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DERWENT
LONDON

26 February 2019

Derwent London plc (“Derwent London” / “the Group”)

RESULTS FOR THE YEAR ENDED 31 DECEMBER 2018
DEVELOPMENT LETTINGS DRIVE PERFORMANCE

Financial highlights

Net property and other income £185.9m, up 12.8% from £164.8m in 2017
EPRA' earnings of 113.1p per share, up 20.0% from 94.2p in 2017, including surrender premiums and non-
recurring property income
Underlying® earnings of 99.1p per share, up 5.1% from 94.2p
Derwent London delivered a total return of 5.3%:
o EPRANAV 3,776p per share, up 1.6% after dividends from 3,716p in December 2017
o Dividends paid 136.5p per share, which includes 75.0p special paid in June 2018
Proposed final dividend raised 10.3% to 46.75p per share from 42.40p in 2017
Full year dividend 65.85p per share from 59.73p, up 10.2%
We expect the 2019 dividend to grow at a similar rate
Net debt increased to £956.9m from £657.9m in December 2017
Interest cover 491%, loan-to-value ratio 17.2%
Cash and undrawn facilities £274m before £250m USPP drawn in January 2019
Assigned Fitch corporate credit rating of A- in August 2018 with senior unsecured debt rating of A

Activity and opportunities

New lettings totalling £26.8m, achieving 4.1% above December 2017 estimated rental value (ERV)
Two on-site developments totalling 623,000 sq ft — now 75% pre-let, up from 45% one year ago
o  Brunel Building W2 — 64% pre-let at December 2018 (now 77% with balance under offer)
o 80 Charlotte Street W1 — 74% pre-let
Potential £59.6m to contribute to income after additional capex of £133m
Two new developments could add £30m to ERV on completion 2022, with expected capex of £359m
o Soho Place W1 construction contract signed February 2019
o Demolition started at the site of The Featherstone Building EC1
Another 1.6m sq ft of space in the portfolio has regeneration potential, 14% with planning consent

Portfolio update

Portfolio valued at £5.2bn — an underlying valuation increase of 2.2%

Underlying valuation uplift on developments was 18.0%

True equivalent yield of 4.73% — unchanged from December 2017

Total property return of 6.0%, ahead of our benchmark index? of 5.3%

EPRA vacancy rate rose to 1.8% from 1.3% in December 2017, down from 4.2% in June 2018
ERV growth of 1.1% in 2018

ERV guidance for 2019 +1% to -2%

Board changes at next AGM 17 May 2019 (previously announced)

The Hon. Robert Rayne (current Chairman) to retire
John Burns (current Chief Executive) to become Non-Executive Chairman
Paul Williams to become new Chief Executive

" Explanations of how EPRA and underlying figures are derived from IFRS are shown in note 23
2 MSCI IPD Central London Offices Quarterly Index



Robbie Rayne, Chairman, commented:

“Derwent London made good progress last year achieving £26.8m of new lettings, a 5.1% increase in underlying
earnings and a 20.0% increase in EPRA EPS, despite continuing political and economic uncertainty. We propose raising
the final dividend 10.3% to 46.75p per share.”

John Burns, Chief Executive, commented:

“Demand for Central London offices remains very active and we have been able to outperform the market through our
development activities. Our brand of well-designed office space remains attractive to tenants. With its strong financial
position, high quality portfolio and pipeline of exciting opportunities, this positions the Group for continued success.”

Webcast and conference call

There will be a live webcast together with a conference call for investors and analysts at 09:30 GMT today. The audio webcast can be
accessed via www.derwentlondon.com

To participate in the call, please register at www.derwentlondon.com

A recording of the conference call will also be made available following the conclusion of the call on www.derwentlondon.com

For further information, please contact:

Derwent London John Burns, Chief Executive
Tel: +44 (0)20 7659 3000 Damian Wisniewski, Finance Director
Quentin Freeman, Head of Investor Relations

Brunswick Group Simon Sporborg
Tel: +44 (0)20 7404 5959 Nina Coad
Emily Trapnell


http://www.derwentlondon.com/
http://www.derwentlondon.com/
http://www.derwentlondon.com/

CHAIRMAN’S STATEMENT

Derwent London continued to make good progress in 2018 despite prolonged political and economic
uncertainty. Against the background of protracted Brexit negotiations, we have achieved £26.8m of new
lettings, a 5.1% increase in underlying earnings to 99.1p per share and a 20.0% increase in EPRA EPS to
113.1p per share. The EPRA NAV rose 1.6% to 3,776p per share after paying out dividends of 136.5p. Our
financial strength was recognised when we were assigned a corporate credit rating of A- by Fitch, and we
have subsequently arranged a £250m US private placement, which was drawn down in January 2019. We
adopted the UN Sustainable Development Goals as part of our reporting process, launched an internal
management and leadership programme and completed our succession plans.

