
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Office Event 
 
 

 

Wednesday, 21st September 2011 
 

 



Office Event Wednesday, 21st September 2011 

 17

Office Development Programme 

Nigel Webb 

Introductory comments 

Good morning, ladies and gentlemen.  It is very good to see you all.  As Tim said earlier on, I 

will now talk to you about the office development programme.  I have been fortunate enough 

to have been at British Land for many years now, and have been responsible for delivering 

many of the buildings in our current portfolio.  In my view, the outlook for the current 

development programme is very good indeed and I am excited by its prospects.  We have 

committed and are now delivering a programme which will not only help to rebalance the 

portfolio, as you heard earlier, but is, I believe, well set to deliver strong returns and create 

significant incremental value.  Let me explain why. 

Scale 

There are five key reasons.  Firstly, we have exploited our scale and financial strength to 

commit to a very significant programme, with a capital commitment of £1.1 billion.  Next, it is 

well timed, both in terms of the occupier and construction markets.  We have been thoughtful 

about the programme, and we have put in place a number of steps, which I will come onto, to 

manage the risk and ensure the programme is well balanced.  We are delivering well-

conceived buildings in the right locations.  On top of that, I believe we have an excellent 

team.  Let me just take a moment to tell you about it.  I believe we have one of, if not the 

best central London development teams.  It includes experts in planning, design and 

construction, development and leasing.  The senior team that you see here is supported by a 

wider team of highly motivated young professionals.  It is a team with a proven track record 

of delivering well-planned and well-executed buildings on programme and within budget.   

Look at our record at delivering large scale, complex London projects.  Since 2004, we have 

completed over four million square feet in central London, including some of the City’s best 

known buildings – Plantation Place, the Willis Building, and the Broadgate Tower – and many 

significant West End buildings, including creating the estate here at Regent’s Place.  On 

aggregate, these developments were completed within 1% of our original development cost 

estimates.  We also have a very strong leasing track record.  In particular, our ability to 

secure pre-lettings to good covenants on long term leases.  Our recently completed 

development programme, which is now 95% let, and our current pre-lets bear this out.  We 

take great care to ensure we have a deep knowledge of the occupier market and deliver well-

conceived buildings that occupiers want to be in.   

Current developments 

So, back to our current developments, and why I believe we are well placed to deliver strong 

returns.  Firstly, it is a very significant programme.  We have committed to the largest central 

London development programme, which will deliver some 2.2 million square feet of prime 

space in the West End and City.  It represents a total commitment by British Land of £1.1 

billion.  Based on our valuer’s current day rent assumptions on letting, that is an estimated 

£72 million per annum of additional rent to British Land.  Second, because we took early 

decisions ahead of the market, the programme is well timed.  We laid the groundwork early to 

ensure that we were ready to press the button at the right time, including re-engineering our 

schemes to maximise their efficiency and putting in place all the various agreements, 
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including planning and removing any injunctable rights-of-light claims.  As you know, rights of 

light is increasingly becoming an impediment to development, and we can see a number of 

potential competing schemes being deferred due to the increasing difficulties in settling these 

claims. 

In 2010, we increased our pipeline with the purchase of 10 Portman Square and Marble Arch 

House.  All six projects are now onsite.  By taking those decisions at the start of the cycle, our 

speculative buildings will be amongst the first delivered to the market at a time when the 

supply of new grade A space is limited, and we expect increasing activity driven by structural 

demand in the City.  This puts us in a very good place to capture the expected upturn in 

rental values in both markets.  We have also been well timed in controlling our costs and 

fixing our construction costs at the low point in the market.  We have seen a significant fall in 

construction cost tender prices between 2008 and 2011.  There is a continued shortage of 

construction activity.  So, the prices we are achieving today, as you can see from this bar 

chart, are at the same level as they were in 2005.  But as the construction industry contracts, 

and as raw material prices increase, there is a real potential for cost inflation to creep back 

into the market in due course. 

