QUARTERLY REPORT
Q1 2021

PENSION IRISH
PROPERT Y FUND

QUARTERLY REPORT Q1 2021

FUND CHARACTERISTCS
AT A GLANCE
NAV

GAV

NO. OF ASSETS

€1.55bn

€1.78bn

71

FLOOR AREA (SQ FT)

PASSING RENT PA

MARKET RENT PA

WAULT

3.6m

€87.56m

€95.30m

6yrs 1 mo.

YIELD PROFILE

VACANCY

5.1%

5.0%

5.2%

0.03%

Income
Yield

Equivalent
Yield

Reversionary
Yield

2.96%

9.58%
6.59%

Normal Vacancy
Development Vacancy
In Legals Vacancy

QUARTERLY REPORT Q1 2021

FUND CHARACTERISTICS & PERFORMANCE
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MARKET COMMENTARY
According to the Economic and Social Research Institute (ESRI), the Irish economy grew by 3.4%
in 2020. The economy was supported by a 6.2% growth in exports (predominantly composed of
computer services and pharma products) and a 11.3% decline in imports but hindered by a Covid-19
related 9% decline in domestic consumption. Meanwhile, unemployment stabilised at 18.7% but
government support has cushioned the impact of this so far; this support has continued into quarter
one of 2021 as virus-related restrictions on travel were extended around Christmas.
ESRI Real GDP forecasts for 2021 were cut from 4.9% in
December to 4.4% in March. This was due to the expected impact
of prolonged Covid-19 restrictions and the subsequent reduction
in domestic demand. This compares with a forecast of 3.4% from
the Central Bank of Ireland.
An investment backdrop of low interest rates (both currently
and for the foreseeable future), strong equity markets and low
European bond yields has supported interest in the property
market, despite the difficulties that the pandemic has brought.
The domestic commercial property market continues to operate
under the constraints of quarter one’s lockdown. The restrictions
negatively impacted the marketing of investment property sales,
forced the closure of construction sites, and caused a significant
decrease in occupational demand particularly in the retail and
office sectors. Ireland has, so far, experienced the longest period
of restrictions in any country in Europe. It is also the only country
to ban construction activity but expectations are that, supported
by the vaccination programme, the economy will be well-placed to
rebound over the second half of 2021.
The final quarter of 2020 was relatively busy; supported by the
lifting of travel restrictions, approximately €1.1 billion traded
across office, industrial, residential, and retail sectors. Quarter
one 2021 surpassed this and recorded approximately €1.2 billion
of sales. While most of the property involved in transactions was
considered prime stock, no substantial differences from prepandemic pricing levels were apparent; this bodes well for the
market outlook. Several secondary assets were placed on the
market during 2020 but failed to sell at that time. This suggests
that the market is currently somewhat binary in terms of quality.
Travel restrictions are impacting this dynamic; 85% of purchasers
in quarter one transactions were international buyers. The largest
transaction signed during quarter one was a forward funding
agreement for a large residential portfolio by CBRE Global
Investors. This transaction was worth €450 million but will not
be delivered for some time. It is also notable that the investment
market is becoming more interested in the environmental
credentials of buildings, especially in the office sector.

Blackstone paid €290 million to Colony Capital for majority
interests in two prime office buildings (Burlington Plaza and the
Three Ireland headquarters on Sir John Rogerson’s Quay on the
south Dublin docklands). AM Alpha completed the acquisition of
76 Sir John Rogerson’s Quay in March; this property is a newbuild office premises and extends to 92,600 square feet over eight
floors on the South Docks waterfront. Approximately 30% of the
property is leased to Rabobank and Algebris Investments. The sale
price was not disclosed but is believed to be around €95 million.
The same German investor acquired Northside Shopping Centre,
Coolock during quarter four. In addition, a substantial number of
properties were placed on the market in quarter one, most notably
Marlet property group’s Castle Portfolio of approximately 2,000
residential units across six Dublin schemes. This portfolio carries a
guide price exceeding €1 billion.

Sir John Rogerson’s Quay
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MARKET COMMENTARY (CONTINUED)
Office
Quarter one recorded the lowest ever take-up in the office sector
at just over 40,000 square feet. This compares to over 1 million
square feet during the same period in 2020. There are signs
of growing vacancy in the city, which currently stands at 9.4%,
according to CBRE. This has been amplified by the introduction
of a significant amount of ‘grey space’ to the market – i.e., surplus
space that existing tenants are seeking to sub-let.
Agents are, however, reporting demand for between 2.9 million
and 3.3 million square feet for 2021 and 2022; Cushman &
Wakefield tracks 163 active parties, while approximately 40
requirements that were active pre-pandemic are now on hold.
While there is little evidence that rental values have fallen
despite the scarcity of recent deals, the increase in vacancy and
uncertainty around work-from-home’s impact on future demand
suggests that a decline in rental values may be seen when activity
returns. Various estimates from leasing agencies suggest that
headline rents will fall over the short term. The extent of any
decline is likely to be closely correlated to the quality of space on
offer; well-located, energy efficient, and adaptable floor plates are
best placed to remain in demand.
There is currently more than six million square feet of office space
under development in Dublin, 50% of which is pre-let. Quarter
one’s lockdown restricted progress on all 39 sites and, given that
this follows previous site closures in 2020, substantial construction
delays are now expected. This has caused concerns for tenants
who were expecting to take up occupation later in 2021 or 2022.
Retail
While the retail economy had to operate under level five
pandemic-related restrictions for the duration of quarter one,
strong in-store sales over the Christmas period and the on-going
vaccination programme appear to have reignited interest in new
retail space. Although letting activity remains subdued under the
current restrictions, an increase in enquiries was reported over
quarter one. In line with the easing of restrictions, and following
discussion between landlords and tenants, rent collection rates
had improved during quarter three and quarter four of 2020.
However, level five restrictions halted this during quarter one
of 2021. In January, the recently imposed material uncertainty
clauses were removed from retail asset valuations; early signs of
improvement in retail sector investment activity were seen during
quarter four of 2020, and valuers had evidence from which to
base valuations.

