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01.

Statement from
Dominic Wright, CEO

Dominic Wright
Group Chief Executive
Riverside Capital

4

Riverside Capital is proud
to present its latest direct
commercial property
opportunity. Against the
backdrop of an increasingly
volatile investment landscape,
this opportunity offers
investors the compelling
combination of strong return
potential and low risk.
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How do we achieve this? By focusing on income-producing UK
commercial property investments, let on long leases to companies
we know inside out. In this case, the portfolio consists of three brand
new hotels, in strong locations, let on 25-year leases to the second
largest budget hotel operator in the UK, Travelodge Hotels Limited.
Adding value for our investors is at the heart of what we do.
We use our expertise and contacts in the industry to source the most
attractive opportunities for our investors. Like this opportunity with
Travelodge, many of these are ‘off market’ and not available to the
wider market.
Finally, when entering into an investment, we always have an
exit strategy. Purchased separately, each hotel is too small for
institutional investors to consider on its own. However, by combining
all three into one opportunity, we can create value by widening the
range of potential investors when we decide the time is right to exit
the investment.
The following pages provide additional details of the opportunity
which, in our view, is well placed to deliver both income and strong
capital growth.
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02.

Key highlights
of the opportunity
An ‘off market’ opportunity to invest in a portfolio of three new-build hotels, let to Travelodge
Hotels Limited (Travelodge) on 25-year leases.
The term of the investment is approximately four years. The average net initial yield*
will be 5.96%.
 otel sector growth: Hotels are gaining wider recognition as a mainstream property
H
investment to complement the traditional sectors of office, retail and industrial. In 2015, hotels
made up 15% of all commercial property transactions in the UK and were the best performing
property sector from 2009-2014, reflecting their growing attraction as an investment.
 udget hotel growth: We expect the budget hotel sector to expand considerably over the
B
next 15 years. Hotel property, especially budget hotels, is therefore expected to continue to
outperform the wider commercial property market.
I ncome growth: Each lease has a five-yearly upward only rent review, linked to the level of
UK inflation. As such, the portfolio should benefit from rising demand for inflation-linked assets
from pension funds, international investors, syndicated investors, family trusts and high net
worth individuals.
 ey locations: Based in Weston-Super-Mare, King’s Lynn and Andover, our analysis of each
K
hotel’s location, local demographics and key macro-economic performance drivers suggest
the portfolio is underpinned by a strong trading outlook.
Tenant strength: Following a change in ownership in 2012, Travelodge’s financial strength has
grown substantially, with year-on-year improvements continuing. Our close relationship with
Travelodge means we understand their strategy and business models, and are confident of
their continuing success.
 ttractive purchase price: Acquiring assets at an attractive purchase price is the first step
A
in adding value to any investment.
 ortfolio uplift: Upon exit, this multi-property portfolio is likely to command a higher
P
price per property than each single property might alone since it will appeal to a wider range
of investors.
Investment will be via a Guernsey authorised and regulated cell of Riverside Capital Protected
Cell Company (PCC) Limited.
*
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Funding
The property purchase cost in February 2016 was £14.76 million. The total cost, which includes
stamp duty, structure set-up costs, fees and working capital, is £17.57 million.
The properties have a valuation as of July 2016 of £15.70 million*.
Funding will be a combination of equity and debt. Riverside Capital will raise equity investment
of £8.72 million, while Royal Bank of Scotland International will provide the debt element
of £8.85 million.
*

This valuation assumes the construction of the hotels is completed.

Total purchase costs

£14.76m

Transaction costs

£2.07m

Working capital

£0.74m

Total

£17.57m

Funded by;
Bank debt

£8.85m

Equity

£8.72m

Total

£17.57m

Key dates
21 October 2016

Closing date

September 2017

Quarterly distribution, equivalent to 5% p.a., to commence

December 2020

Expected sale of portfolio
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Investment returns
Our base case projected IRR* over the four-year term of the investment is 10.30%**, net of all
fees and costs, with the sensitivity analysis suggesting a downside case return of 6.09% and
an upside case return of 14.88%.
Returns will be generated through a blend of income and capital growth.
Income
-- Income is derived from the 25-year, full repairing and insuring leases to Travelodge.
The income is guaranteed by Travelodge and is not dependent on the performance
of the hotels.
-- Income growth is generated from the five-yearly upward-only rent reviews that are linked
to the level of UK inflation.
-- It is intended that a distribution, equivalent to 5.00% per annum, will be paid quarterly,
in arrears, from approximately September 2017 (following expiry of all rent free periods).
Growth
-- The portfolio offers strong capital growth opportunities. In part, this reflects the expected
uplift in the hotel sector from investors looking to diversify their UK commercial property
exposure beyond the office, retail and industrial sectors.
-- Travelodge’s improving financial strength should also generate capital gains. As the company
continues to increase its market share, and the quality of its credit worthiness improves,
the portfolio’s yield should become more compressed.
-- While current levels of inflation are low, we expect a growing demand for inflationlinked assets as investors seek to protect themselves against the long-term inflationary
consequences of the current environment of exceptionally low interest rates and a
de-valued pound.
-- Our intention is to sell the portfolio in, or around, December 2020. This multi-property
portfolio is likely to command a higher price per property than each single property might
alone since it will appeal to a wider range of investors.
*

See glossary of terms on page 34
To be confirmed when revised inflation forecasts are released.

