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Love it or list it:
Brexit, US financial institutions,
and UK real estate

The UK voted to leave
the European Union.
How will this affect US
financial institutions
with UK commercial
real estate?

An introduction
On June 23, 2016, the UK voted to leave the European Union. The economic
and political implications of the British exit from the EU (Brexit) will likely
be significant and long-lasting, and they will be felt far beyond the UK and
EU. The specifics of how the UK will exit the EU will be the subject of
negotiations for at least the next two years, but there are steps to take now.
Learn how Brexit will impact US financial institutions with UK commercial
real estate.
In our paper, “Not just across the pond:
How US financial institutions prepare for
Brexit,” we discussed the broader
implications of Brexit, including how we
ended up here, likely exit scenarios for the
UK and their impact on US financial
institutions, and we examined these
scenarios through their likely effect on key
business functions.1 In this paper, we
continue the series focusing on what Brexit
could mean for US financial institutions with
UK commercial real estate investments and
operations. In other publications, we dig
deeper into sectors within financial services,
including asset and wealth management,
banking and capital markets, and insurance.
In our view, the degree to which individual
US financial institutions with UK real estate
investments and operations will feel the
effects of Brexit will depend on a variety of
factors:


Their exposure to the UK economy



The degree to which they are subject to
the legal, regulatory, and tax
environment within the UK



Their reliance on free movement of
goods and services between the UK and
the EU



The degree to which their business
depends on the free movement of people
between the UK and the EU.

To better understand these factors, this
paper presents a framework for drilling
down into how Brexit will affect specific
areas in your organization. For each
organizational area, we discuss key impacts
and considerations in determining the next
steps for your financial institution.
As you read this paper, remember that we’re
still very much at the start of a long process.
There's a lot of uncertainty about what
comes next: how the negotiations between
the EU and UK will develop, when new
agreements might take place, and what
relationships may develop among the UK
and non-EU countries. Firms should use this
time to plan for a range of scenarios, so they
can make the best of any situation that
arises. They should also keep monitoring the
business and political environment,
assessing the actions of customers,
suppliers, competitors, and regulators, to
keep their plans current.

………………………..…..…

1
For more information on broader US Brexit concerns, visit http://www.pwc.com/brexitus
For more information on the EU referendum, visit http://www.pwc.co.uk/the-eu-referendum.html
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What we know now for real estate
In “Emerging Trends in Real Estate: Europe
2016,” we spoke of a significant
undercurrent of caution across Europe as a
result of geopolitical issues, political
uncertainty, and economic decline
elsewhere. As we saw it then, all of these
could escalate and have an impact on real
estate markets.2 At the time of publishing,
Brexit was only a possibility. Since the
referendum, US real estate firms, REITs,
and other financial institutions with UK real
estate exposure have faced some immediate
challenges.

Immediate responses to Brexit
With the UK real estate market experiencing
some of the highest valuations in recent
times, some UK funds now find themselves
in rapid response mode. At least seven UK
real estate funds that collectively manage
more than $20 billion were forced to use
emergency provisions in their partnership
agreements to temporarily halt
withdrawals.3 These moves made many
investors nervous at the prospect of further
liquidity crunches at funds holding a wide
range of assets. Many UK firms bulked up
cash positions ahead of the referendum for
the purpose of satisfying potential
redemptions. It is now clear that many are
finding that these preparations were far
from sufficient.4 The good news: US
investments in UK REITs are low. And,
many of the UK retail funds have reopened
as the market appears to have gradually
stabilized.5

The rise in foreign direct
investment in the UK
With the benefit of exchange rates since
Brexit, some US real estate funds and other
financial institutions have said now is an
ideal time to invest in the UK, engineering
leveraged bets on commercial property
there. Even after weighing the referendum
result, one large US bank went through with
a $400 million deal for a new headquarters
in the City of London.6 Foreign direct
investment (FDI) may be hampered but it is
by no means cut off. As of now, at least, the
UK remains an attractive real estate market.

Would changes to financial
services (FS) passporting mean
relocation for US institutions?
In determining what to do about possible
changes in passporting rights for banks and
financial institutions in the UK, some firms
have said they will relocate outside of the
country.7 Others are doubling down on their
investments, confident that negotiations will
likely provide a plan for employers.
As these examples illustrate, responses to
Brexit vary among US financial institutions.
Businesses and real estate investors now
need to plan carefully and make measured,
strategic decisions.

