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Troubleshooting in UK CRE 
The return to the BBC of the Troubleshooter (for those uninitiated a TV series 
where a respected British businessman –in the latest series Lord Digby Jones – 
goes to struggling UK SMEs reviewing their operations and advising 
management how to effect a transformation) offers a timely reminder that 
underperforming real estate, as well as business, can be turned around.  In 
Germany, we have often written on the turnarounds in the Mozart loan in 
TMAN 7, and the TITN 2006-2 transaction as a whole.  However, in the UK 
deeply distressed loans with structural issues have tended to sink rather than 
swim to date – the single borrower transactions REC 6 and EPIC INDU, where 
significant losses reached the Class A, are prominent in our mind in making 
this statement.   

Positive Developments in the Mapeley II loan in DECO 8 suggest a turnaround 
is taking place there and full recovery is now a distinct possibility 
When the Mapeley II portfolio was revalued in August 2012 at GBP 134.3mn, 
reflecting a 44% decline on the previous valuation (conducted at “various” 
dates, reflective of a piecemeal approach to revaluing the 16 assets), full 
recovery on the GBP 189mn loan seemed very low probability.  However, 
through a combination of strategic asset management of the lease profile on 
the part of the asset manager (First Investments) and the Special Servicer 
(Solutus Advisors), supplemented by the upturn in demand for UK 
regional/secondary offices (from CMBS liquidations we estimate prices have 
risen in the region of 10-15% in the past 18 months), full recovery on the 
Mapeley loan now seems a real possibility. 

Tri-Centre, Swindon asset is key to full recovery, in our view 
The second largest asset in the pool, the Tri Centre in Swindon, is the one 
remaining sizeable asset backing the loan whose strategic future is still to be 
addressed.  According to the Transaction’s Offering Circular, the 230,000 Sq Ft 
office is let to Zurich Insurance at GBP 3.82mn pa, with lease maturity in H2 
2016 (though we suspect some of the space is sublet).  The latest investor 
reporting states that the asset manager’s strategy here is to “explore options 
with the main tenant for a lease renewal, then market the asset for sale”.  On 
the first point we think early signs look promising – we note from the local 
press that Zurich has consolidated its operations in the town to this centre and 
is “committed to operating in the town.”  We are also not aware of a pipeline 
of an alternate building coming to development in the town in 2016. 

We calculate recoveries of GBP 218.3mn and full recovery on the GBP 189mn 
loan 
Our analysis (predicated on a successful lease extension at the Tri-Centre) 
predicts recoveries in excess of GBP 218mn and full recovery on the CMBS 
loan.  This would represent a significant turnaround from when the loan 
entered Special Servicing, and a 63% increase in capital value versus the 
August 2012 valuation.  This is significantly in excess of the 4.6% increase in 
capital values in the UK IPD index in the intervening period and our own 
estimation of a 10-15% increase in broader secondary values that we have 
observed from CMBS liquidations (we believe the IPD Index is lagging the 
market).   
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Mapeley – Deco 8 

The Loan 

The Mapeley loan is a portfolio based loan, consisting of 16 offices.  In our 
view the quality of the portfolio can be described as “barbelled” – at one end, 
there is Microsoft’s UK Headquarters in Reading (representing 61% of market 
value of the entire portfolio), the other 15 assets are regional UK offices.  All 
told, we think on average the portfolio could be classified as “good secondary”. 
As we have written before (see for example UK CMBS – A Secondary 
Renaissance -5 September 2013) in our view, compared to prime, such assets 
will be more sensitive to the macro environment, risk appetite and lending 
levels. Moreover, with very few prime properties exposed to structural vacancy, 
to our mind the skill of the asset manager really is key in the secondary sector, 
in terms of initially choosing the right property, to planning (not ignoring) capex 
and anticipating the needs of the tenant base to ensure the lease profile does 
not deteriorate and vacancy rise. 
 
Figure 1: Mapeley Loan (44% of Deco 8) 
 Curr Close

Loan Name Mapeley II Sen LTV 141% 75%

Due 20-Apr-16 ICR 116% 177%

Status Default Occupancy 89% 99%

Sec Loan (GBP mn) 189.2 Weight Ave Lease (Yrs) 5.7 5.6

Junior Loan 0.0 NOI  per Sq Ft 10.21 16.87

Real Estate Sector Office NOI (GBP mn) 12.0 19.9

Last Valued Aug-12 Senior Debt Yield 6.4% 9.5%

Sponsor N/A (Default) Valuation (GBP mn) 134.3 278.1
Source: Deutsche Bank, Investor Reports, Offering Circular 

The History of the Loan 
Following origination in Feb 2006, the loan “ticked along” (albeit via a waiver 
of the LTV covenant until July 2012) until an August 2012 valuation showed a 
move to GBP 143.3mn (more than halving since transaction close), with the 
resultant LTV of 141% breaking the covenanted 90%, and the loan moving to 
special servicing.  It is our understanding (based on a regulatory filing from 
February 2012) that Solutus Advisors are now the named Special Servicer for 
the entire DECO 8 transaction, with the exception of the Fairhold loan, which 
isthe sole remaining loan with a junior loan outside the transaction. 

