchanged. 

Furthermore, in the last 18 months competition in the primary care 
market has increased due to institutional investors entering, but 
possibly when they feel they have sufficient assets in the primary 
care sector/alternative investment class they may revert back to the 
traditional investment classes. There are some institutional investors 
that are seeking long term income streams over 25 years and they will 
likely remain in the market and continue to provide competition to the 
specialist medical investment companies, especially on the large lot 
sizes and central London locations.

Long Term Care
The healthcare analysts, Laing & Buisson, in the latest available figures 
in the six months to March 2015 indicate that for the first time in a 
decade independent sector capacity has witnessed a contraction at 
national level, with capacity loss through closures outweighing capacity 
gain through new openings. If this marks the start of a trend, as seems 
likely in view of fast declining profit margins in areas with high exposure 
to public pay, it could also mark a turning point for the sector in which 
generally rising occupancy rates shift market power to operators.

The emphasis on quality properties and profitability has led to a wider 
polarisation between fully compliant homes and older stock which is 
increasingly reflected in market attraction and prices being paid.  The 
industry is also seeing a gradual swing towards care homes being 
registered for nursing care from 54.6% of beds in 2011 to 73.7% in 
2014, reflecting the pattern of increasing dependency levels of people 
moving into care homes.   

The emphasis on quality properties and profitability has led to a wider 
polarisation between fully compliant homes and older stock which is 
increasingly reflected in market attraction and prices being paid. Over 
the last 25 years the focus on improving economies of scales has seen 
an increase in the average size of independent sector ‘care homes 
with nursing’ (formerly nursing and dual registered homes) from 24 to 
over 51 places by 2014, leading to higher barriers to entry for owner/
manager operators.  Similarly the size of independent ‘care homes 
only’ (personal / residential care homes) has risen from an average 
size of 15 places in 1986 to 28 places in 2014, but continue to be 
more readily accessible to owner/managers.  The increases have been 
driven by corporate providers who consider care homes with 60 plus 
beds as being the most economic and by the exit of small business 
providers of uneconomic care homes of 20 or less beds.

In response to increased market expectations and the now 
abandoned National Minimum Standards (introduced in 2002), there 
has been move towards all single bedrooms and the greater provision 
of en suite facilities.   Most new bedrooms are for single occupancy, 
have at least 14m2 in area and have an en suite disabled shower room

The national average occupancy in private sector and voluntary care 
homes in June 2015 was estimated at 90.1%.  The drop in occupancy 
levels between 2012 – 2013 was attributed to capacity remaining 
virtually static and the volume of demand being slightly down. 40% of 
care homes (with and without nursing) reportedly achieve occupancy 
levels over 95%.

Following the significant slowdown in market activity since mid 
2007, we now see improved market conditions albeit polarised and 
hampered by a lack of stock. We are seeing an increased amount 
of land sales although care home operators face competition from 
retirement housing operators with aggressive growth plans.

  Emphasis on quality  
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Many parties now seeking to dispose of care homes may be seen 
as having a requirement linked to debt or trading issues and this 
can adversely affect their pricing, whereas most long term operators 
are holding their stock free of debt unless they are of Corporate 
specification and these ‘cleaner’ homes are attracting Investor interest.

Generally Banks continue to take a much more cautious approach 
to financing and are only willing to fund those applicants with a track 
record or else major Corporate restructurings and acquisitions.

However, Banks are by no means the only funding source. There 
is a substantial weight of money, both in the UK and internationally, 
considering the sector as part of a shift that views Specialist 
Investments, particularly long lease index linked income, as core rather 
than alternative. Investors include specialist healthcare and social 
infrastructure funds, pension funds, insurers, US REITS, property 
companies and others.

Some are seeking prime, high quality opportunities, others are seeking 
a ‘yield play’ on secondary assets or covenants, some are looking for a 
turnaround opportunity and others are primarily interested in the op co.

The long term care sector remains relatively buoyant and is perceived 
by many as one of the safer opportunities available in today’s 
economic climate due to the strong demographics (the population 
aged 85 plus is projected to increase more than five times from 
1,561,000 in 2015) and underlying profitability from well run facilities. 
There has been some impact by the demise of Southern Cross, 
Panorama style exposures and other adverse press impacting on 
market sentiment although the impact appears to be reducing.

Investors still see the benefits of the demographic drivers, and an 
undersupply of top quality accommodation. 