………………………..…..…
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“Emerging Trends in Real Estate: Europe 2016,” PwC and Urban Land Institute, January 2016, www.pwc.com.
Ying, Wong Siew. "Frozen UK Property Funds Not Sold to Retail Investors Here," The Straits Times, July 11, 2016, accessed on Factiva on August 8, 2016.
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Rao, Sujata, “RPT-Once Red-hot, UK Real Estate Investments Run into Trouble,” Reuters News, July 8, 2016, accessed on Factiva on August 2, 2016.
5
Bury, Rhiannon. “Put the panic on hold: bricks and mortar can bounce more than investors think,” Sunday Telegraph, August 7, 2016, accessed on Factiva on August 9,
2016.
6
Waller, Martin. “Normal service is being resumed,” The Times, July 19, 2016, accessed on Factiva on August 4, 2016.
7
For more on FS passporting, see “Not just across the pond: How US financial institutions prepare for Brexit,” July 2016, www.pwc.com/fsi.
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Impact of Brexit on US financial
institutions with UK real estate
holdings
Financial institutions headquartered in the
United States have varying degrees of
exposure to the situation in Europe.
Exposures include commercial real estate
holdings such as REITs, branches, call
centers, facilities, and office buildings. We
now examine how these emerging issues will
impact UK commercial real estate
operations or holdings and what US
financial institutions should do to prepare
(see Figure 1).

Figure 1: Several potential effects from Brexit on US multinational financial institutions

Love it or list it:
Brexit, US financial institutions, and UK real estate

3

Affected organizational areas
Knowing how your organization might be
disrupted will help you better understand
how to prioritize and begin to make
contingency plans as needed. For each
organizational area, we discuss key
challenges and opportunities affecting US
financial institutions with UK real estate
holdings. Examining the repercussions of
Brexit at this level of detail can help you
prioritize the key issues and start to uncover
a path forward. We’ve gathered this
information based on multiple client
conversations over many months leading up
to the Brexit vote and the weeks since.
Business models and operations
In the wake of Brexit, liquidity and volatility
issues kept many business leaders awake at
night. Potential declines in UK economic
growth and fluctuating exchange rates may
require changes in business models in the
medium term. Further out, financial
institutions will need to revisit their
business structures to account for changes in
tax codes and the regulatory environment.
Some considerations for commercial real
estate:
 With change comes opportunity for
US financial institutions. As we
discussed in “Emerging Trends in Real
Estate Europe 2016,” the difference
between real estate and bond yields in
European markets—including the UK—
remains attractive for real estate
investment. Brexit hasn’t changed that
sentiment. As such, many US financial
institutions are capitalizing on the
impending change to have an even
stronger involvement in the UK.

include Brexit items such as implications
for contractual positions, Brexit clauses,
and communication strategies. Reports
indicate that a third of commercial real
estate deals either fell apart entirely or
are being renegotiated in light of Brexitrelated considerations.8
 Allay client fears regarding Brexit.
Undoubtedly, investors might be nervous
about Brexit. US financial institutions
should inform clients of the firm’s Brexit
response strategy, educate clients on
Brexit, explain that not much is going to
happen for some time, and discuss new
opportunities presented by the
disruption.
 Time to rethink the facilities plan?
With potential changes to FS passporting
rights, a number of US financial
institutions with UK real estate holdings
might want to look at their overall real
estate portfolio in the context of each
Brexit scenario and how they can
improve their future business model
while minimizing cost and maximizing
opportunity. Depending on the areas
where organizations seek to add
locations, it might become difficult to
find real estate at an affordable price as
the demand in these areas increases.

