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Irish commercial real estate continved
‘ to deliver exceptional returns throughout
* 2019, against a backdrop of strong political,

social and economic fundamentals. , ,
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Ireland’s robust performance continues to ce-
ment the country’s position as an excellent
place in which to invest and do business. This
annual publication from BNP Paribas Real Es-
tate Ireland looks at the market fundamentals,
with a particular focus on Dublin commercial
property, and asks what is in store for 2020 and
indeed the decade ahead.

We entered the ‘roaring 20s' with a confident
outlook, with total investment turnover of
€7.3bn recorded in 2019 and the market dis-
playing few signs of weakness. As Europe’s
fastest growing economy for six consecutive
years, the Irish commercial property market is
increasingly on the radar of international in-
vestors. A low-risk option with healthy occupier
demand and favourable demographics, our safe
and stable society, common law legal system
and straightforward tax regime add to market
appeal.

Growing interest from global investors is ev-
idenced in the evolution of the mega-deal
(€100m+) in the past five years, with 18 such
transactions completed in 2019 displaying a
steady increase year-on-year when compared
with the 4 mega-deals transacted in 2014.

This trend is set to continue as real estate allo-
cations grow, crucially providing investors with
consistent income and real value, particularly
in a sustained low interest rate environment.
Spreads between real estate yields and invest-
ment grade corporate bonds have never been
greater.

Still, there are some challenges on the hori-
zon for real estate, including issues related
to housing, climate change and sustainabil-
ity as well as the outcome of Brexit negoti-
ations and how that may impact on the Irish
market. Progress however is being made on
national issues, including housing provision,
and climate change too is a concern that Irish
Government, society and enterprise are ad-
dressing.

The global impact of the COVID-19 pandemic
is also now being experienced in Ireland and
is affecting all business sectors including real
estate. Nevertheless, the fundamentals of com-
mercial property markets are slower moving
than those of bond and stock markets. Prop-
erty investors, as we know, are generally in for
the long haul’, and appreciate the durability of
hard assets.

The institutional shift in focus towards ESG
(Environmental, Social and Governance) has
seen sustainability and green lending also be-
come hot topics. At the World Economic Forum
held in January 2020, climate change was top
of the agenda, with the top 5 global risks all
identified as ‘green’.

When it comes to climate change, real estate
is viewed as a major offender, with the indus-
try challenged to place a greater emphasis
on greener, more sustainable, carbon neutral
buildings, in order to satisfy demand from so-
ciety, regulators and investors. Obvious issues
arise around dealing with existing stock; in-

cluding conversion and repurposing to create
sustainable real estate. BNP Paribas Real Estate
can provide the solutions to this potential real
estate ticking time bomb.

There are many reasons to invest in Ireland, not
least the high calibre investment advice, man-
agement and advisory services provided by the
dedicated BNP Paribas Real Estate Ireland team
in Dublin.

In this report, we provide in-depth analysis of
the different market sectors and compelling
investment rationale, as well as a complete
investor toolkit of essential local knowledge.
Our sincere gratitude goes also to EY, Eugene F.
Collins Solicitors, AIB and IDA Ireland for their
various expert contributions to this edition of
the Investing in Dublin guide.

We hope it provides some useful insight to the
Irish real estate market, and we look forward
to bringing our vast domestic and international
commercial property expertise to your real es-
tate needs going forward.
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10 KEY REASONS

10 INVEST
IN [RELAND

ﬂ EUROPE’S FASTEST GROWING
ECONOMY

The Irish economy has recorded several years
of strong, sustainable growth with 2019 the
sixth consecutive year in which Ireland has
emerged as the fastest growing economy in the
Eurozone. Irish GDP rose by 8.2% in 2018 and
by a further 5.5% in 2019, supported by rising
employment and wages, moderate inflation and
rising investment from both the government
and from foreign investors. GDP is expected to
be negatively impacted by the COVID-19 pan-
demic however this will be on a global scale.
The full impact of this remains to be seen.

Ireland is now one of the only English-speaking
countries in the Eurozone and has been ranked
first in the world for attracting and retaining
talent. Dublin has experienced a significant
influx of major technology, pharmaceutical and
financial companies over recent years. This
supports a robust office occupier market which
in turn enhances Ireland’s attractiveness from
an investment perspective.

2 FAVOURABLE DEMOGRAPHICS

Ireland has the youngest population in Europe
with a third of the population under 25 years’
old making Ireland’s dependency ratio very fa-
vourable. Ireland’s population is forecast to rise
by one million people by 2040 with the pace of
growth expected to be stronger in Dublin and
the surrounding areas, where almost 40% of
the population live and work. Ireland’s young
workforce is very adaptable and highly edu-
cated with Ireland’s education system ranked
amongst the top 10 in the world. Ireland also
holds the second highest rate of tertiary educa-
tion attainment in the EU.

% DOMESTIC STABILITY

Ireland offers a high degree of economic and
political stability with the benefit of a common
law legal system and favourable tax structure
which is relatively straight forward to under-
stand. Ireland is strongly aligned with the Eu-
ropean Union and benefits from the common
trade area and access to talent from across

Europe. The climate is temperate and is gen-
erally spared from natural disaster and Ireland
consistently ranks highly on the Global Peace
Index making it one of the world's safest coun-
tries in which to live. This marks Dublin out as
the optimal place for investors seeking to min-
imise uncertainties from external global and
geopolitical risks.

ZA;L A SUSTAINABLE INVESTMENT
MARKET

Ireland has demonstrated a remarkable real
estate recovery with investment in commer-
cial real estate reaching a record €7.3 billion in
2019. This represents an increase of 97% rela-
tive to 2018. The Dublin market has a good de-
gree of liquidity with foreign equity investing in
tandem with domestic investors. There is also
a significant spread between prime real estate
yields and long-term investment grade bonds
demonstrating a high degree of relative value
in the Irish market.

Historically low interest rate policies have gone
hand in hand with economic weakness and low
inflation across Europe. The 10-year German
bond yield was negative throughout the latter

half of 2019 with banks now being charged a
premium to deposit liquid assets with the Eu-
ropean Central Bank. The consensus is that
this period of low interest rates is likely to last
into 2020 and beyond, supported by monetary
policy, moderate economic growth, low infla-
tion, ongoing risk aversion and the continued
abundance of global liquidity. In light of this,
a natural gravitation towards investment in
real estate is likely to continue thanks to the
secure income stream and higher return on
investment on offer. Ireland is well positioned
to benefit from the abundance of capital which
overseas investors are seeking to deploy in real
estate in this low interest rate environment.

5 DIVERSE AND HEALTHY LEVEL
OF OCCUPIER DEMAND

As the urbanisation of Irish society continues,
the Dublin office market is experiencing a long-
term trend in the expansion of global Tech-
nology Media and Telecommunications (TMT)
companies, such as Amazon, Facebook, LinkedIn
and Salesforce, who have all progressed plans
to create major office campuses for their EMEA
headquarters in Dublin in recent years. These
have become the driving force of Dublin’s oc-
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cupational market and backbone of commerce
and innovation.

The Dublin office market is very varied in its
occupier makeup, unlike other European capi-
tal cities which tend to be dominated by finan-
cial and professional services. Office take-up in
Dublin reached close to 310,000 sg.m in 2019
marking the third strongest year on record,
with TMT companies accounting for more than
half of this space. Large financial organisations
are located all around Dublin, while State enti-
ties also expanded rapidly in 2019 accounting
for 18% of take-up.

In Ireland commercial office leases are gener-
ally longer than in most continental markets
(typically 25 years with a break after 10-12
years) and lease terms are generally more fa-
vourable to the investor than the equivalent in
other countries. Other things being equal, in-
vesting in Dublin can provide a further element
of medium-term income stability.

@ STRONG CONSUMER ECONOMY

Steady gains in employment levels, incomes
and expenditure across Ireland are having a
knock-on effect on the Irish consumer economy,
which, despite considerable global uncertainty
and fluctuating consumer sentiment, has been
performing considerably well in recent years.

The latest figures from the Central Statistics
Office (CSO) show employment levels to have
increased by 3.5% during 2019 with a record
2.36 million people in employment, while aver-
age earnings have also increased by 3.5%. This
led to growth in gross disposable incomes of
4.8%. While the economy has been badly im-
pacted by the global COVID-19 pandemic, with
store closures leading to widespread job loss-
es, the government has made great efforts to

assist those affected and encourage employers
to retain their staff where possible. It is hoped
that this will lead to a more rapid recovery once
the virus has come under control.

7 INCREASING FOCUS ON ESG

The Irish real estate sector is experiencing an
increasing focus and demand for sustainability,
supported by the introduction of Near Zero
Energy Building (NZEB) regulations. More than
500,000 sg.m of new or refurbished Grade A
office space has been delivered in Dublin during
the past three years, with speculative office
development now well underway in regional
locations too. With the advent of global building
standards such as LEED, BREEAM and WELL
certification, these offices are being designed
and built at a quality and specification that can
be understood and valued by global occupiers
and investors alike.

Environmental, Social and Governance (ESG)
factors have become a key determinant in in-
vestment decisions thanks to a growing empha-
sis on and understanding of the negative impact
of climate change. Investors want to ensure that
these factors have been taken into account and
will be mitigated throughout the life-cycle of
their properties. There has been increased focus
on 'impact investing’, which involves the imple-
mentation of benchmarking strategies such as
the Global Real Estate Sustainability Benchmark
(GRESB) or the creation of bespoke investment
criteria to ensure that investment portfolios
meet certain ESG standards. This is set to con-
tinue to grow during 2020 and beyond.

8 MARKET DISRUPTERS AND THE
ALTERNATIVE

A lack of supply has led a surge in residential
development activity across Ireland and in

Dublin in particular. This in turn has provided
opportunities for investors in the form of in-
vestment and forward funding opportunies in
the build-to-rent (BTR) and purpose-built stu-
dent accommodation (PBSA) sectors. The resi-
dential sector accounted for 36% of total turn-
over in 2019 with Irish and overseas investors
alike now recognising the appeal of the stable,
long-term returns on offer from this growing
market sector.

The continuing emergence of technology as a
solution to overcome challenges in the real es-
tate industry is disrupting traditional methods
and shaping the Irish and global real estate
sectors. Irish developers are increasingly imple-
menting ‘smart’ technology which in turn im-
pacts on the attractiveness and efficiency of new
properties and ultimately on investment values.

@ FOREIGN DIRECT INVESTMENT

Ireland is ranked No. 1 in the world in terms
of the total value of Foreign Direct Investment
projects, while Dublin has separately been
ranked No. 3 overall in the fDi Intelligence Eu-
ropean Cities of the Future ranking and No. 1
for Brexit relocation decisions among financial
services firms.

Ireland generates substantial inward invest-
ment year upon year with strengths in key
high-value sectors such as ICT, financial and
business services and life sciences. Ireland has
become the global technology hub of choice
when it comes to attracting the strategic busi-
ness activities of TMT companies and Dublin
has earned the reputation for being the heart
of TMT in Europe.

ﬂ@ AN INCREASING ACCESS TO DEBT

With the improving sentiment in the invest-
ment market the availability of debt has contin-
ved to grow. We are in a relatively low interest
rate cycle coupled with tight lending margins
as banks look to grow their loan books on a se-
lective basis after years of deleveraging. This
has translated into borrowers being able to se-
cure attractive financing terms on core Dublin
assets. With city centre properties generally
having a stable and diversified income profile
there is an increasing number of both local and
foreign financial institutions who are offering
competitive debt terms.

il

Damien McCaffrey

Director, Investment
BNP Paribas Real Estate Ireland
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‘ Dublin continued to absorb a significant
amount of Foreign Direct Investment (FDI)
in 2019. It is the country’s leading city
of international scale and remains ,,
an attractive place for investors to locate.

The FDI performance over the past five years
has been unprecedented. Employment levels in
IDA Ireland’s client companies has now reached
245,096 which is the highest ever number em-
ployed in the multinational sector, exceeding
targets set by the government contained in DA
Ireland’s Strategy, Winning: Foreign Direct In-
vestment 2015-2019.

End of year results published in January show
another strong performance in 2019, which
saw 250 investments made with 21,844 jobs
created in FDI companies in the final year of
IDA Ireland’s current strategy. The net gain was
13,867 additional jobs.

Dublin shows a remarkable capacity to attract
foreign direct investment and has developed an
international reputation as a hub for Financial
Services and FinTech, Technology and Interna-
tional Operations centres, amongst others. Com-
panies who choose to locate parts of their busi-
ness in Dublin include its rich and diverse talent
pool and the attractive business environment as
key factors in their investment decisions.

The success of Dublin in 2019 in attracting mo-
bile foreign direct investment is nothing new in
that the capital has regularly represented Ire-
land’s strongest card when it comes to compet-
ing for 'hard won’ mobile investments in a highly

competitive global environment. Dublin has long
since been a location of choice for many multi-
nationals looking to invest and reinvest in Ire-
land to service the European marketplace.

2019 saw that portfolio further enhanced with
significant investments from the likes of Linke-
dIn, Indeed, Salesforce, LogMeln, and Facebook
to name a few. Dublin's credibility and value
proposition for FDI is particularly impressive
when you consider the diverse range of projects
it wins for ‘Ireland Inc.’ from a wide range of
sectors and activities such as Digital Media, Life
Sciences, International Financial Services and
Information & Communications Technology (ICT),
amongst others.

Dublin’s track record, particularly in respect of
supporting many leading technology companies’
EMEA operations (e.g. Google, Facebook and
LinkedIn) and attracting the next wave of glob-
al technology companies such as HubSpot and
Airbnb, has seen parts of the city rebranded as
the 'Silicon Docks'. This is an illustration of the
hive of activity and vibrancy that these compa-
nies have brought to a small part of the city and
is regularly referenced in many corporate board
rooms all over the world.

It should be noted that the success of Dublin over
many years is a result of sustained investment
and a ‘can do' attitude and partnership by all

stakeholders, both public and private, in respect
of education, infrastructure, utilities, enterprise
supports and placemaking. Consequently Dublin
and its world class business ecosystem often
attract the focus and inquisitive glare of com-
petitor jurisdictions and their representatives. In
order for the rest of the country to thrive, we
must continue to invest in making Dublin a great
place to live and work. Other global cities are
already doing this and ‘placemaking’ is becom-
ing a real area of competitive advantage in cities
across the world. We must also ensure that there
is solid vision for Dublin so that it can continue
to act as a magnet for investment.

We must not be complacent however when it
comes to sustaining our competitive position and
in enhancing our value proposition for the ever
complex and evolving needs of FDI. Dublin must
continue to lead the way in supporting the next
wave of investments in commercial and residen-
tial property solutions that meet the needs of
mobile investments and their employees.

Investments from the likes of Ronan Group Real
Estate (RGRE), Kennedy Wilson, IPUT, Marlet,
Ballymore, NAMA and the various REITs active
in the Irish market, amongst many others are
crucial for future proofing Dublin's capacity and
competitiveness in sustaining and growing the
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existing base of FDI whilst remaining relevant
and competitive in relation to winning new name
investment flows as they present themselves.
The city and its accessible suburbs are set to
undergo something of a transformation over the
next number of years with the scale of planned
development. It is our collective responsibility
to ensure placemaking, sustainability and urban
excellence are at the core of every urban devel-
opment. The successful adoption of the govern-
ment's Urban Development and Building Height
Guidelines enabling compact growth through
height and density in the most appropriate loca-
tions is a positive first step in delivering this am-
bition. The sense of opportunity is everywhere
at present in relation to the property market.

Finally, talent remains the biggest driver for IDA
client companies in their international invest-
ment location decisions. We must be conscious
that attracting the right talent is not only a
function of the job opportunity itself, but very
much a function of the attractiveness of the
location in which the job opportunity presents.
In this regard it is important to note that the
availability of quality and affordable residential
accommodation is a key competitiveness factor
for FDI.

Our strategy for the period 2020-2024 will be
informed by the backdrop of the COVID-19 pan-
demic and the as yet-to-be fully determined
impact it will have on the Irish and global
economies and businesses. We had already ob-
served significant downside risk in the market-
place over the next five-year period with those
risks emanating from the possibility of an eco-
nomic correction in key source markets, contin-
ved trade tensions, subdued global economic
growth and from domestic challenges related
to competitiveness and the carrying capacity of
the economy.

We were fortunate to have entered 2020 on the
back of strong growth. Our value proposition
continues to be strong, we are well positioned
as a gateway location to Europe and are com-
mitted members of the EU. We are business
friendly and supportive. Talent continues to be
an important asset. Being competitive is more
important than ever for our client companies
to continue to grow and develop and as Ireland
expands its footprint across the globe, seeking
out new markets from which to win investment.

Damien Kilgannon

Head of Property
IDA Ireland
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RELAND'S INVESTMENT
MARKET OVERVIEW 2013
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Several years of strong, sustainable growth, rising
employment and wages, and moderate inflation

underpin Ireland’s healthy economy. Against this

backdrop, the past year has been characterised
by record levels of investment in Irish real estate.

Total investment in Irish commercial real
estate (including residential investments)
reached a record €7.3 billion in 2019. This total
represents an increase of 97% or near-doubling
of turnover relative to the previous year and
marks the sixth consecutive year in which total
turnover exceeded the ten-year average.