Where the loan started, where it was, and where it is today 
In our view the significant discrepancy between the portfolios NOI (GBP 
19.9mn) and ERV (GBP 15.7mn) at transaction close was a harbinger of 
potential difficulties ahead, with the math such that the valuation was always 
likely to decline (other things equal) as this excess rental income was 
“consumed” and the portfolio reverted to its market rent.  Such was the path 
of the UK real estate market, and broader economy, that “other things” were 
far from equal and rental values (especially in the regions) significantly 
declined.  An ERV (Estimated Rental Value) for the August valuation has not (to 
our knowledge) been disclosed, but we could easily believe from the more 
rapid decline in the portfolio’s VPV (Vacant Possession Value- GBP 165.7mn to 
GBP 56.4mn) it was significant. 
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Figure 2: Mapeley Loan – An Evolution 
 Closing -May 2006 Transfer to Special 

Servicing -Oct 2012 
Current 

Valuation (GBP mn) 278.10 134.3 134.3 

VPV (GBP mn) 165.70 56.4 56.4 

NOI (GBP mn) 19.90 14.70 12.0 

ERV (GBP mn) 15.7 NR NR 

WAL (Yrs) 5.59 5.8 5.7 

Occupancy 99% 93% 89% 
Source: Deutsche Bank, Investor Reports, Offering Circular 
NR- Not Reported; Valuation not updated since  

Our CRE Troubleshooting Rule #1: Formulate a plan 
In our view the key challenge to face on inheriting an underperforming real 
estate portfolio is one of “drift”, allowing the downward trend to continue, and 
the lease profile to drop off.  In terms of Mapeley, we think the Investor 
Reporting is some of the best in European CMBS for communicating this plan 
(and updates against it), on an asset by asset basis, to investors. 

Clearly the difficulties of introducing Capex lines into CMBS transactions limit 
what can be invested to the excess cash and/or non cash based tenant 
incentives (eg rent fee periods), meaning a greater degree of 
planning/creativity is required in our view, versus, say the workout of a balance 
sheet loan. 

Our CRE Troubleshooting Rule #2: Arrest the slide in Performance 
In our view the number one priority of the plan is to arrest the slide in 
performance, concentrating on keeping existing tenants happy and working on 
extending their leases.  Only when this is under control do we think it prudent 
to start working on assets with structural problems, requiring a “grand 
turnaround” (in our analysis below, we would view the bucket 4 items as being 
in this category). 

In this respect, 18 months into the transfer of Mapeley to Special Servicing, the 
metrics show this stabilisation has occurred, with the WAL remaining broadly 
flat (ie not declining 1.5 years in the intervening period) and occupancy also 
broadly stable.  Note we do not read a great deal into the 18% fall in NOI, both 
due to the reversionary nature of the portfolio, and the potential for rent free 
tenant incentives to dilute the cashflow based figures (ie under accounting 
rules the rent free period wouldbe amortised over the lifetime of the lease, 
whereas a cash flow based figure is impacted 100% up front). 

Situation of the AssetsToday 

Broadly speaking we would “bucket” the assets into 4 categories in terms of 
their present situation: 

Bucket 1/ “The Jewel in the Crown” - Microsoft’s European HQ in Reading   
This asset in our mind is (by a distance) the strongest asset remaining in UK 
CMBS, and at GBP 81.9mn is the only asset in the pool whose individual 
valuation has been disclosed in the investor reporting.  According to 
Propertyweek, in 2010 Microsoft signed a new 15 year lease at a rent of GBP 
5.66mn per year (a 25% reduction on prior levels – though it has always been 
unclear to us if this was a discounted “day 1” rent which steps up, or the 
average for the entire lease). 
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According to the latest (January) investor report, the asset is still being 
marketed for sale with “offers to date in excess of GBP 100mn.”  However, 
“given that this is not a fire-sale scenario”, the marketing period has been 
extended.  In our view this is a sensible position (consistent with Rule #1 
above), juggling the requirement to manage the swap with that of maximizing 
liquidation proceeds.  A sale later this year/sometime next year would, in our 
view, be unlikely to compromise sales proceeds (minor shortening of the lease 
offset by a general upswing in the market) allowing some of the swap to 
amortise. 

