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REAL ESTATE CREDIT INVESTMENTS 
THE MATERIALS CONTAINED HEREIN MAY NOT BE DISTRIBUTED, FORWARDED, TRANSMITTED OR OTHERWISE 
MADE AVAILABLE, AND THEIR CONTENTS MAY NOT BE DISCLOSED, TO ANY US PERSON OR IN, INTO OR FROM 
THE UNITED STATES, AUSTRALIA, CANADA, JAPAN, SOUTH AFRICA OR IN, INTO OR FROM ANY OTHER 
JURISDICTION WHERE TO DO SO WOULD CONSTITUTE A VIOLATION OF THE RELEVANT LAWS OR 
REGULATIONS OF SUCH JURISDICTION. 

Improving returns on new opportunities 
RECI released its quarterly investor update on 17 August and factsheet on 8 
September. This note updates investors with the key developments in both these 
documents. The key messages are i) robust performance of existing portfolio 
through COVID-19, ii) full interest and capital repayments expected on bond 
portfolio, iii) strong volume in investment pipeline, iv) lower-risk business is being 
added, v) pricing on new business 2%-5% above pre-COVID-19 levels like-for-like, 
vi) low gearing, and vii) stable dividends. All this appears anomalous with the 17% 
discount to NAV. 

► Current portfolio: Realised losses have been 1% of NAV, reflecting Cheyne’s 
strong credit assessment and security. Some borrowers have extended facilities 
(at an appropriate interest cost) but, also, there have been early repayments. We 
understand all borrowers are paying in full and on time on their (revised) terms. 

► New business:  Against these realised losses, new business pricing has widened 
and terms have improved. The extra value of new business to be added is likely 
to exceed realised losses, implying that the overall value of the company should 
have risen. This may be valued by investors as stable returns reduce uncertainty. 

► Valuation:  RECI trades at a large discount to NAV, in line with its secured lending 
peers. Its dividend yield, at 9.9%, is the highest of its immediate peers and above 
wider peer averages. RECI showed its confidence with an accelerated dividend 
declaration (3p, unchanged on prior quarter) and “stable” dividends going forward. 

► Risks:  Any lender is exposed to the credit cycle and individual loans going wrong. 
Security is currently hard to value and to crystallise. We believe RECI has 
appropriate policies to reduce the probability of default and the loss in the event 
of default. Some assets are illiquid, and Repos financing has a short duration. 

► Investment summary:  RECI generates an above-average dividend yield from 
well-managed credit assets. Management has confirmed no change to dividend 
policy, showing its confidence in its sustainability. Bond pricing includes a 
discount, reflecting uncertainty, which should unwind when conditions 
normalise. Market-wide credit risk is currently above-average, but RECI’s strong 
liquidity and debt restructuring expertise should allow it time to manage 
problem accounts. Borrowers have, to date, injected further equity into deals.  

Financial summary and valuation 
Year-end Mar (£m) 2016 2017 2018 2019 2020 2021E 2022E 
Interest income 17.7 15.3 18.4 22.3 26.4 32.1 37.6 
Operating income 15.1 15.7 20.6 25.3 -10.4 36.3 42.1 
Management fee -2.0 -2.0 -2.6 -3.0 -4.1 -4.4 -4.6 
Performance fee -0.2 -0.1 -0.3 -0.7 1.0 0.0 0.0 
Operating expenses -3.1 -3.2 -3.7 -4.8 -5.6 -5.4 -5.6 
Total comp. income 8.5 9.1 14.9 19.2 -17.4 30.2 35.8 
EPS (p) 11.7 12.4 13.0 13.1 -8.7 13.7 13.3 
NAV per share (p) 163.2 163.2 164.0 165.1 147.0 148.2 151.1 
S/P premium to NAV  -26% -26% -26% -26% -17% -18% -20% 
Debt to equity  35% 29% 34% 40% 29% 14% 11% 
Dividend (p)  11.6 11.1 12.0 12.0 12.0 12.0 12.0 
Dividend yield  9.5% 9.1% 9.9% 9.9% 9.9% 9.9% 9.9% 
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Important information 
The information contained herein and on the pages that follow does not constitute or form part of an offer to sell or issue, or 
a solicitation of an offer to purchase or subscribe for, any securities to, or for the account or benefit of, US persons as defined 
in Regulation S under the US Securities Act ("US Persons") or persons within the United States, Australia, Canada, Japan, South 
Africa or within any other jurisdiction where such offer or solicitation would be unlawful. 