**
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03.

About Riverside Capital
Riverside Capital is an FCA authorised and regulated full-service property investment company.
We provide a platform for professional investors and intermediaries to access and invest in the
UK property market*.
Founded in 2010, to date** we have completed over £1 billion in transactions and have produced
an average uplift in value of 50% on all exits.
Our primary service is direct property investment. We scour the UK property market to offer
investors regular opportunities to invest directly into UK property assets, on a deal-by-deal
basis. Our expertise enables us to access ‘off market’ opportunities that are not available to the
broader market.
Our highly experienced asset management team advises in the purchase of every asset we take
to our investors, and then manages these assets to deliver income and capital growth.
*

 he regulated entity in Riverside Capital group is Riverside Capital Fund Managers Limited, a wholly owned
T
subsidiary of Riverside Capital.

**

July 2016

Our hotel experience
Riverside Capital has substantial experience in hotel investments, having been involved
in the ownership, development and refurbishment of several hotels over the years.
With the hotel sector increasingly seen as a compelling alternative to the traditional property
sectors of office, retail and industrial, we have cultivated close relationships with the
management of many large hotel groups. This enables us to understand their strategies
and business models.
Current hotels within the Riverside Capital portfolio include:
-- Cresta Court Hotel, Altrincham
-- Premier Inn, Camberley
-- Premier Inn, Cleethorpes
-- Travelodge, Torquay
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The opportunity in detail
Our research highlights the opportunity in more detail, including an overview
of the drivers of the hotel sector, and the specific characteristics of the three
properties acquired.

Hotel market
Commercial property has performed exceptionally over the last two and a
half years, with hotels at the forefront of returns. In addition, over the fiveyear period from 2009–2014, UK hotels have achieved strong risk-adjusted
investor returns, outperforming all other UK property sectors (according to
data by GVA).
Hotel returns are being driven by a number of factors, one of which has
been the sector’s acceptance as a mainstream property investment class.
Historically, commercial property investment in the UK has been focused
around three main sectors: retail, office and industrial. However, investment
beyond these sectors has now grown markedly.
Hotel property also offers a number of advantages over other commercial
properties, enabling investors to diversify their property portfolios, and
provide a long-term secure income from a single tenant.
The overall health of the UK hotel sector was confirmed by the increase
in transactional activity, which hit £8.1 billion in 2015, the highest figure
since 2006 according to international real estate advisor Savills. Regional
transactions dominated the UK hotel sector, accounting for 55.6% of the
overall investment total.
Whilst there is likely to be an adjustment in investment inflows over the
short term, continued sterling weakness is likely to support foreign investor
appetite going forward.
We believe the outlook for 2016 remains positive. Whilst most sectors of the
economy contemplate the implications of Brexit, the UK's hotel industry is
expected to be one of the first sectors to see tangible financial benefits from
the referendum result. Julie Palmer, partner at Begbies Traynor, commented:
“With Brexit triggering a weakening of the pound against the Euro, causing
holidays in Europe to become more expensive, the UK’s travel and tourism
industries could benefit further as more Brits choose to holiday at home .”

10
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Budget hotel market
Having delivered strong growth in 2014 and 2015, the budget segment has confirmed its status
as one of the most important segments of the hotel industry. Expanding at 10% per annum,
it is by far the fastest growing.
Growth has been monopolised by Travelodge and Premier Inn. In total, these two operators
account for over 48% of all hotels within the top 20 UK hotel companies. They are also
responsible for over 80% of all new UK hotel bedrooms developed during the last four years.
Travelodge’s 38,500 rooms and 523 hotels give the company a 30% share of the British budget
hotels market, behind Premier Inn, which has more than 650 sites, but ahead of Holiday Inn
Express and smaller independent chains.
UK budget hotels are set to play a big part in the industry over the next 15 years. Leading hotel
consultant, Melvin Gold (of specialist hotel consultancy, Melvin Gold Consulting) predicts
that the sector will grow to 26% of the total accommodation market by 2030. This will be a
considerable increase from the year 2000 when they only represented 3% of the overall market.
The popularity of budget hotels looks set to continue, with over 38,000 rooms in the UK’s active
pipeline, according to the PwC Hotels Forecast 2016, highlighting the strength in customer
demand for low-cost accommodation.
This represents more than half the UK’s active hotel development pipeline. Budget hotels are
therefore well placed to benefit from the expected increase in customer and business demand.

TRAVELODGE AND PREMIER
INN ACCOUNT FOR

48%

OF ALL HOTELS WITHIN TOP
20 UK HOTEL COMPANIES
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The portfolio
Our ability to offer attractive investments is based on our focus on three elements;
income, location and tenant.