Bucket 2/ Leases Tied Up and Property Potentially Ready to Sell 
We have noted from the investor reporting and also the property press positive 
leasing developments on a number of assets.  Specifically: 

 Sussex House, Burgess Hill – according to the investor reporting a new 
lease has been concluded, with the sole tenant (American Express).  
Propertyweek in March reported a 10 year lease had been signed, with 
local press reporting a consolidation of operations into this office, perhaps 
implying a major fit out by the tenant in exchange for a significant rent free 
tenant incentive.  By value this was the fifth largest asset at transaction 
close, so the extension of the lease is a significant development for the 
portfolio, and we estimate the asset has as a consequence increased in 
value significantly versus the 2012 valuation.  Our own estimate is that it 
now would be valued in the low double digits to low teens, based on a 
rental haircut of 30% and a widening of yields to 7-8% 

 Wellington House, Barnsley -  according to the latest investor report the 
building is now “under offer”.  Looking at local press reports, we note the 
local library is to move there for the next few years, presumably supported 
by various ancillary services on a longer term basis.  The “Mapeley 
Gamma” loan in DECO 11 contains two Barnsley properties – one of which 
(Springfield House) we note is available to let1.  Vacant buildings such as 
the these and their like will not be in short supply in Barnsley, so to our 
mind securing a tenant for Wellington House represents a good result; 

 Premier House, Reading – A new lease has been signed with a government 
department. After renovation works, according to the investor reporting; 
the intention is to market the asset for sale; 

 York House, Leicester – Being marketed for sale, following a new lease to 
the local government authority, with investor reporting disclosing current 
bids are c25% above the 2012 valuation.  We would expect the asset to 
sell at a relatively small discount (in monetary terms) to the GBP 3.9mn 
valuation from transaction close in 2006; 

 Orchard House, Blackburn – Fully occupied by the local job centre and 
being marketed for sale2 at GBP 3.25mn (versus the GBP 6.34mn at 
transaction close); 

Bucket 3/ Leasing Still Needs to be Addressed: 
 TriCentre, Swindon – as we stated above, this is the sole “big” asset in 

Mapeley whose lease profile has still to be addressed.  The second largest 
asset in the pool at transaction close, valued at just under GBP 50mn, is let 
on a lease to Zurich Insurance (though we assume from Capita also having 
registered offices at the address, one of the three buildings is sublet).  On 
this, we think there are grounds for cautious optimism – our understanding 

                                                           

1 http://www.lsh.co.uk/commercial-properties/leasehold/offices/springfield-house-barnsley-s70-6hh-
40079?currency=1  
2 http://www.fi-rem.com/wp-content/uploads/2013/05/For-Sale-Orchard-House-Blackburn.pdf  
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is that the centre is now Zurich’s sole location in the town, and according 
to the Swindon Advertiser (September 20, 2012) the insurer is committed 
to operating in the town.  Moreover, we do not see obvious locations for 
either Zurich or their sub-tenants to re-locate to in Swindon – so far as we 
are aware there is no significant pipeline of prime office space scheduled 
for 2016 delivery in Swindon.  Furthermore, the Tri-Centre is relatively well 
developed office space (purpose built for Zurich’s need), with a strong 
location – equidistant between the town’s main shopping area and the 
train station; 

 Oak House, Watford – here the lease ends in 2015, where the current 
tenant has sublet and the obvious strategy is to re-gear the lease with the 
sub-tenant.  In the 2006 valuation, this was the third highest valued asset 
at GBP 22.3mn; 

 Rowland House, Chesterfield – we understand this to be the Royal Mail 
sorting office in Chesterfield.  According to the Investor Reporting, the 
lease expires in November 2016, and talks have commenced on an 
extension.  Given the bespoke nature of the asset, we think there are 
reasonable chances of renewal.  At transaction close, this was the fifth 
largest asset by value at GBP 18.9mn; 

 For the smaller assets we would bucket Southgate House, Gloucester 
(Valued at GBP 14.8mn at transaction close – latest status that leases on 
some floors now addressed, others to be so), Verney House, Aylesbury 
(Valued at GBP 3.6mn at transaction close – latest status as completely 
vacant, and alternate uses to be considered if this does not change), Hyde 
Park House, Ipswich (Valued at GBP 3.8mn at transaction close), Gwent 
Consultancy Office (Valued at GBP 4mn at transaction close) and 
Francombe House, Worthing (Valued at GBP 3.85mn at transaction close). 

Bucket 4/ Weaker Assets where leasing options are limited 
We think there are two “problem assets” in the portfolio. 

