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FUND CHARACTERISTICS & PERFORMANCE
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MARKET COMMENTARY
At the beginning of the year and with the onset of the pandemic, the investment market expected
short-term underlying investment demand to remain focused on the dominant office and growing
private rented residential sector (PRS). It was believed that investment activity would be challenging
without some lifting of movement restrictions, particularly as the majority of activity in recent years has
come from overseas investors. As restrictions were eased coming into Q3, the market welcomed a
modest increase in both consumer confidence and investment volumes.
Investment activity has continued throughout 2020, but at a
significantly reduced level compared with 2019. At a headline
level, Q3 saw close to €700m of investment across 20 deals
nationwide. The majority of the larger deals would have been
agreed in the first half, and travel restrictions, together with the
market uncertainty that continues due to Covid-19, hindered
international investors, with many taking a moment to pause and
re-evaluate options. Of total volumes, 65% went into the PRS
sector, with offices accounting for 30%. Two notable transactions
were the sale of PRS schemes in Dublin to a German investor
for €145m and €210m, respectively. These were the Prestige
Portfolio, a mix of 317 existing and new-build residential units
in North Dublin, and Cheevers Court, which comprises 368
apartments under construction in Dún Laoghaire. International
investors remain attracted to the solid fundamentals of the PRS
sector in Ireland, where pricing compares favourably to European
peers. This sector is on target to attract the largest share of
property investment in Ireland in 2020.
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The two most significant office sales of the quarter were
Henderson Park’s disposal of 2 Burlington Road for €94m and
30–33 Molesworth Street for €60m. Both assets formed part of
the Capital Collection, a portfolio of five prime Dublin offices that Henderson Park acquired as part of its €1.34 billion buyout of Green
REIT in 2019. In September, Henderson Park also launched three further prime Dublin offices at George’s Quay, indicating a guide price
in excess of €400m. Overall, the investment market was relatively muted in the third quarter.
Interestingly, in excess of €1bn of assets were launched to the market in September alone. The extent to which further travel restrictions
will impact investment activity as we approach the fourth quarter remains to be seen. However, we would expect both PRS and offices
to perform well, given the backdrop of investor demand for these asset classes in Dublin.
Material Uncertainty Clauses, which have been attached to property valuations since March 2020, are gradually being removed
across Europe, as transactional activity resumed across most sectors. In Ireland, valuers removed the uncertainty provisions for PRS in
September and the industrial/logistics valuations after quarter-end, but they have been retained for other sectors.
In the second quarter of 2020, property returns were negative overall due to a significant fall in retail property values. This trend has
continued in Q3 with retail continuing to struggle while PRS, prime office, and industrial remained broadly stable. This divergence
is expected to continue for the remainder of the year. Values for secondary office locations and office buildings with shorter income
profiles (with a risk of vacancy in the near term), may begin to come under some pressure.
PRS has been the most resilient of the occupational markets, which has continued to perform strongly in recent months. This is primarily
due to Ireland’s demographic profile and the fundamental imbalance between supply and demand. Rent collection in the residential
market has been strongest of all sectors and rents in better suburban schemes have held up at pre-crisis levels, with some evidence of
rents softening in the city centre.
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Following what has been described as a lost second quarter, office
leasing take-up in Dublin during Q3 was 240,000 sq.ft. While this
still falls short of the 10-year quarterly average of 600,000 sq.ft., it
represents a notable increase on the 100,000 sq. ft leased in quarter
two. Leasing activity levels are reduced as many companies have
deferred decision-making while they assess the ongoing impact of
Covid-19 on their businesses and their occupational needs. The
largest letting in the market was at 1 Georges Quay, where 42,000
sq.ft. was let by Irish Life to the OPW. The overall vacancy rate across
Dublin increased to 8.6% (from 6.7% in Q2), driven mainly by Google’s
withdrawal from its agreement to take 202,000 sq.ft. at the Sorting
Office in Grand Canal Dock. In addition, 47% of letting activity in Q3
was from US firms. The quarter ended with news that the Chineseheadquartered company TikTok is weighing up plans to take on up to
500,000 sq.ft of office space in Dublin, which would enable a major
expansion of its Irish operations. Some downward pressure on quoted
prime office headline rents is becoming evident.
The industrial sector experienced a significant rebound in activity
during Q3, with take-up reaching 770,000 sq ft. For context, this
level was 50% greater than the previous quarter but also brings
the total take-up for the year to 2.2m sq. ft., broadly in line with
the volume achieved in the same period in 2019. Moreover, the
volume of occupational demand in the sector in Dublin rose by 21%
over the quarter. This sector continues to benefit from the logistical
requirements associated with the structural shift to online shopping.
Prime industrial yields in the capital remain at approx. 5.0%. Investor
demand remains strong with limited product available to buy.