Total annual investment turnover (€M)
£€8,000
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€6,000
€5,000

€4,000

Source: BNP Paribas Real Estate Research
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The number of mega-deals (€100m+) contin-
ves to increase demonstrating high liquidity
in the market with 18 such deals completed
during the year accounting for 64% of turnover.
This has been driven by strong competition for
prime office and PRS assets in particular, from
Irish and international investors from an in-

creasingly varied spread of countries.

Dublin remains the most popular lo-
cation for investment, accounting for
€3.2 billion or 88% of total turnover.
While there has been less investment
in regional locations, it is worth not-
ing that this is a factor of a lack of
prime opportunities coming to mar-
ket as opposed to a lack of interest
among investors. We are now seeing
a rise in speculative investment in
Cork, Galway, Limerick and Waterford
which, along with further progress
on the government's Ireland 2040 re-
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gional development plans, will provide further

opportunities for investors in the coming years.

3%

36%

Turnover by Sector
(% value of turnover)

m Office

m Residential

m Retail

= Mixed Portfolio
Industrial & Logistics
Mixed-Use
Other

DWS, Patrizia and Deka Immobilien were par-
ticularly active in the Irish market in 2019, ac-
counting for more than €1.1 billion or 15% of
total turnover. This is a significant
increase of 163% relative to 2018
when investment from Germany
reached €428 million.

Core CBD office assets maintain
their allure, seen as defensive
investments with domestic and
overseas investors alike compet-
ing for best-in-class stock. This is
evidenced by recent portfolio sales
as well as the high values achieved
for prime assets such as Five Han-
over Quay and The Reflector. As a
result, despite a shift towards res-

We are seeing a notable shift towards the devel-
opment of more mixed-use assets such as Cen-
tral Plaza and the Clerys Quarter that comprise
retail, office, leisure and residential elements.
This diversification of asset types puts an em-
phasis on ‘place-making’, which is attractive to
investors as it allows schemes to be active at all
times, rather than just during the day or night.

The strong growth in investment into Irish real
estate is in stark contrast with the situation
being experienced in the UK where commercial
property investment volumes declined by an
estimated 18% annually. Ireland represents a
compelling alternative to the UK for overseas
investors who are attracted by the underlying
strength of the Irish economy and comforted by
the fact that Ireland’s legal system is similar

vestment activity. It is unlikely that Q1 turn-
over will be impacted to a large extent, as a
number of large transactions were carried over
from last year which have already completed.
However, Q2 should see a notable slowdown in
activity, due to the impact of uncertainty which
will suspend investment decisions.

It is hoped that, provided the current strict
measures are adhered to and the number of
cases levels off in the coming weeks, the mar-
ket will begin to recover towards the end of Q2,
leading to a surge in pent up activity by Q3.

Externally, Brexit also continues to pose a
threat to the Irish economy which may impact
on the investment market. The formal exit took
place on January 31st 2020 and we have now

Investment Transacions  jdential investment during 2019, to those in the US and the UK which facilitates  entered the transition period in which the UK

by Lot Si } ) ) ) i

(ﬁ,lo_ OofTrLGesamnS' the office sector again emerged as investment. and the EU negotiate withdrawal terms. The

% value of turnover) the top performer accounting for transition period will last until December 31st

me100m+ 43% of total turnover. 2020, but may be extended by up to two years.
% OF TOTAL : .
TURNOVER = €50-100m OUTLOOK 2020 With no clear consensus on the exact with-

m€20-50m

The residential sector continued Irish commercial real estate continued to deliv-  drawal agreement as yet, the effects of Brexit

<€lm

Source: BNP Paribas Real Estate Research

Turnover for 2019 was boosted by the inclusion
of a number of sizeable portfolio sales. These
include the sale of the Green REIT portfolio
(95% Dublin, 88% office) to Henderson Park for
a price in the region of €1.5 billion, and of Star-
wood's Project Cedar Dublin office portfolio to
Blackstone for €530 million.

The largest single-asset transaction of the year
was the sale of Five Hanover Quay to German
fund Union Investment for €197 million. Ger-
man investors including Union Investment,

senting an increase of 128% rel-

ative to 2018. This was largely

attributable to the forward selling
of PRS blocks however some student accom-
modation assets also featured. Notable among
these was the sale of the 966-bed Point Campus
Student Accommodation complex - the largest
private student accommodation scheme in Ire-
land - to German fund DWS for €171 million.

Retail bounced back somewhat in 2019, boost-
ed by the sale of St. Stephen’s Green Shopping
Centre to Davy for €175.5 million. A total of
more than €635 million was invested in retail
during 2019 representing an increase of 31%
relative to 2018.

nomic fundamentals. We entered 2020 with a
confident outlook and, despite the current glob-
al challenges related to the COVID-19 pandem-
ic, we believe the fundamentals for real estate
investment remain strong.

The consensus is that the current period of
low interest rates is likely to last, supported by
monetary policy, moderate economic growth,
low inflation, ongoing risk aversion and the
continued abundance of global liquidity. In light
of this, a natural gravitation towards invest-
ment in real estate is likely to continue with
Ireland likely to be a beneficiary of this.

Still, the uncertainty triggered by COVID-19
may lead to the short-term suspension of in-

€10-20
'€3710mm to attract strong interest in 2019 er exceptional returns throughout 2019, against ~ on the Irish market remain to be seen. Never-
e1-3m with €2.7 billion invested repre- a backdrop of strong political, social and eco-  theless, strong domestic economic fundamen-

tals and the continued attractiveness of Ireland
as a place to invest should provide a buffer to
some potentially negative impacts.

Kate Ryan

Associate Director
Head of Research
BNP Paribas Real Estate Ireland
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SUMMARY OF INVESTMENT SALES - 2019

TOP 5 OFFICE TRANSACTIONS
PROPERTY

Project Cedar Office
Portfolio,
Dublin City Centre

Five Hanover Quay,
Dublin 2

Nova Atria Buildings,
Sandyford,
Dublin 18

Dublin 2

Charlemont Exchange,
Dublin 2

TOP 5 RETAIL TRANSACTIONS
PROPERTY

St. Stephen’s Green
Shopping Centre,
Dublin 2

Pavilions Shopping Centre
(25%), Swords, Co. Dublin

Mahon Point Retail Park,
Cork

Northside Shopping Centre,
Coolock, Dublin 17

7-9 Henry Street,
Dublin 1

The Reflector, Hanover Quay,

PRICE

€530m

€197m

€167m

€155m

€145m

PRICE

€175.5m

€71m

€56m

€49.2m

€44.3m

YIELD

c. 5.0%

4.1%

C.5.7%

4.2%

4.5%

YIELD

c. 4.0%

4.9%

7.0%

3.6%

3.6%

PURCHASER

Blackstone

Union Investment

Mapletree

Deka Immobilien

Vestas Investment
Management

PURCHASER

Davy

Irish Life Investment

Managers

IPUT

AM Alpha

DWS

TOP 5 RESIDENTIAL TRANSACTIONS

PROPERTY PRICE

Dublin

Project Vert: 382 units at Elmfield,
Leopardstown & Honeypark, Dun
Laoghaire, Co. Dublin

Dublin Landings PRS,
North Wall Quay, Dublin 1

Accommodation,
Dublin 1

Dun Laoghaire, Co. Dublin

TOP 5 INDUSTRIAL & LOGISTICS TRANSACTIONS
PROPERTY PRICE

Tesco Distribution Centre, €160m
Donabate, Co. Dublin

Compass Portfolio: Units at €30.8m
Greenogue Business Park and

North Park, Co. Dublin

Unit at Dublin Airport
Logistics Park, Co. Dublin

€18.5m

Units 4 &5 Mygan Business ~ €11.2m

Park, Dublin 11

Unit 1 Stadium Business €10.5m

Park, Dublin 15

XVI Portfolio, €285m

€216.1m

€175.5m

Point Campus Student €171m

214 units at The Fairways, €108m

YIELD

c.4.3%

5.1%

4.8%

6.5%

YIELD PURCHASER

4.0% IRES REIT

c.3.5% IRES REIT

4.1% Greystar

c.4.75% DWS

4.9% DWS

PURCHASER

KTB Investments and
Securities & KTB Asset
Management

M7 Real Estate

DWS

Confidential

Confidential

Note: Large mixed-asset portfolio sales not included.
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DUBLIN'S

OFFICE MARKET

2019 was another exceptional year
‘ ‘ for the Dublin office market with strong
occupier demand and a healthy development

of close to 310,000 sq.m by year-end.

pipeline contributing to the total take-up , ,

2019 was the third strongest year on record with
take-up again well exceeding the ten-year av-
erage. There were 7 ‘mega-lettings’ whose size
exceeded 10,000 sq.m. These deals had a signif-
icant impact on the market in 2019, accounting
for 52% of take-up. The Technology, Multime-
dia and Telecommunications (TMT) sector was
again the top performing sector in 2019 with
more than 165,000 sq.m or 53% of total take-up
attributable to this sector. The largest TMT let-
tings were to Salesforce, LinkedIn, Facebook and
Amazon, which combined represented 115,397
sg.m or 37% of total take-up.

RECENT HISTORY

In 2007, all construction activity in the Irish
property market ceased almost overnight. The
office market was worst affected and prime
rents fell from a high of close to €700 per sq.m
to as little as €323 per sq.m in 2010 with lim-
ited take-up and vacancy rates fluctuating to
over 25%. In 2011 / 2012, the market started
to emerge from its slumber and demand in-
creased steadily buoyed by favourable take-up
from Foreign Direct Investment (FDI) occupiers
predominantly.

Despite the surge in demand, limited new of-
fice buildings were constructed between 2007
and 2015 in Dublin due to a shortage of devel-
opment finance and insufficient rental return,
causing a massive shift in the landlord's favour.
In 2015, office rents increased by 25% in one
year alone with continued growth evident ever
since.

Since 2015, new development has emerged
across the city skyline to alleviate the demand
side pressures curtailing the market. Between
2015 and 2019 almost 545,000 sq.m of new or
refurbished office space was delivered in Dub-
lin, with the majority (76%) of this space having
been delivered in the city centre.

EMERGING TRENDS AND CURRENT
CYCLE

The focus of occupier demand has been large-
ly on the city centre since 2015 but 2018/19
saw strong growth in take-up in in city fringe
and suburban districts, which accounted for
29% of take-up in 2019. The south suburbs in
particular have seen increased activity with
global companies including Facebook, Google

and Mastercard now recognising the appeal of
well-connected suburban office locations such
as the Sandyford Business District where the
TMT sector has accounted for 75% of take-up
over the past three years. This trend will con-
tinue to evolve in 2020 as occupiers seek more
cost effective solutions.

Increased occupier demand for office space
in non-CBD locations and the availability of
well-serviced and well-located land for devel-
opment has led to increased development ac-
tivity in city fringe and suburban locations. Key
developments delivered or under construction
during 2019 include the South County Office
Campus (Mr. Cyril McGuire - 28,000 sg.m), Two
& Three Dublin Airport Central (Dublin Airport
Authority - 20,000 sg.m), Block | Central Park
(Green REIT / Henderson Park - 10,000 sq.m),
Termini (Aldgate Developments / Starwood -
20,500 sg.m), The Seamark Building, ELm Park
(Chartered Land / Starwood - 17,000 sg.m),

South County Office Campus, Sandyford, Dublin 18

Building 9 Cherrywood (Hines - 11,000 sg.m)
and Nova Atria South (Blackstone - 16,000
sg.m). Areas close to amenities and on good
public transport lines are considered attractive.

Brexit

Brexit is having an impact on the office mar-
ket in Dublin in particular with more than 80
companies having announced plans to move to
or expand within Dublin since the 2016 vote.
BNP Paribas Real Estate have been tracking let-
ting activity among these companies and note
that more than 30,000 sq.m has been leased
to firms including JP Morgan, Aptiv, Coinbase
and Bank of America since the vote. In Q3 2019
UK law firm DLA Piper signed a lease for a new
office in Dublin 2. DLA Piper follow other UK-
based law firms Pinsent Masons, Fieldfisher
and Simmons & Simmons who have also set
up new bases here in recent years. Ireland has
emerged as an attractive option for such firms
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in light of Brexit thanks to its common law and
English-language legal system.

The current tech boom in Dublin is also likely to
be in part linked to Brexit with US multination-
als expanding rapidly in Ireland rather than in
the UK with a view to retaining access to Euro-
pean markets and talent.

The serviced office or co-working sector contin-
ues to have a visible impact on the Dublin office
market with existing operators including We-
Work and Iconic Offices as well as new entrants
Knotel leasing a combined 8,287 sq.m during
2019. This is a marked decline relative to 2018
which saw more than 40,000 sg.m leased to
such companies. In total, serviced office provid-
ers now occupy more than 120,000 sq.m across
Dublin with a number of further deals in pro-
gress. So, despite substantial doubts over the
co-working model during 2019, this buoyant
market trend looks set to last.

The role of the serviced office sector is nota-
ble in relation to Brexit with many of the Brexit
movers we have identified currently operating
out of serviced offices across the city. This is a
trend that is likely to continue with many com-
panies opting to take flexible office space to set
up their Irish operations before committing to
a longer lease.

Overall the office sector has seen the strongest
rental recovery of all asset classes with rental
values currently at a level that has now sur-
passed the previous peak according to MSCI
data. Prime CBD office rents remain in the region
of €670 per sq.m with moderate rental growth
expected in 2020 as new supply becomes avail-

able. Rental levels in excess of these figures will
be achieved in certain instances where occu-
piers lease premium penthouse suites or can
avail of attractive lease flexibility and existing
quality fit-outs. Inducements by way of rent
free are standard and are generally between
6-9 months for standard lettings in CBD and
12 months upwards for prime suburban offices.

Total take-up 2019:

309,847M°

Prime rents 2019:

€670/M*

The BNP Paribas Real Estate Dart & Luas Office
Rental Price Map* charts average rental levels
2017-2019 along the various public transport
lines in Dublin. This map aims to demonstrate
the spread between headline rents achieved in
prime CBD locations (with the most prime loca-
tion being in the Dawson Street area) vis-a-vis
those being achieved in other parts of Dublin.
Rents in city fringe and suburban locations are
lower but are rising while CBD rents remain
stable as occupiers move away from the city
centre locations, attracted by the delivery of
modern office accommodation, improved ac-
cessibility and access to talent pools.

Typical lease terms in the current market are
15-20 years with the earliest breaks for new
Grade A developments achievable at year 10.
Suburban office space can generally expect to
achieve break options closer to year 10 and
perhaps sooner for secondary office space.
Breaks are usually subject to certain conditions

1 DART and LUAS are light rail services operating in Dublin.
City centre figures are calculated on the basis of net internal
area (NIA), while suburban rents are based on the gross
internal area (GIA), as per market norms.
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including a standard 12 month notice period. In
many cases, a rental penalty may be a condi-
tion of the break option particularly in the city
centre. Inducements by way of rent free periods
are standard and are generally between 6-9
months for standard lettings in the CBD and 12
months upwards for prime suburban offices.

Upward only rent reviews were prohibited in
leases which commenced after the 28th Febru-
ary 2010. Rent reviews, where they are set out
in leases from February 2010, are to the market
rent on an open market basis (i.e. upwards or
downwards). Rent reviews are usually every 5
years. The new rent may be agreed between the
landlord and tenant (or respective represent-
atives) and is based primarily on comparable
market lettings. The emergence of CPI linked
rent reviews and % cap and collar mechanisms
particularly at year 5 has emerged in to the of-
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fice market and are becoming more common-
place. In default of agreement there is a provi-
sion in the lease for referral to third party and
the lease will dictate whether an arbitrator or
independent expert will be elected to set the
new rent.

On the basis that tenants occupy premises for
a period in excess of 5 years, they have an au-
tomatic right of renewal by law on expiry of the
lease and can apply for a new lease of 20 years
or such lesser term as a tenant may nominate.
It will not however be fixed for a period of less
than 5 years without the landlords agreement.
Under recent legislation, all tenants of com-
mercial premises can contract out of their stat-
utory right of renewal providing greater flexibil-
ity to landlords and tenants when negotiating
the terms of the lease.

€581 psm.
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Close to 220,000 sq.m of office space was deliv-
ered in 2019, bringing total office stock in Dub-
lin to more than 4.2 million sq.m by year-end.
Construction is underway on a further 310,000
sg.m of space due for delivery during 2020. Of
this total, almost 50% is pre-committed which
further underpins the strength of tenant de-
mand in the Dublin market. This means that
despite the significant levels of stock under
construction, strong demand for office space
and the potential for further growth thanks
to rapid TMT expansion and Brexit relocations
mean Dublin is unlikely to see an oversupply
of office stock any time soon. Despite this, new
office development activity has slowed some-
what over the past year with less speculative
projects moving on site.

Development during the 2015-2018 period was
concentrated around the city centre, with more
than 90% of all space delivered in 2018 being
located in Dublin 1, 2 or 4, largely around the
North and South Docks. This is consistent with
the pattern of demand with more than 70% of
take-up occurring in the city centre. Neverthe-
less, as with demand for space and take-up,
and as a result of almost all of the prime city
centre development sites being accounted for,
development began to move out of the city in
recent years with close to 40% of the space de-
livered during 2019 located in city fringe and
suburban locations.

