Appendix B

DRAFT PROPERTY INVESTMENT STRATEGY

Property Investment Policy 2015/16

The council is restricted in the different investment vehicles it is legally
allowed to invest in notwithstanding the over-riding need for prudence. Of the
few options open one is Property and the returns from investing in property
have generally been, and currently are, greater than the limited opportunities
in the money markets. This should be read in conjunction with the Asset
Management Policy.

In broad terms the returns can be higher because the risks are greater.
Factors to be taken into account when deciding the principle of investing in
property include:

» investment will be for the long term since it may not be possible, or
wise, to sell quickly

= the costs of acquisition and disposal

= there are management costs, risk of rent default and failure to honour
maintenance agreements

= generally property tends to appreciate in value, although this will vary
by type and area; however, in some cases the value may go down

= property can become functionally obsolete necessitating major
refurbishment

= without regular repair and maintenance the condition will deteriorate
and the responsibility for repairs/maintenance may not always rest with
the tenant

= certain types of property may become less desirable as time goes by;
this can make re-letting difficult or attract a lower calibre of tenant.

How much is invested?

Approximately £100 million is currently held in the property portfolio and £ 30
million is invested in treasury investments (short term investments (less than 1
year) with UK building societies and banks).

What type of property?

There are different types of property investment as follows:

i) Retail



ii) Office
iii) Industrial
iii) Leisure

For risk management purposes it is recommended that no single asset should
comprise more than 10% of the whole portfolio and locations should be
diverse as should property types. Convention has often dictated an ideal
balance of 30% of monies invested in each retail, office and industrial sectors,
and the remaining 10% into leisure and miscellaneous uses. The mix helps to
protect the fund against movements that might adversely affect one specific
sector which would otherwise have a disproportionate impact.

What level of financial return?

In general, property can be categorised as prime, secondary or tertiary in
terms of its desirability. ‘Rack-rented’ means that the maximum market rental
achievable is being received. Yield derives from both capital and rent. Lower
yields can indicate that the investment attracts a lower degree of risk due to
the ratio of rent to capital and other factors such as location, security and
regularity of income.

Property investment returns will differ depending upon the market and the
nature of the asset.

The Investment Portfolio Database (IPD) index tracks total returns (income
return and capital growth) on a combined portfolio of all property types and is
frequently used as a benchmark by which to measure the performance of
individual portfolios. Over the last 12 months the Index has demonstrated All
Property returns of 16.2%, comprised of retail at 10.6%, office at 21.3%, and
industrial at 20.7%. The long term average total return is 8.3%, which would
be a more reliable benchmark moving forward.

The Council has a target to grow the income from the portfolio by 5% per
annum. This is to be benchmarked against the income return element of the
IPD Index to demonstrate that value for money has been achieved and to
promote accountability.

Where should it be located?

There are compelling legal, cultural and financial reasons for not investing in
the European mainland at the moment. Within the UK the location will
influence the return and the type of property and may make management
more or less difficult depending on distance from the Council offices. Only
property located in the UK will be considered

Wherever possible, stock to be selected should support local regeneration
and provide a community benefit, although the Council may have to consider
opportunities outside the Borough in order to achieve the required results.



INVESTMENT PORTFOLIO ASSESSMENT MATRIX

A scoring matrix allows the relative merits of an investment opportunity to be
measured. The resultant score can then be assessed against a target
measure or used for comparison against other opportunities. The key financial
elements are covered in the following table:

SCORIN Score 4 3 2 1
G
CRITERI | Weightin | Excellent / Good Acceptable Not
A g Factor | Very Good Acceptable
Location 5 Major Micro prime | Secondary | Tertiary
prime
Tenant 5 Single Multiple Single or Tenants
Covenan tenant with | tenants with | Multiple with poor
t strong strong tenants with | financial
financial financial good covenant
covenant covenant financial strength
covenant
Building 4 Modern or | Good Good Older style
Quality recently quality with | quality with | or non-
refurbished | capex likely | capex likely | compliant
with to be to be with capex
nominal required required required
capex within the within the within the
required next 20 next 10 next 5 years
years years
Occupier 4 Greater Between 6 | Between 3 Less than 3
s Lease than 10 and 10 and 6 years | years or
Length years years vacant
Tenure 3 Freehold Lease 125 Lease Lease
years plus between between 60
100 and and 100
125 years years
Lot Size 3 Between Between Between Greater
£3m & £5m | £2m & £3m | £1m & £2m [ than £15m
or £56m & or£7m &
£7m £10m




Max 96 72 48
Score

The threshold score should be set at 60.

Review

The policy is to be reviewed annually (in conjunction with the Treasury
Management Strategy).