We propose raising the final dividend 10.3% to 46.75p per share, taking the full year’s dividend to 65.85p
per share, an increase of 10.2%. Looking forward, we expect to raise the 2019 dividend at a similar rate.
For the past decade, our average ordinary dividend growth has been 10.4% per annum and, in addition, we
have paid special dividends totalling 127p per share in the last two years.

This month is the twelfth anniversary of the merger between Derwent Valley and London Merchant
Securities. | was one of the architects of this transaction and subsequently became the enlarged Group’s
Chairman. | believe that we have more than delivered on our aspirations, outperforming both the relevant
property and equity indices by a substantial margin. As well as growing the business, we have enhanced
our brand, designing and creating innovative office space with the flexibility required by today’s occupiers,
located in improving areas and at middle market rents.

The Group’s sustained performance over many years reflects our culture and that can only be nurtured
through strong leadership. Derwent London benefits from a talented team, which has been led from the
beginning by its exceptional Chief Executive, John Burns. It has been my privilege to have worked with him.
However, any achievement can only be measured through its continuing legacy and, with this objective in
mind, the Board has focused on succession planning with the aim of ensuring a smooth management
handover.

In November 2018, it was announced that | will retire at the next AGM on 17 May 2019 to be succeeded by
John Burns as Non-Executive Chairman. The Board agreed that Paul Williams should succeed John as
Chief Executive. Paul has been a Board member since 1998, having joined Derwent Valley in 1987. He has
been an integral part of the Group’s success story. We are pleased by the support this announcement has
received from our shareholders, and it provides us with the ongoing leadership to take the Group forward.

After nine years as a Non-Executive Director, Stephen Young will also be retiring at our next AGM and |
would like to thank him for his considerable contribution to the business. We already have an excellent
replacement in Lucinda Bell, previously Chief Financial Officer of British Land, who was appointed in January
2019. She will follow Stephen as chair of the Audit Committee.

Increasingly, we are focusing on the broader impact of our business on a wider range of stakeholders and
we have established a Responsible Business Committee chaired by Non-Executive Director, Cilla Snowball.
While we believe that we already have some of the best ESG' standards in our industry, we remain
committed to improving them and 2018 saw us raise the bar again. White Collar Factory EC1 won numerous
awards, including RIBAZ National and BCO3 National Innovation awards and 25 Savile Row W1 won a SKA*
Gold rating. We have now committed to extending our Community Fund out to 2021, having completed its
first five years in 2018, and we saw good progress towards achieving our 2027 science-based carbon
targets.



Derwent London has a well located office portfolio and a tried and tested strategy that is constantly being
flexed in response to the market. We remain dedicated to creating the space that allows businesses to
thrive, as well as benefits both for our investors and for the communities in which we operate. The long-
term success of this model is dependent on the skills of our people and the Group’s relationships with its
many stakeholders.

Finally, | would like to thank all those who have been involved with Derwent London over many years and
to wish the Group continuing prosperity. | know that there are plenty of opportunities in the portfolio, and |
am very confident that the leadership team will be able to capitalise on them as well as adding fresh initiatives
of its own.

" Environmental, social and governance
2 Royal Institute of British Architects

3 British Council for Offices

4RICS rating



CHIEF EXECUTIVE’S STATEMENT

The London office market has remained resilient following the result of the EU referendum over two and a
half years ago. Occupational and investment demand is holding up and London’s economy and workforce
continue to grow, although at a slower rate. Businesses continue to look beyond the short-term uncertainty,
which has created an unusually stable period of rents and values for the second year in succession. Derwent
London has again been able to outperform the central London office market, benefitting from its successful
development activities, which justifies the positive decision taken in 2016 to progress with our regeneration
programme.

Despite average rents and values remaining stable, the underlying market is witnessing a number of
dynamic trends as occupiers are increasingly focused on the impact of their workspace in attracting and
retaining their employees. These trends include the strength of demand for new space compared to
secondhand space, and occupiers’ increasing emphasis on lease flexibility, well-being and technology.
Demand is no longer purely focused just on location and price. This has seen the proportion of London
office space occupied by flexible office providers increase from 3% to 5% in recent years. Meanwhile, in
the investment market, the strongest demand remains for properties on longer leases.

Our development at Brunel Building W2 has seen excellent demand with the majority of its space let for a
minimum of 12 years before breaks. Some of our smaller spaces in Clerkenwell have been let as fully fitted
flexible units on simplified shorter leases. White Collar Factory EC1, as well as winning numerous
architectural awards, has also won the NLA well-being award. Additionally, the asset management team
has had a busy 2018, extending a number of existing leases on our portfolio, notably creating a new 20-
year lease for Burberry at Horseferry House SW1.

