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III. Portfolio (Cont'd)

Overview (39% of Portfolio)

(1) Investment properties only.  Based on Green Street's spot estimate of asset value.

(2) Shopping centres are denoted in dark green; offices in light grey; retail parks in light blue.

Source: Green Street Advisors.

Properties are mostly concentrated around Paris (see Appendix G for French property market characteristics).

Source: Company disclosure and Green Street Advisors.

Map of France 
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Map of Greater Paris 
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HMSO recently sold Saint Omer Retail Park 

and has placed its other retail park assets for 

sale (Cap Malo and Villebon 2).
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III. Portfolio (Cont'd)

The French Consumer

Sources: OECD, ONS, INSEE

Sources: Experian, Eurostat, National Statistical Offices

Unlike U.K. consumers, which have been on a decade-long shopping spree, French consumers have maintained a 

high savings rate and have a much lower debt burden.  Although the picture is far from rosy (consumer confidence has 

rebounded but remains in the doldrums, unemployment is rising), since French consumers are generally not over-

extended, the current economic downturn will likely have less of an impact on their total spending.

Given this backdrop, it is not surprising that economists expect the French retail market to be more resilient.  This 

favorable climate should enable HMSO's French shopping centres to generate better like-for-like net rental income 

growth than their U.K. counterparts over the next few years.
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III. Portfolio (Cont'd)

Lower Occupancy Costs

(2) Provided by HMSO. 

Source: Company disclosure and Green Street Advisors.

Key Portfolio Statistics - France

Bank NotesGearing Gearing < 175%

(3) Reflects occupancy for stabilized properties only (i.e. excludes completed developments with occupancy less than 92%).

Source: Company disclosures and Green Street Advisors.

(4) Includes leases subject to break options.

Source: Company disclosures and Green Street Advisors.

HMSO's French shopping centres generate similar productivity to high quality U.K. shopping centres.  Despite the 

high productivity, the occupancy cost ratio is much lower, which indicates more room for growth or less downside 

risk for the French shopping centre portfolio.  

(1) Data points are not readily available and estimated by Green Street. Includes total sales for the entire shopping centre (not only the portion owned by HMSO).  Most of the REIT's 

French shopping centres are owned in co-ownership structures with Carrefour and/or other anchors.

Due to the nine year lease structure with breaks at years three and six in France (see Appendix G), HMSO 

potentially faces a significant amount of portfolio churn over the next few years (particularly in '09 since the largest 

tenant at l'Universite (Microsoft) has moved out).  While this likely will cause trouble for the office portfolio where in-

place rents are well above current market levels, retail tenants are less likely to exercise break options since 

current passing rents are roughly at market levels and there is a lack of competitive high-quality supply.

(5) Embedded NOI growth is the change in rental income that would occur if all leases were marked-to-market. Unlike "reversionary yield", embedded NOI growth does not assume 

a change in occupancy. 

The French retail portfolio has consistently had high levels of occupancy due to quality locations and a lack of 

competition. Despite a dour economic climate, retail occupancy will likely remain high.  Like-for-like net rental 

income for the French retail portfolio was a robust 6% during 1H09, largely due to rent indexation.
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IV.  Balance Sheet Analysis
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IV. Balance Sheet Analysis 

Overview
■

■

■

■

Source: Company disclosure and Green Street Advisors.

Company

BLND 60%

HMSO 50%

LAND 52%

LII 69%

U.K. Majors Average 58%

U.S. REITs Average

Source: Company disclosure and Green Street Advisors.

35

193%

0% 3%

1%

(2) Total liabilities, net of cash, divided by Green Street's spot estimate of asset value.

10% 9%

(1) Debt maturities are shown as net of cash on balance sheet.

8%

(3) The highest score in Green Street's 67 company North American coverage universe is GGP (96). 

10

39

0% 0%

4%

0%

7%

0%

Our analysis assumes that most of HMSO’s recent cash balance (£264M) and proceeds from property sales is 

used to repay debt.  Liquidity is sufficient for committed development and a modest amount of new investment, 

but does not provide enough dry power for a major acquisition.  

Green Street analyzes leverage levels and near-term debt maturities to calculate a balance sheet Risk Score 

(see bottom of the page).  HMSO stacks up similar to BLND and LAND, much better than LII, and materially 

better than the U.S. REIT average.

'09-'10 Maturities '12 Maturities

Current rating from Moody’s is Baa2 with a negative outlook.

The company’s leverage is moderate.  To reduce leverage to 45%, the REIT would need to raise £250M (10% 

expansion in equity base).

GSA 

Leverage 
(2)

Debt Maturities as a % of Total Assets 
(1)

Risk Score            

(100 = Extreme)
 (3)

'11 Maturities

0% 200%
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0%

100%

Type of Debt
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3%

Unsecured 
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69%

Net Debt / EBITDA

10.4x
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0.0x
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IV. Balance Sheet Analysis (cont'd)

Rights Offering

Announcement Date 9-Feb-09 Discount to TERP 39%

Terms 7 for 5 Net Proceeds £584m

Issue Price 150p Expansion in Equity Base 51%

Source: Company disclosure and Green Street Advisors.

Covenants

(1) ICR represents interest coverage ratio.

Source: Company disclosure and Green Street Advisors.