There remains demand from groups and operators with access to 
funding who are looking to expand their portfolios and diversify, but this 
remains focused on well located units with a proven track record or 
with potential to enhance profitability or develop additional bed spaces.  
This particularly applies to those units that already meet modern 
standards or can be upgraded with minimal capital expenditure. 

The primary demand is therefore for new care facilities and the growing 
trend is for new developments to be undertaken either by owner 
occupiers or operators working in conjunction with developers and 
investors on a sale and leaseback model, sometimes with an option to 
purchase after a period of years, as a way of growing portfolios. 

The emphasis on quality purpose built properties, upper tier high 
quality conversions and profitability has led to a wider polarisation 
between fully compliant homes and older stock which is increasingly 
reflected in market attraction and prices being paid.

The sector is also attracting ‘turnaround’ investors looking at acquiring 
group platforms and clusters of underperforming homes or those 
being disposed of in default situations. The attraction is to buy in at 
a discount with the potential either for a portfolio sale or lease back 
structure once the homes have been returned to profit and have been 
upgraded where necessary. However, this is selective and pricing can 
be low but does offer an alternative exit route to those parties seeking 
an early resolution set against the risks and costs of holding a poorly 
trading home whilst a sale is pursued in an unrestricted marketing 
process. 

A further factor is the restricted availability of finance to acquire, 
particularly for secondary or troubled homes, and the resulting need for 
high levels of equity injection which often means the market is driven 
by either well funded or cash rich purchasers who can afford to be 
selective and will tend to have little appetite for problematic homes.

Sales of failed units have a limited market except at significant 
discounts reflecting either distressed or restricted period sale 
conditions. Furthermore, sales could take a minimum of 9-12 months 
and potentially longer for the weaker units and these conditions could 
well prevail for another 2-3 years impacting particularly the weaker 
stock.

Values and market attraction will be impacted, upwards and 
downwards, by changes to trading outlook and market conditions. 
They will also be affected by the wider economy and pressure on 
occupancy rates and fees, together with inflation on costs as well as 
regulatory issues.

Dependent on location, some care home sites have strong underlying 
property values and we have regard to these in our valuations where 
appropriate. 

Healthcare Transactional Overview - Trading 
Trading transactions have been sporadic and mainly relate to individual 
homes and small groups. Our Agency department reports that sales 
for top tier care facilities providing modern purpose built compliant 
accommodation with fees of £800+ per week are attracting interest at 
8.5 – 10.0+ Years’ Purchase (YP) depending on location. Super prime 
can be 11.0 +.

Secondary care homes which are either older style purpose built or 
else converted extended stock in mid fee areas are achieving 6.0 – 
8.5YP with most below 8YP.

The tertiary tier which includes small homes, redundant stock and 
under performing units are increasingly difficult to dispose of or fund 
and will fall to 4.5 – 6YP with an emphasis on alternative uses if a 
market can be found.

Healthcare Transitional Investment Market 
Commentary 
At the peak of the market in 2007, Southern Cross leases were 
achieving in the order of 5.0% - 5.5% net initial yield with one deal 
sub 5% and a further transaction with BUPA as tenant also sub 5%; 
reflective of the prime end of the healthcare investment activity at 
that time. Yields for secondary stock and weaker covenants ranged 
between 6% and 12.0%, and yields applied tended to be very 
individual to the home, the location, type of construction and tenant 
strength. 

The healthcare investment sector has been active over the last 24 
months, but this has again been impacted by lack of availability of debt 
limiting activity. Yields have moved out as a result for secondary stock.  
There remains interest in well tenanted, purpose built or converted 
compliant homes with a profit to rent cover of 1.6 – 1.8 times and 
investors are increasingly considering the sector as an alternative to 
more traditional property investments. 

Prime yields have contracted substantially for ‘best in class’ operators 
in future proof homes with sustainable rents and are now at their 2007 
peak. 

This is demonstrated by the recent activity of US REITs with various 
major transactions completed in the last 2 years to include Caring 
Homes for c. £297m reflecting 6.80% net initial, 14 homes run by 
Avery for £140m at 7.0% net initial and most recently, 20 Maria 
Mallaband homes at c. 7.25%. 

The collapse of Southern Cross has had a lasting impact on 
confidence in the sector and in the sale and leaseback model.  This 
created uncertainty in the eyes of investors as to how secure operators 
are and the availability of alternative operators to take over leases in 
the event of default.  Further, there is significant speculation over Four 
Seasons and whether that will follow in Southern Cross’ footsteps.  
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Whether the solution lies with outright sale or debt restructure, it 
remains to be seen how this deal will be viewed in the market and 
what impact, if any, is it likely to have on the sector as a whole.

