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Yields on the go across the sector
–T
 he motor sector has been a contributory factor to the economic recovery with
increased levels of new car sales and dealers reporting improved performance and profit.
– In common with the wider investment market, yields have hardened across the majority
of the motor trade sector with significant investor competition. Prime yields in the sector
are now marginally below 5%.

The Motor Retail Sector
In line with the wider economy, the UK motor retail sector is showing
encouraging growth with increasing volumes of new car sales. In the
first six months of 2013 the Society of Motor Manufacturers and Traders
(SMMT) reported 1,163,000 new car registrations, an annual increase
of 10%. This growth continued in July to show car sales rising for 17
successive months.
These positive sales figures are in stark contrast to the wider European
Union which saw new car sales continue to decline. Indeed, the UK
was the only major European car market to see any sales improvement
over the first six months of this year. Consequently, in an effort to shift
excess stock, manufacturers are providing a range of consumer offers in
the UK to stimulate further the levels of market demand.

‘The recovery within the sector
suggests that investors can now
consider the majority of tenants with
increased optimism and certainty.’
It is anticipated that these encouraging sales volumes will continue for
the remainder of 2013 and the SMMT has raised their forecast for 2013
new car registrations to 2,216,000 units, an increase of 8.4% over 2012.
There is the feeling that some pent up demand exists from consumers
who have withheld from buying a new car due to the challenging
economic conditions over the last few years. When this is coupled with
this month’s plate change, the environment exists for continuing strong
performance across the sector.
These strong market conditions are positively impacting upon the
trading performance of many of the major dealer groups. In the last
few weeks trading statements have been released by Pendragon and
Lookers who both reported increases in pre-tax profits of 24% and 20%
respectively, together with significantly reduced levels of debt.

‘This growth continued in
July to show car sales rising
for 17 successive months.’
During the early years of the recession, when the motor
industry in particular was under the spotlight, there was
concern from landlords over the covenant strength of many of the motor
retailers. The recovery within the sector suggests that investors can now
consider the majority of tenants with increased optimism and certainty.

Motor trade investment market
During the year to date, the investment market has strengthened across
all sectors with institutions having significant monies available to invest.
Additionally, there is increased demand for the smaller lot sizes from
private investors, who are now unwilling to accept the paltry returns on
cash and have the confidence to invest in the property market.

‘Historically there has always
been a reasonable yield discount
from a manufacturer covenant to
even the very best dealer groups
and this situation remains.’
At the end of 2012, prime yields in the motor trade sector were slightly
higher than 5.25% – prime being a modern dealership let for at least
20 years to a manufacturer covenant with geared rental uplifts. As
the investment market has strengthened, prime yields currently stand
at marginally keener than 5%. This was established on the sale and
leaseback of the newly developed Volkswagen facility in Coulsdon where
a number of institutional offers were received at sub 5%.
Historically there has always been a reasonable yield discount from a
manufacturer covenant to even the very best dealer groups and this
situation remains. The sale in June of the new Ford dealership at Cribbs
Causeway in Bristol showed a net initial yield of 5.97%. The property was
let to Ford Retail UK Ltd, Ford’s own dealer network, on a new 20 year
lease with 5 yearly rent reviews geared to the higher of open market
rental value or RPI in the range of 0% to 3% per annum. The property was
sold to a private investor, who outbid a number of institutions, at a price
of £4,750,000. We believe that if a strong dealer covenant on a long
lease was offered to the market today, there is the likelihood of a yield of
at least 5.75% being achieved.
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Yields assume a minimum 20 year lease term with rental uplifts.
Unsurprisingly, yield discount continues to apply to shorter leases and this is proven by the
recent sale of a portfolio of Pendragon dealerships. The portfolio comprised 9 properties,
all on leases guaranteed by Pendragon Plc, with six being let for a further 18 years with
annual rent reviews geared to RPI, capped at 2.77%. The other three properties were let for
12 years with annual rent reviews based on fixed uplifts of 2.25% per annum. The portfolio
was acquired by Legal & General Property for around £40,000,000 to show a blended net
initial yield of approximately 6.30%.

As we approach the last quarter of 2013, all the signs are that there will be
continuing strong demand from investors which will not be satisfied given the
anticipated, limited levels of supply. Consequently, we believe that if a prime asset
was offered for sale, particularly in the South East, there is the likelihood of prime
yields ending the year at 4.75%. We believe this hardening of yields will filter down
to the majority of other motor trade investments outside of the definition of prime.

‘As the investment market has
strengthened, prime yields currently
stand at marginally keener than 5%.’
One word of caution – we continue to have reservations about pursuing
opportunities let on shorter leases in secondary towns, unless the pricing is
sufficiently attractive. Retailer consolidation is continuing, whilst manufacturers
continue to impose exacting corporate identity standards on dealers. Consequently,
the conclusion on lease expiry may be that representation is not required in some
secondary centres or that the cost of future investment required by manufacturers
will not generate sufficient profits to merit continued trade.

The strength of the investment market in recent weeks, together with the strong
performance of the motor retail sector, has meant that institutional investors
have also been prepared to consider opportunities secured on the less well
established dealer groups, something which wouldn’t have occurred last year. For
example, there was strong interest in the Wayland Portfolio which comprised four
dealerships let to Rybrook Holdings Ltd on 23 year unexpired leases, incorporating
five yearly 2.5% per annum fixed uplifts. This portfolio was purchased by a client
fund of Cordea Savills for over £17m to show a net initial yield of 6.89% assuming
standard costs.
Given the current strength of demand there has been evidence that investors
will accept leases without rental uplifts, providing the unexpired term is
significant. Once again, this is a scenario which wouldn’t have occurred last year
except at a significantly discounted yield. The Porsche dealership in Leicester,
a modern facility let to Sytner Group Ltd, had 21 years unexpired on the lease
with the rent subject only to open market reviews. This investment generated
significant competition and was sold for a price close to £4,200,000 to show
a net initial yield of 6.3%.
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During the last 10 years HSM have advised on the sale and
purchase of over £275million of motor trade investments.
Our clients include AXA Real Estate, Aviva Investors,
BlackRock Investment Management, Canada Life, CBRE
Global Investors and Vardy Property Group, together
with undertaking sale and leasebacks on behalf of
Pendragon and Sytner Group.
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