Moderate

HMSO kicked off the re-equitization of the U.K. REIT industry in early February by launching a 7 for 5 rights offering 

that raised £584 million.  While it is disappointing that the deeply discounted offering was required, management acted 

appropriately to reduce the risk of financial distress.

Risk of 

Breach

Unsecured Bonds
Gearing, 

ICR
£1,634m Low

Unsecured Bank Facilities
Gearing, 

ICR
£661m

The unsecured bonds are governed by ICR and gearing covenants that are 

more relaxed than the bank loans.  If HMSO does not remedy a covenant 

violation on the bank debt, cross-default provisions could accelerate 

repayment on the bonds.

After completing the rights offering, the risk of breaching covenants has been significantly mitigated.  For additional 

details, please see Appendix J.

Comments

The unsecured facilities' gearing covenant would be triggered before the 

unsecured bonds.  A 25% reduction in values from Jun-09 remains a 

possibility.  The company has ample room before breaching the ICR covenant.

Financial Instrument Covenant 
(1) Loan 

Amount

Net Debt / EBITDA

11.3x

8.8x

0x
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10x

15x
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81%
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50%
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Gearing Level Average Value Decline to Breach as at Jun-09
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Appendix A: Timeline

1942 Founder Lewis Hammerson begins investing in real estate, converting houses into apartments.

1954 Company goes public and is renamed Hammerson Property & Investment Trust.

1958
Lewis Hammerson dies and is succeeded by Sydney Mason. Company shifts focus to office and shopping centre 

development.

1960s
Hammerson begins to invest in properties throughout Australia, New Zealand and the U.S.

1970s Company expands to Canada and Continental Europe.

1976
Brent Cross Shopping Centre, the first major covered shopping centre in the U.K., opens.  The asset is the only 

property still owned by Hammerson from its early days.  

1985 Expands operations in France by purchasing portfolio of properties from ICI Pension Fund.

1993-94
Group launches £200 million rights offering to de-lever.  Shareholders accept, but force a change in management.  

Activities are refocused to regions where the company has a critical mass. Australian holdings sold.

1989 Rodamco launches hostile bid for Hammerson.  Shareholders reject the offer.

1998
Acquisition of Italie 2 in Paris (follows investment in Espace St. Quentin and other French properties during the mid-

90s.)  Canadian holdings sold to Omers Reality.

1999 John Richards appointed CEO. Focus is on Europe with emphasis on retail expansion.

2002
Grantchester Holdings (pan-U.K. portfolio) and Parc Fforestfach acquired, adding retail parks to the portfolio.  

Subsequent acquisitions in the U.K. and France add further scale.

2004 Elects SIIC tax regime under which income and capital gains in the French subsidiaries are tax exempt.

2009
To shore up the balance sheet, Hammerson raises £584 million in a 7 for 5 rights offering.  In August, John Richards 

announces his retirement.  He will be replaced by David Atkins, an 11-year Hammerson veteran.

2005
John Nelson appointed as Chairman of Hammerson (succeeds Ron Spinney, former CEO of company).  

Hammerson becomes a member of the FTSE 100.

2007 Hammerson adopts REIT status in the U.K.
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Appendix B: Management

Name Ownership

John Nelson £93,816

Chairman 0.00%

John Richards £1,433,481

Chief Executive Officer 0.05%

David Atkins £236,756

Managing Director, U.K. 0.01%

(Chief Executive designate)

Peter Cole £673,951

Executive Director, 0.02%

Chairman - U.K.

Christophe Clamageran £0

0.00%

Simon Melliss £715,155

Finance Director 0.03%

Source: Company disclosures and Bloomberg. Ownership stakes are based upon August 17, 2009 closing share price.

Mr. Melliss was appointed Group Finance Director in 1995. He joined 

the company in 1991 as financial controller. He is also a non-executive 

director at Whitbread and a member of the Committee of Management 

of Hermes Property Unit Trust.

Highlights

Managing Director, France

Mr. Nelson has been Chairman since 2005. He also serves as Deputy 

Chairman of Kingfisher, a non-executive director of BT Group and 

Senior Advisor to Charterhouse Capital Partners.

Mr. Richards has been CEO since 1999.  He joined HMSO in 1981 as a 

development surveyor and has served in many roles at the company 

during his tenure. As CEO, Mr. Richards has steered the company to 

focus on retail and has actively recycled capital.  However, as the 

portfolio expanded, leverage also grew, which placed the company in a 

weak position and forced the REIT to launch the rights offering in 

February.  He will retire in September '09.

Mr. Atkins is managing director of Hammerson's U.K. business. He 

joined Hammerson in 1998 and has been a board member since 2007.  

At Hammerson, Mr. Atkins has held a variety of roles including Head of 

Retail Parks, Head of UK Retail, and Group Property Executive.  Mr. 

Atkins will become CEO when John Richards retires in September '09.

Mr. Cole was appointed as Executive Director in 1999.  He joined the 

company in 1989 as senior development surveyor and has been 

integral to the U.K. business during his tenure. Mr. Cole is also a 

general council member and past President of the City Property 

Association.

Mr. Clamageran was appointed as Managing Director France shortly 

after joining Hammerson in 2008.  He recently joined the HMSO board.  