Income
The portfolio is comprised of three properties, all of which are let to Travelodge Hotels Limited
on 25-year leases. Details of the individual properties are shown in Table one.
The properties generate a net initial yield* of 5.96% on purchase price, with five-yearly upwardonly rent reviews linked to the level of inflation, either CPI or RPI. Our inflation assumptions for
both CPI* and RPI* can be found in Appendix A.
Each of the assets carries a rent-free period of between four and six months and it is
anticipated that all assets will be fully income producing by the planned distribution date of
September 2017. It is expected that surplus income (after fees and amortisation*) will allow
for a 5.0% annual distribution at this time. This will follow the expiry of all Travelodge
rent-free periods.
Table one

*

Property

Tenant

Price paid

Initial rent

NIY

Bedrooms

Lease start

Lease
expiry

Whirlwind Road,
Weston-SuperMare, BS24 8EE

Travelodge
Hotels
Limited

£5,502,901

£337,680

5.80%

84

28/02/2016

27/02/2041

5 yearly,
upward
only to CPI
(between
1% and 4%)

Kellard Place,
Southgates
Roundabout,
King’s Lynn,
PE30 5BB

Travelodge
Hotels
Limited

£4,070,000

£265,676

6.40%

68

21/11/2016

20/11/2041

5 yearly,
upward
only to RPI

Hawker Siddeley
Way, Andover
Business Park,
SP11 8HT

Travelodge
Hotels
Limited

£5,187,000

£319,200

5.80%

76

15/12/2016

14/12/2041

5 yearly,
upward
only to CPI
(between
1% and 4%)

£14,759,901

£922,556

5.96%

Reviews

See Glossary of terms on page 34
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Location analysis
Analysis of each hotel’s location, local demographics and key macro-economic performance
drivers, suggest that the trading outlook for the portfolio is strong.

King’s Lynn
Andover
Weston-Super-Mare
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Weston-Super-Mare
Whirlwind Road, Weston-Super-Mare, North Somerset, BS24 8EE
The area
Where it is: Weston-Super-Mare, the largest town in north Somerset, is located on the
Bristol Channel Coast, 18 miles south west of Bristol.
Connections: The main station has direct services to London Paddington (2 hours, 6 minutes
travel time) and links to Bristol, Taunton, Cardiff Central, Birmingham and to the north.
Population: 76,143, according to the 2011 Census.
Attractions: Weston-Super-Mare is an increasingly popular tourist destination. Thanks to
its long sandy beach, museums, Grand Pier and renowned aquarium, the area welcomed over
5.5 million visitors in 2014, according to North Somerset Council. A survey by Visit England
placed the pier amongst the top free attractions in the country, and Banksy’s Dismaland art
installation attracted more than 150,000 people (and over £20 million in revenue) last year.
Developments: Since 2000, the town centre and seafront have been undergoing major
regeneration, including the £29 million Seafront Enhancement Project. Further investment
is underway, such as plans for major sports attractions on the edge of town, including the
£50 million Leisure Dome development.

13miles 5.5million
FROM BRISTOL AIRPORT

14

VISITORS IN 2014
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M5

Proposed site
Supply
Pipeline
70

A3

70

A3

A370

WESTON-SUPER-MARE

70

A3

A370

A370

BRISTOL
CHANNEL

Location of
Travelodge site

M5

70

A3

A3

70

A37

1

0

A37

The site
Where it is: The site lies within the Weston Business Quarter, positioned just to the south of the
A371, and midway between the town centre and Junction 21 of the M5 Motorway (approximately
two miles from each).
Developments: The Weston Business Quarter is part of an extensive redevelopment of Weston
Airfield comprising the construction of 900 new homes, a school, a leisure centre, and retail and
office space. A further 1,650 new homes are also currently being considered by the Council.
Connections: The site is just two miles away from the town centre. It sits close to the A371
and the A370, which links directly to the M5 Motorway and nearby M4 Motorway. The closest
train station is a five minute journey away. The rapidly expanding Bristol Airport is also just
13 miles away.
Attractions: The development of the Weston Business Quarter promises many attractions on
the hotel’s doorstep. Popular Marston’s pub, The Landing Light, also sits just opposite the site.
The market
Current supply: Weston-Super-Mare currently has 1,138 hotel rooms. These existing hotels
are mainly situated along the seafront and are older style, independent hotels. Whitbread have
three Premier Inns built between 1996 and 2012, providing a total of 245 rooms to the area.
Demand & opportunity: The recent 21-room expansion of one of the Premier Inn hotels proves
that the sector is not oversupplied. The Travelodge site is in an alternate location to these
competing hotels and will cater to M5 Motorway business traffic, as well as new demand
created by the Weston Business Quarter.
THE PROPERTY INVESTMENT PEOPLE
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King’s Lynn
Kellard Place, Southgates Roundabout, King’s Lynn, PE30 5BB
The area
Where it is: King’s Lynn is a major regional market town in west Norfolk, which sits on the coast
in the middle-east of England, to the north of Cambridge and west of Norwich.
Connections: Rail transport links to Peterborough (65 minutes) in the west and London King’s
Cross (87 minutes) in the south are regular, with three trains an hour to King’s Cross station.
Population: King’s Lynn has population of 42,000 and a catchment of 216,146 people within
20 kilometres.
Attractions: An historic inland port, specialising in bulk liquid and cereal products, King’s Lynn
has more recently become known for Palm Groups new paper mill on the A47, one of the largest
paper production machines in the world. The town is also home to the Wash National Nature
Reserve and the beautiful Heachan beach.
Developments: The town centre also saw a £7 million redevelopment programme in 2011,
greatly improving its retail and parking offering.

