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Welcome to the Spring 2010 Haiy 2 F . UKa
property bulletin. Two months into 2010 the commercie
property marketrecovery moves onlf 2009was largelyan
investor driven revival, there aremergingsigns of a pick
up in occupier demandn central London The results
season has seen some better than expected falls in vo
although this may reflect an accommodating attitude ¢
the part of landlords as they seek to avoid paying em|
building rates.

As expected, e banks are building teams to work throug
underperforming property loan portfolios. Apparently the
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Their assets may stilequirea decade long workout.
Oneunidentifiedinstitution, referred to anecdotally at
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the size of its recovery teafnrom just tenstaff currentlyto
over a thousand

That may be an urban myth, but Lloyds Banking Group
created a vehicle to restructure its £90bn property lo¢
book It will focus on assets where it sees potential fi
future uplifts in value, butwhich arenot saleable atan

acceptable value in the current markeRositively for

market stability, ths is intended to reduce pressure fo
forced sales. BShas set up a similar vehicle.

Although better borrowers have secuteew facilities, the
overall shortage of debt is expected to affect second:
property in particular. Aa [ 2y R2YyQa ok
residential property markets heat up, there may still t
better value elsewhere.

As iskaverse investors chased up prices of prin
properties last year, quality secondary assets and regic
UK locations were largely overlooked. Reports 0f3R5
bidders for a prime andon property are not uncommorsg
provincial commercial property may attract just ane

Thosewilling to take a more hatts on approach tasset
managment might considerhigher yields available outsidt
of central London. The key to identifying valmay lie in an
ability to differentiate between unfashionable/undervaluet
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prove illusory and capital values in long term decline.
Residentialvaluesc regional differencesncreasing
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figures illustratea similar regional divergence of house pric
growth. Thelast three months of 2009 was the best quartt
for prime central London residential since r2607. Prices
rose by %o, with sustained international, pliK buyers on
the back of a brighter outlook for the City and its jol
market. This leaves prime ceatrLondon up by around 109
since their Q109 low point, 13.2% for Greater London &
6.7% in the midlands & northern England.
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reported a 1% fall in average UK house prices for the ma
and January sathe lowest level of mortgagapprovalsfor
19 years. This may reflect the reintroduction at the end
2009 of Stamp Duty on house purchases up to £175,C
plus the coldest UK winter for over 30 yeafsguably, he
prior ten months of price rises wagmaps more surprising
considering the economic backdrop.



Yields are hardening for better Provincial Outlook

quality provincial property, but
pricing dstortions are resulting from
a lack of transactional evidence and

a shortage of debt

A focus upon unfashionable, not seconde
locations may be one key to interesting
returns
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Inevitably, the strongest rebounds in valuations have been in the south east, where investor interest in higher qu
investments has driven up prices.

Retail warehouses and West End offidegve particularly benefitand in some views, are now too expensilrevestors seeking
better value elsewhere may regaptovincialproperty & more exposed to declisén rent and capital valuessecondaryassets
in particular areexpected to suffer over the next few years as asdesbank debt remains tight.

However, &perienced provincial investors continue to acquire industrial and business space. theyrely on a strong
understanding of local market dynamics aeglually important, areeady to actively manage assetsd tenart relationships

The importance of local knowledge is reflected in a rec@olliersCRE reporton A NY Ay IAKF YX (KS | .yreea
city is experiencing sluggish demand for office spdwes seera 10% fall in prime rents and substantial rineavailability of
Grade A space. Yet submarkets, such as Brindleyplace, a mixed business and leisure development in the heart of the, ¢
saw transaction levels double yean-yearin the first half of 2009.

Outside of prime provincial marketdje challenge is tadentify genuine valuelnvestors with experience of provincial location
such as the Midlandseekunfashionable, rather than secondary locatio@ne exampleis A&J Mucklow, a highly experience
Midlands industrial and business park/éstor. Its view is thatwvhile the provincial occupier market remains difficudiy investor
needs to distinguish betweethree market segments.

The first is top quality, well located, modern, flexible spaces€lproperties will require minimal capital expenditureover the
next 20 yearsare prominently located should berelatively easy to reletsathey arenot bespoke. The seconthtegory covers
older property in good locationdRelative to top quality property, it may haiderior utilities, parking site density and ceiling
heights. The thirdwhich it believes covers the majority of UK indusjrialback street, historic industrial locations, probably
long term, irreversible decline.

It sees attractions in the second categovyhereas arrent valuation yields on prime, welet and modern industrial properties
are 7.758.0% on better quality secondary propertyparticularly on shorter leasesthat rises t010-12%. That reflecta lack of
transactional evidence, plus a discount émmcerns that it may be difficult to replace tenants if necessary, or suffer-8@ fall
in rents in a tough letting market.