 Deal or no deal? While a number of
real estate deals have been put on hold
since the referendum, US financial
institutions should understand how they
can keep their UK/EU business running
during a period of prolonged uncertainty.
These “live” deal discussions may now
………………………..…..…
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Nones, Cam. “Daily Wrap: Hammerson reports H1 earnings, eyes secondary listing in South Africa,” SNL Financial, July 25, 2016, accessed on Factiva on
August 2, 2016.
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Risk
Brexit exposes multinational financial
institutions to a variety of new risks and may
require new controls that account for new
pieces of legislation. As a result, US financial
institutions should consider the potential
effects of economic impacts on their risk
profile.
Some considerations for commercial real
estate:
 How do you perform under
pressure? US financial institutions
should perform economic analysis and
stress testing to determine how their
business plan will be most affected by
different Brexit scenarios, specifically as
they relate to areas such as valuations
and rental returns. Firms can use the
results of this testing and analysis, and
some scenario planning around likely
financial forecasts can then be used to
prepare for the post-Brexit future.
 Face volatility in the market. Both
investment volatility and foreign
exchange (FX) volatility will be another
concern for US financial institutions with
UK real estate holdings. These
organizations should consider how
different Brexit scenarios could affect
areas such as investment funding and FX
rates, with the pound decreasing in value
during the referendum aftermath. With
all this volatility, firms should consider if
their hedging is sufficient.
 See contracts clearly. With some
upcoming Brexit-related changes
potentially being significant for US
financial institutions, these companies
should review their contracts. Are there
any at risk of being cancelled due to
materially adverse clauses? If they
haven’t already done so, firms need to
take a detailed inventory of the
conditions that might trigger such a
response so they can understand their
options.
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Treasury
US financial institutions have been handling
liquidity and volatility based on assumptions
made long before the Brexit vote. Treasury
should be prepared for difficulties as the
situation continues to unfold. US financial
institutions should revisit funding
arrangements, credit risk, trapped cash risk,
and the possible triggering of off-balancesheet contingencies.
Some considerations for commercial real
estate:
 Time to revisit financial
arrangements. US financial
institutions will need to revisit their
finance agreements. As discussed above,
they should look at deals underway to
determine if they need to withdraw or
renegotiate prices. Additionally, live
deals may be put on hold during this
uncertainty as companies determine how
much risk they can take on.
 What’s in a value? Market uncertainty
has started affecting balance sheet
valuations as there are greater
differences on price estimates within the
industry. Given that some firms could
need to sell assets in a hurry to meet
redemptions in property funds, US
financial institutions may see distressed
pricing or even fire sale prices in the
market. Benchmarking valuations will be
increasingly important, and firms should
begin thinking through explanatory
paragraphs and discussions with
appraisers and auditors.
 Could global funds be headed this
way? Despite the uncertainty and
market volatility, US financial
institutions may see increased inflows of
global funds if the US market comes to be
seen as more stable and secure than
Europe. This increase is likely to have an
impact on US financial institutions,
regardless of whether or not they have
European holdings.
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Legal/compliance
Regardless of how Brexit plays out, financial
institutions should consider the impact of
the scenarios on key contracts; legal
structures; credit guarantees; client
agreements; contracts with third parties,
suppliers, and employees; and a host of
other issues in the new geopolitical
environment.
Some considerations for commercial real
estate:
 New legislation could change the
way you do business. Each US
financial institution will need to look at
the legal and compliance implications of
Brexit on their business and its
operations. Real estate law in the UK has
largely remained unchanged by EU
legislation over the years. However, how
business is done in the UK may need to
be recalibrated in light of existing EU
legislation being abolished or changed in
a post-Brexit Britain, including building
regulations and migration rules. For
example, consider which pieces of EU
legislation, such as energy efficiency and
energy performance of buildings, are
likely to be retained.
 Revisiting contractual obligations.
Before the referendum, some buyers
made contract provisions allowing them
to pull out if the Vote Leave campaign
succeeded. It’s now time to consider
whether those clauses should invoked—
and if some variation of a Brexit clause
should be added to current deals due to
uncertainty around what’s next. US
financial institutions with UK real estate
holdings will need to analyze debt
arrangements, joint venture
arrangements, tax structures, leases, real
estate bid defense plans, and all other
contractual items to assess how Brexit
may affect their business commercially,
financially, and legally.

Information Technology (IT)
Financial institutions need to understand
how potential Brexit outcomes might affect
their IT environment and the various
interfaces they use to connect systems (both
external and internal). In addition, financial
institutions operating in the UK may no
longer be protected by EU data privacy laws
and may need to bolster practices pertaining
to data privacy and protection.
Some considerations for commercial real
estate:
 Where is your data? The US and EU
recently negotiated a new Privacy Shield
Agreement to govern data transfer. With
Brexit, the UK may no longer be covered
by the agreement, so a new data-sharing
treaty may need to be negotiated with the
US.9 US financial institutions should stay
current on negotiations and the
increasing challenges of managing
multiple agreements, especially as they
consider either relocating or adding
facilities in other countries.
 EU data and location strategy. The
pan-European General Data Protection
Regulation (GDPR) framework, an EU
directive covering a range a privacy
issues, will take effect in 2018.
Depending on where organizations store
data and where their customers are
based, firms might need to adhere to
different standards with the same
applications. Firms with data flowing
through the UK will need to reevaluate
their location strategy to efficiently
comply with rules covering the export of
personal data from within the EU to nonEU nations.