Retail remains the hardest-hit sector in the market. Despite an
improvement in consumer activity over the summer months,
conditions remain very difficult and we expect further insolvency
events among retailers. The Irish franchisee of Inglot announced in
August that it is putting its main holding company into liquidation,
having shut its network of more than 20 stores. Most retailers
remain focused on the survival of their core businesses at present.
Indeed, many stores that have fully reopened are reporting lower
footfall levels, particularly high street retailers on weekdays, who
are suffering from reduced numbers of office workers, students,
and tourists in the city.
The greater part of the malaise in the retail sector has been
experienced in city centre locations, where footfall has reduced
significantly due to the working-from-home policies widely
adopted by many industries. The food and beverage sector in
general has also been very harshly impacted by either reduced
or ceased business operations resulting from the restrictions.
Conversely, suburban retail schemes (retail parks and also
grocery-anchored malls) have fared better and so trade and rent
collection have not suffered to the same extent as the city-centre
locations. Transactional activity in the retail sector remains largely
non-existent, with occupational vacancy increasing. Investors
with leverage into this sector will continue to monitor banking
covenants closely over the coming months if valuations continue
to weaken.

MARKET OUTLOOK

While Q3 witnessed a modest increase in investment activity, there is an ongoing risk of additional Covid-19 restrictions
across Europe and locally in Ireland, which may negatively impact transaction volumes and market fundamentals.
Investors, landlords, and tenants will be watching how local governments respond to a likely second wave and mindful
of the impact any tightening of restrictions may have, particularly for the retail sector in what is typically the busiest
few months approaching Christmas. Our expectation is that core prime office, logistics, and PRS assets will continue to
perform well in the short term and sector differentiation will continue to become more apparent.
The continued low interest-rate environment, the requirement of pension funds to match long-term liabilities,
together with a build-up of unallocated capital, means that there is considerable investor liquidity available to deploy
to real estate in the coming period. Transaction volumes have begun to pick up across Europe, especially in capital
cities. A strong level of investor demand for high-quality PRS, office, and industrial assets is expected to continue
towards year-end, while investor sentiment for the retail sector is not expected to improve in the near term.
While the outcome of the ongoing Brexit negotiations and looming US Presidential Election do create additional
macro-economic threats in both European and Irish contexts, international investors will still remain drawn to the
strong fundamentals of Irish property in the medium to long term.
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ACTIVITY

Covid-19
ILIM is continuing to engage with a number of tenants of the fund, who have sought short-term rent relief in the wake of Covid-19
restrictions. These have had a profound impact on most retailers’ ability to trade since March.

Cadenza, Earlsfort Terrace
The fund is replacing two dated buildings with a prime
115,000 sq. ft. office property, which was pre-let in 2019 to
Intercom at a rent of approximately €7m pa. Bulk excavation
works are now complete and rock-breaking activity has been
completed. The second and final tower crane was erected at
the end of October. Over the coming period, the main body of
works will consist of constructing the concrete frame, initially
with a significant number of concrete pours for foundations and
the basement slab.
The main contractor, Walls, continues to implement a full suite
of Covid-19 protocols to safeguard workers, operations and
the public.

24-26 City Quay, Dublin 2
This property is being refurbished and extended by approximately 10,000 sq. ft. The works, which reached practical
completion during the third quarter, included an upgrade of all building services, improvements to the building fabric,
decoration of all office and common areas and the provision of new building amenities in line with the fund’s ESG policy.

Snugborough Industrial Estate, Blanchardstown
A new 20-year lease was entered into with Edwards Vacuum
for approximately 46,000 sq ft. at an annual rent of €345,000.
The company is establishing a new Service Technology Centre
in the property, which will employ up to 120 people and
support an extensive semiconductor manufacturing industry
nationwide.
This letting means the fund now has full occupancy across its
industrial portfolio.

This document is intended as a general review of investment market conditions. It does not constitute investment advice and has not
been prepared based on the financial needs or objectives of any particular person, and does not take account of the specific needs or
circumstances of any person.
The author cannot make a personal recommendation for any person and you should seek personal investment advice as to the suitability
of any investment decision or strategy to your own needs and circumstances. Any comments on specific stocks are intended as an
objective, independent view in relation to that stock generally, and not in relation to its suitability to any specific person.
ILIM may manage investment funds which may have holdings in stocks commented on in this document. Past performance may not be a reliable
guide to future performance. Investments may go down as well as up. Funds may be affected by changes in currency exchange rates.

Irish Life Assurance plc is regulated by the Central Bank of Ireland.