Previously, he had spent 10 years with BP Paribas Real Estate in a 

variety of senior management roles including Deputy CEO.
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Appendix C: NAV Analysis

Income Statement  £000's  % of Net Rent  £000's 

Reported Property Results 3,831,566       

23,140            

Reported Net Rent 301,100            100% -                  

-                  

Adjustments (Sales/Car Park/RF Adj) (15,617)            -5% 373,870          

Net Rent including adjustments
1

285,483            95% 165,165          

Add back TI's 17,528              6% 4,393,741       

Direct property expense (32,680)            -11% 63,260            

Net Operating Income (NOI) 270,331            90% 75,894            

4,532,896       

Annualised one year forward growth (7,029)              -2% 89,200            

One year forward NOI 263,302            87% 195,480             

284,680          

Reserves: 4,817,576       

Tenant incentives and rent frees (17,528)            -6% 2,041,500       

Leasing commissions (1% of NRI) (3,011)              -1% (136,846)         

Structural Cap-ex (8,952)              -3% 109,300          

One year forward Economic NOI 233,811            78% -                  

-                   83,400            

Gross Initial Yield
2

7.45% 2,097,354       

Net Initial Yield
1

7.05% 60,600            

Nominal cap rate
2

6.87% 220,200          

Economic cap rate
2

6.10% -                  

-                   66,300               

Investment portfolio (Inc. PC) 4,051,881         105.75% 347,100          

Purchasers Costs (PC) (220,315)          -5.75% Total liabilities 2,444,454       

Investment portfolio (Ex. PC) 3,831,566         100.00% 2,373,122       

696,700          

-                  
696,700          

341p

8.0% 9.0% 10.0% 14.7%

Gearing ratio (Net Debt/NAV) 84% Gearing (LTE) 110% 145% 195% n/a

LTV ratio (Net Debt/Prop Assets) 44% Leverage (LTV) 50% 56% 62% 91%

Overall Leverage (Liabilities/Assets) 50% Overall Leverage 57% 63% 70% 100%

Weighted average cost of debt 5.2% Investment portfolio £3,355m £2,984m £2,687m £1,831m

Fixed (as % of total)
3

100% Other prop. assets £625m £556m £500m £341m

Floating (as % of total) 0% Non property £207m £207m £207m £207m

Debt maturity profile: Total assets £4,186m £3,746m £3,394m £2,378m

Less than 2 years 5% Less liabilities -£2,378m -£2,378m -£2,378m -£2,378m

2 years to 5 years 18% NAV £1,808m £1,368m £1,016m £0m

5 years to 10 years 14%

Over 10 years 62% NAV/Share 260p 196p 146p 0p

3) As adjusted for the effects of hedges (i.e. swaps and caps)

Comparing NAV Estimates

The following chart illustrates how our NAV diverges from the HMSO NNNAV published estimate at 30th Jun 2009:

Operating value of real estate

Development (Inc. pro rata JV share)

Land (Inc. pro rata JV share)

Total non-current assets

 Balance Sheet Summary 

Investment portfolio

FX adjustment

Available for sale

Pro-rata share of JV assets

Lease-up Assets

Other non current assets

*GSA NAV is calculated as at a different date and uses a different methodology and therefore is not directly comparable with the company disclosed NAV

Pro-rata JV current liabilities

Minority interest and other adj.

Total current liabilities

Other long term liabilities

Total non-current liabilities

Short-term borrowings and overdrafts

Balance Sheet Analysis Net Initial Yield - Sensitivity Analysis

Net Asset Value (NAV)

 1) Net rent (inc. adjustments) and net initial yields are used to derive the valuation of investment 

portfolio. 

Ordinary shares outstanding

Options/convertibles outstanding
 2) Gross yield, nominal cap rate and economic cap rate are memo items and not used to derive value 

of investment portfolio. 

Fully diluted shares outstanding

NAV/Share

Trade and other payables

Long term debt

Mark-to-market adjustment

Pro-rata JV/Funds liabilities

Deferred tax liabilities

Cash and short term deposits

Other current assets

Total current assets

Total assets

1H09

341pGSA Spot NAV*

NAV Analysis - Hammerson (HMSO)

341p

408p  -59p 

0p

100p

200p

300p

400p

500p

HMSO NNNAV Investment Portfolio + CIP JVs Mark to Market Debt Other Green Street NAV

  2p 9p -19p 
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Appendix C: NAV Analysis

