Volumes in 2019 are the .
lowest since records began

Supply to continue to
increase throughout 2020

Demand improving through
interest in repositioning assets
but thin away from this

Capital Value growth of
-15.51% in the 12 months to
December 2019 (IPD)

Spread stable given relative outward
movement in all yields

Income will continue to .
fall in 2020 as the occupational
market rebalances

Outlook cautious optimism -
greater confidence in the
investment market but balanced
by further occupational uncertainty

2019 will mark a historic low in
shopping centre deal volumes. At just
under £11 billion, this will be the
lowest amount transacted since our
records began.

Among the key deals this year were
Cale Street Partners’ innovative
acquisition of a 50% stake in intu
Derby, Areli's mixed-use proposals at
The Walnuts in Orpington and lkea's
first mixed-use, downtown acquisition
at Kings Mall in Hammersmith, which
buoyed deal volumes in the latter
quarter of the year. Nevertheless, at
£30 million, the average deal size is
down on previous years - a symptom
of the continued write down in capital
values making lot sizes smaller.

January is traditionally the month
with the highest number of retailer
casualties so inevitably we are
expecting to see further occupational
bad news over the coming weeks.
However, it is clear that consumer
demand is holding up relatively well
as a whole, although some divisions
are performing more strongly than
others (grocery sales for example
are outstripping clothing and home
departments).

Amongst the wider retail malaise,
some retailers are defying the gloom
by providing positive trading results

in early 2020, Next (+5.3% in Q4),
Dunelm (+6.2%) and Tesco (+0.4%)
are displaying consistent growth
along with others, including JD, Marks
& Spencer, Mountain Warehouse

and B&M, posting strong trading
performances.

The occupational market remains
very challenging with many retailers
seeking rent reductions either formally
through CVA processes, or informally
through dialogue with Landlords. That
being said the growing resistance

to the CVA process is likely to

result in fewer taking place but as a
consequence more administrations
given the options available to retailers
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are reducing. Rents are likely to show
further reductions during 2020 as the
occupational market continues

to rebalance.

Looking ahead, there is consensus
that the UK is now well-placed to
receive investment (both from within
and from overseas investors). The
election result has put to bed any
imminent threat of a change in
government and has given direction to
the Brexit situation.

Indeed, among the commentators
now predicting a bright future for the
UK economy, Blackstone lists the
UK being the "winner in the divorce”
and outperforming Europe as one of
its "surprises” for the year ahead (an
event they describe as probable but
investors only assign a probability of
1in 3 of it happening). Deal volumes
across the UK are expected to exceed
£50 billion in 2020 in a significant
boost on 2019 transactions.

The other major UK investment sectors
are all reporting an improvement in
sentiment as the property market
commences a new year of activity. We
expect some of this positivity to wash
through into the retail sectors, although
this is likely to be targeted at retail
warehousing before shopping centres.

Headlines were made when big
players from other sectors began to
target retail assets. Tritax acquired
three retail assets, and Prologis
(advised by Knight Frank) have
acquired Ravenside Retail Park in
Edmonton underwritten by a long term
potential logistics conversion. Ikea
also made a significant acquisition in
Hammersmith and is set to develop its
first mixed-use scheme around a new
“city store”,

Retall is the principal sector to present
itself as an opportunity for repurposing
given the relative arbitrage between
asset values, Retail "repositioners”
are now casting their eye over the



retail warehouse and shopping centre
markets but are also looking at offices
and even the industrial sector on the
hunt for large, under-utilised sites
capable of redevelopment towards
higher density uses.

Many who were once reluctant to
consider the retail sector are now
actively targeting retail assets. Over
half of the deals done in 2019 were

in the South East and this is a trend
that will undoubtedly continue as retail
values continue to fall and residential
values begin to grow again.

There is growing acceptance that
some areas of the market are
outperforming others and capital
values have rebased dramatically
across all retail property market
segments. Such drastic price
corrections will make retail increasingly
good value versus other property
investment classes, but effective stock
selection will be a pre-requisite in the
coming year more than ever.

It is for this reason that we expect to
see higher deal volumes in 2020,
with some commentators suggesting
that we could look back on 2019 as
the bottom of the shopping centre
investment market.

Councils will remain active buyers

of shopping centres in 2020 having
made 22% of all acquisitions in 2019,
Knight Frank continue to support those
local authorities who are prepared

to take control of the direction of
shopping centres in their town centres.,
Councils also have a crucial role to
play in the evolution of their town
centres as ambitious, mixed-use plans
are worked up to redevelop shopping
centres. Those who are proactive and
forward-thinking will be the beneficiary
of innovative schemes bringing other
uses into town centres and taking
under-used retail out of circulation in
over-supplied towns and cities.
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2020 could be the year that

Private Equity investors, not

tarnished by the performance of
legacy shopping centre portfolios,
make a "play” on the market, This
could be via corporate activity or the
creation of a portfolio through targeted
acquisitions.,

We expect to see further stock from
the UK institutions who continue to
reweight their portfolios away from
retail but also selective sales from
retail focussed RE[Ts seeking to

raise capital as a result of the ongoing
malaise. As we have suggested
throughout 2019, a large amount of
stock is in the hands of the banks, who
continue to be reluctant to force sales
put an improvement in sentiment
both nationally and in the retail sectors
could see this come to market.

