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THE ROLE OF PROPERTY IN RECESSIONARY CYCLES

To help illustrate the things that we have been talking

about in this report, we developed some scenarios to

use as case studies.

We decided to take ‘typical’occupiers and look at the options

for their property choices.To show how the opportunity for

savings differs across property types, we used similar

company assumptions, tailored a little for the type of

buildings we put them in. Then we looked at two of their

possible options for change.

Four case studies show a range of occupiers and give

you a feel for their choices when it comes to producing

savings. We mostly looked at leasehold occupiers, but

there is a freehold illustration too.

Each case study gives you some information about the

type of occupier and how they use their space; the building

they occupy, its size and equipment.

You can use the case studies:

� to compare yourself as an occupier to see how you
could produce savings

� to compare your building to see how a different
property might produce savings

� to think about the cost–benefit a particular action
might have for your company

� to consider how your procurement processes might
be tailored for the future.

There is a spreadsheet tool that accompanies this report
(available at: www.bco.org.uk) so you can put in some of
your own data and explore the issues.

One word of caution here: these case studies are illustrative
and you should only use them for general guidance.Your
situation will need to be analysed in detail before you
take action.

CASE STUDY ILLUSTRATIONS
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• The options we looked at in this case study were:

Option A – Run it down: assume no significant
investment and no change in the density of
occupation. Negotiate a lower rent in return for a
lease extension of, say, 10 years.

Option B – Refurbish and stay: assume a landlord-
funded refurbishment, in exchange for a higher rent
that recovers, say, 75% of the costs over 10 years.
No change in the density of occupation.

• Company 1 – Central London location.

• Occupier assumed to be a mid-size accountancy,
legal practice, etc. An occupier of this type implies:

– high staff-to-desk ratio of between 1:3 and 1:7;
hot-desk policy

– minimal on-floor storage requirements with
off-floor archive

– cellular offices for partners/directors; remainder
open plan

– higher than average number of meeting rooms of
a variety of sizes; folding partitions for flexibility

– all meeting rooms fitted out to a client-facing
standard; fully integrated IT/AV, dimmer-controlled
lighting

– break-out areas

– on-floor photocopying and vending points

– high-capacity IT infrastructure; Wi-Fi

CASE STUDY 1

Figure 8 Case Study 1: year 1 value measures
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– raised floors for underfloor distribution of cables

– access to common catering facility, gym, etc.

• Existing property:

– leasehold with a break approaching in the next

2 years

– constructed in the early 2000s, large floor plate

that allows flexible layout

– partly glazed (meaning some glass internal

walls); some curtain walling

– building compliant with 2002 Building

Regulations, which relate to energy-efficiency

measures, and so potentially lower running costs

– active chilled beam air-conditioning system

– typical floor plate ca. 15,000–20,000 square feet

– capable of subdivision.

Year 1: The Graphs (Figures 8 and 9)

The charts are based on an occupier perspective. They

look at costs in the first year and compare the current

situation to the options.

Figure 8 looks at the total costs per square metre (the

bars) and per person (the diamonds).

Figure 9 splits the costs into components to show how

they are built up.
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Year 1: Key Points

Option A is the least expensive.

The costs per square metre and per person are similar

in each option (the diamonds are at the top of each bar).

This is because there has been no change in the density

of occupation.

Rent and rates comprise nearly 95% of annual costs for

each option. This demonstrates the fact that a large

percentage of property costs is generated by how much

space you occupy and how many people you put into that

space. In many cases, the way to make big savings is to

take a hard look at how much property you need to occupy.

While slightly more expensive than Current, Option B

offers a better standard of accommodation for only a 3%

rise in annual expenditure. This advantage will depend

on the precise negotiation of refurbishment paid back

through rent.

Year 5: The Graphs (Figures 10 and 11)

The charts are from an occupier perspective and look at

total costs over 5 years for the same options.

Figure 10 shows the cumulative cost for each option.

We are looking to see whether the option that starts out

cheapest remains that way.

Figure 11 shows total costs against a high/low, capital/

revenue scale. The size of the circles reflects the total

cost; the bigger the circle, the higher the cost. Circles

higher up indicate a high revenue cost; those further to

the right indicate higher capital costs.