We are well positioned to respond to market conditions, reflecting the multiple skills of our team as well as
the Group’s portfolio and financial structure. Our properties are predominantly income-producing, let off
middle market rents, with plenty of opportunities to add value through both management initiatives and
regeneration. Our business is underpinned by prudent financing, giving us the freedom to pursue our
strategies at our own timing. We vary development exposure by accelerating or slowing the pipeline
depending on the letting success of our current projects and our market view. The overall portfolio balance
is maintained by disposing of assets where we have maximised the growth and re-investing the proceeds
into new opportunities.

From the outset, Derwent London has been passionate about the buildings it creates. We listen to our
occupiers which means that, for many years, we have tried to create the most flexible internal space possible
and offered communal break-out space and amenities in our multi-let buildings to help create a positive
experience. The Group likes to remain innovative and uses a range of materials to provide the most
practical, sustainable and aesthetic buildings. Our designs consider a building’s impact on the environment
and the local community, not just during construction but for the long-term. We do not do this alone but
collaborate with specialists who we believe are the best in their field. No Derwent London refurbishment or
redevelopment is the same, but all aim to be of the highest quality with a long-lasting positive impact.

The portfolio retains considerable reversionary potential, totalling £114.9m. Nearly half of this growth is
already contracted and largely accounted for in the Group’s earnings per share, which leaves £59.6m,
subject to rental incentives, still to benefit our earnings. This will require another £133m of capital
expenditure. We are enhancing this potential income growth in 2019 with our next major developments:
Soho Place W1 and The Featherstone Building EC1. These two well-located projects will be major
beneficiaries from the opening of the Elizabeth line (now expected in 2020) and have a combined ERV of
£30m. They are expected to require an additional £359m of capital expenditure, including the deferred land
purchase payable to Crossrail on completion of Soho Place. These projects will extend our development
programme out to 2022.

While we have made no significant acquisitions recently, 29% of our existing portfolio, in addition to our
current projects, holds substantial potential for major regeneration. This includes two West End schemes,
which already have ‘resolutions to grant’ planning permission, totalling 443,000 sq ft. Both could start by
2022 thereby extending our development programme out to 2025.



After thirty-five years as Chief Executive, | will be stepping down at this year's AGM to become Non-
Executive Chairman. It has been a privilege to lead and watch the business grow from total assets of only
£1.1m in 1984 to the sizeable operation it is today. From the start, | have been able to work with outstanding
colleagues. In particular, Simon Silver’'s design flair and attention to detail has been so important to the
Group’s reputation for providing special buildings which has become part of our DNA. | am delighted that
he is continuing to play his valuable role within the Group.

The merger with London Merchant Securities in 2007 proved a pivotal moment, doubling the size of the
Group and providing a rich seam of opportunities which are still delivering for us today. During my tenure, |
have benefitted from the advice of two exemplary Chairmen: first, John lvey and, subsequent to the merger,
Robbie Rayne. Robbie will retire at this year's AGM. | am most grateful for his considered advice and wish
him well with his other business and charitable interests.

Derwent London has an excellent team with a broad range of expertise and experience and we have
continued to invest in the talent pool through our ‘Fit for the Future’ programme. Our business is supported
by strong relationships with our occupiers, advisers and other stakeholders. Together, we have established
a brand recognised for its cutting-edge design, providing the spaces and services needed by today’s
businesses. | would like to thank all who have been involved in Derwent London’s remarkable journey so
far, especially my colleagues and family for their support.

Outlook

Making any short-term prediction today is difficult with so many major political decisions unresolved. Longer
term, we remain confident about London’s prospects and its status as a global city. This belief, shared with
many other businesses, continues to support occupier demand. Assuming demand is maintained, we
expect the London office market will follow a similar pattern to last year so, for 2019, we estimate our ERV
growth at +1% to -2%, with stable investment yields. Our strong financial position means that, were London
offices to suffer an unexpected downturn, we would be poised to take advantage of any opportunities that
might occur.

With its unique portfolio offering a very strong pipeline of potential projects, | am confident that Derwent
London will continue to prosper under the future leadership of Paul Williams. Enhanced by its regeneration
skills and the financial strength to invest when opportunities present themselves, this will ensure that the
Group continues to deliver great buildings backed up by equally strong returns.