Recent Stock Price 391p

Green Street NAV/Share 341p

Premium to NAV 14.6%

Premium to Asset Value 7.3%

Portfolio U.K. Retail U.K. Office France Retail France Office

Portfolio Composition

Total real estate assets (Inc. JVs) £4,549m £2,390m £605m £1,482m £72m

100.0% 52.5% 13.3% 32.6% 1.6%

Investment portfolio £4,036m £2,070m £446m £1,448m £72m

% of Total RE assets 88.7% 45.5% 9.8% 31.8% 1.6%

Lease-up assets £374m £204m £144m £26m £0m

% of Total RE assets 8.2% 4.5% 3.2% 0.6% 0.0%

Development assets £63m £63m £0m £0m £0m

% of Total RE assets 1.4% 1.4% 0.0% 0.0% 0.0%

Land £76m £53m £15m £8m £0m

% of Total RE assets 1.7% 1.2% 0.3% 0.2% 0.0%

Stabilized US Yield Measures

Nominal cap rate 6.9% 7.1% 9.0% 6.0% 7.4%

Economic cap rate 6.1% 6.1% 7.5% 5.7% 7.1%

Implied nominal cap rate
1

6.4% 6.6% 8.4% 5.6% 6.9%

Implied economic cap rate
1

5.7% 5.7% 7.0% 5.3% 6.6%

Stabilized UK Yield Measures

Net initial yield 7.0% 7.0% 9.1% 6.4% 9.8%

Gross initial yield 7.4% 7.4% 9.6% 6.7% 10.4%

Net equivalent yield 7.6% 7.7% 8.7% 7.1% 7.9%

Net reversionary yield 8.8% 9.2% 10.6% 7.6% 11.6%

Implied net initial yield
1

6.6% 6.5% 8.4% 5.9% 9.1%

Stabilized Portfolio Analysis

Capital value/sq ft £327 £275 £273 £487 £635

Implied value/sf ft
1

£351 £306 £339 £537 £681

In-place rent/sq ft £34 £27 £37 £42 £66

ERV/sq ft £34 £28 £30 £44 £43

Embedded NOI growth
2

-0.5% 2.4% -19.0% 4.7% -34.9%

Av. lease length to first break (years) 7.8 11.0 6.0 1.8 1.6

Occupancy rate 96.7% 96.3% 94.8% 97.8% 100.0%

Development and CIP

Total Non-Stabilised Assets (NSA)
3

£513m £320m £159m £34m N/A

NSA/Total real estate assets 11.3% 7.0% 3.5% 0.7% N/A

Estimated development Yield
4

4.6% 4.6% N/A N/A N/A

Estimated profit margin -32.1% -32.1% N/A N/A N/A

Pre-leasing %
5

65.0% 65.0% N/A N/A N/A

Stabilisation period (years) 1.5 1.5 N/A N/A N/A

*GSA NAV is calculated as at a different date and uses a different methodology and therefore is not directly comparable with the company disclosed NAV
1
Based on recent share price and for investment portfolio portion only

2
Embedded NOI growth assumes rents marked to market but no change in occupancy

3
Equals lease-up assets plus development assets

4
GSA's estimate of projected net effective rent (not headline rent) divided by project cost.

5
Pre-leasing % shown excludes completed development

NAV Analysis - Hammerson (HMSO)

GSA Spot NAV* 341p

1H09
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Appendix D: Cash Flow and Enterprise Value Analysis

Main Earnings Assumptions: 

� 

� 

� 

� 

EPRA Earnings and AFFO 2008A 2009E 2010E 2011E 2012E

Property-Level Income £299,800 £298,000 £274,000 £268,000 £276,000

Interest Expense (143,800) (124,000) (117,000) (122,000) (120,000)

G&A (46,800) (44,000) (44,000) (44,000) (45,000)

All Other Adjustments 1,100 1,000 2,000 1,000 1,000

Diluted EPRA Earnings/sh 15.9p 18.8p 16.4p 14.5p 15.7p

Structural Cap-Ex Reserve -1.6p -1.5p -1.4p -1.4p -1.4p

Diluted AFFO/sh
 (1)

14.3p 17.3p 15.0p 13.2p 14.3p

Total AFFO 100,000 120,000 105,000 93,000 102,000

AFFO Yield 3.7% 4.4% 3.8% 3.4% 3.7%

Sector Average 5.6% 5.4% 5.0% 5.1% 5.1%

Enterprise Value 
Recent Share Price 391p

Diluted Number of Shares 696,700

Market Capitalisation £2,723,400

Book Value of Debt less Cash £2,171,050

Enterprise Value (EV) £4,894,450

Ratio Analysis 2008A 2009E 2010E 2011E 2012E

EV/EBITDA 19.0x 19.0x 20.9x 21.5x 20.8x

EV/ (EBITDA Less Capex) 19.8x 19.8x 21.8x 22.5x 21.8x

Debt/EBITDA 8.4x 8.4x 9.3x 9.5x 9.2x

AFFO/Dividend (Dividend Cover) 1.2x 1.3x 1.3x 1.3x 1.3x

EBITDA/Interest (Interest Cover) 1.8x 2.1x 2.0x 1.9x 2.0x

Source: Green Street Advisors.

(1) Diluted EPRA EPS minus a structural reserve for building maintenance. 

Property-level income declines.  A dour near-term internal growth outlook and property sales 

more than offset the lease-up of the development pipeline.

We expect net property dispositions of £675 million in '09 and £200 million in '10 at an average 

7.5% NIY, which will reduce property-level income by roughly £60 million between '09 and '11.

Increased LIBOR, a decline in capitalized interest, and '12 debt refinancing will increase interest 

costs.

Like-for-like net rental income declines by -2.4% in '09, -2.0% in '10, and -1.6% in '11, before 

registering 0.5% growth in '12 (see Section III).
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Appendix E: Development Snapshot

Project S.F.

Total 

Cost  

(£m) 
(1)

Cost 

per S.F.

Pre-

leasing

Est. Dev. 

Yield 
(1)

Value 

Creation 

Margin 
(2)

Total 527 £306 £580 65% 4.6% -44%
(1) Green Street estimate; includes leasing incentives and Empty Rates. 