We anticipate 2020 being a better
year for transaction volumes than
2019 as greater stability, and therefore
confidence, returns to the investment
markets. More openly marketed stock
combined with innovative mixed-use
solutions to challenged retail assets
should improve liquidity. That being
said, buyers targeting the retail sector
will still seek to de-risk acquisitions
with high entry yields and underwrite
alternative uses to protect against
downside risks. The onus will therefore
still be on sellers to accept the new
pricing levels being evidenced.
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Q4 Key Shopping Centre Transactions

Shopping centre Purchaser Vendor Price (Em) NIY %
Kings Mall, Hammersmith lkea Schroders £105.00 4.00%
The Walnuts, Orpington Areli / Tikehau* Patrizia £30.50 8.00%
Houndshill, Blackpool Blackpool Council New Frontier £4750 1015%
Mailbox, Birmingham M7 Brockton £190.00 5.75%

*Advised by Knight Frank

Shopping Centre Transactions

90
80 160
70

6.0
Number of

140
120
100 transactions
80 Quarter 4
60
. Quarter 3
40
. Quarter 2
I I I I A
I I . 0 B auartert

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 20177 2018 2019

50

40

30

20

Value of transactions, £bn
Number of transactions

Retail & Shopping Centre Yields Q12010 - Q4 2019

120%
| Local Scheme

(Challenged)

10.0%
[l Local Scheme

(Successful)
80% _
/_/—/ | Neighbourhood

Scheme

6.0%
’ Sub Regional

Scheme

40%

B Regional Scheme

20% ~7 N_
~ - - . N
S~ - AN R e B Prime Retail
~_ _ _ _ \7*\v”,\__//’ Se -
00%
v+ Syear
swap rate
Qoo gdadaN®oo® X FFFLE0O00O000RERERER®D®D®OORDRR
50 0 02QQLYLQYLLYLOOOOOOO0OO0OOOOO0OOOOOOoooooooooooooo oo o
NNNNNSS)gNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNNN
= N ™M 5 = N 0O ¥ 5 N 0 3 5 N0 5 N0 5 N0 35 N0 T 5 NS 5 N0 S
68§83°000cb0G300G6308063333806386088309050008353683880608 3



Shopping centres: P9 Knight
Snapshotl('.?4123019 g .‘ Fl'ank

REIT Share Price vs Net Asset Value (NAV)

Landsec BritishLand Hammerson Intu New River gaRF::]ai‘cl'mal
Latest Share Price (p) 989 636 312 34 205 25
Q2 - Q3 2019 Movement 19% 13% 13% -23% 8% 38%
NAV per share (p)* 1298 856 685 233 244 52
Premium to NAV -24% -26% -54% -85% -16% -52%

*Latest available published NAV per share
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Important notice:

This report is provided strictly on the basis that you cannot rely on its contents and Knight Frank LLP (and our affiliates, members and employees) will have no responsibility or liability whatsoever in relation to the accuracy, reliability,
currency, completeness or otherwise of its contents or as to any assumption made or as to any errors or for any loss or damage resulting from any use of or reference to the contents. You must take specific independent advice in
each case. It is for general outline interest only and will contain selective information. It does not purport to be definitive or complete. Its contents will not necessarily be within the knowledge or represent the opinion of Knight Frank
LLP. Knight Frank LLP is a property consultant regulated by the Royal Institution of Chartered Surveyors and only provides services relating to real estate, not financial services. This report was researched and written in January 2020
based on evidence and data available to Knight Frank LLP at the time. It uses certain data available then, and reflects views of market sentiment at that time. Details or anticipated details may be provisional or have been estimated or
otherwise provided by others without verification and may not be up to date when you read them. Computer-generated and other sample images or plans may only be broadly indicative and their subject matter may change. Images
and photographs may show only certain parts of any property as they appeared at the time they were taken or as they were projected. Any forecasts or projections of future performance are inherently uncertain and liable to different
outcomes or changes caused by circumstances whether of a political, economic, social or property market nature. Prices indicated in any currencies are usually based on a local figure provided to us and/or on a rate of exchange
quoted on a selected date and may be rounded up or down. Any price indicated cannot be relied upon because the source or any relevant rate of exchange may not be accurate or up to date. VAT and other taxes may be payable in
addition to any price in respect of any property according to the law applicable. © Knight Frank LLP 2020. Al rights reserved. No part of this publication may be copied, disclosed or transmitted in any form or by any means, electronic
or otherwise, without prior written permission from Knight Frank LLP for the specific form and content within which it appears. Each of the provisions set out in this notice shall only apply to the extent that any applicable laws permit.
Knight Frank LLP is a limited liability partnership registered in England with registered number OC305934 and trades as Knight Frank. Our registered office is 55 Baker Street, London W1U 8AN, where you may look at a list of members'
names. Any person described as a partner is a member, consultant or employee of Knight Frank LLP, not a partner in a partnership.
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