………………………..…..…
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Finance/tax
Brexit presents enormous challenges for
finance and tax executives responsible for
planning, budgeting, and forecasting. In
addition, financial institutions should
evaluate the immediate tax consequences
arising from various exit scenarios. All the
while, financial institutions should
distinguish tax changes they can plan for
from changes that require additional
information to properly execute.
Some considerations for commercial real
estate:
 Time for more due diligence in
commercial real estate lending. In
addition to pricing changes in the UK
commercial real estate market, we have
seen some lenders expressing caution
about funding more transactions. Many
financial institutions are still funding real
estate deals, but they are considering
more due diligence to cover additional
areas such as stress on financial
covenants and credit deterioration.
 Tax law: What will change and
what won’t? US financial institutions
with UK real estate need to stay up to
speed on expected changes to tax law and
should plan for changes in expense
accordingly. Depending on the extent of
these changes, companies will need to be
ready to react and respond as needed.
 Tax implications coming? Although
US financial institutions with UK real
estate haven’t seen an immediate change
to real estate taxes in the form of Stamp
Duty Land Tax (SDLT), or Capital
Allowances, they should consider how
these could change going forward and
what it could mean for building supplies.
 Road bumps ahead? Financial
planning and analysis (FP&A)
processes in limbo. As firms begin to
look beyond immediate contingency
planning, the lack of clarity surrounding
a future UK-EU relationship will cause
headaches for anyone attempting to plan

or model project finance. Firms should
expect to revise and re-revise plans as the
landscape of a post-EU Britain comes
into focus. That said, there’s little
indication that funding will seize up as it
did in 2008, and the ecosystem as a
whole is much better equipped to take
downturns in stride.
Human resources
Brexit may require HR to deal with
increasing organizational complexity while
managing limited resources. If Brexit leads
to new restrictions on travel, it could make a
big difference for how financial institutions
in the UK and on the continent view their
workforce. Financial institutions operating
in the UK should develop a contingency plan
for European nationals working in the UK.
Some considerations for commercial real
estate:
 Attracting and retaining talent. US
financial institutions should think about
how competition for talent—especially
employees with knowledge of valuations,
property management, and rating—may
change if certain EU workers leave due to
Brexit. Organizations may need to take
extra steps to remain attractive to talent
they already have and to future talent
they may need.
 Shift toward working from home.
Another consideration for US financial
institutions is the shift toward working
remotely rather than commuting.10 Do
companies need as much real estate
space if employees work remotely?
Additionally, will passporting (or lack
thereof) be as much of a concern if
employees work remotely? This shift to
working from home could lessen some of
the challenges that come with Brexit and
give companies a good opportunity to
rethink their hiring needs and the extent
that the physical location of employees
matters.

………………………..…..…
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Third-party providers/
supply chain
Many US financial institutions use external
vendors in the UK. In some cases, offshore
vendors and technological solutions can
replace vendors that find themselves
struggling under Brexit’s influence.
Regardless, financial institutions will need
to develop a more permanent solution for
third-party providers by reviewing supplychain and outside vendors.
Some considerations for commercial real
estate:
 Is your supply chain Brexit-proof?
As property investment and economics
change, there will be a domino effect on
those working in the sector and related
services—employees, customers,
suppliers, and shareholders. Firms
should consider if these parties are
prepared to address the real estate
challenges ahead.
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 Development transactions are still
taking place. While many organizations
are waiting it out until negotiations with
Europe are undertaken, firms should
consider what they’ll need from
construction companies and other
commercial contractors if they decide to
move offices or expand them. Whether in
the UK or elsewhere, they should plan
appropriately for construction costs and
inflation. Additionally, they should make
sure that they have the right skilled labor
to complete the development, as the
construction sector could be impacted by
any changes to free movement of people
between the UK and the EU.
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Adapting to a post-Brexit market
Although the UK commercial real estate
market has been affected by the EU
referendum, it remains a strong market for
property investors regardless of whether
they “love it or list it.” While there have been
some challenges with halted transactions
since the vote, we do not view the
referendum as a threat to the deep
fundamentals of the UK commercial real
estate market. Still, firms in this market that
are adjusting to a post-Brexit environment
should expect to put up with medium-term
uncertainty and wrestle with new regulatory
norms as they emerge.
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It is important to remember that the
political environment is changing, and we
expect additional considerations and
opportunities to arise as the situation
evolves. As we get closer to the formal exit
process, expect PwC to issue additional
communications clarifying developments in
negotiations and where we see the
relationship between the EU-UK heading.
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