Recruitment is becoming an increasingly im-
portant consideration for occupiers and many
TMT occupiers are using their real estate to
attract and retain staff in a very competitive
environment. We are now seeing a shift to-
wards offices and campus-style developments

being developed with the end user in mind.
This means that leasing negotiations can com-
mence earlier than they otherwise would have
and allows the occupier to collaborate with the
developer throughout the design and construc-
tion process. In addition, securing a blue-chip
tenant cements the eventual investment value
of the asset with overseas purchasers in par-
ticular attracted by the secure and stable long-
term income on offer.

There is a growing emphasis on green initia-
tives and smart technology within buildings,
particularly among global technology and fi-
nance operators. These occupiers are attracted
by the potential to build a community and scale
up quickly and easily without disrupting staff.
BNP Paribas Real Estate see this as a growing
trend. Similarly, we see the refurbishment and
repurposing of properties across all sectors as
a growing trend for 2020. This will be particu-
larly relevant for the office market in light of
sustainability strategies with older stock re-
quiring substantial retrofitting in order to re-
main attractive to increasingly ‘green-minded’
occupiers.

With a significant quantum of new office supply
under construction, the Dublin office market is
expected to function at much more sustaina-
ble levels going forward, allowing occupiers
reasonable choice, developers viable margins
and informed investors competitive returns.
The high levels of pre-letting activity on new-
ly delivered office stock has led to a significant
tightening of supply in city centre locations, in
particular Dublin 1, 2 and 4. With a large pro-
portion all of the city centre development pipe-
line for 2020 already pre-committed, supply
shortages will push occupiers with large size
requirements to city fringe or prime suburban
locations this year. Similar shortages of space
are now being seen in suburban location with

occupiers such as Google, Facebook and Mas-
tercard taking large amounts of space in the
south suburbs in particular during 2019. Never-
theless, in contrast with the CBD, several large
development sites remain active in the suburbs
to service continued growth in demand. We
expect rent levels for prime suburban office
developments to continue to increase for this
reason.

The forecast for the Dublin office market re-
mains positive. Foreign Direct Investment,
largely from North America but increasingly
from the UK and other European locations, re-
mains a key driver of demand, while Indigenous
growth and Brexit-related actively will further
support take-up in 2020 and beyond.

It is difficult at this point to predict the impact
that the current COVID-19 pandemic will have
on the office market. We expect office take-up for
Q1 2020 to be particularly strong, above 100,000
sg.m, thanks to the inclusion of a number of
large transactions which were carried over from
Q4 2019. However, the restriction of movement
and closure of non-essential businesses is likely
to impact negatively on Q2 take-up with many
companies suspending leasing transactions until
the situation becomes more clear.

On a broader scale, a large scale 'work from
home' experiment has been unexpectedly trig-
gered which may impact the occupier market in
the longer term. On one hand this may prompt
companies to reconsider prior reservations in
relation to flexible working arrangements, lead-
ing to a decline in the amount of space needed.
On the other, it may reinforce the value of the
physical office and the benefits associated with
a shared workspace. Time will tell.

[ ]
[ ]
N\

Keith O'Neill

Executive Director
Head of Office Agency
BNP Paribas Real Estate Ireland
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DUBLIN OFFICE MARKET - KEY DISTRICTS

The Dublin office market provides in excess of 4 million sq.m of office space and can be divided in
to the following key districts

DISTRICT RENT / SQ.M COMMENT

Prime CBD

€570-700

The traditional central business district (CBD) is the most historic
and sought after location within the city. The district surrounds
St. Stephen’s Green and the main shopping hub of Grafton Street
in Dublin 2. Office space in this area is at a premium and in high

South Docks

€610

Emerged in the early 2000s as an alternative to the traditional
CBD and at first attracted major legal firms but since has become
the location of choice for the TMT sector. This is the part of the
city that is most active in terms of new activity and take-up.

North Docks & IFSC

€570

Dublin’s earliest docklands regeneration scheme led to the
development of the International Financial Services Centre (IFSC)
in the early 1990s. The IFSC is home to some of the world's most
important financial institutions. Since the early 2000s develop-
ments have continued beyond the IFSC and eastwards along the
North Docks.

Ballsbridge / Dublin 4

€580

Dublin 4 largely provides high-end residential accommodation
with a growing commercial district largely centered around Balls-
bridge. This is an affluent part of town with growing appeal and
increasing levels of construction activity.

North Suburbs

€250-355

Home to the city’s airport, this part of Dublin is seeing increased
levels of activity. The new development at Dublin Airport Central
and the planned Metro North rail line are likely to be the catalyst
for further new development.

South Suburbs

€250-320

The most established “out-of-town” location for occupiers, it has
seen notable take-up in the last 18 months and continues to see
considerable demand as occupiers identify cheaper alternatives
to the city.

West Suburbs

€120-240

Office locations in the southwest suburbs of Dublin, largely concen-
trated around Citywest and Tallaght in Dublin 24. These are further
from the city but the LUAS Red Line provides connectivity to the
city centre. The large amount of residential development activity as
well as plans for a major extension at The Square Shopping Cen-
tre in Tallaght may encourage further development in the coming
years.

DUBLIN'S

RETAIL MARKET

Dublin with a vibrant, young and cosmopolitan
population is Ireland’s capital city and the pri-
mary retail destination. Approximately 1.9 mil-
lion people live in the Greater Dublin Area with
this figure set to grow to 2.2 million by 2031.

At the beginning of 2020 the outlook for the
retail market was extremely positive. While
the retail sector may have been undergoing a
well-documented structural shift, the consumer
economy was in a healthy place with just about
every measurable KPI looking favourable. This
coupled with a well-documented undersupply
of prime retail property, a legacy of underde-
velopment following the ‘Noughties' recession,
meant that retailers in almost all sectors were
performing well.

Events of recent weeks following the global
outbreak of COVID-19 have caused enormous
disruption for Irish consumers and retailers
alike. This was particularly pronounced in the
F&B and leisure sectors which were hit im-
mediately by restrictions on movement and
tourism. Cafés and restaurants have moved to
take-away only, while non-essential business-
es were told to close. Supermarkets and phar-
macies are trading strongly and online grocery
delivery services are also experiencing high de-
mand. What has become very clear is that the
omni-channel approach to retailing is more im-
portant than ever with retailers who have em-

braced this model likely to benefit most from a
move to online retailing during this period.

We have already seen short-term impacts on
economic growth and business activity with
store closures leading to widespread job loss-
es. On this point, the government have made
great efforts to assist those affected and it is
hoped that in many cases the impact will only
be temporary. Long-term consequences are
still unknown, however the current consensus
amongst economic commentators is that a re-
bound in the global economy will commence in
H2 2020.

When the clouds disperse on COVID-19, other
realities such as Brexit will need to be met head
on by retailers. This chapter will outline the dy-
namics of the Dublin retail market, which are
evolving alongside consumer behaviours and
needs and in keeping with a modern, vibrant
European capital.

DUBLIN CITY CENTRE RETAIL

Dublin has a relatively small in-town retail of-
fer primarily focused in the immediate environs
of two pedestrianised streets; Grafton Street
south of the River Liffey and Henry / Mary Street
on its north side. Unlike many other European
capital cities, Dublin does not have a defined or
recognized 'luxury’ retail Street with many up-
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market retail brands to date remaining content
to trade as concessions within Brown Thomas.
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Grafton Street and Environs

Located on the south side of the River Liffey,
Grafton Street is a 515 metre long pedestri-
anised street and Ireland’s highest profile and
most sought-after high street retail location.
The street is home to 90 retail units with a
combined retail area of over 34,000 sq.m. The
major occupiers on the street are the upmar-
ket department store Brown Thomas and M&S
who trade directly opposite one another. The
iconic Bewley's Café represents a key attraction
and focal point on the street. The tenant line
up has been reinvigorated with the recent ar-
rival of a host of international retailers includ-
ing The White Company, Rituals and The North
Face. Unlike many other European capital cities,
Dublin does not have a defined or recognised
‘luxury’ retail pitch with many of the upmarket
retail brands to date remaining content to trade
as concessions within Brown Thomas.

There are a number of complementary streets
intersecting with or running parallel to Grafton
Street. Dawson and Nassau Street in particular
have become more important in the retail hi-
erarchy given the launch of the new LUAS line
and the substantial development activity taking
place in the area. St. Stephen’s Green Shopping
Centre, which was developed in 1988, is the
only enclosed shopping mall on Grafton Street.
The shopping centre was in joint ownership un-
til 2019, when the entire was acquired by Davy
for more than €175 million. With the centre
now under sole ownership it is likely that plans
for its redevelopment will progress.

Henry Street and Environs

Henry Street on the north side of the city cen-
tre perceived to be less upmarket than Grafton
Street and more mass market. Mary Street, an
extension of Henry Street, was was consid-
ered secondary to Henry Street until the Jer-
vis Shopping Centre opened in 1996. Today the
two streets are seen as one long pedestrianised
high street which act as the principal retail
thoroughfare on the north side of the city. Hen-
ry / Mary Street is approximately 450 metres
long, bounded by O'Connell Street to the east
and Jervis Street to the west. There are 62 re-
tail units on the street, less than the 90 units
on Grafton Street, however the units are larger
with ground floor areas (not including depart-
ment stores) averaging 187 sgq.m compared
with an average of 132 sq.m on Grafton Street.

A notable feature of Henry / Mary Street is the
number of department stores. There are five
department stores on the street - Arnotts,
Dunnes Stores, Debenhams, Marks & Spencer
and Penneys (Primark) - with a combined retail
area of almost 55,000 sq.m or 67% of the total
retail area on the street. This compares with
just two department stores on Grafton Street

whose combined retail area represents 45% of
the total. The Penneys store which doubles as
its global HQ is also believed to be their busiest
outlet in Ireland.

Henry Street houses two enclosed shopping
schemes, Jervis Centre, which opened in 1996,
and the Ilac Centre which was originally devel-
oped in 1981 has recently been substantially
refurbished. The long planned ‘Dublin Central’
development site is located immediately ad-
joining. If and when this scheme gets off the
ground it will improve the attractiveness of
both the Ilac &the general Henry / Mary Street
retailing precinct.

Dublin City Centre Development Pipeline

Significant regeneration is also taking place in
the form of major mixed-use developments ei-
ther under construction or in planning.

On the south side there are two developments
planned which should go some way to address-

Grafton Place, Dublin 2

ing the extremely limited of supply of larger re-
tail floor plates in the south city centre and also
units capable of accommodating the extensive
demand from established or prospective F&B
operators seeking a city centre presence.

Construction and leasing is progressing on the
redevelopment of Central Plaza (former Central
Bank HQ) on Dame Street which will include
some 3,270 sg.m of retail and 1,460 sq.m. of
F&B space along with 8 floors of office space
on completion. This development will link the
prime Grafton Street retail pitch with Temple
Bar, Dublin’s most important leisure and tourist
destination, a location with many similarities to
London'’s Covent Garden.

Developers Meyer Bergman and BCP are also
constructing a major retail and office devel-
opment on the corner of Dawson and Nassau
Street which will deliver a total of 7,728 sq.m
of retail space. The landmark scheme, which
is expected to become a natural extension of
the Grafton Street shopping precinct, will be
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known as ‘Grafton Place’ and is due for com-
pletion in 2022.

Over on the north side, construction is ongoing
on the redevelopment by new owners Europa
Capital, Oakmount and Core Capital of the for-
mer Clerys department store, now known as the
‘Clerys Quarter’. This scheme is set to incorpo-
rate a significant retail element alongside office,
hotel and leisure uses. Hammerson's Dublin
Central site on O'Connell Street represents an
unrivalled opportunity to provide the first major
retail scheme in Dublin City Centre since 1996.
Hammerson have engaged an architect and are
believed to examining various development op-
tions, however a new planning application has
yet to be submitted. This development has the
potential to transform the city landscape, deliv-
ering a significant volume of retail space, along
with a complementary mix of leisure, residential
and offices across the vast 2.1 hectare site.

This year has seen the continuation of a strong
leisure and food & beverage market. Permission
has also been granted for the development of
a new boutique Everyman Cinema on Dawson
Street which will be the only cinema on the
south side. This can only be positive for Dublin’s
prime high streets, increasing the attractive-
ness of the city centre as a leisure destination.

Dublin City Centre Rental Outlook

Rental levels on Grafton and Henry / Mary Street
peaked in 2008 with the Grafton Street Zone
A rental tone exceeding €8,000 per sg.m and
rents on Henry / Mary Street reaching close
to €6,000 per sg.m. Following this, rents fell
sharply during the recession, bottoming out at
€2,500-€3,500 per sq.m before slowly begin-
ning to increase again from 2012 onwards. As of
mid-2013, Zone A rents on Grafton Street stood
at €3,390 per sg.m. This was followed by strong

growth with Zone A rents rising to €4,800 per
sg.m by 2015.

Prime headline Zone A rents on Grafton Street
have now reached €7,000 for the few larger,
well-configured units and just under €6,000 for
standard units, while rents on Henry / Mary
Street have now reached €4,800 per sqg.m.
Rents stabilised during 2019 thanks to ongoing
external uncertainty as well as a lack of appro-
priately sized units, however once the new sup-
ply comes on stream we expect that this will
command higher rents due to pent up demand.

DUBLIN OUT OF TOWN RETAIL

Five large out of town retail schemes account
for more than 40% of all Dublin shopping centre

supply.

The Blanchardstown Centre - Blackstone /
Multi Corporation (111,480 sg.m)
Dundrum Town Centre - Hammerson /
Allianz (120,000 sg.m)

Pavilions Shopping Centre Swords

- Hammerson / Irish Life (45,500 sg.m)
Liffey Valley Shopping Centre - BVK
(71,379 sq.m)

The Square Shopping Centre

Tallaght - TIO / Oaktree (53,652 sq.m)

The Blanchardstown Centre,
Dublin 15

This is the largest overall shopping scheme in
Ireland when the adjoining retail park and Lei-
sure space is included. It opened in 1996 and
the core shopping centre comprises over 59,000
sg.m anchored by Dunnes Stores, Debenhams,
Primark and M&S. It was acquired by Black-
stone in 2016 for close to €950 million repre-
senting the largest single property transaction
ever in the Irish market. While not perceived

as being as upmarket as Dundrum its South-
side counterpart it draws from a wide catch-
ment and is a hugely popular destination for
retailers and continually operates at near 100%
occupancy. Three extensions (Central Mall, Blue
Mall & Red Mall) are advanced at the Centre
with pre-letting agreed with a range of occu-
piers including Hollister, Mango, Cosmo, Aldi,
Natuzzi, and Insomnia.

Dundrum Town Centre, Dublin 14

This is located in an affluent south Dublin sub-
urb on the LUAS light rail line and opened in
2005. It has arguably the best tenant mix of
any shopping scheme in Ireland with a line
up including Penneys (Primark), M&S, Harvey
Nichols and Hollister. The scheme also includes
a large and successful range of complimen-
tary restaurant occupiers. A new dining and
leisure area is currently under construction at
the scheme with further new F&B tenants lined
up and due to open this year. Planning which
was previously received for a second phase has

INTRODUCTION

now lapsed and a fresh planning application is
expected. House of Fraser, which has been the
major department store in the centre since it
opened in 2005, is set to vacate its premises
in the coming months. Two floors of the for-
mer House of Fraser unit will be occupied by
Brown Thomas, who will open a flagship store
in Dundrum in 2021. Penneys are reported to
be in advanced discussions to move from their
current unit to occupy the remaining two floors.

Pavilions Shopping Centre, Swords, Co.
Dublin

This is located in Swords in North County Dub-
Lin. It originally opened in 2001 and was extend-
ed in 2006 with cinemas and additional retail
including Zara. It is anchored by Dunnes Stores
and SuperValu and includes Next, River Island,
H&M and Mango in its line-up. We expect that
previous plans to extend are being revisited fol-
lowing the acquisition by Irish Life of a 25% stake
in the scheme during 2019. The scheme is now
jointly owned by Irish Life and Hammerson.
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Liffey Valley Shopping Centre, Dublin 22

This is located on the M50 at the junction with
the N4 and opened in 1997. It is anchored by
M&S and Dunnes Stores. It has historically
suffered somewhat due to its proximity to the
much larger Blanchardstown Centre and lack
of critical mass. However with both Penneys
and Tesco having opened new outlets in re-
cent times this gap is narrowing. Planning per-
mission was refused in 2017 for an additional
22,000 sg.m and the owners are expected to
make a fresh application.

The Square Shopping Centre, Tallaght
Dublin 24

This was Ireland’s first regional scale town cen-
tre scheme which opened in 1990. The scheme
is anchored by Dunnes Stores, Tesco and De-
benhams department store. Other major occu-
piers include H&M, River Island and Boots. The
current customer base is more local rather than
regional. Set over three trading levels, the lay-
out can prove a little confusing at times. The
scheme was acquired by TIO / Oaktree in late-
2017 with plans for its redevelopment now pro-

Q3 at The Park, Carrickmines, Dublin 18

gressing. This will involve the addition of more
than 21,500 sq.m across a range of retail and
F&B units along with internal and external re-
configurations. The extension has the potential
to bring new life to the scheme which is located
in one of Dublin's largest suburbs.

