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EXECUTIVE SUMMARY

Positive start to 2021

After many months of inertia and
caution, market activity presented a
‘near normal’ set of results in the first
quarter. Take-up in Q1 was 784,170 sq
ft, a total consistent with the 10-year
quarterly average. Notably, this figure
also represents the highest quarterly
total since Q4 2018 and the highest
first quarter total since 2016. Amid
the 44 transactions, four were for over
50,000 sq ft. This is more deals within
the size bracket than were completed
in all of 2020.

Dominant M4

With mobile phone firm Three UK
agreeing a pre completion pre-let of
117,000 sq ft at Green Park, take-up
in the M4 rose to 457,500 sq ft. This
totalis15% above the 10-year quarterly
average and the highest quarterly total
since Q4 2018. Notably the strong start
meant that the M4 market represented
55% of the South East take-up in the
first quarter, the highest proportion for
two years. The Three transaction also
further demonstrates the attraction of
the M4 to TMT occupiers. Even during
the depths of Covid restrictions, TMT
occupiers remained active accounting
for 37% of take-up. With a greater
onus on digital infrastructure a likely
legacy of the pandemic, demand from
technology derived occupiers will
support demand levels in the M4
moving forward.

The Public Sector

The Public Sector accounted for the
highest proportion of take-up in
the first quarter, 35%. Notably, the
Department of Work and Pensions
(DWP) were responsible for 10 of 13
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deals completed as the government
department bolstered its network of
offices to support anticipated rising
unemployment. In some locations,
a record rent was agreed to allow for
lease flexibility. DWP remain active
inthe market and currently represent
7.3% of total active named demand.

Vacancy rising, but pipeline
is limited

Market vacancy continued to register
an increase in the first quarter. At
the end of Q1, total availability was
11.4m sq ft, 3% below the 10-year
average. This translates to a market
vacancy rate of 7%. The impact of the
office development pipeline on future
supply will be important. At the time
of writing, the amount of space under
construction stands at 1.6m sq ft. Of
this, 0.7m sq ft (47%) has already been
leased. Interestingly, only 518,000
sq ft of speculative development has
come to market since Q4 2019. The
level of available new space is now
at its lowest level since before the
Global Financial Crisis pointing to
a near term shortage of new best-in-
class offices.

Improving sentiment
sparks activity

With the UK government setting
out the roadmap for opening up the
country, this positive news served to
stimulate investor activity in the South
East. Investment volumes registered
an18% increase when compared to Q4
2020 to reach £482m by quarter end.
Notably, this total is on a par with the
10-year average for a Q1 period and the
highestlevel since before the onset of
Covid disrupted markets.

International buyers
retain their appetite in
the South East

Overseas capital accounted for
61% of investment volumes, with
foreign buyers completing five of the
seven deals over £20m. The largest
of these transactions was Brockton
Everlast’s acquisition of five buildings
at Cambridge Science Park for £98.7m.
This deal saw more than £2bn of
chasing equity, demonstrating both
improving buyer sentiment and
the strong interest for life sciences
associated real estate assets.

Further analysis of active buyer
types shows that institutional
funds remain largely absent. By deal
number, property companies were
the most active buyer, accounting
for nine of 22 deals, however private
equity buyers accounted for 33% of
investment volumes across three
deals. An interesting statistic derived
from the period covering the Covid-19
pandemic is that property companies
and private equity buyers have
accounted for 47% of deals and 58%
committed capital combined.

Prime yields holding firm

With more businesses reigniting their
requirements for office space and
exploration of the benefits of suburban
offices on the rise, investor appetite
towards the South East is solidifying.
Primeyields remained at 5.25% in the
first quarter. Acombination of limited
stock and increasing buyer interest
however, may add pressure on prime
pricing moving forward, widening
the gap to secondary where investors
are demonstrating greater caution.
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OCCUPIER MARKET

Occupier activity in QI demonstrated a continued commitment to offices
registering take-up consistent with the 10-year average. Although
increasing, vacancy remains below the long-term trend.

SOUTH EAST
Q1 TAKE-UP

784Kk sq ft

A 117

Take-up and supply

Q12021
TAKE-UP TAKE-UP SUPPLY SUPPLY VACANCY
(SQ FT) (VS Q3 2020) (SQ FT) (VS Q1 2020) RATE
. A 5% 6.5%
M25 3091395 v _30 /0 78m New and Grade A New and Grade A
space: 77% space: 5.5%
. A 3% 71%
M3 2171555 A 132 /0 27m New and Grade A New and Grade A
space: 76% space: 5.0%
. A 2% 9.5%
M4 457;505 A 200% 6.2m New and Grade A New and Grade A
space: 84% space: 5.4%

Source: Knight Frank Research

450 Longwater Avenue, Green Park leased by

Mapletree to Three UK
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Key leasing transactions

Q12021
ADDRESS SIZE SQ FT
450 Longwater, Green Park, Reading. 112,687
G2 Greenford Square, Greenford 68,759
Grosvenor House, Basingstoke. 58,056
One Wood Crescent, White City Place 50,052
Dakota, Heights, Weybridge. 34,560

Source: Knight Frank Research

Emma Goodford

2021 has begun in an optimistic vein,
with the Life Sciences ecosystems of
Cambridge, Oxford and West London
seeing strong interest. The South East
accounts for 40% of all UK employment
in this sector and as expansion
continues, competitive pressure will
drive rental values.