The Company's securities have not been and will not be registered under the US Securities Act of 1933, as amended (the “US 
Securities Act”), or under any securities laws of any state or other jurisdiction of the United States.  The Company's securities 
may not be offered, sold, resold, taken up, exercised, renounced, transferred delivered or distributed, directly or indirectly, 
into or within the United States or to, or for the account or benefit of, US Persons, except pursuant to an exemption from, or 
in a transaction not subject to, the registration requirements of the US Securities Act and in compliance with any applicable 
securities laws of any state or other jurisdiction of the United States.  There will be no public offer of the Company's securities 
in the United States.  The Company has not been and will not be registered under the US Investment Company Act of 1940, 
as amended (the “US Investment Company Act”) and, as such, holders of the Company's securities will not be entitled to the 
benefits of the US Investment Company Act.  No offer, purchase, sale, exercise or transfer of the Company's securities may 
be made except under circumstances which will not result in the Company being required to register as an investment 
company under the US Investment Company Act. 

The offer and sale of the Company's securities have not been and will not be registered under the applicable securities laws 
of Australia, Canada, Japan or South Africa.  The Company's securities may not be offered, sold, resold, transferred, delivered 
or distributed, directly or indirectly, in Australia, Canada, Japan or South Africa or to any resident or citizen of Australia, Canada, 
Japan or South Africa.  There will be no public offer of the Company's securities in Australia, Canada, Japan or South Africa. 

In addition, in the United Kingdom, the information contained herein and on the pages that follow is being directed only at, 
Qualified Investors (i) who have professional experience in matters relating to investments who fall within the definition of 
"investment professional" in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, 
as amended (the "Order"), or (ii) who are high net worth companies, unincorporated associations and partnerships and trustees 
of high value trusts as described in Article 49(2) of the Order, and (iii) other persons to whom it may otherwise lawfully be 
communicated (all such persons together being referred to as "relevant persons").  Any investment or investment activity to 
which the information contained herein and on the pages that follow relates is available only to and will only be engaged in 
with such persons.  The information contained herein and on the pages that follow must not be acted on or relied on in the 
United Kingdom, by persons who are not relevant persons. 

Potential users of the information contained herein and on the pages that follow are requested to inform themselves about 
and to observe any such restrictions. 

The information contained herein and on the pages that follow may contain forward-looking statements.  Any statement other 
than a statement of historical fact is a forward-looking statement.  Actual results may differ materially from those expressed 
or implied by any forward-looking statement.  The Company does not undertake any obligation to update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise.  You should not place undue 
reliance on any forward-looking statement, which speaks only as of the date of its issuance. 

By reading this report, you represent, warrant and agree that you (1) have read and understood the terms and conditions and 
other information set out above, (2) agree to be bound by its terms (3) are permitted under applicable laws and regulations to 
receive the information contained in the pages that follow and (4) agree that you will not transmit or otherwise send any 
information contained in this report to any person in the United States, to any US Person or to any publication with a general 
circulation in the United States.  If you cannot so certify and agree, you must click the button labelled "Decline" or otherwise 
exit this 
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COVID-19 
August update – key issues 
RECI noted the dramatic impact of the unprecedented fiscal and monetary stimulus 
measures across the UK and Europe. This has created an unprecedented amount of 
money raised for corporate bond opportunities, with record inflows to corporate 
credit funds and a rapid reduction in stress in bank funding. These, in turn, have seen 
a material reduction in yields for corporate bonds – particularly high yield bonds. 
Indeed, junk bonds have rallied by more than 20% from their trough, to leave them 
broadly unchanged on the year, even though they have material energy exposure.  

However, in contrast to the significant reduction in yields for the wider fixed income 
markets, the yields for European real estate debt markets remain persistently wide. 
We believe this is driven by three factors: i) for banks, historical losses mean this is 
an area treated with extreme caution, and so this area will be the last they return to 
aggressively; ii) all funders have typically been focused on managing their existing 
books, devoting more resource to negotiations with borrowers than chasing new 
business; iii) non-bank lenders have not been raising equity/have had their own debt 
financing constrained, and so have not been chasing new business. We expect these 
factors to slowly unwind but, for the moment, they present excellent opportunities 
for those lenders with capacity. 

Company’s recent response to crisis 
Since the May update, the company has made the following comments: 

► “RECI’s borrowers are mainly large, well-capitalised and experienced in dealing 
with periods of stress. Where necessary, RECI has sought a de-risking of its 
position (typically via additional equity capital injections) in exchange for the 
allowance of time and framework to address the ongoing crisis. At present, none 
of the loan book is in material default. We are comfortable that the investment 
book is capable of withstanding a long-term recession brought about by the 
pandemic. We have no concerns with the credit quality of the remaining book. 