The above are all located on or close by the
M50 orbital motorway and all had or have live
planning permissions to extend. By far, the two
most dominant schemes are The Blanchard-
stown Centre in the northwest of Dublin and
Dundrum Town Centre in south Dublin. A sixth
major out of town scheme is planned by Hines
at lands at Cherrywood set to provide up to
53,550 sg.m of new retail and leisure accom-
modation with a smaller 30,000 sq.m hybrid
retail development planned by IPUT adjacent
to the highly successful retail parks at The
Park, Carrickmines.

PRINCIPAL RETAIL PARKS

The first retail park opened in Ireland in 1990.
After a slow start the sector took off and there
are now fourteen principal retail parks in Dub-
lin with a total floor area of close to 250,000

sg.m. Overall vacancy rates are currently below
2% with ten of the principal schemes operating
at 100% occupancy. Rental growth will continue
to feature in this sector in the short to medium
term with sales of household goods continuing
to outperform all other sectors.

The five largest retail parks account for more
than 60% of total retail warehousing supply in
Dublin. These are:

Blanchardstown Retail Parks - Blackstone
/ Multi Corporation (36,388 sg.m)

Airside Retail Park - Irish Life / IPUT /
Albany Homes (34,617 sg.m)

The Park, Carrickmines - IPUT

(30,934 sg.m)

Liffey Valley Retail Park - Eircom Pension
Fund / InTrust (25,842 sg.m)

Westend Retail Park - DWS (18,782 sq.m)

Blanchardstown Retail Parks, Dublin 15

The retail parks forming part of the overall
Blanchardstown shopping complex provide the

largest concentration of retail park space in
Ireland along with the most impressive tenant
mix. The first phase at Blanchardstown Retail
Park (Retail Park 1) was completed in 1997 with
the launch of seven retail warehousing units.
Retail Park 2 was delivered in 1999 with a fur-
ther thirteen retail warehousing units and an
ancillary coffee pod unit. An extension to Retail
Park 2 was completed in 2007 adding a further
four units. In total, the Blanchardstown Retail
Parks are home to 24 retail warehousing units
and one ancillary unit with a total GLA of 36,388
sg.m. Major occupiers include Woodie's DIY,
Harvey Norman and Currys PC World.

Airside Retail Park, Swords, Co. Dublin

This is located in Swords, north Dublin close to
the airport. It is the largest stand-alone retail
park scheme in Ireland, extending to close to
35,000 sg.m. Unlike its principal counterparts
the uses are restricted to ‘Bulky Goods' and no
‘Open Use’ (i.e. fashion etc.) retailers are per-
mitted. Phase One opened in 2001 with nine
units and a further seven units were delivered
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as part of Phase Two in 2005. Major occupi-
ers include B&Q, Woodies, Harvey Norman, PC
World and Smyths Toys.

The Park, Carrickmines, Dublin 18

This scheme is located in the affluent South
Dublin and is the dominant scheme in the
catchment area. It was built in two phases with
part of Phase Two having permission for ‘open
use’ retailing. TK Maxx, Mothercare, IKEA, Har-
vey Norman, Lifestyle Sports and Next Home
are among the current occupiers. Owners [PUT
received planning permission in 2019 devel-
op out an adjoining 7.7 hectare (18 acre) site
known as Q3. The proposed new design-led de-
velopment will comprise 11,154 sq.m of retail
warehousing space, alongside neighbourhood
retail, food & beverage outlets, leisure & enter-
tainment space including a 7-screen cinema
and additional office and residential uses.

Liffey Valley Retail Park, Clondalkin, Dublin
22

Liffey Valley Retail Park or ‘The Retail Park,
Liffey Valley' is located in West Dublin with easy
access from the M50 motorway. Although under
separate ownership, it forms part of the overall
Liffey Valley Shopping Centre retail offer. The
park was developed in 2000 and there are two
elements to the scheme. The first comprises a
stand-alone B&Q store with a gross floor area
of close to 10,000 sg.m. This is the largest in-
dividual retail park unit in Dublin. The second
element is an adjoining parade of twelve retail
warehousing units and one ancillary unit with a
total GLA of 15,859 sg.m. Decathlon are expect-
ed to open a unit in the park, subject to receipt
of planning permission.

Westend Retail Park, Blanchardstown
Dublin 15

Although under separate ownership, Westend
Retail Park immediately adjoins The Blanchard-
stown Centre and forms part of the overall retail
offer. The park opened in 2001 and is currently
fully occupied. There are sixteen retail warehous-
ing units at the scheme and a further three an-
cillary units bringing total retail space to 18,782
sg.m. The park is zoned Town Centre and is often
referred to as a 'shopping park’ despite being pre-
dominantly retail warehousing units. It has full
open use consent and with no DIY anchor, it is the
closest Ireland has to a dedicated fashion park.
Occupiers include Next, New Look, GAP and Nike.

RECENT NEW ENTRANTS TO THE
IRISH RETAIL MARKET

LEON Decathlon

Jysk The White Company
Oliver Bonas Rituals

Lindt Ace & Tate

FAO Schwarz
Karl Lagerfeld

Le Pain Quotidien

Hotel Chocolat

Eoin Feeney

Deputy Managing Director
Head of Retail Agency
BNP Paribas Real Estate Ireland

LAND

& DEVELOPMENT

‘ ‘ Robust occupier market fundamentals and high
levels of construction activity across all sectors
made 2019 another strong year for the Irish ,

development market.

The opportunities for real estate develop-
ment in Ireland remain very favourable given
the country’s established status as a socially,
politically and economically stable place to
live, work and invest. Robust occupier market
fundamentals and high levels of construction
activity across all sectors made 2019 another
record year for the Irish development market.
The development land market performed very
strongly in terms of transaction values and vol-
umes in 2019, with turnover of approximately
€1.2 billion. This was despite Brexit which had
a pausing effect on the market during 2019 as
developers considered the potential economic
impact this may have on Ireland.

MARKET DYNAMICS

Like in 2018, the residential sector dominated
the development market in 2019 largely driven
by activity in Dublin. A total of 21,241 residen-
tial units were delivered across Ireland during
2019 representing an increase of 18% relative
to 2018. However, the housing market in par-

ticular continues to suffer from a lack of supply
with Ireland producing approximately half of
the 40,000 units required to meet the prevailing
housing shortage, a challenge which is likely to
continue in the short to medium term, and re-
main a key part of government housing policy.
The market has tried to address this through
PRS and alternative residential sectors such
as co-living and student accommodation with
keen demand for development sites in these
sub-sectors.

The ESRI has estimated that by 2040 the na-
tional population will increase to 5.6 million
people, at which stage an estimated 42% of the
population are estimated to be living in Dublin
and its 3 surrounding counties of Kildare, Meath
and Wicklow

Acute supply shortages and rising investor de-
mand, along with a rise in the amount of peo-
ple renting for various reasons, have led to a
significant rise in the number of apartments
being constructed across the country. 3,644
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apartments were delivered during 2019 rep-
resenting an increase of 60% relative to 2018.
This momentum in apartment construction is
showing no sign of abating with planning per-
mission granted for 12,923 apartments during
the first nine months of 2019 representing an
increase of 87% year-on-year. This compares
with a decline of 6% in the number of houses
granted planning permission during the same
period.

The PRS sector continues to dominate the de-
velopment market, as this asset class has be-
come more and more attractive to institutional
investors looking to diversify portfolio returns
and risk. Similarly, there is very strong demand
for CBD office development sites, driven by con-
tinuing occupier demand in a sector that has
seen record take-up levels, rents and yields in
recent years.

There has been a stabilisation in rental and
house price growth rates which should help
create a more sustainable market as prices
and rents align more with earnings and af-
fordability. A combination of this and increased
construction cost inflation has slowed down
the delivery of development projects. Construc-
tion cost inflation, in particular, has continued
to increase at rates of approximately 7-9% per
annum, presenting a significant challenge for
developers to deliver projects, prompting an
emerging trend towards modular construction
in an effort to offset this.

While its application has been questioned, the
government's introduction of a Vacant Site Levy
on development land has depressed prices for
sites which have been put on the Vacant Site
Register, also serving as a motivator for land
owners to sell.

A 1.4 hectare site located 400m from Stephen'’s
Green, this was acquired by Westridge Real Es-
tate backed by global institutional investor York
Capital for a reported €140 million in 2019. A
feasibility study prepared for the sale suggests it
is capable of accommodating up to 53,000 sg.m
of commercial space. The sale followed a high-
ly competitive bidding process which is under-
stood to have included Tier 1 developers such
as Ronan Group, Chartered Land and Ballymore.

Lone Star / Quintain are understood to have ac-
quired a 48.5 hectare site in Cherrywood, South
Dublin for a price in excess of €120m from
Hines and King Street Capital. The site is un-
derstood to have potential for the development
of over 3,000 residential units. Quintain entered
the Irish market in 2019 with plans to devel-
op 9,000 homes and more than 50,000 sq.m of
commercial space across three sites in Adams-
town, Cherrywood and Portmarnock.

The National Asset Management Agency
(NAMA) is understood to be at second round
stage with a number of Tier 1 developers, re-
portedly including Ballymore, Hines, Lone Star
/ Quintain and Marlet, for an 80 per cent stake
in the former Irish Glass Bottle Site in Ringsend,
Dublin 4. This is a 10 hectare site in Dublin 4
which was marketed during 2019 for a price in
excess of €125 million.

The site along with an adjoining 5 hectare site
has been reported to have scope to deliver 3,500
residential units (25% of which would comprise

social and affordable housing) and 100,000 sg.m
of commercial space along with schools and com-
munity uses. Results of the process are expected
to be announced at the end of March 2020.

There has been much debate in recent years
about intensifying and optimising the use and
efficiency of infrastructure in Dublin, a low to
mid rise city, and capitalising on the opportu-
nity to secure the city’s international standing
where many of its investors and residents come
from countries and cities where 100m plus
buildings are commonplace.

The release of new Building Height guidelines
and construction of two major city centre de-
velopments above 80 metres tall (Kennedy
Wilson's 22-storey Capital Dock scheme and
Ronan Group's 23-storey Tara Street develop-
ment, both in Dublin 2), Dublin is rightly seeing
an increased focus on potential heights for new
developments which is a trend we see continu-
ing in the future.

We are seeing a greater focus on technology
within development schemes as planners, de-
signers and developers of new buildings look
to optimise the use of data and digital tools
to differentiate and future-proof development
schemes. The use of technology can improve
efficiencies for occupiers, owners and building
managers, while also enhancing development
and investment returns.

With more and more global attention on ESG
issues such as carbon neutrality and the energy
efficiency of buildings, the sustainability of real
estate assets is very much high on the agenda
of all new development schemes. While this
may increase the overall cost of delivery, de-
velopers are seeing the longer term life cycle

benefits of producing higher quality buildings.
We see this trend gaining increased momentum
during 2020.

Following the General Election in February
2020, further government interventions are
expected in the coming years. In 2019, for ex-
ample, the government increased commer-
cial Stamp Duty to from 6% to 7.5% which had
a negative impact on land prices. Based on
pre-election commentary from various political
parties, further government interventions are
expected, to include changes to housing policy
with suggestions of further increases in stamp
duty, residential rent freezes' and a potential
increase in the minimum percentage of social
and affordable component required in residen-
tial developments from 10% to 20%.

Developers with schemes under construction
will also be impacted by the government's
Emergency Measures Bill proposed on 25
March 2020. This bill addresses the impact of
COVID-19 on the labour market, supply chains
and costs amid calls to close construction sites
or restrict activity in response to health and
safety and public health guidelines.

The Emergency Measures Bill also includes
provisions which, if enacted, effectively freeze
Local Authority / Appeal Board requirements
to make decisions on planning applications
- potentially until November 2020. While the
government has highlighted that the planning
authority offices remain open for business, and
that these measures are precautionary and will
only be actioned if necessary, the effect of any
freeze in planning decisions could result in a
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significant slowdown in development activity
and give rise to further costs as a result of de-
lays in development projects.

While the disruption of COVID-19 has had a
pausing effect on the development market in
Q1 2020, the predominant sentiment remains
positive for 2020 and beyond, with considerable
capital pursuing quality development stock.

As the year unfolds, we expect 2020 trading
volumes and values to be lower than that seen
in 2019 as a result of the current situation. In
the expectation that the virus is relatively con-
tained towards the end of Q2 and normal busi-
ness resumes across the country, there could
be significant market activity in the latter half
of the year.

Forward funding and forward commit deals are
expected to feature more in the PRS market in
2020 as developers seek to deliver a pipeline of
units and grow market share.

We expect demand for office development sites
to continue, particularly in Dublin's CBD, sup-
ported by occupier requirements, prevailing
take-up levels and rents. Technology and sus-
tainability will feature centre stage in future
schemes which will also include a greater role
for green finance.

In light of strong tourism growth, record occu-
pancy levels and demand for hotels in Dublin
in recent years, and with a growing number of
new market entrants keen to establish their
brands and grow market share here, we see the
demand for suitable development sites in this
sector continuing to grow through 2020 as the
market tries to re-balance sectoral undersup-
ply. On the other hand, the hotel and hospital-
ity sectors were among the hardest hit by the

COVID-19 pandemic which may cause a rethink
in development and growth strategies in this
sector.

Bobby Lloyd

Director
Land & Development
BNP Paribas Real Estate Ireland

PROPERTY
MANAGEMENT

In the normal course, commercial leases for
multi-let building services are arranged by the
landlord for the common area and the costs are
recovered from the occupiers by way of a

service charge. The other principal occu- PROPERTY TYPE

pational charges are as follow:

SERVICE CHARGES

Office

Service charge ranges for various
prime asset classes:

SERVICE CHARGE
(€7 M2)

€70.00-90.00

Occupiers of multi-let commercial proper-
ty such as offices, shopping centres and
mixed-use schemes are obliged to pay an

Shopping Centre (Enclosed)  €97.00-178.00

annual service charge for the provision of ~ Retail Mall (Open)

communal services such as general main-

€43.00-75.00

tenance, security, utilities and cleaning  Retail Park

etc. These obligations will be specifical-

€10.75-27.00

ly detailed in their lease agreement. The
apportionment of an occupier's service
charge liability will be typically based on

Industrial / Logistics
(Estate Charge)

€16.25-37.75

the pro rata percentage floor area of the
occupier's demise to the overall lettable
floor area of the building

Service charge ranges for various main asset
classes are outlined in the following table. The
levels can vary depending on the size and age
of the building, quantum of communal plant
and level of service specification required by
the building and meet the expectation of com-
mercial occupiers.

SINKING FUND

A sinking fund is a communal reserve for the
building which can be used to fund future up-
grades and renewal / refurbishment of the
common areas and replacement of the main
plant and systems such as passenger lifts, roof
surfaces, security systems and redecoration. It
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should be an essential consideration for occu-
piers that the building has an adequate sinking
fund in place with an appropriate annual pro-
vision to fund these future works which occur
during the building's

lifecycle. Not only BNP Paribas Real Estate

will a sinking fund currently manage more than

43.7 million square metres is specified in the

of commercial real estate ,, lease  agreement.
across Europe.

mitigate large levies
in future years, it will
also limit the impact
on the occupier's
cash flow during the tenancy.

INSURANCE

While it is usual for a landlord to arrange ap-
propriate insurance cover for a building, the
occupier will be charged for their portion of the
annual insurance premium. These insuranc-
es normally cover fire and material damage,
consequential loss of rent and service charg-
es, engineering, public liability for the common
area and employers’ liability for on-site staff.
The level of insurance premium varies depend-
ing on the value of the building, age, type of
construction, levels of cover and historic loss
ratio. Typical insurance costs are in the region
of €2.70-4.85 per sg.m.

RESIDENTIAL OCCUPIER COSTS

Multi-unit residential complexes are governed
by the Multi-Unit Development (MUD) Act 2011
which was enacted into legislation in 2012.
This relatively new legislation brought a much
needed reform and structure to this sector and
clearly sets out the procedure for the manage-
ment and governance of Owners Management
Companies (OMC). Upon purchase of a property
in a managed residential complex, owners be-
come members of an OMC. The responsibility
for governance and overall operation of these
companies rests with the Directors of the OMC

who are made up of its members. For residen-
tial developments it is now a legal requirement
under the MUD Act to form an OMC and the
obligations for the payment of service charg-
es, which includes
insurance and sink-
ing fund provisions,

Residential ser-
vice charges vary
from complex to complex. The level of service
charge will typically be based on the quantum
of communal services provided to the complex,
maintenance requirements and the specifi-
cation agreed by members of the OMC at the
Annual General Meeting. While service charges
in residential complexes can vary depending on
the specific maintenance requirements, the av-
erage service charges in residential complexes
are set out as follow:

Average service charge ranges for
residential properties:

PROPERTY TYPE  AVERAGE ANNUAL
SERVICE CHARGE

1 bed apartment €900-1,100
2 bed apartment €1,300-1,500
3 bed apartment €1,700-2,000
House €450-800

RESIDENTIAL RENT REVIEWS

The Residential Tenancies Act prohibits the
landlord from setting a rent that is in excess of

market rent. If a landlord intends reviewing the
rent, they must inform the tenant, in writing,
a minimum of 90 days before the new revised
rent is due to take effect. In general, a landlord
can only review the rent once in any 24-month
period, and cannot review within 24 months
of the commencement of the tenancy, except
in limited circumstances such as complete re-
furbishment of the property which affects the
market rent of the dwelling.