Industrial
Industrial is currently the best performing of the commercial
occupational markets domestically and internationally. Several
factors, including the growth of online retail, increased need for
warehousing due to Brexit, and a limited supply of large-format
buildings are driving this demand. The current vacancy level in
Dublin is less than 2%, according to Savills. Meanwhile, rental
values have held steady, and even increased in some cases. Prime
rents for new stock currently range from €10.00 to €10.50 per
square foot, with one deal in quarter four reported at €12.00 per
square foot for a build-to-suit building in southwest Dublin. There
is currently just over 1 million square feet of new space under
construction in Dublin across nine buildings. Three of these are
already reserved for occupiers.
Approximately 560,000 square feet of space was taken-up during
quarter one through 32 transactions; 27% of this was in freehold
sales of buildings to owner occupiers. CBRE is reporting an active
requirement of 2 million square feet of space.
The investment market for industrial is subject to a similar supply
/ demand imbalance. This has caused yields to compress, and
the prime income return is now firmly below 5%. Some agents are
reporting the market tone to be closer to 4.25%.
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FUND ACTIVITY

Rent reviews
In quarter one, the fund completed three office property rent reviews. For 1 Adelaide Road, an agreement was reached with Allied Irish
Banks to increase the passing rent by 23%; it now sits at €2.91 million per year. Negotiation processes with LGT Bank concluded for
space in 30 Herbert Street, where the rent increased by 26% to €499,856 per year. In 87-89 Pembroke Road a 65% increase was agreed
with the US Embassy; this property’s rent is now at €416,800 per year.
Combined, these reviews increase the passing rent of the Fund by over €800,000 per year.

PEMBROKE ROAD

HERBERT STREET

Ongoing development
Despite the current pandemic-related restrictions preventing progress on sites under development, progress has been made off-site
during quarter one. This includes engagement with our contractor’s management and design teams on construction design, materials,
finishes, procurement, and the off-site manufacturing of products for installation once sites re-open in April.

CADENZA GROUND FLOOR FORMATION DECEMBER 2020

As an Institutional landlord and developer, Irish Life is committed to achieving the highest standards with regard to Environmental,
Social and Governance matters. The Fund recently commissioned an Embodied Carbon Study to assess the potential for Cadenza
achieving a Zero Carbon Rating even though the project is well underway on site. The results of this study are expected in quarter two
and will determine the feasibility and actions required to achieve this status.
We have also entered discussions with Intercom, our incoming tenant at Cadenza, regarding the sustainability elements of their
proposed fit-out to ensure the building will be capable of operating on a Zero Carbon basis in addition to ensuring energy efficiency is
fully prioritised on the Cadenza NZEB building systems. As a result of this engagement, certain changes are required to the building’s
Mechanical and Electrical Services to achieve elimination of fossil fuel usage.
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ENVIRONMENT, SOCIAL & CORPORATE GOVERNANCE
ILIM Property is defining a Net Zero Pathway which will provide a
framework for the reduction of greenhouse gas emissions, energy
use, energy intensity targets, renewable energy use, and the use
of circular economy principles in new developments. The Net
Zero Pathway is due for completion in Q2, 2021.
Across the real estate Funds, ILIM reviews key environmental
impacts on a quarterly basis, including:
Energy Consumption: reducing like for like energy use
where ILIM is directly responsible by 15% by December 2024
(based on a 2019 baseline);
Renewable Energy: procuring 100% of electricity from
renewable sources, where economically or operationally
feasible;
Greenhouse Gas Emissions: reduce like for like Scope 1
and 2 emissions by 25% by December 2024 (based on a 2019
baseline); and define and measure Scope 3 emissions in line
with best practice by December 2024;
Water use: reduce like for like water usage by 10% by
December 2023 (based on a 2019 baseline); and
Production of Waste: divert 100% of waste from landfill.

As a responsible investor, ILIM adopts an active ownership
approach across its real estate assets, which aims to maximise the
medium to long-term value for its clients. ILIM uses its ownership
to constructively engage with property managers, encouraging
better standards and management processes covering financially
material ESG risks.
At asset level, ILIM has developed an Environmental Management
System (EMS) to manage sustainability impacts, risk, and
opportunities across its real estate portfolios. The EMS also aims
to improve resilience and performance in ILIM’s portfolios and
assets. The EMS was established to deliver commitments set
out in the ILIM ESG policy and covers all aspects of the direct
real estate investment management life cycle for all real estate
operations.
ILIM Property has achieved a 4 Star GRESB score on Pension Fund
in 2020.

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.