Year 5: Key Points

Figure 10 shows that Option A is the least expensive over

time and that Current and Option B have similar costs.

In Figure 11, total expenditure (the circle sizes) for each

option is similar, but Option A has the lowest revenue cost.

Option B is the highest circle because this reflects the

rise in rent to cover the refurbishment costs being paid

through increased rent.

The Summary Table

Table 1 examines the costs from an occupier and a landlord

perspective. It looks at the total picture for expenditure/

Figure 9 Case Study 1: year 1 revenue cost breakdown (per square metre)
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Figure 11 Case Study 1: year-5 total cost, capital and revenue
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Figure 10 Case Study 1: 5-year cumulative cashflow
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• The options we looked at in this case study were:

Option A – Intensify use and stay: assume an

occupier-funded refurbishment and a higher density

of occupation that produces a one-third saving in the

amount of space required. Space that is released

from this will be sublet.

Option B – New space, intensive use: move to a

different property with a new landlord and have an

occupation density that requires approximately half

the space than in the Current option. Assume the

new property offers a 2-year rent free period.

• Company 2 – Fringe of city location.

• Occupier assumed to be an architectural- or

engineering-type consultancy practice, etc. An

occupier of this type implies:

– staff-to-desk ratio of between 1:1 and 1:1.25

– mostly open plan, with fewer cellular offices than
the company in Case Study 1

– higher than average number of meeting rooms of
a variety of sizes

– meeting rooms fitted out to a client-facing
standard; only some have integrated AV

– informal space and project rooms

– on-floor photocopying and vending points

– high-capacity IT infrastructure

– underfloor distribution (raised floors).

• Existing property:

– in a leasehold, with a break approaching in the
next 2 years

– 1990s deep plan office; narrow floor plate which
allows some flexibility in layout but less than
Company 1

income for the options over a 5- and a 10-year time period.

Costs are presented as negative figures; income figures

are positive.

An occupier can look at how a particular option impacts

their costs and the landlord’s income. Having an idea of the

landlord’s position gives a starting point for negotiations,

and helps show the scope to balance increases or

decreases in occupier costs.

Summary: Key Points

Option A would only be attractive to the landlord over the

longer term; it is the worst-value option to the landlord

over 5 years.

Option B might be less attractive to the landlord, but

negotiations could stress the value of a sitting tenant

over an empty building.

Case Study Headlines

This is a ‘don’t rock the boat’ case study. Extending the

lease for a lower rent can offer short-to-medium term

savings to the occupier. The question is whether current

accommodation standards are good enough to suffice

for another 10 years. If not, this could be a false economy.

It is a matter of striking a balance between the landlord’s

most attractive and least attractive options with the wish

to avoid a vacant property which could incur lost income

and other costs.

Overall, the two options presented in this case study are

very similar and do not offer much change in expenditure

or in the occupation density.

5-YEAR NET CASH 10-YEAR NET CASH

OCCUPIER LANDLORD OCCUPIER LANDLORD

Current –£5,777,476 £3,412,500 –£12,292,453 £7,787,500

Option A –£5,265,601 £2,900,625 –£11,780,578 £7,275,625

Option B –£5,964,864 £3,100,188 –£11,704,728 £6,700,075

Table 1 Case Study 1: summary table

CASE STUDY 2
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– partly glazed (meaning some glass internal walls);

some curtain walling

– building compliant with 1990 Building Regulations,

meaning lower energy-efficiency standards than

Company 1

– fan coil air conditioning (which is the most

common type)

– typical floor plate ca. 15,000–20,000 square feet

– capable of subdivision.

Year 1: The Graphs (Figures 12 and 13)

The charts are based on an occupier perspective. They

look at costs in the first year and compare the current

situation to the options.

Figure 12 looks at total costs per square metre (the

bars) and per person (the diamonds).

Figure 13 splits the costs into components to show how

they are built up.

Year 1: Key Points

Option B offers the lowest cost by per metre or per person

measures. The per person cost is 16% lower than for

Option A.

The cost of refurbishment pushes up the Year 1 costs for

Option A.