(2) This metric adjusts for the risks taken in the development process and is used in all Green Street NAV estimates. 

Source: Company disclosure and Green Street Advisors.

Total £839 N/A 48%

(1) Cost shown is pro-rata allocation of development cost and May '08 acquisition to consolidate ownership.

Source: Company disclosure and Green Street Advisors.

815

Price per 

S.F.

535

745

670

1390

N/A

735

535

Due to the recent expansion in valuation yields and falling rental values, Union Square is expected to negatively 

impact shareholder value and NAV. 

Comments

Union Square 

Shopping Centre, 

Aberdeen 

527 £306 65%£580 4.6% -44%

Prime City office asset with long-term lease to 

high quality tenant.  Project sold in June '09, well 

after the market turned.

Year 

Completed 

/ SoldProject

Cost  

(£m)

Sales Price                    

(£ millions)

Margin on 

Cost (%)

"Hybrid" project (combination of shopping centre 

and retail park) located at edge of Aberdeen.  

Lease-up has been slow.

'05/'09 £308

Over the most recent cycle, sizable returns were generated by selling assets at prices well in-excess of cost.  Some 

projects were disposed of after the peak (i.e. Bishops Square, One London Wall, and Moorhouse), but overall value 

creation was strong.

Comment

Bishops Square      

(75% share) 
(1) £330 7%

Moorhouse                     

(67% share)

One London Wall 

(50% share)

£142 £152

'03/'08 £50 £67

£1,243

£67

'00/'03 £45

£142

£50

£108 £220'01/'02

Sold in Sept '08 at a price roughly equal to 

development cost.  HMSO tried to sell the asset 

earlier in '08 for £200m but did not receive an 

offer.

7%

159%

'04/'08

£207'06/'07

N/A/'06 £75

34%

Generated a sizable margin on cost and IRR 

given the short holding period.  

Project sold in March '08, after the market started 

to deteriorate.  Still, the company was able to 

crystallize a sizable profit.

11%

104%

Crystallized outsized profit by selling stake in 

project during early stages of development.  Also 

helped de-risk the development by mitigating 

HMSO's exposure.

111%

130%

Prime Paris office asset sold at the peak.  HMSO 

had great execution and timing on the 

redevelopment.

280 Bishopsgate

£90

125 Old Broad Street 

(50% Share)

Globe House

16 Old Bailey

9 place Vendome

'98/'03

£29
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Appendix F: Future Development Pipeline

Project Location Type

S.F. 

(000s)

Italie 2,                              

Espace St. Quentin
Paris Area N/A

Source: Company disclosure and Green Street Advisors.

HMSO has assembled a mix of future development opportunities that include city centre regenerations, retail park and 

shopping centre extensions, and office developments.  The company is likely to only start construction after securing pre-

lets and forming joint ventures.  The pipeline is robust; however, most of the projects have not yet obtained planning 

permissions and due to the current economic climate, it is unlikely that any of these begin in the near-future.  

Comments

Bishopsgate 

Goodsyard (50%)
2,690 

10.5 acre site north of Bishops Square.  Mixed-use project around the 

new East London line/station.

City of London 

(Hackney)

Brent Cross (40.6%) North London

City of London 

(Hackney)

Shoreditch High 

Street (50%)
500 

City of London 

(Hackney)

Bishops Place 1,080 

1,000 

Also includes 60 residential units.  JV with City of London Corp.

Victoria Station

Office

2.7 acre site north of Broadgate Tower.  Includes 645k s.f. of offices, 

hotel, and residential units.  Dispute over adjacent pub was recently 

settled.  HMSO recently submitted a new proposal.

West End (Victoria)

Includes a development project in France and extensions to five U.K. 

retail parks. 

Adjoins Paddington Station.  As is the case for the other office 

developments, the site was obtained in the '03 Railtrack acquisition.  

Redevelopment of the station and adjacent assets (including recently 

acquired Stockley House).  Site totals more than 1.2 acres.

Mixed-use project.  John Lewis and M&S have signed up as anchors.  

20 acres in city's fashion district.

Mixed-use leisure-led extension.  Planning consent recently obtained.

Ground up development is difficult in France (in particular in the Paris 

region).  These projects would entail extensions to existing properties 

(similar to the recently completed O'Parinor extension).

North London

WestQuay III (50%) Southampton

Mixed-use project.  20 acres in center of Sheffield.  John Lewis is 

confirmed as an anchor.   Site assembly underway.

2

0

0

North Westgate 

(50%)

Sevenstone Sheffield 1,100 

Shopping Centre 

Extensions

Retail-led 

Development

215 

Les 3 Fontaines 

(60%)
Cergy-Pontoise 323 

Cricklewood (50%)

Paddington Triangle 

(50%)

West End 

(Paddington)

N

/

A

6,700 residential units, 4 million s.f. of business space, and  other uses.  

Near Brent Cross.  Given the project's size, HMSO will likely utilize JVs 

or land sales.  Planning application submitted in March.

In addition to shopping centre extension, includes 850 residential units  

Planning application submitted in March.

452 

805 

N

/

A

10,000 

Peterborough 646 

Eastgate Quarter 

(90%)
Leeds 1,100 

2

0

0

Others U.K. N/A
City centre projects in Birmingham, Swansea, Milton Keynes, and 

Kingston-upon-Thames.