► We also are pleased with the continuing timely receipt of interest and 
repayments on loans: 

o Loan three (in the Top 10) partially repaid its balance ahead of schedule, 
realising £8.3m of cash. 

o A further four positions are now expected to repay (in full or in part) over 
the remainder of 2020, providing a further cash inflow in excess of £40m 
to the Company. 

► To this end, the net leverage of the Company today is 5.4% of NAV. 

► The cash balance has risen to £53m as at 31 July 2020. 

► Cheyne Capital has generated a large new pipeline (post May 2020) spanning 
more than 15 deals, which are mainly focused on senior lending at rates that 
are 2%-5% higher than those in its February pipeline, giving an IRR of 10%+ 

► Of these, seven deals (six senior, one mezzanine) are due to close in this coming 
quarter. These deals are underwritten to an LTC of around 60% and returns 
that are more than 10% in each instance. The total commitments across these 

Unprecedented fiscal and monetary 

stimulus 

Impacted many debt markets, but not real 

estate lending, where spreads remain 

wide because of limited supply of finance 

”Successfully engage with its sponsors/ 

borrowers towards further de-risking its 

investment book” 

 

 

 

 

 

 

 

 

 

 

 

“Significantly improve its resilience and 

flexibility to both defend against 

uncertainty and to capitalise quickly on 

opportunities that arise” 

“Identify a new pipeline of investments, at 

significantly improved risk & return 
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improving the income profile of the 
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deals in closing is £305m. RECI is eligible to participate in these deals alongside 
Cheyne Capital. 

► Improve our investor communication and enhanced transparency in our 
reporting, with the detailed review of the loans in the book at our last report, 
and worked on closing the gap between the NAV and share price, which has 
shown some success.” 

Hardman & Co comment: The measures taken are what we would expect – a detailed 
interaction with existing clients to establish their risk profile, and stress-testing their 
cashflow assumptions and actively managing liquidity. The discount to NAV, we believe, 
indicates investor concerns about credit quality, which clearly are not consistent with 
management’s expectations. The statement, “we have no concerns with the credit quality 
of the remaining book”, made after detailed discussions with borrowers and backed by 
actual cashflows from repayments, may help allay some of these concerns. 

Full repayments expected on bonds  
Throughout the crisis, RECI has advised that it expects to receive full repayment on 
both interest and principal on its exposure to bonds. There has been considerable 
sentiment-driven mark-to-market volatility, which RECI’s NAV captures, but, over 
time, full repayment is expected. We understand this does not mean that all 
repayments will be made as originally contracted but, where bond terms have been 
amended (e.g. extended), interest is due on these, re-scheduling at an appropriate 
level for the risk, and this extra interest is expected to be paid.  

Mix of business improving returns 
We understand that new business is 2%-5% above pre-COVID-19 levels for like-
for-like risk.  

The aggregate return will be impacted by changes in the existing book. There will be 
drawing under existing commitments (£5.4m drawn in 1QFY’21) but, relative to new 
commitments, these low-spread drawdowns are expected to be modest. They may 
also be impacted by repayments, and the weighted average life of loans is just 1 
year. We understand that, following the quarter end, the third largest position, a 
mixed-use development asset in London, started repaying ahead of schedule, 
realising £8.3m of proceeds to RECI. Additionally, a further four positions are now 
expected to repay (in full or in part) over the remainder of 2020, providing RECI with 
a further cash inflow in excess of £40m. It is worth noting that, since 2012, all 
realisations have achieved or exceeded expected returns, and this is expected from 
the above deals. 

Low gearing  
Net leverage was reduced from 13.3% of equity at end-March to 6.4% at end-
August. RECI’s current facilities are in Repos where monetary stimulus saw stress 
rapidly removed, and we understand that there is a strong potential supply from the 
existing financer and others. To take advantage of this line, RECI would need to 
invest in bonds (rather than non-repos-able loans), and we understand that the 
pipeline for bond acquisition is strong. Additionally, it is looking to extend the 
duration of its Repos from three months to six months. 

In the past, RECI has also talked about alternative debt financing, including both on- 
and off-balance sheet options. We also understand that RECI is in advanced 
discussions to get long-term, non-recourse financing secured against specific loan 
assets. By way of example, in its July Factsheet, RECI noted the successful financing 
of the loan to the Paris prime residential/retail asset (portfolio position 1).  