Rent and rates are the highest components of total
costs. They are lowest in Option B because a smaller
property is required.

Year 5: The Graphs (Figures 14 and 15)

These charts are from an occupier perspective and look
at total costs over 5 years for the same options.

Figure 14 shows the cumulative cost for each option.
We are looking to see whether the option that starts out
cheapest remains that way.

Figure 15 shows total costs against a high/low, capital/
revenue scale. The size of the circles reflects the total
cost; the bigger the circle, the higher the cost. Circles
higher up indicate a high revenue cost; those further to
the right indicate higher capital costs.

Year 5: Key Points

Both graphs show that Option B is far cheaper than the
other options.

Figure 14 shows that the Current option becomes more
expensive than Option A after year 3.

Option A starts out more expensive because of the cost
of the occupier-funded refurbishment. It goes down because
of the income received from the sublet triggered by the
higher occupation density.

Figure 12 Case Study 2: year 1 value measures
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Figure 13 Case Study 2: year 1 revenue cost breakdown (per square metre)
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Figure 14 Case Study 2: 5-year cumulative cashflow
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The circles in Figure 15 show that Option A has a high

capital cost but a lower total cost than Current.

The Summary Table

Table 2 examines the costs from an occupier and a landlord

perspective. It looks at the total picture for expenditure/

income for the options over a 5- and a 10-year time period.

Costs are presented as negative figures; income figures

are positive.

An occupier can look at how a particular option impacts

their costs and the landlord’s income. Having an idea of

the landlord’s position gives a starting point for negotiations

and helps show the scope to balance increases or

decreases in occupier costs.

Summary: Key Points

Option B offers significant savings to the occupier over

the other options.

Option B is more attractive to the new landlord, with a

longer lease. This is because of the rent-free period.

Option A could be attractive in the long-term to the

current landlord, as it retains a tenant and does not

sacrifice too much income.

Figure 15 Case Study 2: year 5 total cost, capital and revenue
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5-YEAR NET CASH 10-YEAR NET CASH

OCCUPIER LANDLORD OCCUPIER LANDLORD

Current –£2,574,471 £1,387,500 –£4,948,942 £2,800,000

Option A –£2,317,691 £1,081,780 –£4,381,902 £2,494,280

Option B –£1,035,082 £423,852 –£2,257,815 £1,151,218

Table 2 Case Study 2: summary table
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• The options we looked at in this case study were:

Option A – Refurbish and stay: assume a landlord-

funded refurbishment, in exchange for a higher rent

that recovers, say, 75% of the costs over 10 years.

No change in the density of occupation.

Option B – Move to a business park location: move

to a different property on the town fringe and have a

density of occupation that reduces the space required

by about one-third from the Current option. Assume

the new property offers a 13-month rent-free period.

• Company 3 – town-centre location.

• Occupier assumed to be a small to mid-size legal,

consultancy practice, etc. An occupier of this type

implies:

– low staff-to-desk ratio; somewhere between 1:1

and 1:1.25

– highly cellular and inflexible office space

– average number of meeting rooms, mostly small

– one meeting room fitted out to a client-facing

standard

– other meeting rooms fitted out to an average

standard

– average IT infrastructure (ca. 2 data points per desk)

– perimeter power and data distribution (no raised

floors).

• Existing property:

– in a leasehold, with a break approaching in the

next 2 years

– pre-1940s stone/brick clad

– single-glazed windows

– heated; air handling or unit comfort cooling to

client meeting rooms and IT hub room only

– typical floor plate ca. 5,000 to 10,000 square feet

– not capable of subdivision.

CASE STUDY 3

Figure 16 Case Study 3: year 1 value measures
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Case Study Headlines

Option B could be used as a powerful negotiating tool

with the current landlord. It shows that the occupier

could make significant savings by moving.

This case study shows that having a higher density of

occupation is cost-effective. You have to be sure that

your organisation is ready to work in this style. Mistakes

can be costly and take a long time to solve.
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Year 1: The Graphs (Figures 16 and 17)

The charts are based on an occupier perspective. They
look at costs in the first year and compare the current
situation to the options.