Rent certainty measures were introduced by
the Irish Parliament in late-2016 due to rap-
idly rising rental levels. Rent Pressure

Zones (RPZ) were introduced in certain ~ RENT COLLECTED

landlord and is required to submit an annual
tax return and account for the tax due. BNP
Paribas Real Estate acts as Collection Agent on
behalf of a number of our clients.

PROPERTY MANAGEMENT PORTFOLIO
IN IRELAND

In Ireland our Property Management business
has grown substantially in recent years and our
portfolio 2019 can be summarised as follows:

€31,200,000 p.a.

locations where rents are highest and
rising. In these locations, for a tenancy
that began on or after the 24th of De-

SERVICE CHARGES
COLLECTED / EXPENDED

€5,300,000 p.a.

cember 2016, the landlord can review FLOOR AREA UNDER

the rent each year and it can only be  pMANAGEMENT

increased by a maximum of 4%. For ten-

310,323 sq.m

ancies which began before this date, the ~ RESIDENTIAL UNITS
landlord can only review the rent every ~ MANAGED

1,823 units

24 months and after the first review an-
nually thereafter.

GROSS REALISATION FROM
SALES TO YEAR-END 2019

€150,486,270

WITHHOLDING TAX /
COLLECTION AGENT

If a landlord resides outside the Republic of
Ireland (i.e. non-resident landlord) and rent is
paid directly to that landlord or to their bank
account either in the State or abroad, income
tax at the standard rate of tax (currently 20%)
must be deducted from the gross rent payable.
Failure to deduct tax may leave the tenant lia-
ble for the tax that should have been deducted.
Where the non-resident landlord appoints an
agent, who is resident in the State and collect-
ing the rent, the tenant should pay the gross
rent to the agent without deduction of income
tax. The agent is then chargeable to tax on the
rents as ‘Collection Agent’ for the non-resident

OUR BESPOKE PROPERTY
MANAGEMENT SOLUTIONS

At BNP Paribas Real Estate, we take pride in
our proactive and hands on approach to the
management of our clients’ property assets.
We actively seek to identify and implement
efficiencies to streamline the buildings cost
base and maintain the buildings to the highest
standards, which protects and enhances the
long-term asset value.

We aim to provide first class services that are
essential to the management of your real estate



A6 | INVESTING IN DUBLIN - 2020

GUIDE TODUBLIN | A7

assets, utilising the entire Group’s know-how to
improve the profitability of your investments
and long-term value while reducing the cost of
your assets and maximise the quality of work
environments.

We have made sustainable development a key
to our management ethos so that it becomes an
integral part of the everyday running of proper-
ties. Our ethos and track record of continually
delivering and indeed exceeding our clients’
expectations has allowed us to develop strong
long-term relationships with our clients.

Brendan Egan

Executive Director
Property Management
BNP Paribas Real Estate Ireland

Dﬂﬂ

WORKPLACE SOLUTION
DESIGN

AND STRATEGIC
CONSULTANCY

PLANNING, PROJECT MONITORING &
DUE DILIGENCE

Working with BNP Paribas Real Estate gives
you access to a wealth of appraisal and project
monitoring expertise. This will help you make
the right real estate decisions, ensuring that
your property is constructed, extended or mod-
ified to the highest quality, providing flexible
and sustainable space to meet your operational
and performance requirements. Our Workplace
Solutions and Strategic Design Consultancy de-
partment can:

Provide guidance and advice in respect
of the planning process in Ireland, both
for works that require permission and
exempted development

Prepare planning application
documentation, planning reports for new
buildings, extensions, change of use etc.
and Section 5 Declarations of Exemption
Undertake project monitoring of occupier
fit-out works on behalf of landlords for
all project types

Compile Due Diligence reports in respect
of the planning history of a particular
site, building or unit

DESIGN AND SPACE PLANNING

Working with our experienced architecture and
design team will help you create efficient, in-
spirational and motivational working environ-
ments, enhancing property value and perfor-
mance. We provide the following value-related
services enabling you to ensure that your prop-
erty assets make a significant contribution to
the success of your business:

Design and planning of buildings and
internal spaces for offices, retail and all
types of commercial buildings

Advice for occupiers in co-ordination
with landlord design teams to ensure
efficient, cost effective and compliant
design solutions

Space utilisation studies and floor area
analysis for office fit-outs

Advice in respect of building control,
building regulations and other statutory
obligations for landlords and occupiers
Building evaluation analysis and space
planning audits to meet current and
future needs of clients for expansion or
down-sizing
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By choosing BNP Paribas Real Estate you have
a partner with vast experience in building sur-
veying and technical due diligence. This means
you will fully understand the condition of a
building, the risks and opportunities it presents
and have confidence in your decision making
with the assistance of:

+ Schedules of conditions reports and
dilapidation reports for lease agreements

- Building surveys and Photographic
Record Surveys for all types of buildings

+ Specialist environmental, sustainability
and structural surveys and building
services audits & reports for all building
types

-+ Capital works analysis reports for
sinking funds and life cycle analysis

- Budget costs and reinstatements costs
for all building types

+ Health and safety building and occupant
audits, inspections and reports

BNP Paribas Real Estate has a track record of
delivering high quality sustainable projects
to programme and budget, exceeding clients’
business objectives. Our approach is to take
ownership and responsibility for all aspects of
the project, where the project manager acts as
an interpreter, coordinator and motivator re-
sponsible for driving the project to a successful
completion. This can include:

- Setup and project management of
construction projects, including new
build, refurbishment and fit out.

- Advice to occupiers and / or landlords at
all stages of the development process,
from inception to completion

- Project monitoring advice for occupiers
during shell and core stage of
development and again during the fit-
out stage

+ Oversee occupier works, on behalf of
landlords and vice versa, across all our
regions

+ Management of Due Diligence and
feasibility studies including option
appraisals

- Tendering and selection of project
design and construction teams

BNP Paribas Real Estate are committed to mak-
ing a substantive contribution to the low-car-
bon energy transition for our clients. We can
provide management and advice in respect of
retrofitting and refurbishing of existing com-
mercial building stock to achieve NZEB compli-
ance, to include:

+ High level analysis of existing buildings
to provide guidance and costing to
clients interested in exploring the
options available to upgrade their
buildings

- Detailed analysis, costings and project
management/ project delivery

Jerry Corcoran

Divisional Director, Head of Workplace
Solutions and Strategic Design Consultancy
BNP Paribas Real Estate Ireland

[EASE
ADVISORY

BNP Paribas Real Estate Ireland's experienced
Professional Services team carry out valuation
projects and strategic real estate consultancy
services for private landlords, investors, devel-
opers, public sector entities and financial insti-
tutions. Our local market and financial knowl-
edge enables us to provide the best advice to
our clients in respect of their commercial or
residential real estate assets.

Despite prime rents remaining stable in 2019,
rents in excess of this have been achieved in
certain instances, as previously noted. That
said, tenant incentives have gradually reduced
with the effect that the net effective rental has
arguably increased. This is a positive feature
for landlords engaged in rent review negotia-
tions as the net effective rental is paramount
and forms the basis of rent review evidence in
the market with headline rents discounted to
reflect tenant incentives.

With new ways of working on the rise (whether
remotely or at home) the concept of co-work-
ing or serviced office space is gaining traction.
This model disrupts the idea of having to own or
lease spaces in order to use them, instead pool-

ing shared resources and exchanging services.
The concept of co-working offers occupiers more
mobility and much coveted flexibility. Notwith-
standing concerns in relation to the long-term
viability of some co-working companies, the in-
creasing demand for flexible working and grow-
ing number of brands now seeking to operate in
Dublin demonstrates that this model is here to
stay. Indeed, many landlords (e.g. Hines, British
Land, HB Reavis) are now incorporating their
own co-working brands to take advantage of this
burgeoning market trend.

It is true to say that flexible workspace has
moved from a niche part of the office market
to become a dominant sub-sector. Given the
change, consideration must be given to the
way in which we conduct valuations and the
characteristics we must consider for proper-
ties providing flexible workspace. In Ireland the
majority of co-working space is let on conven-
tional leases in line with market trends. Stand-
ard lease arrangements can be valued with an
appropriate approach (such as the investment
method), with no need for complexity. However,
a general sense of caution must be taken in re-
lation to co-working companies, most of whom
may not have substantial credit histories. This
point has come to the fore over the past year,
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particularly in light of controversy surround-
ing a failed IPO by WeWork. Yields applied to
capitalise lease interests need to be carefully
considered and seen to derive from appropri-
ate and comparable sources. Attention should
be given to establishing covenant strength. Re-
views and commentary about the industry are
commonplace, giving transparency to the mar-
ket's operation and attaching qualities to cer-
tain operators. This induces both positive and
negative value for the
brand, and the op- ‘
erational  reputation

of flexible workspace
providers.

Rent review activity
remains at the fore-
front of the office sec-
tor particularly in Dublin as landlords seek to
capitalise from the well-documented increase
in rents within the sector over the preceding
several years. Activity remains strong and the
sheer volume of transactions provides a sub-
stantial body of evidence for establishing rental
values at the relevant review date. However,
tenants are reluctant to accept the substantial
increases proposed by their landlords with the
result that referrals for third party determina-
tion have gradually increased - good news for
rent review surveyors whose expertise is once
again being called upon to act on behalf of both
landlord and tenant entities.

The trend of increasing headline rents isn't
simply a feature of the core Dublin office mar-
ket or the north/south suburbs, it is a feature
replicated in provincial cities including Cork,
Galway and Limerick. Whilst all three locations
have experienced rental inflation in 2019 the
pace of growth has slowed to single digit per-
centage rates.

BNP Paribas Real Estate Ireland has
an experienced lease advisory team era.
available to help landlords and

tenants to negotiate the best lease

terms to support business strategy.
and objectives. , ,

So what of the elephant in the room, Brexit, and
predictions as to how it may affect the local
commercial property markets? Having voted to
leave the EU back in June 2016 the formal exit
process has been enacted. The general con-
sensus is that the full effect of Brexit remains
somewhat of an unknown entity however what
is now certain is the UK is leaving and trade
agreements now need to be negotiated to un-
derstand how the economic landscape will de-
velop in a
post-Brexit

The pattern of continuing office rental growth
that has emerged since 2012/2013 has not
been mirrored across the retail sector to the
same degree. The retail market is evolving to
meet changing consumer demands and the
challenge for the market is adapting to this
change. Despite the challenges, healthy de-
mand remains for prime retail space along
Grafton Street and Henry/Mary Street, with
large international retailers opting for a prime
retail pitch to showcase their products.

Grafton Street remains the premier shopping
destination in Dublin and areas in its immedi-
ate vicinity have benefited from the rejuvena-
tion it has enjoyed. Dublin's secondary retail-
ing streets such as Dawson Street, Clarendon
Street, Exchequer Street, South William Street,
Wicklow Street and Chatham Street have be-
come popular with retailers seeking to take
advantage of the discounted rates available on
the off prime streets located within close prox-

imity of Grafton Street. Furthermore, there are
a number of substantial redevelopments un-
derway in various locations around the city. The
completion of these developments presents an
opportunity to expand the prime retail pitch
out from Grafton Street onto nearby secondary
retailing streets. We expect the rents in these
alternative locations will correspondingly in-
crease with existing leases granted on a market
rent review basis deemed reversionary.

Rent review activity in the retail sector contin-
ues to be fragmented and the outcome of these
rent reviews are highly sector, size and loca-
tion specific. New letting evidence, which is the
prime source for establishing prevailing market
rent levels, has been extremely measured in
the retail sector for the prime pitches. The level
of rent review activity has remained subdued
for retail leases held under traditional lease
structures containing upwards only rent review
clauses agreed in mid-2000s given their over
rented nature. Prime headline Zone A rents have
still not exceeded the levels witnessed in the
peak of 2008/2009 when Grafton Street Zone
A rents reached in excess of €8,030 per sg.m
and Henry/Mary Street registered circa €5,500
per sqg.m Zone A. Leases agreed post February
2010 (as opposed to leases drawn on upward
only provisions agreed prior to this date) can
continue to expect rental uplifts at rent review.
This is illustrated by several recent rent review
settlements on Grafton Street which have been
agreed in the region of €6,190 per sq.m, illus-
trating upward movement in rents for leases
agreed post-2010 and drawn on a market rent
review pattern. This is a positive trend for land-
lords. New letting transactions remain centred
on the prime retail locations and consequent-
ly rent review activity is concentrated on the
prime streets with lower levels of activity re-
corded in the other locations.

Provincial retail is a sector that continues to be
somewhat volatile, with high vacancy and slug-
gish activity levels. The prime locations such as
Patrick Street in Cork, where a large proportion
of the buildings along the street are Protected
Structures, providing traditional style retail ac-
commodation with small inflexible floor plates
which are unsuitable for international retailers
or those seeking anchor stores. Those proper-
ties offering modern buildings with excellent
profile and large flexible floorplates continue to
experience high levels of interest. Large floor
spaces are rare in the city, which places a pre-
mium value on flexible, modern retail units.

Retail continues to receive negative press, at-
tributable to the growth of e-commerce and the
continuing adversity amongst experienced by
our neighboring retailers in the UK. 2019 wit-
nessed a number of retailers encountering dif-
ficulty, with Monsoon and Arcadia in the spot-
light and Debenhams undergoing a process of
restructuring. Further retailer CVAs cannot be
ruled out as they utilise the process to reduce
store numbers and work towards cutting costs.
That said, the high street has proved time and
time again that it is more resilient than it is
given credit for.

The retail outlook for 2020 will be cautious, with
flexibility remaining a key aspiration for retail
occupiers. We expect break clauses or multiple
break clauses to be a prerequisite for many and
a key component of future adaptability against
changing business and economic influences.

Like our European counterparts, the growth of
the industrial market in Ireland is for the most
part driven by the continued growth of online
retail. Over the past number of years leasehold
transactions have accounted for a large propor-
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tion of activity in this sector and as such head-
line rents have generally witnessed upward
pressure since 2012/2013.

With availability of stock low, 2019 saw rental
growth continue with average headline rentals
for a modern warehouse in the region of €97
- €110 per sq.m, depending on specification,
scale and lease terms. Rental growth is expect-
ed to continue in the short to medium term, as
demand for industrial space outstrips supply
coupled with the rising cost of construction.
Additional construction cost inflation associat-
ed with the Nearly Zero Energy Building (NZEB)
standards that came into effect in late 2019
will ensure that rents continue on this upward
trajectory. Headline rent levels need to keep
pace with inflation in construction costs to jus-
tify future development.

Transactional activity continues to be dominat-
ed by lettings rather than purchases however
this sector has witnessed some exceptional
investment transactions in 2019, not least the
Q4 2019 sale of the Tesco distribution facility in
Donabate, north county Dublin, in an off-market
deal at a reported figure of €160 million. This is
an exceptional deal for what is Ireland's largest
built structure and is unlikely to be repeated in
the coming years.

That said, the owner occupier market remains
stable for smaller industrial requirements up to
the €1m price bracket. Occupiers can purchase
premises with funding to facilitate the expan-
sion of their businesses. This has been driven
by the significant increase in rents. If we take
for example, a 5-year lease from 2014 which is
due for renewal, tenants can find themselves
facing a substantial rent increase in some cases
having come off a low base set in 2014. Pur-
chasing can be a more attractive alternative
where repayments on a mortgage could be less

than the monthly rental. Lease renewal and
rent review negotiations can subsequently turn
into a sales transaction.

The risk of a no deal Brexit has subsided and
the UK's measured exit from the EU will provide
some form of comfort to landlord and tenant
occupiers. Exactly how trade between the UK
and Europe develops remains to be seen.

As predicted, the increase in rent review ac-
tivity across all asset types has resulted in an
increase in third party referrals to either Expert
Determination or Arbitration. This is especial-
ly true in the office sector in Dublin where the
growth in headline and net effective rents since
2011 has created reversionary growth for the
purpose of rent review activity.

Whilst there has been an undoubted increase
in general rental values for offices over the
preceding 7-8 years there remains a divergence
between the expectations of landlord and ten-
ant entities in terms of rental values at the
relevant review date hence the increased inci-
dence of third party referrals. A similar feature,
but with a lower incidence of referral, is the re-
tail and industrial/warehouse sector.

Some parties may prefer a private appoint-
ment as opposed to an appointment made
by the President of The Society of Chartered
Surveyors Ireland (SCSI) for reasons of expe-
dience. The increase in referrals to third party
has correspondingly resulted in the SCSI hav-
ing an increased volume of applications and
not unusually it can take on average circa 3
months to formalise a Presidential appoint-
ment. As a result we advise clients that seek-
ing a private appointment is preferable from a
timing perspective compared with the default

position of a SCSI appointment. There are in-
stances of course whereby the parties are un-
able to agree on a private appointment and
therefore the formality of a SCSI appointment
is unavoidable.

One of the unique features of an arbitral process
in Ireland is the requirement for an oral hearing
if one of the parties so requires and increasingly
this process is being adopted in preference to
a documents only procedure. Another feature
of an arbitral process is the issue of costs and
how these are held to be borne by the parties
(Section 21 of the Arbitration Act 2010). Unless
the parties agree on how costs are to be dealt
with, the use of Calderbank offers will become
a feature of the process. Their prevalence in the
local market is quite measured however it is
prudent to protect our clients’ financial inter-
ests by considering same.