“Improve investor communication”  

Hardman & Co comment: focus on 

management’s comment, “no concerns 

with the credit quality of the remaining 

book”, backed by actual cash receipts 

Full repayment expected on bonds, with 

extra interest to compensate where re-

scheduling has occurred 

Improved new business pricing 

Further 10% of lower-margin historical 

business expected to be repaid by end- 

2020. Weighted average life of loans just 

1 year. 

http://www.recreditinvest.com/PDFs/2020/08/FactSheet-07082020.pdf
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We note that, in March, RECI maintained its FX hedges (net cash outflow for margin 
calls £9m) and paid a dividend (cash outflow £7m). The facts that both are 
discretionary and that RECI chose to continue the payments are indicative of the 
confidence it has in own liquidity. 

Stable dividends 
RECI declared its first interim dividend of 3.0p per share for the year ended 31 
March 2021, which was paid on 30 July 2020. Importantly, this was nearly 1.3x 
covered, with a total NAV return of 3.8p in 1QFY’21. 

The company also confirmed that there would be no change to its dividend policy 
for the current financial year ending 31 March 2021, and that it intended to continue 
to pay a stable quarterly dividend. 

Previous resilience of the portfolio  
As can be seen in the updated charts below, consistency of performance has 
continued to be delivered, with sustained stability in NAV (left-hand chart), and two 
thirds of the monthly performance since January 2016 has been between 0.5% and 
0.9% (all five of the past five months have been in the most frequent 0.5%-0.7% 
monthly NAV accretion bucket). RECI has continued to pay a 3p quarterly dividend, 
as it has every quarter since 3Q’17. 

Monthly NAV (p, LHS) and number of months, Jan’16–Feb’20, by monthly return (RHS), both dividend-adjusted 
 

 
 

 

 
 

Source: RECI Factsheets, Hardman & Co Research 
 

We covered the reasons why RECI has delivered such a performance in our initiation 
report. As a brief summary: 

► The manager’s (Cheyne’s) lending culture is hugely important.  

► There is clear independence between risk-sanctioning and deal-origination. 

► The Board is strong, independent and experienced.  

► Property security reduces both the probability of default and the loss in the 
event of default. The weighted average LTV across the whole portfolio is 63%. 
Under 5% of loans are at 80%+ LTV. 

► The portfolio is diversified (now 53 positions). Italy now represents 4.9% of the 
portfolio, down from 7.1% six months ago. 
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https://www.hardmanandco.com/research/corporate-research/7-yield-from-well-secured-property-debt-portfolio/
https://www.hardmanandco.com/research/corporate-research/7-yield-from-well-secured-property-debt-portfolio/
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► Positions appear to be closely monitored once committed. 

► Cheyne gives i) economies of scale, ii) specialist credit and structuring skills, iii) 
access to new deal flow, and iv) market knowledge and relationships. 

► The mix of bonds and loans is likely to provide greater liquidity than a book of 
loans alone. 
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Latest portfolio 
The overall key messages of good diversity, strong asset backing, a balanced 
geographical mix and robust yields all remain unchanged. The bond portfolio risk has 
reduced. The August portfolio key statistics are: 

► The number of positions is 49, with 23 loans and 26 bonds. The top 10 are 
£290m of commitments (£208m drawn), and represent 87% of NAV. 

► The weighted yield is 10.8% (February 2020 8.6%), with an improving weighted 
LTV (63.1% against February’s 64.7%). Of note, the average unlevered yield on 
the bond portfolio is 10.1%, against a low of 3.2% in February 2020.  

► The loan book average life has been gently declining (now 1.0 years, February 
1.3 years), while the life of bonds is 3.6 years (February 1.4 years). The latter 
reflects restructuring, as well as new positions.  

► The UK remains the main exposure.  

           Portfolio concentration by geography (%)                                   Portfolio concentration by asset type (%) 
 

 
 

 

 

Source: RECI August Factsheet, Hardman & Co Research 

Loan portfolio 
The key statistics for the loan portfolio are given below. 