Over the last six months there has been further improved yields on 
prime primary care properties as there is increased competition to 
acquire the limited amount of stock available.  This is particularly the 
case on a lot size of £5m where the specialist funds are aggressively 
seeking to expand their portfolios. In the care home investment market 
there has been a limited number of prime investment opportunities 
brought to the market over the last 6 months. 

As a result, net initial yields have started to flatten around 5.0% to 
5.5%. Savills have recently brought to the market a pre-let care home 
investment opportunity in Worthing for a term of 35 years with annual 
RPI increases with a not for profit operator with a 5A1 covenant.

There has been a limited amount of transactions over the latter part of 
2015 compared to Q4 2014 and Q1 2015 but there has been some 
growth. Institutional investors have slowed down their aggressive 
purchasing in the market during this period due to a limited amount 
of ‘vanilla’ assets coming to the market. The strong fluctuations in 
the bond markets, problems in China and the uncertainty over future 
interest rates increases have also meant investors are taking a small 
step back to re-assess their risks and returns. Uncertainty over Four 
Seasons Healthcare Group and the potential impact of the Living 
Wage appear to be having an impact.

Investors are particularly focussed at present on the underlying asset 
value and the lack of control they have over the operation of the 
business where there is total reliance on the tenant in maintaining 
business performance, investing in the fabric and avoiding CQC 
issues.  Without careful and close monitoring and active management 
on behalf of the Landlord, the operation of a home can deteriorate 
quickly and this deters those investors looking for safe and secure 
income streams with limited management input.

At present, Investors are also increasingly aware of the risk of tenant 
default or else the need to renegotiate rents to ensure affordability and 
therefore will be more cautious of investments where there is uncertain 
tenant covenant, over renting and no parent company guarantees.  
Alternatively, in their risk profiling they will consider whether there will be 
a need for a landlord injection of capital to improve the buildings and 
for restructuring leases or bringing in fresh tenants.  Generally, however, 
the market is showing little appetite for such troubled investments.

The sector is differentiated from general property investment as 
highlighted by the IPD Healthcare Index compared with the All Property 
Index which demonstrates the attraction of the sector to investors 
taking a long view and seeking low volatility and secure, long term 
income streams. 

Samantha Rowland 
Director 
Head of Healthcare Valuations  
07870 555855  
srowland@savills.com

  Prime yields have contracted  



12

Thanks to a resurgence in construction activity since 2014, aggregates 
and building materials are back in demand. According to the latest 
economic briefing published by the quarry industry’s respected trade 
body, the Minerals Product Association (MPA), this demand is forecast 
to increase by 3% per annum for the next three years.

Every industry needs strong demand in order to grow but this also 
throws up supply issues. The severity of the recession following the 
credit crunch caused mineral operators to rationalise and close sites 
down. It also put a stop to the development of new quarries and 
the replacement of mineral reserves which are the lifeblood of the 
business. There is now the looming prospect of supply shortages and 
price rises. 

If demand continues to recover as predicted then we may soon be 
facing supply constraint issues not only in London and the South East 
but in other parts of the UK too. The mineral industry has recognised 
this fundamental change in the economic climate and is now gearing 
up to find and promote new mineral resources. We have seen this in 
our burgeoning workload which is back to levels not witnessed since 
the mid-noughties.

All this means opportunities for landowners as many mineral planning 
authorities (county councils or unitary authorities responsible for mineral 
policy and planning) are reviewing the mineral local plan and calling for 
new sites to be put forward. Each authority is required to identify and 
allocate sufficient reserves to provide a seven year mineral landbank 
over the plan period. Landowners should use the call for sites as 
a trigger to scrutinise their property portfolios and to locate mineral 

resources for promotion. It is relatively easy to carry out an initial 
geological appraisal which, if encouraging, can be followed up with a 
full geological borehole investigation and planning appraisal. There is 
only a limited time frame in which to make representations so advice 
should be sought on how best to maximise the chances of success.

Once allocated, the preparation and submission of a planning 
application and environmental assessment can be an expensive and 
risky business. We would usually recommend that the landowner 
enters an agreement with a mineral operator to bear this cost and 
provide the technical and commercial expertise to secure a permission. 
The returns from mineral development can be very attractive and 
landowners can look forward to enjoying a substantial income stream 
from rents and royalties over the life of the operation and beyond. 
The nature of mineral extraction is such that further opportunities can 
follow on in the form of restoration through importing inert waste or the 
creation of leisure and commercial facilities.