Figure 16 looks at total costs per square metre (the
bars) and per person (the diamonds).

Figure 17 splits the costs into components to show how
they are built up.

Year 1: Key Points

Option B costs least in per square metres and per person
analysis.

The difference in per person costs is striking: Option B
is half the cost per person as Option A.

Rent and rates for Option B are a smaller part of total costs.
This is because it is a smaller property in a fringe location.

Utilities costs will increase in Option B because this
involves moving to an air-conditioned building from a
non-air-conditioned one. But this will be outweighed by
requiring a smaller property.

Year 5: The Graphs (Figures 18 and 19)

These charts are from an occupier perspective and look

at total costs over 5 years for the same options.

Figure 18 shows the cumulative cost for each option.

We are looking to see whether the option that starts out

cheapest remains that way.

Figure 19 shows total costs against a high/low, capital/

revenue scale. The size of the circles reflects the total

cost; the bigger the circle, the higher the cost. Circles

higher up indicate a high revenue cost; those further to

the right indicate higher capital costs.

Year 5: Key Points

Figure 18 shows that Option B is always the least

expensive and Option A always the most expensive.

The gap in costs widens over time.

Figure 19 shows that Current and Option A are very

similar in overall cost and capital expenditure, and that

Option B is much less expensive on all measures.

Figure 17 Case Study 3: year 1 revenue cost breakdown (per square metre)
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Figure 18 Case Study 3: 5-year cumulative cashflow
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Figure 19 Case Study 3: year 5 total cost, capital and revenue
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The Summary Table

Table 3 examines the costs from an occupier and a landlord
perspective. It looks at the total picture for expenditure/
income for the options over a 5- and a 10-year time
period. Costs are presented as negative figures; income
figures are positive.

An occupier can look at how a particular option impacts
their costs and the landlord’s income. Having an idea of the
landlord’s position gives a starting point for negotiations
and helps show the scope to balance increases or
decreases in occupier costs.

Summary: Key Points

Option A is less attractive to the current landlord, but a
negotiating position could be that this type of building

would need to be refurbished for new occupiers if the
current occupier left. This makes it more efficient to keep
existing occupiers, refurbish and save money on vacancy
and other costs such as marketing or legal fees.

Case Study Headlines

This is not a modern building, and this will limit the ability
of the occupier to achieve property efficiencies.

Moving to a new property, even in the same location, is
likely to be less expensive and more flexible.

Option B could be used as a powerful negotiating tool
with the current landlord. It shows that the occupier
could make significant savings by moving.

• The options we looked at in this case study:

Option A –  Intensify use and stay: assume no
refurbishment, but internal moves to achieve a
higher density of occupation that produces a
one-third saving in the amount of space required.
Space that is released from this will be sublet.

Option B – Sale–leaseback and refurbishment:
assume capital receipt to occupier by selling the
property asset and leasing it. Landlord refurbishment
with no change in the density of occupation.

• Company 4 – out-of-town business park location.

• Occupier assumed to be head office or regional
administrative base, etc. An occupier of this type
implies:

– low staff-to-desk ratio of 1:1

– generally open plan; some cellular offices

– full-size hot desks for visiting staff

– average number of meeting rooms of various sizes

– about 50% of meeting rooms fitted out to a

client-facing standard

– on-floor photocopying and vending points

– cafe/canteen provision on site

– average IT infrastructure

– underfloor distribution (raised floors).

• Existing property:

– freehold tenure

– 1990s deep plan office, meaning a large floor

area and flexibility in layout

– partly glazed (some internal glass walls); some

curtain walling

– building compliant with 1990 Building Regulations

– fan coil air conditioning

– typical floor plate ca. 20,000–25,000 square feet

– capable of subdivision.

5-YEAR NET CASH 10-YEAR NET CASH

OCCUPIER LANDLORD OCCUPIER LANDLORD

Current –£1,722,131 £825,000 –£3,344,262 £1,775,000

Option A –£1,836,169 £634,938 –£3,447,337 £1,573,975

Option B –£843,252 £336,583 –£1,753,774 £865,768

Table 3 Case Study 3: summary table

CASE STUDY 4
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Figure 20 Case Study 4: year 1 value measures
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Figure 21 Case Study 4: year 1 revenue cost breakdown (per square metre)
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Year 1: The Graphs (Figures 20 and 21)

The charts are based on an occupier perspective. They

look at costs in the first year and compare the current

situation to the options.