2

0

0

8

2

0

0

Refurbishment and extension to the Queensgate Shopping Centre.

Numerous Mostly U.K. N/ARetail Parks
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Appendix G: French Property Highlights

The French Commercial Code

Source: CBRE and INSEE. Source: IPD (Mercialys).

Source: The Glossary of Property Terms, AtisReal, CBRE, company disclosures, and Green Street Advisors.

Unfavorable for both U.K. and French landlords.  

However, the Tenant Act of '54 appears to be more 

constraining on the ability to actively manage the tenant 

mix of shopping centres.

The Tenant Act of '54 (U.K.) provides tenants with an 

automatic right of renewal at lease expiry.  While tenants 

do not have an explicit right to stay in their space in 

France, landlords must provide tenants with cash 

compensation to offer the space to another occupier after 

completion of the 9 year lease term.

Lease Length

Implications

French leases are typically nine years in length with tenant break options at years three and six.  Leases include rent 

escalation clauses, where rents adjust annually based on the movement of an index.  Historically, rents were set to the 

annual changes in the French Construction Cost Index (CCI).  As construction costs skyrocketed in recent years, 

landlords benefited from sizable rent escalation.  With the economy in a more fragile condition, landlords and tenants 

have started to renegotiate indexation clauses and replace CCI with the commercial rents index (ILC; a blend of the CCI, 

CPI, and retail sales growth), which has historically tracked closer to inflation. 

Over the last few years, as the CCI grew faster than market rents, some tenants used break options to opt out of leases 

early.  To mitigate this risk, landlords have offered to "blend and extend" leases (re-set the passing rent to the current 

market level for the remainder of the contracted lease term in exchange for continuity of tenancy). This is most frequent 

for office and industrial, the most commodity-like property types.  Use of lease breaks is less common in the retail sector 

due to a lack of supply (see next page) and tenants' desires to remain within a well-performing centre.

Rent 

Escalation 

Clauses

French property leases theoretically have greater 

downside risk (not all leases contain contractual floors 

that protect against falling rates), but the indices have 

predominantly registered increases in recent times.  

Moreover, due to the rent indexation, French property will 

generally outperform during a period of flat/declining 

rents.

In France, rents are adjusted every year during a lease 

period based on the performance of an index (see 

above).  This differs from the U.K., where rents are 

reviewed every five years and are marked to the higher of 

market rent or the tenants' current rent.  

Termination of 

Tenancy

Key Differences

Major Differences in Lease Structure Between France and U.K.

Shorter lease length results in rent growth in times of 

economic ebullience, but lacks protection during poor 

economic periods.  To ensure tenants do not exercise 

break options, landlords frequently negotiate with tenants 

to re-set the passing rents to the current market level for 

the tenant's commitment to stay for the remainder of the 

lease term (i.e. "blend and extend").

Leases are shorter in France (avg. 9 years) than in the 

U.K. (10-15 years).  More importantly, tenants can also 

opt out of leases earlier in France (after three or six 

years).

Tenant-Led Termination of Commercial Leases (2003)

Far fewer retail tenants 

break leases (or do not 

renew leases) than for the 

other property types.  

Office tenants are the 

most likely to break leases 

early.

5-Year Cumulative Growth Rates

30%

16%

9%

0%

15%

30%

45%

CCI ILC CPI
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Appendix G: French Property Highlights (cont'd)

French Shopping Centres: A High Barrier Market?

(1) Known as "hard discount stores" in France.  These are akin to an Ed, Lidl, or Trader Joe's.

Source: CNCC (Mercialys) , Pache, Gilles; "Slowness Logistics: Towards a New Time Orientation," BNP Paribas, Company disclosure, and Green Street Advisors.

The recent rollback in development restrictions was motivated by a desire to increase competition in the retail market 

(which would effectively reduce pricing power of the larger chains).  While small supermarkets can now be more easily 

built, development authorization is still required to build Hypermarkets and shopping centres.  Development policy is 

fickle and could change after each election cycle; however, it appears that there will be a continued lid on 

shopping centre supply for the immediate future, which benefits HMSO's portfolio.  

Despite an abundance of developable land, the French shopping centre sector has high barriers to new supply, which 

are attributable to governmental regulations enacted over the last thirty-five years to protect small shops in town centres 

(similar to the aim of restrictions on out-of-town retail development in the U.K.).  In the early '70s, the Royer Act was 

passed, requiring administrative authorization for developing a retail property exceeding 1,000 s.m. (11,000 s.f.).  This 

limit was further reduced to 300 s.m. (3,500 s.f.) in '96 with the Raffarin Act.  The Raffarin Act was recently rescinded, 

but the provisions of the Royer Act remain in place.  Due to these regulations, large format ground-up retail 

development has been curtailed (although extensions have been completed, which has added to the supply base).  

This has protected current landlords, town centres, and existing retail chains from competition.  It also explains why 

many French shopping centres show their age and have large amounts of deferred capital expenditure.