To date, we have tendered and placed over 62% of our construction cost by value – well 

within our forecast budget.  By the end of the first quarter next year, we expect to have 

placed 87% of those contracts.  One of our competitive advantages is our ability to use our 

scale and the scale of our development programme to drive those costs down.  Contractors 

are prepared to accept keener commercial terms where they are not taking the credit risk, 

and where they believe there is an opportunity for repeat business.  This is particularly the 

case in the current market.  A good example is the £250 million lump sum contract we 

negotiated with major contractors at Lang O’Rourke to deliver Leadenhall, where we 

transferred much of the delivery risk without incurring any significant risk premium, and so 

securing a contract £10 million under our budget cost, and with our developer’s contingency 

fully intact. 

Construction management 

At NEQ, we are delivering through construction management, where we retain a greater 

degree of control and flexibility over the design and programme.  To date, we have tendered 

and placed 76% of the construction value, including the main packages of superstructure and 

cladding.  We work very closely with the supply chain through the design process in order to 

ensure that our designs are optimised, both for cost and buildability, and to avoid any major 

surprises when we go to tender.  As a result, we ensure we have a good view on the 

construction market at all times.  With this knowledge, we feel good about the pricing for the 

rest of our development programme.  The third reason: we’ve carefully thought through the 

potential risks and taken various steps to manage it and ensure the programme is well 

balanced.  An important step was our decision in December to joint venture Leadenhall, 

selling the site into the joint venture at £90 million, well ahead of its £74 valuation, 

crystallising some of the value uplift.  As a result, all our City developments are now being 

undertaken in joint venture, helping to manage our capital weighting and our speculative City 

programme.   

As you can see from the table on the left, our capital programme is now evenly balanced 

between the City and the West End, where all our developments are being undertaken on our 
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own balance sheet.  This is in line with our overall strategy, outlined by Tim, to increase our 

weighting in the West End.  In addition, as you have heard, we have agreed or completed one 

million square feet of pre-lets, including the most recent letting to Debenhams.  These 

lettings represent 51% of the total office floor space within our developments.  Each letting is 

on terms ahead of our investment assumptions at the time we committed to develop and are 

accretive to our valuations.  The average term certain for these pre-lettings is 20 years.  The 

pre-lets underpin our programme and put us in a very strong position to push for premium 

terms on the rest of our speculative space.  As a result of these pre-lets, and the joint 

ventures, our speculative programme in the City is now limited to our half share of the 

remaining 570,000 square feet.   

Residential  

An important part of developing in central London, and particularly in the West End, is the 

residential aspect.  With our dedicated residential team, we are currently developing 160,000 

square feet of high end London residential with an end value in the order of £138 million.  

This market has proved a generator of strong incremental value.  For example, at NEQ, where 

we are achieving private residential sales averaging over £1,300 per square foot, which 

compares favourably with commercial values, providing the level of affordable housing can be 

controlled.  However, here too we have taken a measured approach and locked in some of the 

incremental value by completing £94 million of pre-sales.  We have been able to capture the 

current strong international demand for high end London residential, and realise much of the 

anticipated value growth today.  In each case, the values that we have secured are on terms 

well ahead of our valuer’s initial assumptions.  These pre-sales are also enabling us to 

efficiently recycle capital. 

Finally, we are delivering well-conceived buildings in the right locations.  Each of our 

developments is driven by a deep understanding of the occupier market and knowing our 

customers well, enabling us to deliver the quality of buildings and environment the market 

wants.  The pre-lets and pre-sales that we have already secured are a fantastic endorsement 

of our schemes and clearly show that we are delivering the right quality of buildings for the 

right markets.  For example, here at NEQ, the 340,000 square feet of office space is provided 

in two distinct buildings, as you will hear later.  10 Brock Street provides a variety of 

floorplates from 38,000 square feet to 7,000 square feet as you rise up the building, 

appealing to a wide range of occupiers, from media to professional and corporate.  30 Brock 

Street provides a standalone building with floorplates of only 3,500 square feet, designed to 

appeal to boutique occupiers.  The pre-let on the lower, larger floors of 10 Brock Street to 

Debenhams compares very favourably to other recent West End lettings and further 

demonstrates the attraction of Regent’s Place to West End occupiers and our ability to attract 

large pre-lets on long-term leases.  James will talk to you more later this morning about our 

proposals at NEQ. 