Figure 20 looks at total costs per square metre (the bars)

and per person (the diamonds).

Figure 21 splits the costs into components to show how

they are built up.

Year 1: Key Points

First-year costs are skewed by the sale–leaseback

transaction.The capital receipt makes the cost per person

or per metre very attractive.

The Current option has a higher per metre cost than

Option A, because Option A has a higher density of

occupation and sublet income.

Figure 21 shows how the proportion of property costs

change when rent is required in Option B.

Year 5: The Graphs (Figures 22 and 23)

These charts are from an occupier perspective and look

at total costs over 5 years for the same options.

Figure 22 shows the cumulative cost for each option.

We are looking to see whether the option that starts out

cheapest remains that way.

Figure 23 shows total costs, capital and revenue costs

for the existing building and each option. Income is on

the left side of the chart and expenditure is on the right.

Year 5: Key Points

Option B offers an injection of capital and, for the 5 years

shown, appears ‘free’ to the occupier. This is because

the cash outweighs the annual occupier costs until after

year 5.

After 5 years, Option B begins to incur costs to the

occupier. Eventually, Option B becomes more expensive

than Option A.

Figure 22 Case Study 4: 5-year cumulative cashflow
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–£584,640
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Option A demonstrates that increasing the density of

occupation in existing accommodation can produce savings.

The revenue side of Figure 23 shows that owning always

appears more expensive than leasing. It does not show

the long-term costs involved in owning property, such as

life-cycle maintenance, investment and lack of flexibility.

The Summary Table

Table 4 examines the costs from an occupier and a landlord

perspective. It looks at the total picture for expenditure/

income for the options over a 5- and a 10-year time

period. Costs are presented as negative figures; income

figures are positive.

An occupier can look at how a particular option impacts

their costs and the landlord’s income. Having an idea of

the landlord’s position gives a starting point for negotiations

and helps show the scope to balance increases or

decreases in occupier costs.

Summary: Key Points

In the long-term, Option B becomes less attractive for

the occupier. But the cash injection might suit a company

Figure 23 Case Study 4: 5-year capital vs revenue

–£4,000,000

£0

£0 £1,415,360

£951,689

£3,415,360

–5 –4 –3 –2 –1 0 1 2 3 4

Current

Option A

Option B

Capital Revenue

Income (£ million) Cost (£ million)

5-YEAR NET CASH 10-YEAR NET CASH

OCCUPIER LANDLORD OCCUPIER LANDLORD

Current -£1,415,360 £0 -£2,830,720 £0

Option A -£951,689 £0 -£1,903,377 £0

Option B £584,640 £1,340,000 -£2,830,720 £3,340,000

Table 4 Case Study 4: summary table
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in financial difficulties. The dilemma here is that optimal

sale–leaseback arrangements are normally only available

to companies with good financial health.

Option B assumes that a willing purchaser can be found

to pay the purchase price. This might be tough in the

current market.

Case Study Headlines

This case study shows that cash is king, if you can get

it. But cash (going from freehold to leasehold) is not an

answer to all problems.

The current depressed market means that this is for

companies with a need for cash who will give up the

potential for a future rise in value of the asset by selling

now. Corporate expectations of returns on capital will

also be part of the equation.

The key thing to recognise about this case study is that

it trades one kind of uncertainty for another: owning means

balancing the uncertainty of big, unpredictable property

costs with lower occupation costs; renting means balancing

the uncertainty of rent and service charge increases with

greater flexibility and predictable patterns of expenditure.
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With all the information this report contains, we know it

can be a bit confusing when you are trying to figure out

exactly where you should start for your business.

We have provided a checklist of actions to help you get

started and to help you prioritise what you might want to

do first.

It is important to be clear of what your goals are –

productivity, efficiency, cost cutting or some combination

of the three? Also, be clear about how quickly you need

or want to see results.