A natural consequence of the increased inci-
dence of referrals to Expert Determination or
Arbitration is the increase in determinations
and reasoned awards that seek to deal with key
issues such as:

+ Upward only vs. market rent reviews
- Headline vs. net effective rents
- Assumed term

Whilst determinations and awards are general-
ly deemed confidential to the parties the prec-
edent they establish is quickly disseminated
around the commercial marketplace. One such
award that considered the issue of headline vs.
net effective rents, amongst other factors, re-
lated to the 2018 rent review on the Bank of
Ireland leased office space on Mespil Road. This
is one of only a few awards that dealt with the
contentious issue of what adjustments should
apply to a lease drawn on upward-only reviews
relative to rental evidence drawn on leases

agreed post February 2010 and subject to mar-
ket rent reviews (upward or downward).

Landlords and tenants should be fully briefed
and understand the procedural and evidential
process associated with third party referral be-
fore agreeing to engage in such a process and
ensure their surveyor has the appropriate skills
to ensure a successful outcome to what is an
involved process.

The evolving COVID-19 pandemic will affect all
aspects of the commercial and residential prop-
erty markets in Ireland both from both a rental
and capital value perspective and the depth of
its impact will be determined by the length of
time it takes to get the crisis under control - an
imponderable estimate at this stage.

It will be some time before we see rental ev-
idence from all asset classes that reflects the
potential impact of the current situation flush
through in the form of new letting transactions.
Therefore rent reviews currently under negoti-
ation, or those with an effective date prior to
the current developments, are likely to be un-
affected, albeit possibly delayed. We estimate
that the retail sector in particular (including
F&B) will be particularly badly impacted by the
protective measures introduced by the govern-
ment, so attempting to instigate a rent review
on this asset class at present needs to be sym-
pathetically considered.

If the current measures introduced by the gov-
ernment are short-term and temporary in na-
ture then we believe their impact on rent review
activity will be restricted to time delays associ-
ated with negotiations or arbitral processes. If
the measures were to increase in severity and/
or extend for an indefinite period of time with a
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corresponding impact on rental values across all
asset classes then we could witness arguments
being presented by tenants for a reduction in
rent at review. If conceded, these would extend
for the period to next review. We believe the
more likely scenario is that prudent landlords
will consider temporary abatements / conces-
sions / deferments as opposed to permanent
reductions in rent, however it is clear that land-
lords and tenants will need to work in unison to
ensure survival through this current crisis.

From a business rates perspective, the govern-
ment has sought to take the lead in providing
some form of financial assistance to commer-
cial occupiers. In this area, the most recent
announcement indicated the government will
be deferring rates payments for the most im-
mediately impacted businesses primarily in the
retail, hospitality, leisure and childcare sectors
for a period of three months until the end of
May 2020. This is a programme of deferment
and not a business rate holiday as seen in the
UK for example and ratepayers are pushing for
greater government assistance to get them
through this difficult interim period.

From a valuation perspective the impact is
again unquantifiable at this early stage in the
evolution of the pandemic. While all observers
generally acknowledge there will be a short to
medium-term negative impact, the question is
how negative and for how long. The SCSI and
the Royal Institution of Chartered Surveyors
(RICS) have sought to provide some guidance
to professional members in terms of the impact
of COVID-19 on Red Book compliant valuations.
If deemed appropriate, members are advised
that they can introduce a 'Material Uncertain-
ty’ qualification into their reports. BNP Paribas
Real Estate has sought to get ahead of the curve
by introducing their own qualification to include
in valuation reports surrounding valuation un-

certainty and we have and will continue to fol-
low internal guidelines and the advice of our
professional body in this regard.

Paul Harvey

Executive Director
Head of Professional Services
BNP Paribas Real Estate Ireland
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BNP Paribas Real Estate can provide
strategic funding advice and transaction

support that is tailored to achieve the

financial objectives of our clients and

deliver deal execution.

The real estate finance market continued to
evolve in 2019 with an increasing number of
funders seeking to lend on Irish commercial
real estate projects. At the prime end of the
market this had led to competitive pricing
among domestic and international lenders,
with borrowers ultimately benefiting by being
able to secure low debt margins and corre-
sponding swap rates, thereby securing robust
cash-on-cash returns for their investments.

The COVID-19 pandemic which emerged in
early 2020 has triggered a shock to real estate
financing markets. While the situation remains
extremely fluid and debt markets are too vola-
tile to know how pricing and structures will be
affected, people are displaced and the market
has instantly lost its efficiency. When a disrup-
tion of this scale occurs banks immediately fo-
cus on existing clients, reassess the risk across

9

their portfolios and suspend any deals that are
not financially contracted. This means that the
pipeline will slow, although at this point it is
difficult to say for how long.

In general, notwithstanding the current situ-
ation, investors have become increasingly fo-
cused on income returns as a key investment
metric. For those who utilise gearing as part of
their strategy the combination of leverage lev-
els and debt pricing achievable has a signifi-
cant impact on this. The graph on the next page
demonstrates the spread between cash-on-
cash returns available on geared prime office
investments versus the 10-year Government
Bond. It is clear from the graph that when it
comes to investment in real estate - whether
geared or ungeared - the prime office sector is
still an attractive investment proposition.
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CRE Income Return vs. Irish 10-Year Government Bond streams. These income
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Ireland’s main pillar banks (AIB and Bank of Ire-
land) remain prudent in their lending practices
and are somewhat more constrained in rela-
tion to their exposure to risk since the Global
Financial Crisis. Notwithstanding this the pillar
banks continue to provide a steady flow of con-
servative funding as they seek to rebuild their
balance sheets.

Over the past ten years we have seen the
emergence of the alternative lending plat-
forms as a response to a gap in the market
whereby traditional lenders could not provide
the funding required by certain investors or
developers. Alternative lenders with different
strategies such as development, unitranche
(whole loan) or mezzanine finance provision
and the ability to deploy capital efficiently
are now well established the Irish real estate
finance market and continue to expand their
market share.

OPERATIONAL REAL ESTATE

Operational real estate such as build-to-rent,
student accommodation, hotels, aparthotels,
retirement living and healthcare continue to
become more mainstream for institutional
investors seeking steady long-term income

streams are capable of rising
alongside inflation, making
them attractive to institu-

\_,/' tional investors. As such,
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these so-called ‘alternative’
assets are no longer on the

—— periphery for lenders.
2018 2019 Lenders now have a better

understanding of how to un-
derwrite operational assets.
The underwriting process
typically involves three dif-
ferent stages - the construction phase, the sta-
bilisation phase and the operational phase. As
no income will be generated during construc-
tion phase, it is critical that the rent and op-
erating costs are robustly underwritten at the
outset to ensure once the asset becomes fully
operational the debt burden is sustainable.

As alternative real estate dovetails with the
conventional investment sectors of offices,
retail and logistics, and in line with changing
market trends, we expect to see continued
funder appetite for this burgeoning sector.

GREEN FINANCE

The commercial real estate industry and its lend-
ers are increasingly focused on the Environmen-
tal, Social and Governance (ESG) implications of
the business they conduct. At BNP Paribas Real
Estate we believe aligning financing requirements
alongside sustainability ambitions can only lead
to positive outcomes for our clients.

As a result of the Paris Climate Agreement the
commercial real estate industry and its stake-
holders looking at the ESG implications of
the business they conduct. Sustainability has
become a key factor in decision-making, with

many investors now integrating ESG bench-
marking processes such as the Global Real
Estate Sustainability Benchmark (GRESB) into
their portfolio analysis tools. Occupiers are also
becoming more focused on sustainability and
demanding that the buildings they occupy meet
the highest standards.

As such, ESG has become a key focus of lenders
too. Why are they focusing on this?

-+ Future regulation

- Stakeholder demand

- Lowering reputational risk
« Better risk / return profile

This has led to the advent of ‘green loans’,
which aim to support the transition to a sus-
tainable built environment where new develop-
ments or major refurbishments of commercial
buildings achieve or aim to achieve the highest
green building certifications (e.g. LEED and/or
BREEAM). This accreditation can ensure:

- Reduced greenhouse gas emissions

- Optimised energy efficiency

-+ Flexibility so that buildings can evolve
over their lifetime

- Increased wellbeing factors for the
occupiers within the building

Moving into 2020 and beyond we expect to see
significant growth in green loans and sustain-
ability-linked lending as the industry further
aligns its ESG ambitions and values with fi-
nance requirements.

FORWARD FUNDING / FORWARD
PURCHASE

Forward funding and forward purchase struc-
tures have been prominent in the market in
recent years, with an ever-increasing demand
from institutional investors. These investors
have limited planning and development risk
appetite and are continually seeking ways to
deploy capital and secure product. From a de-
veloper’'s perspective, a forward purchase al-
lows them de-risk the exit strategy and assist
the funders underwriting the scheme, whereas
a forward funding structure provides the fund-
ing solution and is likely to enhance the devel-
oper's project returns through achieving:

+ Anagreed land price at the outset

- Additional bullet payment at practical
completion

- Development management fees
throughout for delivering the project

A typical forward funding transaction is struc-
tured as follows:

GROSS DEVELOPMENT VALUE (GDV)

LAND PAYMENT DEVELOPMENT COSTS DEVELOPERS PROFIT

TOTAL VALUE TO DEVELOPER

LAND PAYMENT DEVELOPERS PROFIT
SPLIT TO BE NEGOTIATED WITH FUNDER



58 | INVESTING IN DUBLIN - 2020

INVESTOR TOOLKIT | §9

BNP Paribas Real Estate understands how fi-
nance and debt are intrinsically linked to real
estate transactions. Our expert advisors, who
themselves have a wealth of experience across
the financial services sector, can provide innova-
tive financial advisory assistance to our clients
to deliver financing solutions across the capital
structure and provide strategic advice on major
investment decisions. By providing integrated
property and financial expertise we offer clear,
straight-forward and effective advice to deliver
or appraise our clients’ transaction objectives at
every stage of the real estate life cycle.

Robert Murphy

Director, Business Development
& Capital Advisory
BNP Paribas Real Estate Ireland

RISH

REAL ESTATE FINANCE

Advice from AIB Real Estate Finance

The Irish economy and commercial real estate
market continue to be underpinned by solid
fundamentals. The real estate cycle is mature
and now in its seventh year of expansion, while
the evolving COVID-19 pandemic is Likely to add
pause to the market. However, in a multi-as-
set context, real estate still offers attractive
risk-adjusted returns. Income returns may be
considered low but remain elevated compared
with, for example, fixed income assets, such as
investment grade corporate bonds. As a result,
investors searching for yield continue to target
global property markets and the Irish market is
no exception.

AIB is a leading provider of finance to the real
estate sector. AIB is very active across both com-
mercial real estate investment and commercial
and residential development with an established
market position and key differentiators such as
speed of execution and strong upfront analysis.

COMMERCIAL REAL ESTATE
INVESTMENT

AIB Real Estate Finance offer a range of funding
solutions for all major real estate asset types

such as office, retail, logistics and multi-family
(PRS) investments throughout the major cities
and towns in Ireland. Our wide array of custom-
ers range from domestic professional investors
to global institutional investors across a varie-
ty of corporate structures and SPVs, including
ICAVs, REITs, limited Corporate Partnerships, etc.

Our teams have the specialist knowledge to re-
spond to market requirements whilst providing
attractive finance packages (senior debt, mezza-
nine debt, loan on loan financing, etc.) that will
support our clients. We also work with external
alternative lenders to enable a total funding
solution to our clients particularly with a mezza-
nine tranche or via a whole loan structure.

AIB Real Estate Finance underwrites CRE in-
vestment loan amounts from €10 million to in
excess of €100 million on a bi-lateral or syndi-
cated basis. Typical maximum senior debt lev-
erages range between 60% - 65% Loan-to-Value
with a particular emphasis on asset quality, lo-
cation, tenant strength, income risk profile and
promoter and asset manager expertise.
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Sample deals include the following:

Carysfort Capital - Opus, 6 Hanover Quay D2.

Roundhill Capital - Bridgefield, Santry D9.

For loan requirements less than €10 million,
these can be accommodated through AIB's ex-
tensive business centre and branch networ

DEVELOPMENT FINANCE

Our Development Finance team offers a vari-
ety of financing products for both residential
and commercial development. We have a deep
understanding of the sector and long standing
relationships with key industry players.

Commercial Development

AIB Real Estate Finance back office, retail and
industrial developments throughout the coun-
try. Our team designs structures tailored to
each project’s funding needs. We regularly pro-
vide investment loans on completion through
our Commercial Real Estate Investment team,
in cases where the development is for a me-
dium term hold or for onward sale. Presently,
our team is providing senior finance for several
landmark office developments.

Residential Development

AIB Real Estate Finance is proud to support
many International and Irish development
groups as well as local development busi-
nesses. Backing residential development is a
strategic priority for AIB. AIB continues to play
a strong role as a senior debt provider and is
primary funder to live developments that will
deliver over 8,000 units.

PRS

Our Development Finance team also supports
customers on both the development of PRS
schemes and the operational aspect on com-
pletion. Given the scale of some of these pro-
jects, AIB can either act as sole funder or Lead
Arranger as part of a Bank syndicate. Over the

course of 2019 we have underwritten transac-
tions that are core to our customers’ ambitions
in the PRS marketplace.

The above is a very high level summary of the
lending approach of AIB Real Estate Finance.
For more information please do not hesitate to
contact us.

Derek Treston

Director
Real Estate Finance - CRE Investment Finance

AIB Corporate & Institutional Banking

3rd Floor, 10 Molesworth Street, Dublin 2
Telephone: +353 1 641 4989

Email: derek l.treston@aib.ie

Brian Motherway

Director
Real Estate Finance - Development Finance

AIB Corporate & Institutional Banking

3rd Floor, 10 Molesworth Street, Dublin 2
Telephone: +353 1 772 1027

Email: brian.d.motherway@aib.ie

—




62 | INVESTING IN DUBLIN - 2020

INVESTOR TOOLKIT | §3

RISH

REAL ESTATE LAW

Advice from Eugene F. Collins Solicitors

Real estate law in Ireland is primarily based on
legislation and as a member of the European
Union where there is a clash between domestic
Law and European Law, the latter takes prec-
edence. Common law also plays an important
role in the interpretation of legislation and in
the determination of disputes regarding prop-
erty. Specific legislation will apply in specific
cases.

This guide will discuss the main types of prop-
erty investments, but the same steps will apply
when investing in alternative sectors such as
healthcare, nursing homes, retail, hotel and Lli-
censed premises, industrial and other property
investment opportunities in Ireland. It sets out
some key considerations for investors in Ire-
land including types of real estate ownership,
the systems of registration, typical owners/
investment structures, purchasing and leasing
procedures, tax, planning and environmental
considerations. Finally, we will consider some
developing trends in the market.

OWNERSHIP OF REAL ESTATE

Lawyers normally refer to rights over property
as interests in property. There are several types

of interests that can be created in property, the
two most common being freehold (perpetual)
and leasehold (for a specific number of years).

FREEHOLD OWNERSHIP

Generally speaking, a freehold owner is some-
one who has the exclusive right to possession
of property with no landlord above him and is
therefore the absolute owner of the property.

LEASEHOLD OWNERSHIP

A leasehold owner has the right to exclusive
possession of property normally limited for the
duration specified under the lease subject to
payment of rent and performance of covenants.
In most leases the landlord has what is known
as a reversion such that, when the period of the
lease, comes to an end, the landlord has the
right to get the property back.

A tenant under a long lease (e.g. 999 years)
can also be described as the owner of prop-
erty, as these long leases are generally seen
as freehold equivalent leases. The reason they
are leases is so that an element of control can
be maintained by a landlord like in a shop-

ping centre or for a management company in
relation to shared services or common areas.
Shorter leases are generally referred to as oc-
cupational leases which we will discuss in the
context of commercial leases at a later point
in this guide.

REGISTRATION OF OWNERSHIP IN
IRELAND

Ireland has two separate systems for recording
transactions in relation to property:

The Registry of Deeds system operated
by the Registry of Deeds

The Registration of Title system
operated by the Land Registry

Both systems are under the control and man-
agement of the Property Registration Authority.
The two systems are mutually exclusive in the
sense that in a particular transaction relating
to property the title will be either:

“unregistered” (i.e. the title is not yet
registered in the Land Registry and so
the Registry of Deeds system applies) or
“registered” (i.e. the title has been
registered in the Land Registry and

so the Registry of Deeds system is
irrelevant).

Any unregistered property purchased in the
state since 2011 is subject to compulsory first
registration. When the title documents are ac-
cepted for registration the original title docu-
ments are retained and permanently filed in
the Land Registry. The Land Registry record/
folio includes a map, the name of the legal
owner and information about certain third-par-
ty rights and any charges/security registered
against the property.

The title shown on the folio is guaranteed by
the Irish Government which is bound to indem-
nify any person who suffers loss through a mis-
take made by the Land Registry.

RESTRICTIONS ON FOREIGN
OWNERSHIP OR OCCUPATION

There are no restrictions on non-resident per-
sons owning property in Ireland. Incorporated
entities, statutory bodies and private individu-
als can acquire and exercise rights over proper-
ty in Ireland. However, anti-money laundering
legislation requires that a number of checks be
carried out on potential buyers and the identity
of the buyer, ability to fund a deal and source of
funds will need to be verified.