YetMucklow has examples of properties whichbélieves it can readilyelet, or where established tenants are near certain
renew their leases, which it expects texperiencevalue uplifts of between 380%as soon as it has removdtie risk of
extendedvoids.
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provincialbusiness space by institutional investors, such as pension funds, betray a reliance on local advisors that it belie
result in poor returns ovethe medium term.

We would be interested to receive any reader feedback and invite comnte ertyviewpoint@blme.conor via

our websitewww.blme.com
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Healthcare Property

hOlG206SNI H,
recognised the growing maturity of an outperforming
UK commercial property niche, whescharacteristics
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should to appeal to any traditional,
property investor.

long term

In the last month quoted primary care investors such
Primary Health Properties and MedicX Fund he
acquired properties at initial 6.26.5% p.a. yields, lel
to quasi KK government (NHS) tenants on long term, .
year plus leases. In the last two years rents have ri
by 34% p.a. on review, with an increase of aroul
2%p.a. expected this year in line with a less inflatione
environment.

The recent decision by Assuxasell a majority share in
its operating assets to Virgin, in order to focus on

property portfolio, was a further endorsement for thi
potential of the asset class.
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healthcare properties. The former was they RS
largest component at inception, with around 45%

total assets.

It comprises Primary Care Trust properties and
surgeries, let mainly to NHS backed entities. Seconc
care covers nursing homes, care homes, specic
treatment centres, hospita, physical and learning
disability homes, and ambulance stations.

The former category represents a discrete, institutior
quality asset class. Strong revenue visibility is secu
by long term leases and UK government back
tenants.

Other parts of failities are let to private sector
occupiers. Typically up to 10% of lettable space, may
occupied by entities such as pharmacies|amted
within the facility. These are also strong covenants,
they benefit from steady positive cashflows from a ne
captive customer base i.e. prescriptions issued
doctors within the building, a high proportion of whic
are free for the patient.

A sample of healthcare propertie:
produced a 13year average réurn
(19952008) of 12.8%.a.
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returned 8.7%p.a. for the
same period
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L t 5fi@éres reveal that healthcare assets overi
outperformed the wider UK commercial propert
market during 200708. Despite the turmoil elsewhere
these assets produced growth in rental values a
maintained near zero voids.

There is no excess supply, deedlanning controls and
growing demand for modern, efficient premises thi
shift NHS patient services away from hospitals a
older GP practices, to modern integrated primary cart

Despite real concerns that the NHS budget will col
under pressure over # next few years, modern
primary care facilities represent one of the mo
persuasive ways to make efficient use of fini
resources.

On balance, the outlook remains positive. The N
budget is currently around £110bn p.a., some 8.7%
UK GDP, with anber 10% spent on private healthcare
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over the next three years and by 2020 20% of t
population is projected to be over 65 years old. Prime
care assets fulfil a need identified by the LU
government for high quality, modern primary care
necessary to meet the healthcare needs of an age
and growing population.



Shortages of Grade A office
space could pave the way for
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It is perhaps inevitable that grand building schemes gi
commissioned during the high confidence at the end ¢
a cycle. It seems equally certain that they must the
approach completion in a far less receptive market.

Yet while three skyscrapers undesnstruction in the City
of London will set new standards for tall UK building
they may ironically, and conveniently, reach completir
as the market experiences a shortage of Grade A spac

There are 13 buildings under construction in centl
London wih completed heights above 10f0etres. Three
however really stand out.

The largest by far is the 34fietre Shard located in
London Bridge, due for completion in 2012.This buildi
will include 54,500 sgm of offices, 13 floors
apartments and a 17 flooh@&ngri La hotel.

The next biggest, is the 288etre Pinnacle located ir
Bishopsgate, in the heart of the City. This 80,400 s
office tower is due for completion in 2011.

The last of the supetall trio, which is also due to hit the
market in 2011 is the Heron Tower. Again located
Bishopsgate and a mere 24etres high, it will include
40,800 sgm of offices. All projects were delayed by plann
and funding issues but each is now well underway.

A year ag it seemed quite likely that the malaise in financi
services might have a long lasting effect on the Cen
London office market and the City in particular. In the eve
the City of London market surprised on the upside in t
second half of 2009, wittwo very strong quarters of take
up.
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monthly average takep level more than doubled in the
second half from 225,008q ft per month in H109, to
532,000sqft in H209. Total take up for the year wa&.5m
sq ft, marginally above the long term average for the C
market.

That still left a hefty City vacancy rate at the end of 20t
Savills puts the figure at 14.2%, down from its peak of 15
but still considerable. Yet although there some 11.5mtsc
of office space being marketed in the City, a number
businesses show some urgency to secure space.
explanation is the rapidly diminishing development pipelin
Between 2010 and 2013 there is on average, under 1m <
p.a. of speculative developme completions due to hit the
City office market. Compare this with a 3m sq ft p.a. lo
term average level of completions or 4.2%5m ft p.a.
average take up and it is easy to conclude that shortage:
Grade A City office space may emerge fairly quickly.