The checklist is divided into a number of categories:

� strategic actions that any occupier should consider

� operational actions, likewise

� actions only appropriate for leasehold properties

� actions only appropriate to freeholds.

The checklist is a ‘starter for ten’; remember that other

occupiers would be happy to share their experiences

with you (good or bad) and to offer advice. Good luck!

POINTERS FOR ACTION – WHERE TO START 
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We asked our experts what they thought the future

would be like after the downturn and what lessons would

stick with us when times got better. Their comments can

be grouped under these headings.

The Property Market

A number of things have shifted.

� A two-tier market is re-emerging, with location being

the deciding factor. Prime property in good locations

will retain value, which in this market means losing

value less rapidly. Other property, because of its age,

location or features, will suffer particularly marked

decreases in value, occupation and rent levels.

� Agents may no longer be the providers of choice for

increasingly complex real estate advice. Others are

moving into this sector, such as accountants and

other property advisors. For example, a deregulation

of the legal profession means that lawyers may offer

a wider range of services to compete with agents.

� Expectations are for continued restrictions on funding.

This will depress the market until there are new ways

of developing sites. Occupiers are starting to see

the current way of specifying buildings as expensive

and inflexible. They want to move to a bespoke level

of provision because they think this will be cheaper

as they will only have to pay for what they need.

� Demand for short-term leases will mean that

developers cannot make money out of the types 

of buildings they did before the downturn. Nearly

everyone interviewed expected the length of leases

to shorten and come closer to the European model

of 3-, 6- or 9-year terms.

The Property Function

Our experts thought that property as a function was

coming more onto the radar screens of their Boards and

becoming part of business strategy considerations. The

question for the future is whether this will stick once the

downturn eases.

Business Structures

Office occupiers seem to be evolving to have fewer direct

employees and more contractors or partners. This could

have significant impacts on the amount and nature of

space that companies provide, as well as for the length

of time for which they need space.

The Regulatory Environment

Occupiers expected a tightening regulatory environment,

based around Environmental Performance Certificates,

mandatory green travel plans for employees and the UK

carbon-reduction commitment.This could result in higher

taxes on property that has poor energy efficiency.

Real Estate Outcomes

These are how changes may manifest in reality.

� Greater/more intensive use of technology to reduce the

need for property and drive savings from running costs.

� Greener/leaner: the quickest way to be ‘green’ is to

occupy less space more efficiently in locations near

transport hubs. This also relates to the point above

about technology, which may allow reductions in

space occupied. This produces savings quickly.

� Considering time and travel costs: many occupiers

told us that they were looking at transport nodes for

any new locations and want to reduce employee

journeys to work and the carbon footprint of the

business. They were also seriously cutting back on

long-distance travel to meetings, because of the

cost of time and the improvements in video

conferencing facilities.

� Space standards/densities: occupiers will look at

cost per capita, not cost per square foot. This will

help to show the true cost of occupation and show

how investment in technology can pay off. Rather

than cut additional staff, some of our firms had

moved to working a 9-day fortnight. They felt this

fundamentally changed staff perceptions of ‘my

SIGNPOSTS FOR THE FUTURE 

‘Prediction is very difficult, especially of the future’
(Niels Bohr)
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desk’ within the office and allowed for higher

utilisation. Many of the firms with this working

pattern thought it would continue after the downturn.

� Flexibility of space, durability of fittings: uncertain

times remind occupiers of the value of flexibility in

property. This could mean: flexibility in layout, so

internal moves are cheaper; the possibility to divide

the space for subletting if they downsize; or in adding

more space as growth occurs. Durability reflects the

need for better quality furniture and fittings in response

to higher utilisation. Cheaper furniture will not

necessarily withstand more intense usage.

The Far Future

What changes will actually stick once the economy has

improved and we have survived the downturn? Johnson

Controls described the workplace and worker of 2030 in

their GlobalWorkPlace Innovation report. Some of their

predictions agree with the information our expert

companies provided, such as:

� cities will become more important as places to work

� commercial real estate values will not recover

significantly as fewer people need a physical office

for work

� technology will grow in importance in all areas of work

� an agile/flexible workplace will become the standard.
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