Impact of Legislation and Shopping Centre Openings
Number of New Centres (left axis; bars); Average GLA created per year (right axis; lines)

French Retail Format Growth Since Raffarin Act

2.3%

7.6%

2.4%

7.1%

0%

4%

8%

12%

Hypermarket (Avg size = 5,750 s.m.) Small Discount Foodstore (Avg size = 650 s.m.) (1)

Number of Store Openings CAGR (1995-2005) GLA CAGR (1995-2005)

Hypermarkets are the typical 

anchors for French shopping 

centres.
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Appendix H: Notable French Transactions

French Shopping Centres

Date Valuer Range Date Valuer Range

Apr-09 CBRE 5.5-7.25% Apr-09 CBRE 5.75-7.5%

Apr-08 CBRE 4.0-7.0% Apr-08 CBRE 4.0-7.0%

Date

Price 

(€millions)

Price(€) per 

S.F. NIY

Mar-09 334 N/A 7.2%

Oct-08 71 651 6.2%

Sep-08 28 454 4.3%

Source: Company disclosures, CBRE, and Green Street Advisors.

Paris Offices

Date Valuer Range

Apr-09 CBRE 6.25-6.5%

Apr-08 CBRE 4.25-5.25%

Source: CBRE

Date

Price 

(€millions)

Price(€) per 

S.F. NIY

Jun-09 40 992 n/a

Nov-08 51 933 N/A

Oct-08 65 754 5.5%

Source: Company disclosures, CBRE, and Green Street Advisors.

Jun-09 Le 31, Lille
City-centre shopping centre on busiest pedestrian high street 

in Lille. Anchored by Galeries Lafayette.
5.7%676160

Nov-08

Fully-let, well-located building containing office and high-end 

retail. Main tenants are Chanel, Cartier, Estee Lauder and 

Tod's.

N/A2,295112
17-21 rue de Faubourg 

Saint Honore
Oct-08

N/A80326

Comments

Recent Office Transactions

Fully leased building in the CBD; main tenants are Chanel 

and Potel & Chabot.
4.2%931120136 Av Charles de GaulleDec-08

210 657

31-33 rue Mogador

8.9%

Mixed-use (office/retail) building in the CBD.  HMSO sold this 

property for 25% below its December valuation.  The above-

market yield is in part due to overrenting and concerns that 

the largest retail tenant will move out.

Grand Littoral, Marseille

19 Blvd Malesherbes

46 Notre Dame des Victoires

Mixed-use (office/retail) building in the CBD.  This transaction 

could indicate where prime pricing is today.
N/A89627

Swapped for Avenir Shopping center in Drancy Paris.

Mid-rise, fully-let office building in the 9th district.

Located in the 8th district.  Regus is the primary tenant.  Also 

contains some residential (650 sqm). 

Alcudia Properties

Avenir Drancy Paris

Paul Doumer, Caen

May-09

Property

Jun-09 Les Trois Quartiers

63 boulevard Haussmann

Net initial yields for prime CBD office buildings appear to be in the mid-6s (value/s.f. of approximately €900/s.f.), 

although there is a lack of transaction activity.

Paris Office CBD Prime Yields

Property was sold in exchange for a Paris office building.

Fourth largest French regional shopping centre.  Includes 13k 

s.m.of adjacent land. 
684 4.4%408Mar-08

Parc Monceau (2 buildings) Two fully-let buildings in Paris CBD (Monceau).

Shopping Centre Prime Yields

Valuation yields in France have been more static than in the U.K.  As with most global real estate markets, 

transaction activity has been limited during '09.  Nonetheless, it appears that prime yields are likely in the 6% 

range for high-end shopping centres.  

Property

High Street Retail Prime Yields

Recent Retail Transactions

Comments

25 retail assets (shopping centers, hypermarkets, etc).  
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Appendix I: Major Investment Properties

Property Location

S.F. 

(000s) Ownership Quality²

Bullring Birmingham 1,347 33% A+ Selfridges, Deb., Next

Cabot Circus Bristol 1,200 50% A+ Harvey Nichols, HoF, H&M

Brent Cross London 901 41% A JL, M&S, Hollister, Fenwick

Queensgate Peterborough 872 50% A- JL, M&S, Waitrose

WestQuay Southampton 818 50% A- JL, M&S, Hollister, Next

Oracle Reading 765 50% A- Deb., HofF, New Look

Total - Shopping Centres 5,903 45% A

Total - Retail Parks (18) Various 4,379 N/A B&Q, Next, Carpetright

Total - U.K. Retail 10,282 66%

Property Location

S.F. 

(000s) Ownership

Bishops Square City of London 823 25% Allen & Overy

99 Bishopsgate City of London 339 100% Deutsche Bank, Latham & Watkins

Exchange Tower Docklands 486 100% Barclays, Centre File, Sapient

Stockley House Victoria 70 100% BAA, Secretary of State

10 Grosvenor Street Mayfair 65 50% ABF, Hammerson, LDFM

Other London Properties Various 180 100% Various

Total - U.K. Office 1,963 67%

Property Location

S.F. 

(000s) Ownership

Bercy 2 East of Paris 379 57% Carrefour, Go Sport, H&M

Espace Saint Quentin West of Paris 632 48% Armand Thiery, Carrefour, H&M

Grand Maine Angers 237 41% Carrefour, Celio, Intersport

Italie 2 Paris (13th) 612 100% Champion, Darty, Printemps

Les 3 Fontaines NW Paris 634 39% Auchan, Elam, H&M, Mango

O'Parinor North of Paris 973 63% Carrefour, Darty, New Look, Zara

Place des Halles Strasbourg 441 36% Armand Thiery, Go Sport, H&M

Total - Shopping Centres 3,908 57%

Villebon 2 Retail Park West of Paris 518 100% Darty, Gemo, Toys 'R Us

Total - French Retail 4,426 65%

Property Location

S.F. 