87mins 216,146
TO LONDON KING’S CROSS
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PEOPLE WITHIN 20KM
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Proposed site
Supply
R
EAT
GR

Pipeline

RO
IVE
USE

KING’S LYNN

A1

49

A17

Location of
Travelodge site

A47
7

7

A4

A10

A4

The site
Where it is: The site is approximately 0.7 miles from King’s Lynn town centre, situated on the
Southgate Roundabout junction of Nar Ouse Way (A148) and Hardwick Road (A149).
Connections: Hardwick Road is the main arterial route into King’s Lynn from Cambridge,
Bury St Edmunds and Norwich. Train travel from the town centre provides easy access to
London and many other towns.
Attractions: Hardwick Road boasts the main commercial area of the town, with a variety of
retail occupiers in Hardwick Retail Park including Majestic Wine, Halfords, Boots, B&Q and
Curry’s PC World. The site is also adjacent to the popular Gatehouse Pub.
The market
Current supply: There are ten hotels in the King’s Lynn area, providing a total of 461 rooms.
Most hotel rooms are three and four star. The only budget hotel in the local area is a Premier Inn,
comprised of 149 rooms. This hotel underwent a 48-room extension in 2013 and is located on
the junction of the A47 on the outskirts of the town.
Demand & opportunity: The new Travelodge is in a gateway position at the entrance to the
historic town: a more urban location closer to the central railway station and retail parks.

THE PROPERTY INVESTMENT PEOPLE
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Andover
Hawker Siddeley Way, Andover Business Park, Wiltshire, SP11 8HT
The area
Where it is: Andover is a town in the English county of Hampshire. The town is on the
River Anton some 18 miles west of Basingstoke, 18 miles north-west of Winchester and
25 miles north of Southampton.
Connections: Fast London Waterloo rail link via nearby Basingstoke (45 minute journey from
Basingstoke and 66 minutes from Andover).
Populations: Current population of 113,400 (Test Valley Borough Council). Further expansion
expected with 3,500 new homes in the pipeline. Unemployment stands at less than 1%.
Attractions: Andover has been an important military town since 1915. Adjacent to the site
is the Ministry of Defence, the town’s largest employer. Just south is Salisbury Plain,
a key training location for the British Army.

<1%
UNEMPLOYMENT RATE

18

66mins
TO LONDON WATERLOO
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Proposed site
Supply
Pipeline

A338

A34

ANDOVER
A309

3

A30

Location of
Travelodge site
A30

3

A3

43

A303

A34

7

05

A3

The site
Where it is: Andover Business Park is two miles west of Andover town centre, on the southern
side of the A303 at its junction with the A343.
Connections: The proposed hotel site is well-connected by road and rail. The A303 provides
dual-carriageway access to Junction eight of the M3 Motorway nine miles to the east, which
in turn leads to London and the M25 Motorway to the north, and Southampton and the M27
Motorway to the south. Andover Mainline railway station is situated two miles to the east
of the property.
Attractions: The popular Chalkhill Blue restaurant is opposite the site, and a McDonald’s sits
close by just across the A303. Starbucks are also purchasing the drive-thru site next door.
The market
Current supply: There are seven hotels within the Andover area providing a total of 222 rooms.
Most of the hotel stock is three and four star independent hotels. The only other budget hotel
in the town is a Premier Inn with 81 rooms. This hotel was built in 2006 and is very close to the
Travelodge site, which is on the opposite side of the A303.
Demand & opportunity: The Travelodge site benefits from two demand drivers. The first of
these is being available to drivers on the A303, one of the main routes to the Dorset Jurassic
Coast holiday destination. The second is local business, with large occupiers including
Co-op Group, Stannah, and the neighbouring Defence Support Group headquarters being
solid base customers.

THE PROPERTY INVESTMENT PEOPLE
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Tenant: Travelodge Hotels Limited
Travelodge is the second largest hotel brand in the UK with
30.4% of the UK budget hotel sector, compared to 39.6% for
Premier Inn. As of 1 January 2016, Travelodge had 523 hotels,
38,500 rooms and 6,000 employees. More than 16.5 million
people stayed in its hotels in 2015, with 90% of reservations
made through Travelodge.co.uk, making it the UK’s most
visited hotel website, attracting over 1.2 million visits each
week.
From its roots as a roadside hotel chain in the mid-1980s, Travelodge has evolved to become
one of the UK’s largest and fastest growing hotel brands. Today, 58% of Travelodge bedrooms
are in major cities and towns, with approximately 20% being in London.
Recent history
Dubai International Capital (DIC) bought Travelodge for £675 million in 2006 in a highly leveraged
deal that burdened the company with debts of over £1 billion. While the company continued
to perform well during the economic downturn, this level of debt proved unsustainable.
In late 2012, Travelodge entered a company voluntary arrangement (CVA) which cut its debt to
£350 million and bought in new owners, investment bank Goldman Sachs and US hedge fund
groups GoldenTree Asset Management and Avenue Capital Group.
The new owners recognised the damage that had been done to a previously profitable
company by having to divert most of its earnings into interest payments. £100 million was set
aside to completely refurbish and modernise all of Travelodge’s hotels. Taking 34 months,
the refurbishment programme was completed in December 2015.
December 2015 results
Travelodge’s latest financial figures mark a significant turnaround for the company. Since the
CVA, Travelodge has gone from strength to strength, boosted by ever more cost- conscious
businesses and the growth in independent leisure travel.
2015 numbers represented a record-breaking set of financial results, with annual turnover
increasing 12.6% to £559.6m.
Operating profit for the group more than doubled from £30.3m in 2014 to £62.9m last year.
EBITDA was up 58.8% to £105.1m – the highest in Travelodge’s 30 year history.
Net debt has been reduced considerably, falling from over £1 billion at the end of 2011 to £307
million at the end of 2015, while revenue, EBITDA* and RevPar* are on a growing trend
(see Table two).