 In the case of Stirling House, Glasgow, as the Investor Report makes clear, 
the asset is vacant and in an area of high vacancy.  Valued at GBP 3.7mn 
at transaction close, we doubt the asset is worth much today; 

 Friars House, Coventry – we view this as a problematic asset, and 
effectively 70,000 Sq Ft of real estate in search of a business model. An 11 
floor office in Coventry, with high (but not full) vacancy, and therefore 
currently offering neither a development project or real estate investment.  
This was valued at GBP 13.1mn at close – we suspect the optimal strategy 
is likely to revolve around the first option laid out in the investor report of 
“explore planning options for alternative use, likely student 
accommodation or residential….”  It is difficult to assign an exit value, 
other than we expect it to be significantly lower than that of 2006 and 
conservatively estimate a figure in the low single digits; 
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Figure 3: Mapeley Loan – The 16 Assets 
Property Name Location Type NLA Sq Ft MV at Close 

(GBP mn) 
VPV at Close 

(GBP mn) 
Purchase 

Price (GBP 
mn) 

WA Lease 
to 1st Break 

at 
Transaction 

Close 

Current 
Valuation 
(GBP mn) 

Tenant Current Investor Report Status 

Microsoft Campus Reading Office 246,004 102.25 60.00 104.30 1.7 81.9 Microsoft Marketd for sale with, offers in 
excess of GBP 100mn 

Tri Centre Swindon Office 232,631 49.56 17.92 47.33 10.4 NR Zurich Explore options with the main 
tenant for a lease renewal, then 

market the asset for sale 

Oak House Watford Office 55,874 22.33 11.90 22.25 9.7 NR Rhodia UK Ltd The sole tenant has sub-let the 
majority for the space. Looking to 

agree reversionary leases 

Rowland House Chesterfield Office 100,925 18.92 12.75 19.68 10.6 NR Royal 
Mail/Post 

Office 

The current lease expires in 
November 2016. Initial contact is 

being made with the sole 
occupier to seek to re-gear the 

lease and provide a longer 
weighted average lease term 

Sussex House Burgess Hill Office 100,152 17.30 14.00 17.30 2.2 NR American 
Express 
Services 

Europe Ltd 

The lease re-gear has been 
agreed and sole tenant will 

undertake extensive and much-
needed CAPEX works as part of 

the new lease agreement 

Southgate House Gloucester Office 98,102 14.75 10.00 14.75 3.5 NR Unknown/Vac
ant 

Aim to increase occupancy levels, 
stabilise income, and subsequent 

marketing for sale 

Friars House Coventry Office 68,643 13.10 8.50 12.80 9.2 NR Unknown/Vac
ant 

Explore planning options for 
alternative use, likely student 

accommodation or residential, 
whilst exploring relet potential. 
This asset is one of the more 
prominent office buildings in 

Coventry 

Orchard House Blackburn Office 34,707 6.34 5.40 6.20 11.9 NR DWP The property is fully occupied and 
is being marketed for sale 

Llantarnam Park Cwmbran Office 34,745 5.73 4.00 5.73 6.2 NR Unknown/Vac
ant 

There are a number of parties 
interested in space at the property 

with strong occupier interest 
being shown. 

Wellington House Barnsley Office 44,702 4.55 2.90 4.53 6.3 NR Unknown/Vac
ant 

The whole of the building is now 
under offer and solicitors 

instructed under three separate 
commercial leases 
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Premier House Reading Office 19,127 4.40 3.25 4.33 4.0 NR Secretary of 
State 

A new lease has been signed with 
The Secretary of State which 
includes tenant refurbishment 

work, thereafter the asset will be 
marketed for sale. The tenant is 

currently undertaking the 
refurbishment works 

York House Leicester Office/Retail 40,470 3.90 3.00 3.90 5.8 NR Leicester City 
Council 

York House is being marketed for 
sale following completion of a 

new lease to Leicester City 
Council for 10 years. Offers 

received to date have been circa 
25% above current market value 

21 Farncombe Rd Worthing Office 27,801 3.85 2.80 3.85 2.6 NR HSBC Real 
Estate Team 

Exploring options to re-gear the 
lease with the sole occupier, 

initial terms being discussed at 
this stage 

Hyde Park House Ipswich Office 28,036 3.77 3.20 3.72 2.7 NR Unknown/Vac
ant 

Terms are now in discussion with 
two parties for the ground and 

first floor space, however 
refurbishment works will be 

required by both. Initial CAPEX 
provision have been agreed to 
refurbish the common parts to 
improve lettability of the asset 

Stirling House Glasgow Office 21,478 3.70 2.88 3.69 3.8 NR Unknown/Vac
ant 

The asset is vacant and based in 
an area of high vacancy. Leasing 
efforts are underway, however 
consideration needs to be given 
to selling the asset with vacant 

possession. 