The quarrying industry is a cyclical business which is intimately linked 
to the fortunes of construction. We are seeing a strong return to 
growth with the potential for landowners to generate significant value 
by seizing the openings offered by the mineral planning process. 

Martin Ott 
Director 
Head of Minerals  
01245 293290  
mott@savills.com

Minerals
Cyclical business

  Materials are back in demand  
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 There was a spike in the number of deaths over this winter despite 
it being relatively mild.  The last time it was this high was in 2003, 
generally the death rate has been slowly declining since the 1970s. 
Morbidly perhaps, this was good news for the funeral market whilst 
opening a number of questions over the nation’s health and the NHS 
response.

Nearly 75% of all deaths in Great Britain end in cremation, although the 
percentage is lower in Scotland.  There are around 273 crematoria in 
the Britain, of which over 170 are operated by local Councils.

The average cost of a cremation has reportedly increased by a third 
in the last 5-6 years and this has given rise to press reports of some 
difficulty finding the money to pay for a funeral.  

The majority of cremation price rises have been linked to the cost 
of installing new equipment to reduce pollution.  Older cremation 
equipment without mercury abatement technology incurs a fee per 
cremation which is passed on to the bereaved.  It has also been 
argued that local authorities do not operate crematoria as efficiently as 
they could with there being cases of funds from cremations used to 
fund burials.  

The costs of new cremators which are more efficient, fitted with 
mercury abatement technology and can cater for larger sized bodies 
cost in the order of £500,000 per furnace.  Most crematoria have 
between one and three and they have a life span of around 20-25 
years.  The annualised cost of their replacement is therefore significant.  
Furnaces can be purchased on hire purchase schemes which obviate 
the need for heavy one off capital expenditure but do increase the 
operating costs.

Cremations are usually cheaper than a burial and range between 
£500 and £900 per cremation.  Lower costs can be achieved at some 
crematoria by arranging the cremation directly with the manager and 
choosing less popular times without the traditional additions such as 
a hearse, flowers and ash scatterings etc.  These are not for everyone 
but do remove the funeral directors costs and illustrate demand for a 
movement away from the traditional funeral model.

Dignity, Memoria and Westerleigh are the main private crematoria 
operators in the Britain.  The size of their portfolios is increasing year on 
year.  Many of their crematoria are modern, purpose built, with efficient 
equipment and provide an attractive and peaceful setting for a funeral.  
They are slowly gaining a greater proportion of the market through 
increasing facilities and quality of service in locations presently not well 
served by existing crematoria.

Private operators in new facilities should be able to work more 
efficiently than local authorities and generate a return from their 
business.  The sector is however relatively difficult for new operators 
to enter, due to the cost of construction, the market share of the 
main operators and the niche knowledge and experience needed.  In 
smaller population areas a return on capital may not be the principal 
motivator and we have seen local businessmen investing in crematoria 
to serve the community where they would not be viable for profit 
making businesses.

Conversely there is evidence that some local planning authorities 
have granted consent for more than one crematorium where there 
is only adequate demand for one.  This has resulted in a number of 
sites brought to the market with planning permission over the last few 
years for which there is insufficient demand.  Potential investors must 
undertake research and gain adequate market knowledge to upon 
which to properly base decisions.

The property market
There continue to be between 1 and 5 crematoria developed annually, 
the main private operators are actively seeking new locations.   There 
have consequently been very few sales.

The main transaction in the market place this year has been Dignity’s 
acquisition of the Co-Op portfolio of 5 crematoria, 3 freeholds and 2 
leasehold, for a reported £43 million bringing the total crematoria under 
Dignity’s control to 39 and further consolidating the market place.  

Savills regularly provide valuation advice and site acquisition services to 
private crematoria operators.

Kelly Hulatt 
Associate Director 
Trade-related Valuation  
01865 269108  
khulatt@savills.com

Crematoria
An increasingly private sector

 Difficult for new operators 
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The first thing to understand about viticulture and wine making is that 
the growing of grapes does not make money, at least not relative to 
the capital involved.  However, there is good money to be made in the 
premium English wine market if your product meets the expectations 
of the consumer. 

It is all about the quality product (English wines are now frequently 
winning international awards ahead of French counterparts) and more 
importantly the marketing of that product.  Spending on a premium 
product such as this is all about the occasion and therefore the 
marketing, brand and packaging must be focused on that fact.  There 
also needs to be an acceptance that it is lower volume but higher 
margin – English wine cannot compete on price with ‘New World’ 
wines. 