Loan portfolio  
 End-Aug’19 End-Feb’20 End-Aug’20 
Number of assets 17 25 23 
Drawn value (£m) 163.7 311.8 281.2 
Undrawn commitments (£m) 60.1 62.7 58.9 
Weighted average yield  9.2% 8.3% 10.1% 
Weighted average LTV  66% 66% 65% 
Weighted average life (years) 1.6 1.3 1.0 

Source: RECI Factsheets, Hardman & Co Research    

  

UK France Italy Germany Portugal Finland Pan European

Core Core +
Value Add/ Transitional Development de-risked
Development Fit-out Development Groundwork
Real estate Op-co/Prop Co

Key messages of good diversity, strong 

asset backing, balanced geographical mix 

and robust yields all remain unchanged 
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           Loan book LTV breakdown (%)                                                         Loan book sector breakdown (%) 
 

 
 

  
Source: RECI August Factsheet, Hardman & Co Research 

 

Investors should note that RECI re-categorised some self-originated bonds into 
loans in 2020 to improve the transparency of self-originated bonds against third-
party bonds. This has seen growth in retail loans to around a sixth of the loan book, 
having been around 5% at end-February. There is no change in RECI’s exposure – 
just a classification issue. 

Public market bond portfolio 
Bonds invested are typically senior-secured (first-lien) credits, with conservative LTV 
collateralised by core and core+ assets owned by large institutional borrowers. RECI 
actively trades its bond book for relative value, and also for the efficient 
management of liquidity in the company overall. Since earlier in the year, risk has 
been reduced through lower LTVs, while the yield has been improved. 

Bond portfolio  
 End-Aug’19 End-Feb’20 End-Aug’20 
Number of assets 33 28 26 
Fair value (£m) 168.2 99.2 61.5 
Weighted average unlevered yield  6.1% 3.2% 7.0% 
Weighted average levered yield  8.3% 8.5% 11.3% 
Weighted average LTV  61.8% 60.4% 53.3% 
Weighted average life (years) 2.4 1.4 3.6 

Note: There has been a reclassification of some self-originated bonds into loans  
Source: RECI Factsheets, Hardman & Co Research   

Top 10 exposures 
The top 10 positions are detailed below. Eight of the top 10 are senior loans, one is 
a senior bond, and one is a mezzanine loan (number 8). The lower risk profile of 
senior loans is evidenced by the fact there were no writedowns of senior positions 
in March. 
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Top 10 commitments (end-Aug’20) 
 Commitment (£m) LTV (%) Manager commentary 
Paris prime resi/retail 
building 

48.9 67 Income-producing prime central Paris retail and residential (for rent). 

UK mixed-use portfolio 38.0 58 Income-producing granular UK portfolio (mainly residential for rent and 
sale, offices, light industrial). 

London mixed-use 
development  

34.8 45 Completion reached on time in Jun’20. Ongoing partial repayments 
from sales income. Full repayment anticipated ahead of maturity date. 

Lisbon aparthotel 34.6 63 Development in progress. Expected completion early 2022. 
London mixed-use 
development 

27.2 64 Substantially complete (delivery scheduled for Dec’20), partially pre-let. 

Cambridge serviced 
apartments 

25.4 65 Development in progress. Expected completion 4Q’21. 

UK care homes  23.2 73 Stable, income-producing UK care homes. This exposure is a bond. 
UK student housing* 22.4 78 Stable income-producing UK student accommodation assets.  
London office to residential 20.0 36 Development completed. Residential pre-sales at 20%. Commercial 

accommodation fully let. 
Office development in 
Bagnolet, Paris suburbs 

15.0 59 Construction works in progress. Expected completion 4Q’22. 

 *Mezzanine loans; Source: RECI Factsheets, Hardman & Co Research   

We detailed in the section, Nature of borrowers, in our initiation report, RECI’s 
comments on most of these exposures. In terms of additional comment: 

► Paris prime residential/retail building: This property is on one of Paris’s premier 
roads (Avenue Montaigne), where RECI expects market values to be robust. It 
is partially subject to renovation and some delays before it becomes fully 
income-generating, but the documentation includes a make-good clause to 
ensure that the IRR is maintained. As noted above, RECI successfully raised 
external finance secured on this loan. We note that the backer is a high-net- 
worth family, which should be in a position to inject further equity as required. 

► UK/London mixed-use portfolio: We note the quality of the borrower (large 
corporate), the low LTV for senior secured facilities and the mature state of 
assets. 

► Lisbon aparthotel: We note that only a small part of the £35m commitment has 
currently been drawn. The residual amounts are likely to be taken only as the 
business plan progresses, with the amounts drawn down measured against 
“project monitor” reports. The potential cash calls have been fully built into 
projections in RECI’s liquidity modelling. 

► London mixed-use development: We note that the backer is private equity (PE), 
with capacity to make further equity injections, as required, and that the 
development is close to completion.  