Property is often acquired either by way of
direct purchase or through a company acqui-
sition. The process of incorporating a compa-
ny in Ireland is relatively straightforward but
of course needs to be considered on a case by
case basis. It is important to choose the right
company type for your venture for example a
private company limited by shares, a trust or
collective vehicle structure. Usually tax advice
dictates what the best route is.

If a foreign company is selling real estate in
Ireland, legal opinions may be required from
a lawyer in the relevant country to ensure all
legal requirements are satisfied for example
ensuring documentation is correctly executed
on closing.

DUE DILIGENCE PROCESS

The principle of caveat emptor (let the buyer
beware) applies in Irish real estate law. There-
fore, a huge emphasis needs to be placed on
the investigation of title process. The process
of investigation of title involves the review and
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examination of the seller’s title with a view to
ascertaining whether or not the seller is in
a position to give so-called “good marketa-
ble title” to the buyer It should also be clear
whether the property is held subject to or with
the benefit of any third-party interests e.g.
charges, leases, easements or rights. In the
case of a registered title, the process is greatly
simplified.

Searches are a vital tool in the due diligence
process, they are carried out in relevant govern-
ment bodies which will reveal what liabilities,
charges or burdens may affect the property, the
status of the seller from an insolvency point of
view and details relating to planning will also
be returned. Any adverse search results should
be produced to the seller for explanation or dis-
charge or further investigation may be required.
Planning documentation will need to be re-
viewed and an inspection of the planning doc-
umentation can be carried out by the engineer
or architect at the offices of the local authority.
Surveyors and or architects may be engaged to
carry out a structural survey of the property.
Depending on the nature of the transaction, an
environmental expert may also be engaged to
provide an environmental report in respect of
the property.

Generally, on larger transactions, commercial
and legal due diligence is assisted with help of
online data rooms which allow access to large
volumes of documentation and sellers can
obtain reports such as building condition and
measurement reports which can be relied upon
by the purchaser.

At times employees are also transferred with
the property and the European Communities
(Protection of Employees on Transfer of Un-
dertakings) Regulations 2003 (TUPE) applies.
It would be advisable from an early stage that

employment law advice is obtained in order to
ascertain whether or not TUPE applies and if so
what its impact might be.

THE PROCESS OF PURCHASING REAL
ESTATE

Generally speaking, the sale of real estate is a
four-stage process as follows:

1. Sale Agreed

Heads of Terms (non-binding) dealing with the
commercial points are agreed between the buy-
er and seller and usually negotiated through
property agents. Sometimes refundable book-
ing deposits are requested at this stage.

2. Due Diligence

Pre contract enquiries should be raised by the
buyer which are not standardised as such. These
are based on the documents uploaded to a data
room or contained in the copy title documents
issued by the sellers’ solicitors. More queries
can be raised once a contract is in place, but it
would be prudent to raise any major concerns
at the pre-contract stage. Negotiations and set-
tling terms between the parties generally takes
6 to 8 weeks. Once the due diligence process is
complete contracts are signed and exchanged.
Confidentiality agreements may be put in place
at this stage between the parties.

3. Contract for Sale

The seller’s solicitor drafts the Contract for Sale
and sends it to the buyer with all accompanying
title documentation. There is a standard form
Contract for Sale for use in property transac-
tions in Ireland containing markets standards
terms and conditions. The general conditions
make a number of assumptions about the prop-

erty and place certain obligations on the seller;
however, these conditions can be varied or dis-
applied on a case by case basis.

The warranties normally provided are con-
tained in the general conditions of the Contract
for Sale and relate to matters such as notices,
planning compliance, boundaries, easements
and identity and the existence of any other in-
terest in the property. These warranties can be
excluded or amended by agreement in the spe-
cial conditions of the Contract for Sale and this
is where the due diligence process is extremely
important. A binding contract exists once the
signed contracts have been exchanged and the
contract deposit is paid.

4. Closing

Normally, there is a 4 week period between the
exchange of contracts and completion of the
sale, but these can happen simultaneously or
in whatever time period the parties agree. The
seller risks losing their deposit if he/she fails to
go through with or pulls out of the purchase. On
the closing date, the buyer transfers the bal-
ance purchase monies and the seller executes
the transfer deed transferring the legal title to
the buyer. To complete the effective ownership
of property, it is necessary to register the trans-
ferin the Land Registry but this is not a precon-
dition to completion.

REAL ESTATE FINANCE

Lending institutions will also want peace of
mind that the property being secured is “good
marketable title” and will usually attach sever-
al condition precedents before the drawdown of
funds can take place.

Most commonly the property is charged as
security in favour of the lender. In addition or

alternatively, the rental income or other bene-
fit derived from the asset may be charged. The
most common forms of security are as follows:

1. Legal mortgage or charge over the
freehold or leasehold real estate

2. Floating charge over the assets held
by a company from time to time
(while such a charge does not attach
to any specific asset, it crystallises
and becomes a quasi-fixed charge on
the happening of any specific event of
default)

3. Assignment over rental income

The lending institution will have its own law-
yers who will generally investigate title in tan-
dem with the purchaser’s lawyers. If finance is
being obtained it will also be necessary to reg-
ister the mortgage/charge in the Land Registry
or Registry of Deeds, where appropriate.

COMMERCIAL LEASES

The normal type of commercial lease has, for
many years, been for a term between 20 and 35
years. However, shorter terms or break options
every 5 or 10 years are currently being negoti-
ated between landlords and tenants.

Unlike a Contract for Sale, there is no prescribed
form of commercial lease and therefore they are
freely negotiated documents subject to applica-
ble legalisation. Like purchasing property, heads
of terms (non-binding) are agreed between the
parties typically through property agents. The
timeline for completion can vary on a case by
case basis depending on the nature of the lease
being taken and the property in question. There
is a legal requirement that all commercial ten-
ants file details of their lease interest with the
Property Services Regulatory Authority and non-
compliance carries a penalty fine.
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Prior to signing a commercial lease, an Agree-
ment for Lease (AFL) may be entered into which
provides for a binding agreement between the
landlord and tenant who agree to enter a lease
at some point in the future. An AFL is usually
put in place when a tenant cannot immediately
occupy the property due to outstanding condi-
tions, for example the property in question is a
shopping centre which needs to be developed
by the landlord or vacant possession needs to
be achieved before the lease can be granted to
the tenant. An AFL can also often deal with sup-
plementary information on the condition and
history of the property.

The key terms negotiated between the parties
to a lease are as follows:

Rent

Rents are usually calculated on a square foot-
age basis and the most common basis for rent
is fixed. The initial rent will be agreed by the
parties with rent reviews occurring usually
every 5 years. Since 2010, upward only rent
reviews are unlawful in new leases. Review on
rents are generally based on open market rent
value or have caps and collars.

Term

Typically, a commercial lease falls into two
categories; a lease on a short-term basis for a
term of up to 5 years; or a lease on a medium
to long-term basis, which would generally be
considered a term from 10 years to 25 years. A
tenant’s break option in a lease represents a po-
tential opportunity for a tenant either to relocate
to cheaper or more appropriate premises or to
renegotiate the terms of its lease, usually break
options provide for one or more dates on which
the lease can be terminated subject to condi-
tions including notice and payment of a penalty.

Repair and insurance responsibilities

Commercial leases in Ireland are either of a
full repairing and insuring nature (FRI leases),
whereby the tenant will be subject to exten-
sive repairing obligations or in the case of a
commercial unit forming part of a building or
multi-unit development, the tenant is typical-
ly obliged to repair and maintain the internal
non-structural parts of the unit and to a pay a
contribution towards the costs of repairs which
is typically paid through a service charge (IRl
leases).

In a long-term ownership or lease of an entire
building, responsibility on payment of insur-
ance generally remains with the tenant. With
a shorter lease, or a lease of a unit or part of
a building, the landlord generally insures, and
the tenant must pay the cost of the insurance
premium.

Commercial Alienation

Tenants are commonly permitted to transfer
assign or sub-let their interest, however, typi-
cally a commercial lease will place restrictions
on a tenant's contractual right to assign or sub-
let without the landlord's prior written consent.
Irish legislation states the landlords cannot un-
reasonably withhold consent to the transfer of
the whole property but can refuse consent to
a transfer of part of the property. The landlord
in providing consent can impose restrictions
which normally concern the financial status
of the third party and are entitled to require a
guarantor or rental deposit.

Renewal

There is a legislative right to a new tenancy
for business tenants in occupation for a period
of at least 5 years known as the business eq-

uity. Contracting out of this business equity is
permitted and landlords will typically require
a tenant to renounce on their entitlement to
claim a new tenancy prior to signing by way
of deed of renunciation. Legislation does have
a number of carve outs to defeat these tenants’
renewal rights including redevelopment or
good estate management subject to compen-
sation for disturbance being paid to the tenant.

Grounds for termination

Landlords may generally terminate the lease in
the event of non-payment of rent or breach of
covenants not remedied or if the tenant and or
the guarantor becomes insolvent.

There is no general statutory entitlement for
a tenant to terminate a lease during the term.
Accordingly, in the current climate, tenants are
reluctant to enter long leases without having a
break option or a number of break options over
the course of the term. Leases also often con-
tain a clause permitting a tenant to terminate
in circumstances where the building has been
destroyed and has not been reinstated by the
landlord within a specified period (usually 3
years).

PLANNING CONTROLS

Planning permission is required for any develop-
ment on property unless specifically exempt. An
application must be made to the relevant Plan-
ning Authority for permission to erect any build-
ings, to make alterations or additions to existing
buildings or to change the use of any property
or buildings. Planning and property use controls
are regulated by the local planning authority in
the area where any development is carried out.
The Planning Authority may grant permission
with or without conditions or refuse permission.
Certain large scale environmental, transport

and energy infrastructure may be classified as
strategic infrastructure for which a fast track
planning process will apply and in such cases
application for planning permission is made di-
rectly to the Planning Board (known in Ireland
as An Bord Pleanéla).

If the application is made to the Planning Au-
thority the applicant and third party objectors
can appeal the Planning Authority’s decision to
the Planning Board. For a strategic infrastruc-
ture application there is no appeals mechanism.
However, the decisions of the Planning Authori-
ty or of the Planning Board may be subject to an
application for judicial review to the High Court.
If developments occur without planning per-
mission the landowner can make an application
for retention permission.

BUILDING CONTROLS

Building regulations govern amongst other
things the design, construction and alterations
of buildings in Ireland. When buying or leasing
property it is essential that satisfactory ev-
idence is provided for by the seller that out-
lines the property in question has been built
in compliance with the building regulation and
planning permissions. A relatively new and
transparent Building Control Amendment Reg-
ulations (BCAR) system now exists in Ireland
which allows a purchaser to inspect an online
register for confirmation of compliance.

ENVIRONMENT CONTROLS

For certain large-scale developments and all
strategic infrastructure projects, an Environ-
mental Impact Statement must be submitted
with the planning application.

Planning Authorities also regulate and permit
the operations of less intensive environmental
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activities whilst the national environmental
authority, the Environmental Protection Agency
(EPA), regulates larger scale environmental and
waste operations. The EPA has extensive moni-
toring, reporting, investigative and enforcement
powers. Much of Ireland’s environmental and
waste legislation originates from the EU. Where
a company breaches such legislation, its direc-
tors may incur personal liability.

When a building is constructed, sold or rented a
Building Energy Rating Certificate (BER) detailing
its energy consumption must be provided to the
prospective buyers or tenants. The Certificate
must be accompanied by an Advisory Report and
it is valid for 10 years unless there is a material
change in the building, for example an extension,
a significant deterioration in the fabric of the
building or a change of heating system or type
of fuel used in it. Legislation sets out certain cat-
egories of buildings which are exempt which in-
clude national monuments, protected structures,
buildings used as a place of worship and certain
agricultural and industrial buildings.

Liability for environmental contamination is not
limited to the polluter although the polluter is
likely to be pursued in the first instance but can
extend to the owner of the property affected.

TAXES

Ireland’s tax system collects tax by both direct
and indirect means. Liability to direct taxa-
tion in Ireland is generally based on residence
whilst an indirect taxation liability is usually
referable to the value of the chargeable item.
Specialised tax advice should always be ob-
tained when considering investment in Ireland.
Generally, with all property transactions there
is tax to pay. The main taxes are:

Stamp Duty

The Buyer will have to pay stamp duty at the
rate applicable at the time of purchasing which
is charged on the consideration payable for the
property. The buyer of property is accountable
for stamp duty within 30 days from the date of
the transfer.

Value Added Tax (VAT)

As a general rule most disposals of property
developed or re-developed within the last 10
years will attract VAT. A buyer may be entitled
to recover VAT, depending on the buyer's VAT
status and the purpose for which the property
is used. Detailed analysis is required to deter-
mine the correct VAT treatment and reliefs on
the disposal of property.

Capital Gains Tax

The seller is accountable for tax on a gain aris-
ing on the disposal of property (other than a
principle private residence) irrespective of tax
domicile. The standard rate of tax is currently
33% and buyers can be held liable for unpaid
capital gains tax on the property.

Commercial Rates

The occupier is also liable for rates (a local au-
thority service tax charge). Rates levied by local
authorities are payable in respect of commer-
cial properties and the level of rates are set by
the relevant local authority depending on the
location of the property.

Water Rates

In Ireland, users of non-residential water ser-
vices must pay a charge to local authorities.

This charge is based on the amount of water
consumed and is monitored through a metering
system.

BID (Business Improvement District)
Scheme

A BID is a defined area within which business-
es are required to pay an additional rate levy
in order to fund projects within the district's
boundaries. The additional charge or levy is
ring fenced and used to finance shared com-
mon projects. Whether or not BID rates are ap-
plicable will be dependent on the location of
the property.

EMERGING TRENDS

Green Leases

There are currently no specific “green obliga-
tions” commonly found in leases in Ireland.
However, as more businesses are faced with
rising energy costs and become concerned
about carbon footprint reduction and sustaina-
ble green building, green leases are growing in
popularity in Ireland. This type of lease includes
clauses dealing with a way for tenants and land-
lords to work together to save money and reach
building efficiency goals. Every green lease will
be different based on buildings improvement,
design constructions and certifications. Clauses
will typically provide how the building will be
occupied, operated and managed in a sustain-
able way. Adopting a green lease structure can
make property more desirable and attract re-
sponsible tenants who understand that saving
energy effects their bottom line.

Co-living
Co-living is a relatively new concept in Ireland,
and it is an expansion of Ireland’s build-to-rent

(BTR) market. The aim is to optimise space in
urban areas. These shared accommodation
developments, akin to student residences for
adults, involve short-term accommodation and
operated on a club-like basis with payment of
membership fees. Residents are allocated pri-
vate rooms with access to recreational facilities
dedicated solely for use by residents. Profes-
sional managing agents deal with the day-to-
day administration of the buildings and com-
munal facilities in a similar manner to student
accommodation.

Co-working

Co-working spaces are particularly popu-
lar with start-ups, freelancers and corporate
teams. This increasing trend in Irish real estate
has many implications for how companies op-
erate and there are many attractions to such a
set-up. The major benefit to a co-working ar-
rangement is that you can use a desk or office
space for as little as a day or a month. This is
great for those who do not wish to be tied down
to a lengthy agreement. Another potential ben-
efit to the co-working arrangement is that the
rent is not fixed for a year (or 5 year) period
and so you can pay month to month and then
vacate the space if you do not wish to pay for
another month. This has had a significant im-
pact on short-term or small space office deals
in the market.

Internet Sales / Click & Collect

Purchasing patterns show that growth in on-
line sales cannot be ignored and is limiting the
length of leases being entered in to by retail
tenants. Retailers with online platforms and
high street presence must consider shop sales,
internet sales and internet sales at the store.
There is now a debate surrounding online sales
and whether actual stores are the bricks and
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mortar to online sales. Any turnover clause
will normally provide that anything generated
at the store is part of turnover. Click & Collect
services therefore must be included as part of
turnover otherwise it unfairly leaves tenants
with a way of getting around turnover rent ob-
ligations.

Please note that this guide is a high-level
summary of some key considerations and
points for real estate investors, investing in
Ireland. It is provided for information purposes
only and does not constitute legal or other
advice. Specific advice should be sought in
specific cases.
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TAX GLINIC

Advice from Ernst & Young (EY)

EY Dublin's Irish property taxation overview
provides a brief introduction to Ireland’s prop-
erty tax system, taking us from acquisition right
through to disposal.

ACQUISITION OF IRISH PROPERTY

Transfer Taxes

Stamp duty is an Irish transfer tax payable by
the purchaser on the acquisition of Irish situ-
ate property regardless of tax residency status.
The applicable rate depends on the category of

property.

Residential property is liable to stamp duty at a
rate of 1% on the first €1m of the consideration
paid, with the excess liable at 2%. Non-residen-
tial property is liable to a flat rate of 7.5% appli-
cable on and from 9 October 2019. Transitional
arrangements preserving the previous 6% rate
apply to instruments executed before 1 January
2020 where a binding contract existed prior to
9 October 2019 and the instrument contains a
certificate to that effect.

A partial rebate scheme may reduce the rate
of stamp duty on certain residential develop-
ments where stamp duty was paid at the 7.5%
rate (or previous 6% rate) if construction oper-

ations for a residential development commence
on the land pursuant to a commencement no-
tice within a period of 30 months following the
date of the conveyance. The refund is liable to
a clawback if certain criteria are not satisfied.
The transfer of shares in a company incorporat-
ed in Ireland (including a REIT) attracts stamp
duty at a rate of 1% on the consideration paid
subject to certain anti-avoidance provisions re-
lating to shares deriving their value or the ma-
jority thereof from Irish land.

On a prima facie basis, there is no charge to
stamp duty on either the issue or transfer of
shares or units in a Qualifying Investor Alter-
native Investment Fund (“QIAIF") (a particular
type of Irish regulated fund vehicle which can
hold investment property) or a foreign equiv-
alent collective investment fund. There is a
category of such fund called an Irish Real Es-
tate Fund ("IREF”), broadly a fund which derives
more than 25% of its value from Irish real estate
assets, and certain anti-avoidance provisions
can apply to the transfer of units in IREFs.

The anti-avoidance provisions referred to impose
a 7.5% rate of stamp duty on certain transfers of
shares in companies (Irish and non-Irish), inter-
ests in partnerships and units in IREFs that de-
rive their value or the greater part of their value,
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directly or indirectly, from Irish situs non-resi-
dential land and buildings. The provisions apply
where the transfer results in a change in control
and the property was held as trading stock, or
held with the object of either realising a gain
from its disposal or its development.

Value Added Tax (VAT)

Under current VAT legislation introduced in
2008, the general rule is that if a property has
not been developed within the last 20 years its
sale is exempt from VAT. Where a property has
been developed but is sold before it is complet-
ed VAT will apply to the sale at 13.5%.

Where a developed property has been complet-
ed and is sold for the first time within 5 years
of the date of completion of the development,
then it is treated as ‘new’ and it will be subject
to VAT at 13.5%. In addition, where such a prop-
erty is sold for the second or subsequent time,
it can still be treated as 'new’ for VAT purpos-
es, with VAT automatically applying, if the sale
occurs within the 5 year period as above and
the property has been occupied for less than 24
months since completion

In the event that a commercial property is not
‘new’ as defined, its sale is VAT exempt. How-
ever, the purchaser and seller may nonetheless
jointly elect to apply VAT on the sale (VAT rate
13.5%) in order for the vendor to retain enti-
tlement to VAT recovery of the development/
acquisition costs of the property.

The sale of residential property is generally
subject to VAT where the property is being sold
by the person who developed it, even where the
property is not 'new’ as defined. Again, VAT ap-
plies at 13.5% to the sale.

The sale of second-hand residential properties
is exempt from VAT. There is no option permitted
to tax the sale of exempt residential property.

Where properties are sold which are let or have
been let, VAT “transfer of business” relief may
apply to the sale whereby VAT is not chargea-
ble. However, administrative obligations apply
to the vendor and, in some instances, there can
be VAT implications for the purchaser.

HOLDING OF IRISH PROPERTY

Irish source rental income is taxable in Ireland
regardless of the tax residence of the recipient.
A prescriptive list of expenses generally asso-
ciated with renting property are allowable as
deductions for tax purposes including, under
current rules, interest on borrowings applied in
the “purchase, improvement or repair” of the
underlying property.

Accounting depreciation is not an allowable
deduction for Irish tax purposes. However, cap-
ital allowances (tax depreciation) in the form
of wear and tear allowances and industrial
buildings allowances can be deducted against
net rental income where certain qualification
criteria are met.

Wear and tear allowances on qualifying items
of plant and machinery may be available at a
rate of 12.5% as a deduction over an 8 year pe-
riod. Industrial buildings allowances, usually at
a rate of 4%, may also be available in respect of
a specified range of commercial buildings.

Income of Irish tax resident companies is sub-
ject to corporation tax at rates of 12.5% and 25%.
Rental income will generally be subject to cor-
poration tax at 25%, unless it can be shown to
be part of a trading activity and it is accepted
practice to tax the income at 12.5%. If the Irish

tax resident company is closely controlled, then
it may also be liable to a surcharge in respect of
non-distributed income referred to as “the close
company surcharge”. This can increase the ef-
fective tax rate on rental income up to 40%.

A non-lrish tax resident company in receipt of
rental income from Irish situate property that
is not derived from an Irish branch or agency
will be subject to the standard rate of income
tax, which is currently 20%. A non-lIrish tax resi-
dent company is not liable to the close company
surcharge.

An lIrish tax resident individual in receipt of
rental income is liable to income tax at his/
her marginal tax rate (that is, 20% or 40%), the
Universal Social Charge (USC) and Pay Relat-
ed Social Insurance (PRSI) (where applicable).
A non-lrish tax resident individual in receipt of
Irish source rental income is liable to income
tax at his/her marginal tax rate and also USC.

Where the owner of a property is non-Irish tax
resident, the tenant will be required to with-
hold tax at 20% on the payment of rent to the
landlord and remit this withholding tax to the
Irish Revenue Commissioners, unless an Irish
tax collection agent is appointed. The non-Irish
tax resident landlord is entitled to file a tax re-
turn with the Irish Revenue and seek a refund
of any excess withholding tax over its actual
income tax liability.

Alternatively, the non-Irish tax resident land-
lord can appoint an Irish resident tax collection
agent to collect the rent on its behalf. This will
enable the agent to receive the rent without
deduction of tax; however, in such a case, the
agent must account for the tax on behalf of the
non-resident landlord.

Irish regulated funds holding Irish property

An Irish regulated fund (i.e. a QIAIF which is
authorised by the Central Bank of Ireland) is
not subject to Irish tax on income/gains arising
on assets held by the fund. This includes Irish
property assets held by such a fund.

Investors in QIAIFs, however, may be subject to
exit tax in respect of distributions/deemed dis-
tributions received or gains arising from their
holdings of units/shares in the fund. There are
two forms of exit tax that must be considered in
this context, namely Investment Undertakings
Tax ('lUT") and Irish Real Estate Funds Tax ('IREF
Withholding Tax’).

In general, IUT will apply to Irish resident indi-
viduals/companies and to certain other non-ex-
empt Irish entities investing in the fund. The
applicable rate of IUT will be 25% for corporate
investors and 41% for individual investors (al-
though this rate may be increased to 60% in
certain cases, specifically where the investor
has the ability to select or influence the selec-
tion of the assets of the fund). IUT should not
apply to non-Irish resident investors. 1UT-ex-
empt investors (including non-Irish resident in-
vestors) may, however, be subject to exit tax on
distributions/gains arising on their holdings of
units/shares in IREFs. It should be noted that, to
the extent that an investor is already subject to
IUT, then that investor should not also be sub-
ject to IREF Withholding Tax.

Subject to certain limited exemptions (see be-
low), distributions paid to non-Irish tax resi-
dent investors and other IUT exempt investors
or gains arising from their holdings of units/
shares in the IREF are subject to a 20% IREF
withholding tax where the distributions/gains
arise from the holding of Irish real estate as-
sets. For certain investors, it may be possible
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to reclaim a portion of this IREF withholding tax
from the Revenue Commissioners where the in-
vestor is tax resident in a territory that has en-
tered into a double tax treaty with Ireland and
the rate of withholding tax under the relevant
treaty is less than 20%.

There will also be a 20% IREF withholding tax
on the gross proceeds of sale where the units/
shares in the IREF are directly sold by an exist-
ing investor to another investor. The obligation
to withhold the relevant amount will lie with
the new investor acquiring the units. To the
extent that the amount withheld exceeds the
tax which would have arisen on the actual gain
accruing to the selling investor, that investor
may claim a refund of the excess from the Rev-
enue Commissioners. Furthermore, a statutory
advance clearance regime for certain direct and
indirect investors may apply to obviate the re-
quirement to withhold tax in certain instances.
As noted above, certain limited categories of in-
vestors will not be subject to IREF withholding
tax. In general, these investors include:

Irish and equivalent European Union
(EV) or European Economic Area (EEA)
pension schemes, Approved Retirement
Funds (ARFs), Personal Retirement
Savings Accounts and EU cross-border
schemes holding units in the IREF
directly or indirectly

Other Irish regulated funds or equivalent
funds authorised by a Member State of
the EU or the EEA

Irish life assurance funds and equivalent
European Union (EU) or European
Economic Area (EEA) approved overseas
life assurance funds

Irish charities and credit unions and
Irish “section 110" companies

The term ‘equivalent’ above means that such
non-Irish funds must, broadly be subject to the
same supervisory and regulatory arrangements
applicable in Ireland.

Finance Act 2019 introduced certain anti-avoid-
ance provisions for IREFs which are targeted at
limiting the degree to which certain expenses
can be applied to reduce profits subject to IREF
withholding tax. These include interest limi-
tation rules which apply a 20% fund level tax
liability on interest deemed to be excessive.
Broadly, these measures apply where the total
debt exceeds an amount equal to 50% of the
cost of the IREF assets or where the ratio of the
IREF's income to its interest expense falls below
a 1.25:1 ratio. There is a carve out for third par-
ty interest in certain scenarios. Furthermore,
any expenses incurred by an IREF that are not
wholly and exclusively laid out for the purpose
of the IREF business will be treated as income
subject to tax at 20%.

[rish Real Estate Investment Trusts

The Irish Real Estate Investment Trust (REIT)
structure was introduced into Irish law in 2013.
Irish REITs are listed Irish companies used to
hold investment properties, which provide a
return for investors similar to that of a direct
investment in property.

Qualifying income and gains of a REIT arising
from its property rental business will be ex-
empt from Irish corporation tax at the level of
the REIT. Instead, the REIT is required to dis-
tribute 85% of its rental profits (and with ef-
fect from Finance Act 2019 certain gains on the
disposal of properties to the extent that the
proceeds of disposal are not reinvested or used
to repay debt) annually and pass the tax obli-
gation onto its shareholders. It does this by ap-
plying a dividend withholding tax of 25% (20%

prior to 1/1/2020) on its distributions made to
all investors (that is both Irish and non-Irish
tax resident investors), unless the investor is an
exempt qualifying investor e.g. an Irish pension
scheme or charity. These exempt investors may
receive distributions gross subject to comple-
tion of a specific declaration.

For a non-Irish tax resident investor it may
be possible to obtain a partial refund of, or to
claim a credit for, the dividend withholding tax
deducted against a home jurisdiction tax lia-
bility under the terms of a relevant tax treaty
between Ireland and the non-resident inves-
tor's home jurisdiction. A non-resident investor
should not be subject to Irish capital gains tax
on the disposal of shares in a REIT, on the basis
that it is a publicly quoted company. Irish tax
resident individual investors are liable to income
tax at their marginal tax rate (20% or 40%), to-
gether with USC and PRSI on receipt of distri-

Grand Canal Dock, Dublin 2

butions from the REIT. Such investors are also
liable to CGT (currently at 33%) on gains arising
from a disposal of their shares in the REIT.

Irish tax resident companies in receipt of dis-
tributions from a REIT, unless trading in stocks/
shares, are subject to corporation tax at 25%
and to corporation tax on chargeable gains re-
alised on a disposal of their shares in the REIT,
applying capital gains tax principles.

Vacant Site Levy

The Urban Regeneration and Housing Act 2015
introduced legislation providing for the estab-
lishment of a vacant site register in relation to
idle or vacant sites consisting of an area of land
exceeding 0.05 hectares.

Subject to an appeals procedure, a vacant site
levy is payable each year to the local authority
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for a site appearing on such register until the
site is removed from the register. For the levy
to be lifted, development must commence on
the vacant site

The levy is payable in arrears each year, this
means that the levy in respect of 2020 will be
charged in 2021. The levy is calculated at 7% of
the value of the site for the relevant year.

VAT on Leases

The letting of commercial property is VAT-ex-
emptin Ireland. The landlord may opt to charge
VAT on the rent (at the standard VAT rate of
23%), ensuring that the landlord retains enti-
tlement to VAT recovery on all costs relating
to the property. VAT registered tenants may
be entitled to recover the VAT on the rent as a
credit in their VAT returns.

There is no option available to tax the letting
of residential property which is always VAT-ex-
empt. Therefore, where a landlord purchases a
residential property that is subject to VAT, the
landlord will not be entitled to recover this VAT.

Stamp Duty on Leases

Stamp duty is charged both on the rent and
also on any premium payable under a lease.
The rate of stamp duty payable on the rent de-
pends on the term of the lease:

Where the lease is indefinite or for

a term not exceeding 35 years, the rate
of duty is 1% of the average

annual rent.

Where the lease is for a term exceeding
35 years but not exceeding 100 years,
the rate of duty is 6% of the average
annual rent.

Where the lease term exceeds 100 years

the rate of duty is 12% of the average
annual rent.

No stamp duty is payable in respect

of a lease of residential property for

an indefinite term or for a term not
exceeding 35 years, provided the annual
rent does not exceed €40,000.

Where a premium is payable in respect of a
lease, the rate of duty applicable is the same
as that which applies in respect of transfers of
property; 7.5% on non-residential property and
1% on residential property up to €1m with the
excess liable at 2%.

An assignment of a leasehold interest is
charged to stamp duty as a transfer of property.

Rates and Charges

A property tax, known as Rates, applies to most
commercial buildings in Ireland. The Rates vary
between local authorities and are payable by
the occupier of the premises on the date the
Rates become payable.

Local Property Tax (LPT) applies to Irish situate
residential properties. LPT is a self-assessed
annual tax. A property is liable for LPT if the
property was residential property on the valua-
tion date of 1 May 2013.

The current valuation date for LPT is 1 May
2013 and applies for all years up to and includ-
ing 2020 The next valuation date for LPT will be
1 November 2020 and will apply for the years
2021, 2022 and 2023. The LPT liability date for
2013 was 1 May 2013 and for every other year
it is 1 November in the preceding year. There-
fore, the LPT liability date for 2020 is 1 Novem-
ber 2019 and the liable person on 1 November
2019 must pay the LPT for 2020.

Property values are currently organised into
valuation bands. An LPT rate is assigned to each
band. Market values up to €1m are assessed at
the mid-point of the €50k band, e.g. a property
valued between €300,001 and €350,000, is as-
sessed on 0.18% of €325,000. These valuation
bands are subject to change in conjunction with
the change in valuation date for LPT such that
new bands may apply with effect from 2021
and subsequent years.

No banding applies to property values over €1
million and an actual valuation for the proper-
ty must be declared. The actual value is then
assessed at 0.18% on the first €1 million and
0.25% on the portion of the value above €1 mil-
lion. From 2015 onwards, local authorities can
vary the LPT base rate on residential properties.
The base rate is the rate that applied in 2014.
The local authority can increase or decrease the
LPT rate by up to 15% from the base rate.

Certain residential properties are exempt from
LPT including inter alia new and unused prop-
erties purchased from a builder/developer
during the period 1 January 2013 to 31 Octo-
ber 2020, are exempt for all years up to and
including 2020. Other exemptions also apply
for charities, nursing homes and residences for
incapacitated persons. Where LPT remains un-
paid it becomes a charge on the property.

SALE OF IRISH PROPERTY

Assuming held on investment account as op-
posed to on trading account, gains arising on
the disposal of either Irish property or shares in
an Irish tax resident company/non-Irish tax res-
ident company deriving the majority of its value
from Irish real estate by an individual investor
(whether or not Irish tax resident) are subject
to Irish Capital Gains Tax at 33%.Gains arising
to an Irish tax resident company are subject to

the same level of taxation but are generally as-
sessed as corporation tax on chargeable gains.
An exemption from Capital Gains Tax applies to
gains realised on a disposal of land and build-
ings situate in any European Economic Area
(EEA) State (including Ireland) where the land/
buildings were acquired in the period com-
mencing on 7 December 2011 and ending on
31 December 2014. Originally, there was a re-
quirement that the land/buildings be held for
7 years to qualify for the exemption. This was
changed such that a full capital gains tax ex-
emption now applies where the lands/buildings
are held for at least 4 years from the date that
they were acquired and are disposed of at any
time between the 4th and 7th anniversaries of
acquisition. Tapering relief applies where the
land/buildings are held for more than 7 years.

An Irish tax resident company, or a non-lIrish
tax resident company trading through a branch
or permanent establishment in Ireland, which
develops or deals in land for sale as part of its
trade will be subject to Irish tax on gains from
the disposal of land at either 12.5% (broadly
where the land has been fully developed by or
for the company) or at 25% (where the sale is of
undeveloped or partially developed land).

ONGOING AND FUTURE TAX CHANGES

International tax policy changes driven by the
EU AND OECD, including the Base Erosion and
Profit Shifting (“BEPS"), Anti-Tax Avoidance Di-
rective ("ATAD") and the OECD's Multilateral In-
strument (“MLI") initiatives have resulted and
will continue to result in significant changes to
Irish and international tax legislation. Whilst
the above commentary does not specifically
address the detail of such changes, how they
will impact the taxation of Irish real estate
transactions now and in the future is increas-
ingly something that should be considered on
a case by case basis. Prospective interest lim-
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itation rules, recently introduced anti-hybrid
rules, expanded transfer pricing provisions and
EU Mandatory disclosure provisions related to
cross border transactions in particular should
warrant close consideration in the context of
assessing Irish real estate transactions from a
tax perspective, particularly for international
investors.

Please note that this article is aimed at provid-
ing a general overview based on current Irish
tax law of the topics discussed and it is not
intended to be either exhaustive or definitive.
Specific tax advice should be sought when en-
tering into any Irish property transaction.
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