Verney House Aylesbury Office 26,917 3.63 3.20 3.56 7.4 NR Unknown/Vac
ant 

The asset is being marketed for 
lease. Pending the outcome of the 
marketing period, investigations 

may be carried out into alternative 
use options , as planning 

permission for residential use may 
be possible. 

 1,180,314 278                  166       278 
Source: Deutsche Bank, Offering Circular, Investor Reports 
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Summary of our “Buckets” and DB Estimated Value 
Our estimation of value and the buckets of each asset is summarised below.  
For those assets where we assume leases are extended/leases are in place, we 
assume rental haircuts of 30% discounted at yields in the range of 7-8%, with 
the exception of the Microsoft asset in Reading, where we are guided on the 
reports of offers already received “in excess of GBP 100mil”. 

Figure 4: Mapeley – Bucket Summary and DB Recovery Estimates 
 2006 MV (GBP mn) 2013 MV (GBP mn) DB Recovery Est (GBP mn) Assumption 

Bucket 1     

Microsoft Office, Reading 102.25 81.92 105  

Bucket 2     

Sussex House, Burgess Hill 17.30 NR 13.5  

Wellington House, Barnsley 4.55 NR 2.9  

Premier House, Reading 4.40 NR 2.9  

York House, Leicester 3.90 NR 2.6  

Orchard House, Blackburn 6.34 NR 3.7  

Bucket 3     

Tri-centre, Swindon 49.56 NR 38.2 Leases Extended 

Oak House, Watford 22.33 NR 15.4 Leases Extended 

Rowland House, Chesterfield 18.92 NR 12.1 Leases Extended 

Southgate House, Gloucester 14.75 NR 10.3 Leases Extended 

Verney House, Aylesbury 3.63 NR 0.5 Sold as development 
opportunity 

Hyde Park House, Ipswich 3.77 NR 2.7 Leases Extended 

Gwent Consultancy Office, 
Cwmbran 

5.73 NR 2.8 Leases Extended 

Francombe House Worthing 3.85 NR 2.8 Leases Extended 

Bucket 4     

Friars House, Coventry 13.10 NR 2.4 Sold as development 
opportunity 

Stirling House, Glasgow 3.70 NR 0.4 Sold as development 
opportunity 

              278.08  218.3  
Source: Deutsche Bank, Offering Circular 
NR-Not Revealed 

Our estimate of value of GBP 218.3mn compares to the loan balance of GBP 
189.2mn, the August 2012 valuation of GBP 134mn and the GBP 17.6mn 
indicative swap breakage reported on the January investor report.  In reality 
we think property sales will be skewed towards the April 2016 loan maturity, 
and hence realised swap breakage will be a fraction of this number  

Comparison versus UK IPD Capital Values 
Between August 2012 (date of the last valuation of the Mapeley portfolio) and 
March 2014, UK Commercial Property Prices advanced 4.6% according to the 
IPD Index.  As we have written before, based on our observation of liquidated 
CMBS portfolios, we believe the index is lagging the market, and prices have 
increased in the region of 10-15% since early 2013.   

Our own valuation assumption above implies a 63% increase in value since 
August 2012 ie significantly in excess of both the IPD index and our own 
estimate of the broader rise in the UK market.  While work still needs to be 
done on completing the lease extensions for the assets we categorise in 
“Bucket 3”, we believe there are grounds to be cautiously optimistic that the 
letting activity will take place.  Either way, we think the loan will be recovered 
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in full, with the variance being the size of the distribution to the equity holder.  
The long cycle of UK Real Estate markets (typically 15-20 years) makes it likely, 
in our view, there will be future market driven capital value growth going 
forward, which we prudently do not include in our calculations. 

Risk Factors 
Risks to our analysis are that letting activity does not pan out as we envisage 
(in particular at the Tri-Centre in Swindon), and broader macro factors 
impacting the wider UK CRE market. 
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Important Disclosures 
 
Additional information available upon request 
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research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr 
 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, 
the undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation 
or view in this report. Paul Heaton 
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Risks to Fixed Income Positions 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise 
to pay fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash 
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flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a 
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the 
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse 
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation 
(including changes in assets holding limits for different types of investors), changes in tax policies, currency 
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and 
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to 
FX depreciation, or to specified interest rates - these are common in emerging markets. It is important to note that the 
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended 
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon 
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is 
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be 
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options 
in addition to the risks related to rates movements. 
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