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Market Insight | Ground rents uncovered

Ground rent is a regular payment required under a lease from the owner of leasehold 
property, payable to the freeholder.

Analysis of Savills recent residential auction results
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ground rent is created when 
a freehold piece of land or a 
building is sold on a long lease. 
A building can be either sold as 

a single house or divided as flats.

Ground rents were originally the result of 
leases sold by the owners of landed estates 
to speculative builders in the early 1900s, 

o date, ground rent investment 
has been the domain of specialist 
investors who have assimilated 
large portfolios of reversionary 

freehold interests in residential property 
that are occupied by those with long 
leasehold interests.  

Their returns have been generated from a 
combination of the income stream delivered 
by the ground rent, management charges 
and re-charges of block insurance cover, 
and the capital receipts derived from 
leaseholders exercising their rights of 
enfranchisement, whether that be by way 
of a 90 year lease extension or a collective 
acquisition of the freehold interest.

The value of those interests will reflect 
the prevailing ground rent, the capacity 
to increase that ground rent under the 
contractual provisions of the original 
leasehold conveyance and, in cases where 
the outstanding term under the leasehold 
interest is short enough, the reversionary 
value of the underlying asset that gives rise 
to a capital play.

However, given the low rents payable to the 
freeholder and the length of the leasehold 
interest, those values are typically a small 
fraction of the vacant possession value of 
the property concerned.  In the case of 
any interest with say 100 – 120 years, our 
analysis of auction results indicated that 
the purchase price averages between 1% 
and 2% of the underlying capital value of 
the property. 

but are now also a feature of Victorian 
house conversions, apartment blocks and 
modern estates.

Ground rents can also be reversionary 
investments. Most landlords would know 
them if they have invested in “buy-to-let” 
apartment schemes in cities. The individual 
leases provide an annual payment, known 

as ground rent, which in turn provides a 
source of income to the freeholder. It is this 
accumulative long term income stream that 
attracts investors.

The investment value of the ground rent 
income stream can be 1-2% of the gross 
development value of the apartment scheme 
and the payment is usually made annually.

What are Ground Rents?

Expert view from Savills research

More specifically, the analysis of ground 
rents sold at auction shows that the 
proportion of the underlying vacant 
possession of the assets concerned 
increases significantly when the 
outstanding leasehold terms fall to 80 years 
and then again 60 years. 

This is a function of the right provided 
by The Leasehold Reform Act 1993 (as 
amended) for the granting of a new lease 
and the requirement to pay 50% of the 
‘marriage value’ to the freeholder if the 
unexpired lease term is less than the 
statutory limit - 80 years.

The question then, is how to determine 
the returns which such an investment can 
generate. 

To calculate the return, we have ignored 
the enfranchisement potential and 
determined the net present value of the 
rental stream over the period when the 
leasehold interest subsists along with the 
vacant possession value at the end of the 
leasehold term. This indicates that the 
average return generated from such an 
investment is expected to be 4.9% when 
acquired at auction.

The lowest rates of return are generated 
for the interests subject to leases with the 
longest outstanding term – just 3.9% where 
the reversionary period exceeds 120 years. 
In these cases even small changes to 
the sum paid for the interest, can have a 
bearing on the overall return.

Reversion (years)

Table 1: Years to Reversion vs Internal
Rate of Return

Estimate IRR

40 - 60

60 - 80

80 - 100

100 - 120

120+

Grand Total

5.29%

4.69%

5.28%

5.09%

2.82%

4.94%

Evidence from sales of larger portfolios 
offered to the market through private 
treaty, indicate that these have the 
potential to generate greater, as well as 
‘smoother’, returns over the long term with 
the combination of the core rental income, 
insurance re-charges, other fees and fall in 
rate from the enfranchisement receipts. 

For example, holding a small number of 
ground rents is unpredictable in terms of 
when lessees will enfranchise, but a large 
portfolio tends to smooth this over with a 
more predictable ‘fall in rate’. 

Despite greater diversification of property 
specific risk, there is less competitive 
bidding for large lot sizes as these 
necessitate more intensive full time 
management and only appeal to large scale 
equity rich buyers or professional investors 
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with long term funding arrangements in 
place.

Nonetheless a market exists between, 
for example, house builders keen to 
offload assets which are surplus to their 
core business objectives (and in so doing 
generating valuable cash flow), and 
experienced buyers keen to work a model 
which they fully understand. 

In these cases even more complex 
valuation models are required, for example 
to more accurately model the likely flow of 
capital receipts through enfranchisement.

Source: Savills

Graph 1
Years Purchase vs % Vacant Possession Value

The Seller: Banner Homes Group plc

Savills was instructed in the disposal
of a residential ground rent portfolio
comprising 321 properties in 21
locations across south east England.