20
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Table two
Year end
31/12/2015

Year end
31/12/2014

Year end
31/12/2013

Year end
31/12/2012

Year end
31/12/2011

Revenue

£559,600,000

£494,200,000

£432,600,000

£391,400,000

£369,500,000

EBITDA

£105,100,000

£66,200,000

£40,500,000

£29,700,000

£55,400,000

Net debt

£307,400,000

£355,400,000

£336,000,000

£431,700,000

£1,062,800,000

RevPar (Revnue
per average room)

£38.44

£34.24

£29.32

n/a

n/a

SOURCE: Travelodge audited accounts
See glossary of terms on page 34

*

Key financial highlights are as follows:
-- Revenue up 12.6% to £559.6 million (Dec 2014: £497.2 million)
-- EBITDA up 58.8% to £105.1million (Dec 2014: £66.2 million)
-- Net bank debt at £307 million (Dec 2014: £355 million)
-- RevPar up 11.7% to £38.44 (Dec 2014: £34.42)
-- Average room rate up 10.2% to £50.19 (Dec 2014: £45.53)
-- Occupancy up 1% to 76.6% (Dec 2014: 75.6%)

Credit rating
Travelodge currently has a D&B credit worthiness rating* of 5A4. Over the coming months
we expect this risk assessment will improve once KPMG distribute the compensation fund
and the CVA period is formally terminated.
*

See glossary of terms on page 34
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Adding value through forward
commitments and forward funding
The three properties in the portfolio are being acquired via a mixture of two forward
commitments and one forward funding agreement (see Table three). Purchasing the properties
in this way adds value for investors in the opportunity since it allows us to achieve the best
purchase price. While it does involve a slightly higher level of risk compared to buying a
completed development, we mitigate that risk through undertaking extensive due diligence.
A forward commitment arrangement is where a purchaser agrees to buy the property on
completion of the development and once the tenant is in occupation under the lease.
As the developer is totally responsible for the property until it is built and occupied,
a forward commitment is considered a low risk transaction.
A forward funding agreement is where a purchaser agrees to fund the development of the
property from start to finish — which includes purchasing the land. As such, a forward funding
agreement presents slightly more risk than a forward commitment arrangement. However,
the additional risk of forward funding is, in part, mitigated for the following reasons:
-- Riverside Capital’s carries out exhaustive due diligence on both the developer
and contractor
-- Riverside Capital’s knowledge of, and experience in, hotel developments
and similar forward funding agreements

22
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The construction of Weston-Super-Mare completed at the end of February 2016.
The developments at King’s Lynn and Andover are well underway and on time and budget.
King’s Lynn is due to complete on 21 November 2016, whilst Andover is set for completion
on 15 December 2016.
At the October closing date of the investment, the majority of the construction works at the
hotels would have been completed. As such, the forward commitment and forward funding risk
would have been largely mitigated.
Table three
Property

Developer

Structure

Target completion date

Whirlwind Road,
Weston-Super-Mare,
BS24 8EE

CHG Holdings Limited

Forward commitment

Completed

Kellard Place, Southgates
Roundabout, King’s Lynn,
PE30 5BB

Equity Estates

Forward funding

21/11/2016

Hawker Siddeley Way,
Andover Business Park,
SP11 8HT

CHG Holdings Limited

Forward commitment

15/12/2016
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05.

Structure and
financial considerations
We have reviewed the practical information underpinning the opportunity, including how
it is structured and funded, as well as taxation considerations, fees and expected returns.

Structure
Investment in the opportunity will be via a Guernsey authorised and regulated cell of Riverside
Capital Protected Cell Company (PCC) Limited. The PCC is regulated as an Authorised ClosedEnded Investment Scheme by the Guernsey Financial Services Commission (GFSC),
with registration number 2266153.
Offshore investors will invest into the PCC, while UK-domiciled investors will invest directly
into the Scottish Limited Partnership (see Chart one).
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Chart one: The structure of the opportunity

New cell of Riverside Capital
Protected Cell Company (PCC) Limited

Offshore
investors

Riverside Capital
(Travelodge Portfolio 1)
Limited (Guernsey Company)

Riverside Capital
(TVL Portfolio 1)
LP Scottish LP

Riverside Capital
(Andover)
Limited Partnership
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Riverside Capital
(Weston-Super-Mare)
Limited Partnership

UK-domiciled
investors

Riverside Capital
(King’s Lynn)
Limited Partnership
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The Board
The PCC is controlled by a single Board. The Board is comprised of individuals who have been
carefully selected to meet statutory, regulatory and fiduciary requirements. The Board has
appointed Riverside Capital Group Limited as investment and asset advisor. The role of the
investment advisor is to put investment propositions to the Board which, if accepted,
will be promoted to professional investors and intermediaries in various jurisdictions.