(000s) Ownership

148 Rue de l'Université Paris 111 100% CDC Capital

0 Paris 0 0% Chloe, Montblanc

Total - French Office 111 100%

(1) Only includes stabilized (occupancy greater than 92%) investment properties. 

Source: Green Street Advisors.

Key Tenants

Stabilized French Office Investment Properties 
(1)

Key Tenants

Stabilized U.K. Retail Investment Properties 
(1)

Stabilized French Retail Investment Properties 
(1)

Stabilized U.K. Office Investment Properties 
(1)

Key Tenants

Key Tenants
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Appendix J: Covenant Analysis

Gearing Covenants 10% 20% 30% 40%

Debt Instrument Covenant Limit

Total 2,295 0 0 48 369

Debt Instrument Covenant Limit

Total 2,295 0 0 0 0

Interest Coverage Covenants 10% 20%

Debt Instrument Covenant Limit

Total 661 0 0

Cure for 

20% 

Income 

Decline

0

0

2% 96% 0

Cure for 

10% Value 

Decline

≤ 175% 81% 30%

Cure for 

10% 

Income 

Decline

0

0

0

HMSO is not in danger of breaching its interest coverage covenants.

Value 

Decline to 

Breach

Unsecured Bonds

Unsecured Bank 

Facilities

HMSO has three types of financial obligations, which carry different debt covenants.  The main concern is a breach of 

the total debt/net worth LTV covenant.  However, if values decline by 30% since June, the cash cure is fairly limited at 

less than £50 million (1% of asset value).

Total Debt / Net 

Worth

Total Debt / Net 

Worth

1,634

Cure for 

20% Value 

Decline

Cure for 

30% Value 

Decline

Cure for 

40% Value 

Decline

 Jun-09 

Level

8 240

129≤ 150% 81% 25%

Amount      

(£ millions)

0 0 41661

0Unsecured Bonds 0
Secured Debt / Net 

Worth

Unsecured Bank 

Facilities
661

Secured Debt / Net 

Worth
≤ 150% 0 0

Amount      

(£ millions)

Value 

Decline to 

Breach

Cure for 

10% Value 

Decline

Cure for 

20% Value 

Decline

Cure for 

30% Value 

Decline

Cure for 

40% Value 

Decline

Amount      

(£ millions)

Income 

Decline to 

Breach

 Jun-09 

Level

Jun-09 

Level

1,634 ≤ 50% 2% 93%

0 0
Unsecured Bank 

Facilities
ICR661 ≥ 1.25x 2x 38%
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and Hotel C-Corps, with the exception of Starwood Hotels and Homestead Village, are not included in the primary exhibit and therefore not included in the calculation of total return.  Beginning with March 2003, all Hotel companies are 
excluded. 

3) Study uses recommendations given in Green Street's "Real Estate Securities Monthly" from January 29, 1993 through August 3, 2009. 
4) Not directly comparable to Green Street's performance indices because NAREIT includes more companies and uses market-cap weightings.  Green Street's returns are equally-weighted averages. 
 
Green Street will furnish upon request available investment information regarding the recommendation 

At any given time, Green Street publishes roughly the same number of “BUY” 
recommendations that it does “SELL” recommendations. 

Green Street’s “BUYs” have historically achieved far higher total returns 

than its ”HOLDs”, which, in turn, have outperformed its “SELLs”.
1, 2

 

Green Street’s Disclosure Information 
 

Green Street Recommendation Distribution

(as of 8/3/09)
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Year Buy Hold Sell NAREIT Eqty
4

2009 YTD
3

11.5% 13.8% -13.5% -3.0%

2008 -27.8% -30.7% -53.2% -37.7%

2007 -6.5% -22.3% -27.6% -15.7%

2006 45.4% 29.9% 18.4% 35.1%

2005 26.3% 18.3% -1.9% 12.2%

2004 42.3% 28.4% 15.6% 31.6%

2003 42.7% 37.2% 20.9% 37.1%

2002 17.7% 2.6% 1.9% 3.8%

2001 35.7% 19.1% 11.9% 13.9%

2000 53.6% 29.3% 4.4% 26.4%

1999 14.2% -9.2% -20.2% -4.6%

1998 -0.6% -15.1% -16.4% -17.5%

1997 37.1% 14.2% 5.8% 20.3%

1996 47.3% 30.2% 17.5% 35.3%

1995 23.6% 14.3% -0.4% 15.3%

1994 20.5% -0.7% -9.3% 3.2%

1993
3

29.4% 5.4% 6.7% 12.4%

Total Return
3 2938.8% 259.5% -54.7% 256.0%

Annualized 23.0% 8.1% -4.7% 8.0%

Total Return of Green Street's Recommendations
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* This page contains a roster of some Green Street employees. However, only those listed in the "European Research" sections

without a double asterisk (**) are registered FINRA representatives / research analysts.
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