The portfolio produced an initial 
annual ground rent income of £104,350
with the successful purchaser having
the right to nominate the insurance
provider.

Savills provided investment and
marketing advice and subsequently 
disposed of the portfolio by way of 
private treaty.

The portfolio was sold to The
Freehold Income Trust in December
2008 reflecting a gross yield of circa
6.5%.

The Purchaser: The Freehold Income 
Trust

Savills recently disposed of the Banner 
Homes ground rent portfolio to The 
Freehold Income Trust (“FIT”), an open 
ended unit trust sponsored by Close 
Asset Management Limited.  Here, we 
ask them a few questions about their 
business.

What do you aim to provide your 
investors? FIT provides investors with 
a reliable and stable source of income 
which is derived from its portfolio of over 
60,000 residential ground rents.

Why do you feel people should 
come to you? FIT has weathered the 

Case Study: Banner Homes & The Freehold Income Trust

recent economic storm impressively with 
a successful track record of delivering 
consistent positive returns over its 16 year 
existence.

Who are the typical sellers you buy 
from? The type of sellers that the fund 
generally buys from are house builders or 
other ground rent operators, however it 
doesn’t typically buy at auction because 
due diligence can be problematic. The fund 
acquires ground rents for cash or in return 
for units in the fund if participation in a 
more diversified portfolio is sought by the 
vendor.

What lease lengths do you seek?
FIT buys ground rents with long leases in 
place, typically 99 years or more, with a 

minimum initial yield criteria of 4.25% 
p.a. after all fees and costs.

What is the expected rental uplift?
Over 50% of FIT’s portfolio has some 
form of future rental uplift, including 
stepped, RPI and capital value based 
increases.

What yield movements have you 
seen? Prices in the ground rent market 
have steadily increased over time, as 
both the originators and purchasers of 
ground rents became more aware of 
the intrinsic value of the asset class, i.e. 
the provision of a very long term, secure 
income stream with capital growth 
prospects.
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For further information please contact:

Savills plc
Savills is a leading global real estate service provider listed on the London Stock Exchange. The company established in 1855, has a rich heritage with unrivalled growth. It is a company that leads
rather than follows, and now has over 200 offices and associates throughout the Americas, Europe, Asia Pacific, Africa and the Middle East.

This report is for general informative purposes only. It may not be published, reproduced or quoted in part or in whole, nor may it be used as a basis for any contract, prospectus, agreement or other 
document without prior consent. Whilst every effort has been made to ensure its accuracy, Savills accepts no liability whatsoever for any direct or consequential loss arising from its use.
The content is strictly copyright and reproduction of the whole or part of it in any form is prohibited without written permission from Savills Research.
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Agency Advice
Acquisitions and disposals – Residential 
Investment

Consultancy
Advice and sales acquisitions – building up 
of suitable portfolios long-term and short-
term strategy

Valuation
Portfolio valuation

Savills Residential Investment

Our clients include
Investors
Developers
Property companies
Institutions/Funds (UK & International)
High net worth individuals
Housing associations
Trusts 

National market coverage in a 
niche sector

Tenanted portfolios and buildings 
(assured shorthold tenancies, regulated 
tenancies, houses in multiple occupation)

Medium to long term secured income
streams (leased investments backed by 
residential assets)

Reversionary assets to include: ground
rents, life tenancies, short leases

Management of portfolio break-up

For advice on:
 

Ground rent portfolio disposal
Lease structuring to enhance 
portfolio value
Forward selling ground rent interests
Valuation of ground rent portfolios

Please contact Piers de Winton
 

“More recently, with house builders 
looking at ways to strengthen balance 
sheets, they have seen the disposal 
of their ground rent portfolios as an 
effective means of obtaining a capital 
receipt. With a number of cash rich 
investors, from institutions / funds and 
property companies to high net worth 
individuals looking to add to their ground 
rent portfolios, house builders have 
been able to dispose of their ground 
rent interests within a relatively short 

Piers de Winton - Savills Residential Investment
timeframe. Developers are also becoming 
more ‘savvy’ to the value implications of 
drafting leases in such a way that they are 
more attractive to an incoming ground 
rent investor while not detracting from the 
value of the long leasehold properties that 
they are intending to sell. With developer 
portfolios, advice can be provided prior to 
construction enabling the forward purchase 
of the ground rent interest which can help 
the developer’s cashflow”.

Specialist Agency, Valuation and Consultancy advice for Portfolios, Investments and Reversionary Assets

For further information please go to www.savills.com/residentialinvestment

pdewinton@savills.com
nham@savills.com
ghalsey@savills.com
lcook@savills.com
www.savills.com/residentialinvestment