Board members
Shelagh Mason
Guernsey-domiciled Director
Shelagh is an English property solicitor with over 30 years’ experience in
commercial property. She is a consultant to Collas Crill, one of the major
Channel Islands legal practices. Having been senior partner at
Spicer & Partners Guernsey LLP she was previously also a senior partner
at Edge & Ellison, responsible for commercial property.
For the 10 years to December 2014, Shelagh was a member of the Board of
Directors of Life Investment Property Income Trust, a property fund listed
on the London Stock Exchange. Shelagh is a non-executive Director of
MedicX Fund Limited, a company investing in primary healthcare facilities,
and of the Renewables Infrastructure Fund, both of which are listed
on the LSE. She is also a Director of PFB Data Centre Fund, Third Point
Independent Voting Company Limited, Apha German Property Income Trust,
The Leadenhall Property Development Company Ltd, which developed the
“Cheesegrater”, and G. Res 1 Limited.
Shelagh is a past Chairman of the Guernsey Branch of the Institute of
Directors, a member of the Chamber of Commerce and the Guernsey
International Legal Association and holds the IOD certificate and Diploma
in Company Direction.

26

THE PROPERTY INVESTMENT PEOPLE

RIVERSIDE CAPITAL | TRAVELODGE INVESTMENT OPPORTUNITY

RIVERCAP.CO.UK

Martin Shires
Guernsey-domiciled Director
Martin is a Director of Intertrust Fund Services (Guernsey) Limited
and Intertrust International Management Limited. He holds a Bachelor’s
degree in Economics, and is a Chartered Accountant and Trust and
Estate Practitioner.
Martin has been resident in Guernsey since 1994. During that time
he has acquired extensive experience in offshore administration and
taxation, particularly in connection with property matters. He is currently
a Director of a number of closed-ended property funds.

Andy Taylor
Representative from Riverside Capital Group Limited
Andy co-founded Riverside Capital in 2010. He is responsible for identifying
new acquisitions, structuring, arranging equity and debt finance for
transactions and overall asset management of the portfolio.
He is also instrumental in identifying investment and joint venture partners
and developing the business through acquisitions throughout the UK and
Channel Islands.
Andy has been a Member of the Royal Institution of Chartered Surveyors
since 1992 and has a BSc in Land Economics.
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How the opportunity will be funded
The purchase cost of the three properties contained in the opportunity is £14.76 million.
Once stamp duty, structure set-up costs, fees and working capital is included, the total cost
rises to £17.57 million.
The properties have a valuation as of July 2016 of £15.70 million*.
*

This valuation assumes that the construction of the hotels is completed.

Table four
Total purchase costs

£14.76m

Transaction costs

£2.07m

Working capital

£0.74m

Total

£17.57m

The opportunity will be funded through a combination of equity and debt. Riverside Capital
will raise equity funding of £8.72 million, while Royal Bank of Scotland International will provide
the debt element amounting to £8.85 million.

Equity investment
Riverside Capital is seeking to raise £8.72 million in equity investment. Equity investment
is available in tranches of £25,000 and upwards.
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Bank loan
Debt terms have been agreed with Royal Bank of Scotland International (RBSI) for a five-year
loan of £8.85 million, which is 60% of the total price of the properties.
The loan will be hedged by way of a swap* to protect the portfolio from potential variations
in interest rates.
The portfolio will be fully cross-collateralised* on completion of the final hotel. Following this,
there will be one loan covering all three properties, rather than a loan for each property.
There is an amortisation* profile of £145,000 per annum.
Table five

*

Loan term

Five years

Initial loan amount

£8.85m (60% loan-to-purchase price)

Amortisation

£145,000 per annum

Interest rate

It is intended that that each of the investment loans will be fixed for their duration
shortly after exchange. We anticipate that the fixed “all in” borrowing rate* will be
in the region of 3.75%-4.0%.

Margin on loan

2.75%

See glossary of terms of page 34
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Exit strategy
The intention is to sell the portfolio to an institutional investor in, or around, December 2020.
The rent at exit will be topped up in accordance with the rent review at year five, which is linked
to the level of inflation (see appendix A).
Our base case assumption for the exit yield is 4.75%, with an upside case exit yield of 4.25%
and a downside case exit yield of 5.25%. These yields are based on our expectations of where
property yields, and hotel yields in particular, will be in 2020.
Given the projected rental growth and expected improvement in Travelodge’s credit worthiness
rating, our target is to secure returns at the upper end of the possible range.