► Cambridge serviced apartments: The development is still at an early stage (so 
limited drawdown to date), with material borrower equity already injected. 
Delays to completion may be expected, but we understand that there are make-
good clauses in the contract. We would expect Cambridge to be a relatively 
resilient location.  

► UK care homes: It is currently unclear what the long-term financial dynamics 
for care homes will be in the UK. It is probable that costs will be higher, with a 
greater focus on hygiene, and the appetite over the next few years for families 
to put elderly relatives into a home, given the recent death rates, is unknown. 
Additionally, there is the risk of litigation. There have been multiple press 
comments on care companies fearing bankruptcy (e.g. BBC). For RECI’s specific 
exposure, we note RECI’s comments about dependency on local authority 
payments, good-quality reviews and occupancy remaining over 90%. 

https://www.hardmanandco.com/research/corporate-research/7-yield-from-well-secured-property-debt-portfolio/
https://www.bbc.co.uk/news/health-51934034
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► UK student housing: We note that the LTV is quite high (78%), and it is also a 
mezzanine loan. We believe there are uncertainties, both positive and negative, 
in the near term. Of note, it is unclear how many foreign students will be coming 
to the UK, how much rent will be paid when students are absent from college, 
whether students will take gap years and, as happened post the Global Financial 
Crisis (GFC), how many people will take up further education if there a fewer 
jobs available. We note that the quoted Unite (ticker UTG) has seen its share 
price fall from 1,342p in mid-February 2020 to a low of 634p in mid-March, 
before recovering to 961p currently. We also note the outlook comment, in its 
end-July interim results, with reservations for the 2020/21 academic year at 
84% (2019/20: 93%). It is targeting 90% occupancy for 2020/21, resulting in a 
10%-20% anticipated reduction in rental income compared with 2019/20. We 
believe the Russell Group university exposure is likely to be below-average risk 
for the sector. Management has also commented that its discussions with the 
borrower have included mitigating action, such as offering the accommodation 
on short-term lets, should there be a shortfall of foreign students. We 
understand that the borrower intends, and is currently able, to put in cash to 
ensure that the loan can be kept current through to the next academic year, if 
required. 

► London office to residential: The low LTV should give some protection here. 

► Office development in Paris suburb: This is a new entry in the top 10, and so 
we have given more detail below than for the other exposure: 

o Office investments in the Paris suburbs may well show more resilience than 
the central business district (CBD). Both start from a low supply. However, 
the demand may very well change for ever, due to COVID-19. Occupiers 
will always seek connectivity, but this may now shift to a mix of public and 
private conveyance. Suburbs give attractive, relatively low-rise space, 
helping social distancing for lifts, etc. Despite available supply being at its 
lowest level, take-up for office space in the inner suburbs of Paris is – or 
rather, recently was – close to last year's level (190,000 sq. m. between the 
beginning of 2020 and mid-March 2020, compared with just over 200,000 
sq. m. in 1Q’19). 

o Rents have risen, but not ahead of retail prices, and the market had indeed 
come slightly “off the boil” later in 2019. France has been one of the 
strongest-growing European markets, but office take-up Europe-wide was 
already falling and, in 1Q’20, was ca.30% lower compared with 1Q’19. 
Paris-wide, office supply peaked at 4.05m sq. m. late in 2014. Despite a rise 
in 1Q’20 to 3.0m sq. m., the supply is still below the levels of 2017, let 
alone the 2014 peak. Between 2001 and 2002, Paris office rents fell 14% 
from their all-time high to €510/sq. m. at the end of 2002. CBD rents have 
risen since then, but only in line with inflation, at most. At the start of 2020, 
they were up 15% compared with the 2001 peak, and up 30% versus the 
2004 trough, the low point for the century.  

o In conclusion, the outlook for office rents is unclear, and they are at or near 
a peak. However, the peak is not overly accentuated, and voids and new 
supply are low. Well-connected suburbs may well outperform, but the 
outlook is for rents to fall – we estimate – by 15% to 20% in CBD – maybe 
less in the stronger suburbs. It is visible that there is a floor, and that the 
starting point was of very low supply, all of which help and all of which give 
time to adjust. 

https://www.londonstockexchange.com/news-article/UTG/half-year-report/14632540
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Valuation 
Absolute 
Since the end of February, the NAV has fallen from 166.8p to its current level of 
145.8p, with 6p due to dividends, and realised losses of just 2.1p. Unrealised losses 
account for the majority of the balance and are primarily mark-to-market on bonds, 
where full interest and principal recovery are expected in due course. Despite its 
recovery over recent months, RECI’s share price has fallen by 45.3p (from 166.8p 
on 29 February to 121.5p now). This equates to more than 20x the realised loss. 
This suggests that either investors do not believe the current NAV or that they 
expect future losses, which have not yet been captured by the NAV assessment. 
We believe that the share price recovery reflects increasing investor confidence that 
neither are fair. Over time, further delivery of returns may be expected to reverse 
any residual unjustified sentiment fall. 

We have, in previous reports, considered how the NAV is assessed (e.g. see pages 
23-24 of our initiation report, 7%+ yield from well-secured property debt portfolio, 
published on 28 August 2019). The critical issues are how conservative the culture 
of the organisation is and what independent checks and controls are in place to 
review the process. As we noted in that report, RECI’s approach to both appears in 
line with best practice. We have discussed throughout this report RECI’s risk 
exposures, controls, collection processes and recovery potential.  

To put the discount into perspective, it (£45m) represents a near fifth loss on the 
committed, not even drawn amount, for every one of the top 10 exposures. We 
consider that such a loss rate would be extremely high, given security cover, and we 
would not expect all of the top 10 exposures to simultaneously default.  

Yield 
In its 15 May announcement, RECI brought forward the date of the declaration of 
the fourth interim dividend, declaring a 3p payment (in line with previous quarters). 
The Board confirmed that there would be no change to its dividend policy for the 
current financial year ending 31 March 2021, and that the company intended to 
continue to pay a stable quarterly dividend, i.e. 12p p.a., and a yield of 9.6%, in line 
with the current level. This shows great confidence in its portfolio, cash generation 
and liquidity.  

Relative 
RECI comparisons with a close and broad peer group are given below. The NAV 
discount is now one of the lowest in the close peer group, albeit much higher than 
the wider peers. The dividend yield is the highest. For investors who view the risk 
controls and procedures in RECI as being robust, such a valuation appears 
anomalous. 

Premium/discount to NAV (% LHS) and dividend yield for RECI and selected peers (RHS, %) 

 

 

 
Source: Latest Factsheets, priced at close 11 September 2020, Hardman & Co Research  
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Current NAV likely to be realistic 

Discount equivalent to a fifth loss on 

every one of top 10 positions – unlikely 

given credit assessment and security 

Company indicating stable 12p annual 

dividend 

NAV discount now one of lowest among 

peers. Dividend yield highest. 

https://www.hardmanandco.com/research/corporate-research/7-yield-from-well-secured-property-debt-portfolio/
https://www.londonstockexchange.com/exchange/news/market-news/market-news-detail/RECI/14541249.html
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Financials  
Our profit and loss forecasts have seen a material change since our last report. As 
noted below, we have materially reduced both Repos financing and equity issuance, 
which, combined with writedowns, mean the balance sheet is much smaller. At this 
stage, we have not materially increased the yield, but this is a trend we expect to 
see on re-investment. 

Profit and loss  
Year-end Mar (£m) 2015 2016 2017 2018 2019 2020 2021E 2022E  
Interest income bonds 6.4 4.7 2.6 5.4 6.9 11.5 9.3 3.3  
Interest income loans 9.5 12.9 12.5 12.8 15.2 14.9 22.7 34.3  
Other interest income 0.0 0.1 0.2 0.2 0.2 0.1 0.1 0.1  
Interest income 15.8 17.7 15.3 18.4 22.3 26.4 32.1 37.6  
Net (losses)/gains on investments  -0.1 4.7 4.6 2.8 -0.1 -35.9 4.3 4.5  
Net losses on options 3.2 -1.6 -2.4 -0.9 0.0 0.0 0.0 0.0  
Net gains on foreign exchange instruments 2.6 -5.6 -1.8 0.2 3.1 0.0 0.0 0.0  
Total net gains on fin. assets at FV through 
P&L 

5.7 -2.6 0.5 2.2 3.0 -36.8 4.3 4.5  

Operating income 21.6 15.1 15.7 20.6 25.3 -10.4 36.3 42.1  
Management fee 0.0 -2.0 -2.0 -2.6 -3.0 -4.1 -4.4 -4.6  
Performance fee 0.0 -0.2 -0.1 -0.3 -0.7 1.0 0.0 0.0  
Other operating expenses -4.2 -0.9 -1.1 -0.8 -1.1 -2.4 -1.0 -1.0  
Operating expenses -4.2 -3.1 -3.2 -3.7 -4.8 -5.6 -5.4 -5.6  
Profit before finance costs 17.3 12.0 12.5 16.8 20.4 -15.9 31.0 36.5  
Finance costs -3.5 -3.5 -3.4 -1.9 -1.2 -1.5 -0.7 -0.7  
Net profit 13.8 8.5 9.1 14.9 19.2 -17.4 30.2 35.8  

Note: 2020 estimated, as awaiting annual results. Source: RECI Report and Accounts, Hardman & Co Research    

Hardman & Co adjusted profit & loss  
Year-end Mar (£m) 2015 2016 2017 2018 2019 2020 2021E 2022E  
Statutory profit 13.8 8.5 9.1 14.9 19.2 -17.4 30.2 35.8  
Capital gains & FX movements 5.7 -2.6 0.5 2.2 3.0 -36.8 4.3 4.5  
Profit excluding capital gains & FX mvmts. 8.1 11.1 8.6 12.8 16.3 19.4 26.0 31.3  
Adjustment to performance fee 0.0 0.2 0.1 0.3 0.1 0.5 -0.3 -1.3  
Adjusted profit 8.1 11.3 8.7 13.1 16.3 19.8 25.7 30.0  
Cost of dividend 13.8 8.5 9.1 14.9 19.2 -25.1 -27.5 -28.7  
Statutory cover 5.7 -2.6 0.5 2.2 3.0 -0.7 1.1 1.2  
Excluding capital gains cover 8.1 11.1 8.6 12.8 16.3 0.8 0.9 1.0  

Source: RECI Report and Accounts, Hardman & Co Research    

Our balance sheet forecasts have seen a material change since our last report. We 
have reduced bonds and the associated Repos financing materially, and we do not 
assume that RECI will rebuild these exposures in the next two years. In contrast, we 
do expect further loan growth. This is partially financed by new equity issues (£10m 
1Q’21 and £50m through FY’22). We do not believe RECI will undertake such issues 
at a discount to NAV value. We would hope that the current level of 
uncertainty/lack of visibility may have reduced significantly over the next year, 
allowing the first tentative steps for an equity issuance. 
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Balance sheet  
@ 31 Mar (£m) 2015 2016 2017 2018 2019 2020 2021E 2022E  
Bonds 59.4 39.6 49.8 97.3 163.1 237.6 50.0 50.0  
Loans 87.1 113.2 109.3 148.1 139.4 137.6 325.2 375.2  
Financial assets at FV through P&L 146.5 152.8 159.0 245.4 302.5 375.2 375.2 425.2  
          
Cash and cash equivalents 8.1 5.3 24.9 7.2 38.6 27.0 -2.4 30.0  
Cash collateral at broker 0.0 0.0 0.0 2.4 1.4 25.0 25.0 25.0  
Derivatives 4.8 3.2 0.9 0.2 0.7 0.0 0.0 0.0  
Other assets 3.5 2.5 4.4 4.9 12.0 14.6 14.6 14.6  
Receivable for investments sold 0.0 0.0 0.0 48.1 0.0 0.0 0.0 0.0  
Total current assets 16.4 11.0 30.2 62.8 52.7 66.6 37.2 69.6  
Total assets 162.9 163.8 189.3 308.2 355.2 441.8 412.3 494.7  
          
Current liabilities          
Derivatives 0.5 0.5 0.0 0.0 0.0 6.2 6.2 6.2  
Financing 0.0 0.0 0.0 78.3 100.1 97.0 50.0 50.0  
Cash collateral due to broker 0.0 0.0 0.4 0.0 0.1 0.0 0.0 0.0  
Preference shares 41.7 41.8 41.9 0.0 0.0 0.0 0.0 0.0  
Other liabilities 2.6 2.7 2.7 1.3 1.7 1.5 1.5 1.5  
Total liabilities 44.8 45.0 45.0 79.6 102.0 104.6 57.7 57.7  
Net assets 118.1 118.8 144.3 228.5 253.2 337.2 354.7 437.1  
          
NAV per share (p)  162.3   163.2   163.2   164.0   165.1   147.0   148.2   151.1   

Source: RECI Report and Accounts, Hardman & Co Research    
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the 
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained 
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the 
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or 
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages 
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy 
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute 
investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full 
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities 
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal 
entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide 
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past 
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of 
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no 
scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or 
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative 
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may 
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate 
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be 
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this 
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding 
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this 
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is 
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for 
them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or 
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. 
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of 
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies 
House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about 
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the 
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in 
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate 
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the 
reader of our research to trade through us, since we do not deal in any security or legal entity.  

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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