Roddy Abram

Currentmarketactivitydemonstrates
a continued commitment to offices
and the strength of the workplace
in the South East. The M4 has
performed strongly, reflecting the
underlying tech sector dominance
and connectivity of this region.

RENT £ PER SQ FT

Three UK Confidential
Global Banking School £19.25

Arena Business Centres Confidential

PVH Confidential
Surrey County Council Purchase - £15.9m
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PRIME RENTS

ACTIVE DEMAND: 4.6M SQ FT

£ PER SQ FT
Named demand in the South East
v KEY Cambridge
Active named demand by sector A
Q12021 Q12021 | Growth ' 45.50 | 9%

30% TMT (pa)

20% Financial & Business Services

14% Pharmaceutical/Healthcare/Medical Technology Watford

St Albans
11% Retail, Distribution & Transport A
35.00 | 7%
8%  Public Sector 0Xf01'd 34.50 120/0
7%  Manufacturing & FMCG's A Bl‘el‘ltWOOd
6% Energy & Utilities 4 36.00 | 33% N
5% Construction & Engineering > M40 y v 29.00 OOA)
0% Other Maidenhead slough .
v Uxbridge Hammersmith
Source: Knight Frank Research 38-50 _30/0 vo v v
37.00 |-3% 35.00 |-10% 58.00 |-1%
Reading
DEVELOPMENT: 1.6 M SQ FT A
37.50 |3%
Space under construction in the South East Chiswick
*This includes pre-let (0.7m sq ft) and speculative space (0.9m sq ft) ‘14_
M4l Staines 13 M 8D
v A \ 55.00 '3%

Speculative development 35.00 | 3%
Sq ft due to complete before Q12022 Bracknell Heathrow / Dartford

A ¥ Stockley Park
A 4
29.00 | 3% 25.00 |-8%

501 o%

9

M25

0.8m sq ft

Basingstoke

A Guildford

25.00 | 8% A Croydon

36.00 | 1% A
0,
Crawley/ 35:50 [6% West Malling
Gatwick A4
26.00 |-4%
v

28.00 |-2%

Headline rent assumes a new building let on a 10-year lease.
Headline rent assumes a transaction over 10,000 sq ft new office space.
Rents are stated per sq ft per annum NIA.

Source: Knight Frank Research

Source: Knight Frank Research
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Key transactions
Q12021

A 1 8% N . 214 - 240 Cambridge Science Park, Cambridge £98.77 4.21% LGIM Real Assets (Legal and General)  Brockton Everlast Inc.
Proctor & Gamble, The Heights, Weybridge £49.55 5.22% LGIM Real Assets (Legal and General) BNP REIM

X . . Bruntwood / LGIM Real

£482 £22 5 250/ 390/ Melbourn Science Park, Cambridge £46.20 6.50% TTP Holdings Assets (Legal and General)

m m . 0 0 418 & 436 Cambridge Science Park, Cambridge £45.41 4.50% Trinity College (CSP) Cambridge Brockton Everlast Inc.
: 27 Great West Road, Brentford £45.00 6.90% LaSalle Investment Management Areli Real Estate
South East Average Prime net Buyers from ° .
tl’ansaCtlon VO|UmeS* |Ot S|Ze |n|t|a| y|e|d the U K Source: Knight Frank Research

* Percentage change reflects a comparison to Q4 2020
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TECHNICAL NOTE

*Knight Frank defines the M4 market as extending from Hammersmith, west to Newbury,
incorporating Uxbridge and High Wycombe to the north and Staines and Bracknell to the south.
Reading is also included.

* The M3 market incorporates the main South West London boroughs and encompasses
Leatherhead, Guildford and Basingstoke extending north to the M4 boundary described above.
Farnborough and Camberley are also included.

* The figures in this report relate to the availability of built, up-and-ready office/B1
accommodation within the M25 market. Vacant premises and leased space which is being
actively marketed are included.

« All floorspace figures are given on a net internal area basis (as defined by the RICS).

* A minimum 10,000 sq ft (net) cut-off has been employed throughout. Major and minor
refurbishment have been treated as new and second-hand respectively. Data is presented on
a centre and quadrant basis. Classification by centre relates to the locational details contained
within the marketing material for available properties. Classification in this manner is clearly
somewhat arbitrary.

»Vacancy rate data is based on a total M25 stock measure of 121m sq ft (net), an M4 market
stock of 66m sq ft (net) and an M3 market stock of 39m sq ft (net). Please note that a revision
to total market office stock figures was applied in Q1 2017 to reflect ‘change of use’ permitted
through the Town and Country Planning Order 2015.

»Second-hand floorspace has been sub-divided into A and B grade accommodation, reflecting
high and low quality respectively. Whilst subjective, this categorisation is based on an
assessment of each property’s age, specification, location and overall attractiveness.

*The South East is defined as the market area shown in the map on pages 6 &7.

* Pre-let = The letting of proposed schemes not yet under construction and those let during
the construction process.

« All data presented is correct as at 31st March 2021
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