Expected returns
The base case projected return over the holding period is 10.30% IRR*, net of all fees and costs,
with an upside case return of 14.88% and a downside case return of 6.09%. We will update
these figures as new inflation figures are released.
Table six
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Exit yield

Return on equity

IRR

Base case

4.75%

47.14%

10.30%

Upside case

4.25%

73.31%

14.88%

Downside case

5.25%

26.04%

6.09%
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The projected returns are based on the exit yield assumptions stated in the exit strategy
(above). Sensitivity analysis has been used to compare a range of exit yields against inflation,
which has been modelled at -50bps to +50bps either side of our inflation forecasts (see
Appendix). This analysis provides the following range of returns:
Table seven
Exit yield (x-axis) / Inflation (y-axis)

5.25%

5.00%

4.75%

4.50%

4.25%

-0.50%

6.09%

7.78%

9.54%

11.41%

13.37%

-0.25%

6.47%

8.15%

9.92%

11.78%

13.75%

0.00%

6.85%

8.53%

10.30%

12.16%

14.13%

0.25%

7.72%

8.19%

10.68%

12.54%

14.57%

0.50%

7.60%

9.28%

11.05%

12.91%

14.88%

Taxation
Both UK-domiciled and offshore investors can benefit from deductions for property business
expenses and capital allowances. To find out more about the implications this may have for
taxation, please refer to the Q&A section on taxation in the Appendix.
NOTE: Riverside Capital Group Limited is not qualified to give tax advice. You should note that the tax implications of
using the above structure will differ depending on the investor’s individual circumstances. All investors are strongly
recommended to seek their own independent advice on their tax position in the proposed investment vehicle.
* See glossary of terms on page 34
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Fees
Fees relating to the opportunity are automatically deducted from the investment vehicles
shown in chart one on page 27. These include Riverside Capital’s transaction and ongoing fees,
as well as charges relating to the equity investment and annual fees.
Riverside Capital’s transaction and ongoing fees are shown in table eight.
Table eight
Transaction, debt arrangement
and structuring fee

1.50% of the gross asset value of the portfolio.
Riverside Capital fee (£221,399)

Annual asset management fee

0.5% of the gross asset value. Riverside Capital fee initially
(£73,800)

Performance fee

An exit fee or 20% of profits above a minimum hurdle
of 8.0% per annum

In respect of the equity investment, issue costs together with an annual fee will be charged,
and may be paid to third party intermediaries. These are shown in table nine.
Table nine
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Issue costs

3.0% of the initial equity commitments

Annual fee

0.5% of the initial equity commitment
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06.

Risk factors
Forward commitments
Two of the three properties (72.42 % of the portfolio) are being acquired by way of forward
commitment arrangements. This method of acquisition is relatively risk free. A forward
commitment involves an exchange of contracts to commit to buy the property once Travelodge
are in-situ and trading.
Forward funding
It is intended that the King’s Lynn property will be acquired by way of a forward funding
agreement. Forward funding is a commonly accepted method of property acquisition,
particularly in the budget hotel sector.
While a forward funding agreement presents slightly more risk than a forward commitment
arrangement, the additional risk of forward funding is, in part, mitigated by Riverside Capital’s
extensive due diligence on both the developer and contractor, and our knowledge and expertise
in the hotel sector.
Risks and how we manage them
Our in-house project surveyor monitors the developments’ progress, alongside the bank’s (RBSI)
appointed surveyor. Monthly funding payments to the contractor are signed off by the project
quantity surveyor and are subject to the scrutiny of the monitoring surveyors’ of both Riverside
Capital and RBSI. Payments may by withheld if the contractor is behind schedule, or if the work
undertaken is not up to standard.
A downturn in the UK economy or the property market might have an adverse impact on values,
leading to a reduction in demand for commercial property and low rental growth. The portfolio
income has the benefit of upward-only reviews linked to CPI and RPI: it is our experience that,
in an environment of low rental growth, investors are increasingly attracted to assets which
provide stable long-term income with inflation-linked uplifts.
The latest Travelodge results from December show further improvement in trading with EBITDA
increasing by 58.8% since December 2014 and an improvement in the company’s credit
worthiness rating is predicted. However, it should be noted that the value of the portfolio is
inherently linked to the tenant’s credit worthiness.
The current D&B rating has been highlighted on page 21. More challenging lending conditions
could make the sale of the portfolio more difficult due to a lack of debt finance. However,
prudent loan-to-value financing, plus amortisation taking the gearing down to 56% at the end
of the business plan (2020), should enhance the opportunity to refinance if necessary at this
time.
THE PROPERTY INVESTMENT PEOPLE
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07.