You need to think about the whole business model too. Savills advises 
a number of vineyard and viticultural businesses in the south east 
and Savills sees the most successful businesses being the ones who 
have tourism/other revenues alongside the business.  This is for two 
reasons.  Firstly, there is revenue to be generated from tours, events, 
parties, weddings and corporate entertainment.  And secondly, this 
is the most profitable way to sell.  If you sell on a wholesale basis you 
will be giving away most of your margin plus selling direct takes the 
distribution costs away. 

If starting out you need a lot of cash.  Which is why, there is a growing 
market in established vineyards.  Starting from scratch and including 
the planning phase you are looking at at least 4-5 years before any 
income is generated not to mention the high capital investment.  
Therefore it is vital to have a clear and robust business plan and 
understand the cash flow needs – or consider buying an established 
vineyard. 

You should know and understand your competition and market.  
English sparkling wine is not competing with and cannot compete 
with Prosecco or Cava but the English wine sector is becoming more 
competitive therefore you need to understand your competition and 
how you can differentiate yourself (and how you will sell your produce). 

Although there are plenty of challenges the viticulture sector is one of 
the most exciting and fastest growing in the agriculture sector.

Doug Jackson 
Director 
Food and Farming 
01444 446021 
dpjackson@savills.com

Vineyards

 Lower volume but higher margin  

Money does not grow on trees
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Rating
Are you prepared?

The 2017 rating revaluation is rapidly approaching and now is the time 
for property owners and occupiers to plan for the changes. Can you 
afford not to give business rates your attention?

What you need to know
How are business rates calculated?
In England and Wales the Valuation Office Agency (VOA) is responsible 
for assessing the rateable values of all non-domestic properties. Every 
commercial property in the UK will get a new rateable value in April 
2017, which for most properties is based on an open market rental 
value that it could have let for two years beforehand. With 7 years 
since this was last done, we anticipate that the gap between winners 
and losers will be far wider than ever before.

The amount of rates you pay is calculated by multiplying your rateable 
value by the relevant year’s rate poundage, or multiplier. As this creeps 
past 50 pence in the pound, it’s vital to ensure each rateable value is 
as low as possible.

Timeline
30 Sept 2016

The Valuation Office will make the new Rateable Values available to 
all. This commences a 6 month window in which an agent will inform 
the VOA of any factual errors. It is key to ensure your agent is in place 
to complete relevant assessments by this time, as the opportunity to 
reduce RVs by informal negotiation, before the rating list goes live, will 
be more essential than ever before.

Winter 2016
Various announcements are expected in this period, including details of 
the new multiplier and transitional arrangements.

1st April 2017
All new Rateable Values go live, as does the government’s new system 
called ‘Check, Challenge, Appeal’. Concerns are this will complicate 
and potentially lengthen the process of questioning your rateable value, 
as well as introducing a fee to appeal.

Why Savills?
Savills are experts in the field of rating with a proven track record 
of securing business rate savings across multiple sectors. With 
commercial offices in 23 locations and over 150 service lines, our team 
has access to more industry knowledge than any of our competitors 
and our culture of fewer clients and more attention leads to greater 
results.

We would be pleased to help you with any queries.

Jonathan Young 
Associate 
Rating  
01244 328141 
jnyoung@savills.com

 Ensure your agent is in place 
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Main Contacts

Trade-related Property – 01865 269 000
Alan Plumb FRICS or Ian Simpson FRICS

Planning – 0207 420 6371
David Jackson 

Minerals – 01245 293 290
Martin Ott MRICS MIQ MCIWM

Healthcare – 0207 409 9966
Craig Woollam

Hotels – 020 7499 8644
Tim Stoyle FRICS

Licensed Leisure – 02380 713 959
Kevin Marsh MRICS 

Savills Trade-related Services
Who we are and what we do

Trade-related Property

Ports and Airports

Waste Transfer and 
recycling centres

Renewable Energy

Abattoirs and food processing

Crematoria, graveyards and woodland 
burial sites

Churches

Nurseries and garden centres

Schools and colleges

Mineral extraction/landfill

Vineyards

Leisure Property

Golf

Holiday Properties

Caravan Parks 

Hotels & Resorts

Licensed Premises

Sports Venues

Urban Leisure

Visitor Attractions

Water-based Leisure

Equestrian

Valuation, Agency and Professional/Advisory Work in the following:


