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Welcome
to the latest
issue of
our Market
Watch
newsletter

HAVE YOUR SAY
If you have any comments
on this edition of our
newsletter or would like
to contribute an article
to a future edition, please
contact us at
LREAC@uk.lockton.com

Welcome to the latest edition of our Market
Watch Newsletter. As we went to press,
the World Cup had just got underway in
Russia and the country was enjoying some
half-decent summer weather for a change.
Meanwhile, UK politics remains in chaos over
Brexit.
Thankfully, the economy at large - and the
property market in particular - appears to
be holding up pretty well. Notwithstanding
uncertainties over Brexit, interest rates,
overseas investment flows etc, the outlook
for our sector is generally seen as broadly
positive.

106, and how shopping centres can survive
and thrive in a fast-changing commercial
environment.
We hope you’ll all find something of interest
or value in this issue. We’re always happy to
hear from you with comments or suggestions
on topics you’d like us to cover.
If you would like further information on any
of the topics covered in this or prior editions,
please get in touch with a member of our
team at Lockton Real Estate & Construction
or email us on LREAC@uk.lockton.com.

Recent news stories have highlighted
potentially challenging times ahead for the
retail market, especially in town centres,
but sectors such as residential, industrial,
distribution and infrastructure all look
significantly more encouraging.
In this issue, we feature articles on Shariacompliant insurance policies, why abolishing
ground rents might not be such a good idea,
how to negotiate the challenges of Section
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Sharia Insurance Policies - what you need
to know
Introduction
Despite concerns over Brexit, the UK Real Estate market remains
attractive to Middle Eastern investors, with around $85bn likely
to flow in over the next 10 years. This figure represents a five-fold
increase over the previous 10 year period.
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The concept of Islamic insurance is based on mutual cooperation and
assistance. Participants make contributions into a pool. Then, should
one of them need to make a claim, it will be paid out from this fund.
In essence, takaful is a form of mutual insurance. The key point is that,
to abide by Islamic principles, a takaful insurer may not earn interest
on its investments.

Strong growth in investment from outside the European Union is
being fuelled both by the current weakness of the pound and by the
longer-term prospect of its recovery once Britain is free to strike its
own international trade deals. This combination leads investors in the
Middle East to suspect that there are bargains to be had in the UK
real estate market right now (CBRE Report, 2015).

Why are we telling you about this?

For their part, UK real estate owners and developers are seeking to
capitalise on the Middle East as a source of investment. A growing
number of joint ventures have been set up focused on Islamic
compliant banking and insurance (or takaful, as it is commonly
known) to facilitate such deals. PwC estimates that takaful insurance
contributions will grow roughly six-fold over the next decade, as
Islamic investors seek out Sharia-compliant investments in the UK.

Our agreement with insurers means you will see no difference in
policy coverage, claims handling, or anything else. All the functions
required to make the policy Sharia-compliant take place behind
the scenes. The crucial point is that investors can be confident that
the policy is fully endorsed and supported by a certificate of Sharia
compliance.

What is takaful insurance?
Whilst the UK insurance market has its origins in Edward Lloyd’s 17th
century coffee shop on Tower Street, Sharia compliant insurance
dates all the way back to the 7th century when the early Muslim
communities of Mecca and Medina began pooling liabilities among
the tribes of the Arabian Peninsular to compensate those wronged in
the course of tribal disputes.
Conventional insurance is generally seen as incompatible with Sharia
law, which views it as creating too much uncertainty over future
financial outcomes (and hence sharing some of the characteristics
of gambling, which Islam prohibits) and because interest-bearing
investments are involved, representing a form of usury (riba), which is
also prohibited under Sharia law.

At Lockton REAC we are delighted to be able to offer you a fully
Sharia-compliant insurance solution for your UK assets, based on the
same market-leading policy wording and technology systems that all
of our other clients benefit from.

What can’t be covered under a Sharia policy?
The vast majority of risks we deal with could, in theory, be placed
on a Sharia-compliant basis. There are, however, a number of
trades whose activities are seen as unacceptable from an Islamic
perspective and could not, therefore, be Sharia-compliant. Examples
would include pubs (alcohol), casinos (gambling) and banks (interest
charging).
To find out more about our new takaful offering, please get in touch
and we would be more than happy to answer any queries you may
have.
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A treatise in defence of ground rents
On 14 April, Guy
Fetherstonhaugh QC’s EG
column, “What on earth is
ground rent for?”, set out
why, in his view, there were
many good reasons to
abolish “pointless” ground
rent on new leases, writes
Simon Allison.
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Many of the arguments in support of the
government’s proposals are ones we can all
sympathise with. However, while the historic
purpose of ground rent may no longer apply,
my experience suggests that in fact they are
now more important than ever.

To be clear
Before I explain why, I should make something
clear. The advent of onerous ground rents (for
instance, those that double every 10 years) is a
scandal that needs addressing. Although some
developers are taking steps in this regard,
more could be done.
That said, the suggestion of the Leasehold
Knowledge Partnership that there are
100,000 leaseholders “locked” into leases
with “spiralling ground rents” appears to be
unsubstantiated. Institutional freeholders
suggest that the number of ground rents
doubling every 10 years is closer to 12,000
(out of a total of around 4m) – still a lot, but
we won’t get to the right solution if we don’t
accurately identify the problem.

funding for housebuilding. Such developers
are crucial for the healthy functioning of
a competitive housing market; they may
otherwise struggle to raise finance.
Absent a ground rent income, reversionary
interests in leasehold developments will
be worthless. The only realistic option for
developers will be to establish a residentowned vehicle of some form to manage the
estate. My regular experience is that this is far
from the panacea it is promoted as, because:
•

people with vested interests regularly take
control;

•

fights erupt over who should sit on the
board. Alternatively, simply no one wants
to take on the (often huge) responsibility.
Professional managing agents can play
their part, but ultimately they need a
“client” to take instructions from;

•

with usually no commercial income, the
resident-owned management company is
largely dependent on service charges. A
fact of life is that sometimes people don’t
pay. This can severely restrict the services
provided to tenants, and severely limit the
finances available to take legal action to
enforce obligations;

•

when things go wrong, leaseholders
have little recourse: with no asset of any
value, and no reputation to protect, it is
usually pointless to seek recompense. The
insolvency process just makes matters
worse; and

A blunt instrument
Abolishing grounds rents is short sighted and a
blunt instrument to deal with this issue.
Absent ground rent income, developers will
be deprived of a valuable asset that can make
the difference between a site being viable
or otherwise. Smaller developers often use
ground rents as equity against which to secure
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A treatise in defence of ground rents
•

it is notable that these are all the same problems that current
tenant-owned entities have – for instance right-to-manage
companies, which I routinely see in serious trouble. We should
learn from this, not fall further into the trap.

Following Grenfell, it is critical to undertake urgent cladding
replacement on certain high-rise blocks. It is likely that the number
of affected blocks will increase following the outcome of the inquiry.
In the majority of cases, ground rent owners have been able to
implement government and fire service recommendations swiftly.
This is not something that most resident-owned blocks can do.
They mostly do not have sufficient resources to pay for 24-hour fire
wardens or expensive cladding replacement; they need money up
front before they can act. There are a number of specific instances
where the freeholder has stepped in to provide an immediate
interest-free loan because residents simply could not cover the costs
themselves.
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Often such resident-led entities are run by divisive or ineffective
boards that lack the ability to see urgent works through to
completion. The great benefit of an independent commercial
freeholder is that there is one dispassionate party able to take a
decision and make it happen (with leaseholders retaining their
substantial statutory protection against unreasonably incurred service
charges).
Ensuring safety in residential blocks is vitally important, not just
now, but for the future. It is at best odd that the government wishes
to abolish ground rents at a time when all the major ground rent
investors are actively and diligently engaged in undertaking and often
forward funding critical works and services.

The future
Leasehold reform is coming, and is long overdue. In many respects,
the current ambit of the Law Commission’s leasehold project is not
wide enough (for instance, the right-to-manage scheme simply does
not work).

Although it may well be right that leasehold has been a major
obstacle to implementation of a commonhold, a good reason for
that is that leasehold is a better system for developers, management
companies and residents.
Both government and campaigners should be careful what they wish
for: it is one thing simplifying enfranchisement, introducing regulation
and capping ground rents, it is quite another to force everyone,
whether they like it or not, into communally managed developments.

Worst nightmare?
Resident-managed schemes can (on occasion) be your worst
nightmare – not only do you have difficulty in selling your flat,
your neighbours (who make decisions on the proper running of
your estate) are at war with each other, resulting in paralysis, and
the management company has insufficient funds to push through
essential projects or enforce lease terms.
Ground rents, when they attract professional substantial investors and
are set at modest levels, can and do serve a useful efficient and even
value for money service. Freeholders can, and often do, step in when
resident-managed schemes would or could not.
We should do all we can to both address abuse of the system
and promote their continued use, particularly in larger modern
developments where they serve an invaluable role. Better education
of purchasers of flats is essential so that consumers can have a
real informed choice when buying, rather than being forced into a
resident-managed scheme (of whatever type) by default.
Going forward, we need to better understand the modern purpose of
ground rents.
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Don’t let S106 keep you awake!
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With the recent upsurge in
large-scale developments
across the UK, we are often
approached by clients who
are purchasing recently
completed properties
(typically residential
blocks) built on land
subject to Section 106
requirements, where the
developer is unable to
provide a discharge notice
at the time of purchase.

Provided the developer can produce sufficient
evidence to satisfy an insurer that they
have most likely met the relevant Section
106 requirements (e.g. bank statements
evidencing payments, warranties provided to a
purchaser etc.), it is usually possible to insure
against the S106 not having been settled in
full (discharged) and to indemnify the buyer
should they become liable for some or all of
the financial payments due as a result.
However, with many larger-scale
developments now taking place in phases, we
are seeing a growing number of enquiries from
buyers concerned the developer’s Section 106
liability does not fall due for payment until
they complete the later phases; no discharge
is available as the payment is not yet due.
Once the buyer has purchased the property
they could find themselves responsible for the
S106 requirements or financial contributions if
these are not satisfied by the developer. When
payments are not due for two to three years,
this can make some buyers apprehensive,
particularly when the developer is a Special
Purpose Vehicle (SPV), with some buyers
being uncomfortable relying on warranties
from SPVs.
This can mean developers have difficulty
disposing of completed phases where S106
obligations remain outstanding, as buyers will

remain cautious over the potential liability that
they may incur as a result of their purchase.
This in turn prevents the developer from
releasing capital for building costs in later
phases.
Options available include bank letters of credit
or performance bonds which the developer
may be able to arrange (subject to their ability
to meet minimum requirements, including
financial) or the buyer may take comfort from
a developer’s warranty. However all of these
options are less likely when the developer is an
SPV.
Lockton can offer an alternative option to
our clients who are purchasing properties
in these situations, with an insurance policy
which provides cover in the event that the
developer does not satisfy these future S106
requirements, and our client is then pursued by
the local authority for the outstanding financial
contribution.
If you would like to know more about this
cover, or to request a quotation, please
contact us and we will be happy to help.
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What is the future of the retail industry and shopping
centres?
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This is an interesting time
to own a shopping centre,
big or small, prime or
secondary. It is difficult
to ignore the media
reporting poor retail figures
with varying degrees of
sensationalism, and the rise
of on-line shopping is here
to stay with predictions it
will account for a third of all
consumer sales by 2030.

What does remain, however, is the basic
human need to interact in a social setting.
So whilst there may be a lack of desire by
consumers to purchase more ‘stuff’, there is
still the requirement for landlords to provide
a retail environment to satisfy consumer
spending based on “experiences”.
The number of retail failures is on the up and
the continuation of this trend is concerning
with its impact on footfall, particularly in
secondary malls with boarded up shops and
last chance to buy signs, which is not restricted
to just one geographical area but has spread
across the country.
At least 20% of retail space will need to close
over the coming years with business rates,
wages and staff shortages playing a part. The
investment to bring the average shopping
centre up to the level with the experience led
shopping centres would have the financial
director crying at his desk, but without the
footfall to sustain the investment, radical
action needs to be taken to protect the asset.
CoStar estimates that there are more than
1,400 shopping centres across the UK. Only
276 are classed as prime and even fewer
‘flagship’ shopping centres. These mammoth
centres once focused purely on shopping, but
now the ‘experiences’ attract the customer
and hopefully encourage them to pull out their
wallets and spend. Dubai was a leader in the
field of experiences with the amazing indoor

ski slope at the Mall of the Emirates; we all
laughed but it bought in the customers who
visited the many restaurants and shopped.
The key solution to this problem is in finding
alternative non-retail uses to compliment
the core retail environment. Looking to
Japan, for example, they have created
‘retaildential’ spaces, and a few of these
are now meandering slowly through the UK
planning system. In Japan, Aeon Co the retail
development company and largest specialist
shopping centre group, have published their
management plan to focus the re-purposing
of some of their malls for the 21st century.
But with an operating profit of 8trillion JPY
they can afford to think about large capital
investment in their secondary malls in different
ways. They have divided their consumers into
four sectors, with new fields of business for
every sector of society. For example, to cope
with the ageing population, ‘senior’ focused
malls would hold senior housing with gyms,
doctors, libraries, restaurants and shops
to cater for this consumer sector. Other ideas
including technology malls similar to live-work
and urban malls focusing on smaller units for
young professionals.
To achieve this will undoubtedly involve
working together with architects and planners
and requires experience of knowing how
regional malls and their tenants operate, and
their place in the heart of the communities.
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Upcoming
events

Charity Clay Pigeon
Shoot

Property Issues
Seminar

Friday 28th September 2018

Wednesday 31st October 2018

Sponsored by MS Amlin and in aid of Lockton’s
Chairty of the Year, Alzheimer’s Society.

Our next Property Issues Seminar will be held
at the St Botolph Building on Wednesday
21st February. This session will qualify for 3
hours CPD for CII Members. Speakers will be
announce in due course.

The Real Estate & Construction team would
like to invite you to enter our annual charity
clay pigeon shoot taking place on Friday 28th
September. You can either enter a team of four
or as an individual.

BACK

Lockton Companies LLP are thrilled to
announce that over the last 9 years we have
raised an amazing £1million for charities such
as Macmillan Cancer Support, Help For Heroes,
Scotty’s Little Soldiers, The Brain Tumour
Charity, Great Ormond Street Hospital and
the Rainbow Trust Charity. With the generous
support from you, these charities have been
able to continue their vital work and provide
individuals and their families with the support
that they need.
Venue: Holland & Holland Shooting Ground,
Ducks Hill Road, Northwood, Middlesex, HA6
2ST
Time: 09.00am - 15.30pm
Cost: Team of four £1,000
Individual £250
For more information and to reserve your
space, please contact Rebecca Copley on: 020
7933 2520 or email LREAC@uk.lockton.com

Agenda:
09.15 – Registration
10.00 – Presentations
12.30 – Hot buffet lunch
In order to secure your place at our seminar
and to ensure you don’t miss out, please
contact Rebecca Copley on 020 7933 2520 or
email LREAC@uk.lockton.com.
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Upcoming EXPO REAL 2018
events
8 -10 October 2018 – Munich, Germany

Lockton Real Estate & Construction (Lockton REAC) will once again be heading to Munich
in October for EXPO REAL 2018. If you would like to meet with a member of the Lockton
REAC team to discuss your insurance needs, please do not hesitate to contact us on the
details below.
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Please contact a
member of our team
for professional advice
on your real estate
and construction
requirements.
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Lockton’s Charity Dodgeball Tournament
Thursday, 7th June 2018
The Lockton Real Estate & Construction team hosted their annual
charity dodgeball tournament on Thursday 7th June in aid of
Lockton’s charity of the year, Alzheimer’s Society. With thanks to
the insurers who took part, over £2,800 was raised for the charity.
Hosted at Powerleague Shoreditch, 16 teams took part in the
tournament kitted out in various fancy dress costumes, including
superheroes, Where’s Wally, Toy Story and Mrs Brown’s Boys. Each
team showed off their diving, ducking and dodging skills in the
hope to be crowned dodgeball champions.

Tournament winners - AXA

The final was a battled out between AXA and Allianz, with AXA
proving that they were the best dodgers and were crowned
dodgeball winners.
The other winners on the night were Zurich who walked away with
the ‘Best Dressed Team’ for dressing as Mrs Brown’s Boys. ‘Last
Man Standing’ was won by Kirstin Nee from DUAL, who proved
she was able to withstand the pressure of being the last woman
standing.

Last ‘Man’ Standing - Kirstin Nee, Dual Asset
Underwriting
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Ross Fentiman, Senior Vice President of Lockton Real Estate &
Construction, said “I would like to thank all the insurers who took
part in our charity dodgeball tournament. Everyone really made an
effort with their fancy dress costumes this year, which added to
the excellent atmosphere on the night!
The money raised will make a huge difference to The Alzheimer’s
Society. We hope to see everyone back again next year to take on
the champions, AXA.”

Best dressed - Zurich

Thank you for reading
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