The residential element at NEQ has also proven a great success, with 70% of the units by 

value sold within five days of launch.  We have retained the remaining units, which we intend 

to release closer to completion.  At 10 Portman Square, which we repurchased for 

approximately 50% of the value it previously sold for in 2004, we structured a three-way deal 

to purchase the site from McAleer and Rushe and the Bank of Ireland, with the consent of 

Nama, and simultaneously agreed the terms of a re-gear with the Portman estate, as you 
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heard from David earlier.  This is not an insignificant achievement.  Since purchase, we have 

improved the flexibility and profile of the building, secured vacant possession, demolished the 

former building, and have completed the piling, and the main core construction has now 

commenced. 

The building will offer highly efficient floorplates in a first class location.  We intend to hold 

back leasing until much closer to practical completion, when we believe we are well placed to 

capture any rental upturn.  The acquisition has already performed very well to date.  Since 

purchase, the valuers have increased the site value by 52% net of capex.   

Projects 

Moving to Marble Arch House, which we secured in January, we expect to complete the 

purchase shortly.  We are already on site carrying out pre-development works.  The scheme 

provides typical floorplates of 11,000 square feet within the Portman Village, an area of 

London that has benefited greatly from significant recent investment, and where the rent 

discount prime Mayfair has continued to close.  In addition to the offices will be 15,000 square 

feet of retail, fronting Edgware Road, and ten high-end residential units.  At Leadenhall, we 

recommenced on site last December.  Following completion of the main construction contract, 

Laing took possession of the site earlier this month, with all the piling and a significant 

amount of the basement construction already completed.  Our anticipated completion date 

has been brought forward to quarter two, 2014.  We believe the Leadenhall building is a 

unique building, which will offer an unparalleled quality of space and architecture and will 

become the best multi-let tower in London. 

Paul will tell you about the tremendous qualities of this building a little later this morning.  

Attracting Aon to the lower floors of the building puts us firmly on the front foot when leasing 

the smaller, higher floors, where we expect to achieve premium rental values.  At 199 

Bishopsgate, we managed the exit of RBS to maximum advantage to facilitate a major 

refurbishment.  The works, which are now well underway, include all new plant, a new 

enlarged and reoriented reception, and re-glazing throughout.  The proposals demonstrate 

the inherent value and flexibility of the original Broadgate buildings.  We expect the building 

will have strong appeal to a wide variety of occupiers when delivered to the market in quarter 

three, 2012.   

5 Broadgate is by any standards a big, highly specified building, designed to meet UBS’s long-

term requirements.  As you have heard from Matt, the letting is the culmination of a long-

term strategy to use our leverage to retain UBS at Broadgate.  We were determined to secure 

attractive terms with UBS that would deliver an appropriate return, which we did.  Since 

signing in August last year, we have secured planning approval, navigated our way through 

the complex listing process, and cleared various pre-development issues, and recently 

commenced demolition of the existing 4 and 6 Broadgate buildings.  We expect to go fully 

unconditional with UBS before the end of this year.  As Matt said earlier, this letting is a great 

testament to our one-team approach at British Land.  I personally believe few of us could 

have the capability to achieve the same outcome.  For all those reasons, we are confident 

that our development programme will deliver strong returns and significant incremental 

value.  In aggregate, the committed developments will generate a project development yield 

in excess of 7%, including all void costs and tenant incentives, and a cash-on-cash return of 

nearly 10%.   
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The programme has been based on sensible current day value assumptions.  To June, it 

contributed £99 million to NAV.  Based on our valuer’s current day assumptions of £57 per 

square foot average rent and 5.5% exit yield, and net of all notional finance at 6%, which 

totals in the order of £100 million, the developments are expected to deliver a further £164 

million of profit.  We don’t need rental growth to deliver these returns.  However, we do 

believe there is a prospect of more upside to come.  I know you will want to do you own 

numbers, but for ease, I have included a sensitivity matrix here flexing the average outturn 

rents and the up and let cap rate.  I have highlighted the £164 million, which is based on our 

valuer’s current day value assumptions.  I will leave it to you to draw your own conclusions, 

but just to remind you: other than 199 Bishopsgate, our developments don’t complete until 

2013 and 2014.  The values currently don’t reflect the lettings to Aon or Debenhams, nor the 

full benefit of the letting to UBS.  Ladies and gentlemen, thank you.  I am going to hand over 

to Tim. 

 