Glossary of terms
All-in borrowing rate
The total borrowing rate including all applicable elements, such as fees.
Amortisation
The practice of reducing the value of an asset or a loan in incremental steps.
Consideration monies
The value committed to in a legal contract.
CPI
Consumer Prices Index. The Bank of England’s preferred measure of UK inflation.
It measures changes in the price level of a basket of consumer goods and services purchased
by households.
Cross-collateralised
When the collateral for one loan is also used as collateral for another loan.
D&B credit worthiness rating
A measure of a borrower’s ability to repay debts issued by Dun & Bradstreet. The rating consists
of two parts: financial strength and risk indicator. The financial strength rating runs from 5A to
H, with 5A indicating the most robust financial strength. The risk indicator runs from 1 to 4, with
4 being the highest risk.
EBITDA
Earnings Before Interest, Taxes, Depreciation and Amortisation. A measure of a company’s
profitability that eliminates the effects of financing and accounting decisions.
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IRR
Internal Rate of Return. A measure of the annualised rate of return on a compound basis.
NIY
Net Initial Yield. The current annualised rent, net of costs, expressed as a percentage of capital
value, after allowing for purchase costs.
RevPar
Revenue per average room. A performance metric in the hotel industry, which is calculated by
multiplying a hotel's average daily room rate by its occupancy rate.
RPI
Retail Price Index. An alternative measure of UK inflation, which is used to calculate the
inflation-linked element of index-linked UK government bonds (gilts). RPI includes some
components that are not included in CPI, such as mortgage interest payments.
Swap
A financial transaction where two counterparties agree to exchange cash flows for their mutual
benefit. The most common kind of swap is an interest rate swap: one counterparty will pay away
a floating rate of interest (one that varies according to the level of interest rates) and receive a
fixed rate, and vice versa for the other counterparty.
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08.

Appendix
A: Inflation expectations
The five-yearly upward-only rent reviews on the hotel leases are linked to inflation:
one is linked to the RPI*, and two are linked to the CPI*.
As such, the level of inflation will have an impact on the opportunity’s expected return. Table ten
shows our base case assumptions for RPI and CPI over the expected term of the opportunity.
These have been based on an average of the latest independent forecasts from well-respected
research institutions. We will update these figures as new inflation figures are released.
Table ten
CPI forecast

RPI forecast

2016

1.10%

2.13%

2017

1.75%

2.85%

2018

2.10%

3.10%

2019

2.15%

3.18%

2020

2.13%

3.20%

SOURCE: An average of the latest independent forecasts of RPI and CPI by the following research institutions;
Beacon Economic Forecasting, Cambridge Econometrics, CEBR, Experian and Oxford Economics.
*

See glossary of terms on page 34
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B: Further information on taxation
This section of the appendix provides further details on how property business expenses
and capital allowances can be used to reduce the level of taxation payable on the opportunity.
Q: What are capital allowances and property business expenses?
 apital allowances are elements of plant and machinery that can be used to offset against
A: C
tax. For the Travelodge hotels, these would include expenditure of air conditioning and lifts,
for example.
	
Property business expenses relate to expenses incurred wholly and exclusively for the
purposes of the property rental businesses, such as rates, utilities, insurance and all
fees. For the Travelodge hotels, this is primarily services such as Directors’ fees and
administrator’s fees. These can also be used to offset any tax liability.
Q: How can these benefit UK-domiciled investors in the opportunity?
 K-domiciled investors, who invest in the Scottish Limited Partnership, can use capital
A: U
allowances and property business expenses to offset tax that will occur as a result of any
dividend payment from the opportunity.
	 In effect, this means the distribution is expected to be the equivalent of 5% after tax.
Q: What about offshore investors?
A: O
 ffshore investors, who invest in the Guernsey, authorised and regulated cell of
Riverside Capital Protected Cell Company (PCC) Limited can also benefit.
	Under normal circumstances, offshore investors would be subject to UK income tax of
20% on the PCC’s share of the business profits. However, an initial high-level review of the
expenditure incurred on each property, undertaken by Grant Thornton, would indicate that
the capital allowances available on each property are likely to shield tax charges for the first
five year of any investment in the opportunity.
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Important note
This document has not been approved by any regulatory authority and does not constitute or
form any part of any offer or invitation to sell or issue, or any solicitation of an offer to purchase
or subscribe for, any shares in the company, nor shall it or any part of it or the fact of its
distribution form the basis of, or be relied on in connection with, any contract for such shares.
The document is intended for recipients whom the person making the communication believes
on reasonable grounds to be investment professionals or may reasonably be regarded as
directed only at such recipients. Persons who do not have professional experience in matters
relating to investments should not rely on it.
This document and its contents are confidential. It is being supplied to you solely for your
information and may not be reproduced, further distributed to any other person or published,
in whole or in part, for any purpose.
Any references to particular facts or circumstances set out in this document reflect the
expected position upon publication of the final form Information Memorandum and are not
necessarily accurate at the time of reading.
Reliance on this promotion for the purpose of buying units to which this document relates may
expose an individual to a significant risk of losing all of the property or other assets invested.
The information in this document, which is in draft form, is subject to updating, completion,
revision, verification and amendment.
Recipients of this document who intend to apply for shares in the company following the
publication of an Information Memorandum in final form relating to the company are reminded
that any such application may only be made on the basis of the information contained in such
Information Memorandum which may be different from the information contained in this
document. No reliance may be placed for any purpose whatsoever on the information contained
in this document or on its completeness. No representation or warranty, express or implied,
is given by the company, its directors and proposed directors or advisers as to the accuracy or
completeness of the information contained in this document and no liability is accepted for any
such information or opinions.
Investment involves risks, and past performance is not necessarily a guide to future
performance. Please note that the value of investments and the income from them may go
down as well as up and that you may not get back your original investment. Please refer to
the Information Memorandum for details, including the risk factors. You should ensure you
fully understand the risks associated with the investment and should also consider your own
investment objective and risk tolerance level. If in doubt, please seek independent financial
professional advice from an authorised person specialising in advising on investments of the
kind in question.
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