CENTRAL LONDON OFFICE MARKET
See Appendix 1 for supporting graphs

The London office market is not following the typical cyclical pattern that it has experienced over the last 30
years. Investment yields have remained firm even though rental growth has slowed. Occupational demand
and investment turnover is good, and vacancy levels below average. Interest rates remain close to historical
lows. Normally these market fundamentals might be expected to lead to rental growth but the continuing
political uncertainty is providing a brake. Property yields, although low, remain attractive against comparable
European cities and other asset classes. However, the current political and economic backdrop has meant
that occupiers remain discerning over product and disciplined when committing to new occupational costs.
These trends are playing to our strengths.

Central London office take-up rose 2.2% in 2018 to 13.7m sq ft, which was 7.2% above the long-term
average. Demand remains dominated by business services (27%), creatives (23%) and financial services
(19%). During the year, the central London office vacancy rate rose 0.4% to 4.6%, but is below the long-
term average of 5.1%. City vacancy rose to 5.4%, while West End vacancy was broadly unchanged at
3.3%. There is 3.3m sq ft of office space under offer, which is the highest year end level since 1999.

Underlying these figures is a dynamic office market. When considering office space, corporate occupiers
are increasingly valuing the expected impact on their employees and customers ahead of the traditional
focus on cost efficiencies. In our own business this is reflected in the increased use of non-financial
measures in our reporting. This shift may explain why new space is letting much faster than secondhand
space, and the continuing expansion of the serviced office providers. CBRE report that the availability of
secondhand space has been rising steadily since late 2015, so that in Q4 2018 it represented 70% of total
availability, and 40% of this (c.4m sq ft) is tenant controlled or ‘grey’ space. This background suggests that
unimproved older space is set to lag the market.

The positive outlook for new space is supported by supply having remained relatively subdued this cycle,
and the pre-letting of a high proportion of space under construction. In 2018, 4.6m sq ft of new space was
delivered, which was 21% below 2017. This year, supply is expected to pick up with 6.6m sq ft due for
completion, of which 57% is pre-let. Overall, there is currently 13.3m sq ft under construction for delivery in
the next three years, of which 54% has been pre-let. This leaves c.6m sq ft potentially available or under
3% of the total market. Of this availability, only 20% is located in the West End.

The investment market remained liquid in 2018, with transactions totalling £17.6bn, which was 10% ahead
of 2017. Once again the market was led by a number of large deals notably in the City, and dominated by
overseas purchasers with a focus on long-term income streams. At the beginning of 2019, CBRE estimated
that there was £34bn of equity targeting London office property, which was approximately ten times the
£3.3bn that was available on the market at that date.



VALUATION
See Appendix 2 for supporting graphs and tables

The Group’s investment portfolio was valued at £5.2bn at 31 December 2018. The valuation surplus was
£100.2m, which after accounting adjustments of £16.3m (see note 11) is a reported surplus of £83.9m. This
reflects an underlying valuation increase of 2.2% (3.9% in 2017) and an outperformance against our
benchmarks: the MSCI IPD Index for Central London Offices of 1.8% and 1.4% for the wider MSCI IPD UK
All Property Index. By location, our central London properties, 98% of the portfolio, were up 2.4%, with the
West End at 2.3% and the City borders, principally the Tech Belt, at 2.6%. The balancing 2% of the portfolio
is our non-core Scottish holdings, and these declined 8.0%, due to the weak retail market.

The principal contribution to the valuation uplift came from our two on-site developments, with the underlying
portfolio producing a more modest 0.4%. Brunel Building W2 and 80 Charlotte Street W1 saw excellent
progress both on delivery and pre-lettings. Valued at £618.8m, these were up 18.0% after allowing for
capital expenditure. At Brunel Building the structure and cladding are complete, with building delivery
scheduled for H1 2019. We commenced marketing in February and by the end of the year 64% of the space
had been pre-let (now 77%). At 80 Charlotte Street, which had been predominantly pre-let in 2017, there
was also good construction progress and delivery is scheduled for 2020.

On an EPRA basis the portfolio’s initial yield was 3.4% and unchanged over the year. The ‘topped-up’ yield,
after the expiry of rent free periods and contractual rental uplifts, increased from 4.4% to 4.6%, following our
asset management actions increasing net rents. The true equivalent yield remained at 4.73%, however this
represented a 3 basis point rise in the second half, a reversal of the tightening in the first half.

As evidenced by our strong lettings, London remains active, however rental growth has generally levelled
off, a market trend since 2016. Our EPRA ERV was up 1.1% compared to 1.7% in 2017.

While the development team had one of its busiest years, our asset managers were also very active,
focusing on maintaining our low vacancy rate, locking in reversion, building out income and managing lease
dates for our future developments. There is more detail in the Asset Management section. Several
properties added long-term value through significantly extended lease lengths, thereby building in longer
sustainable cashflows. These helped to take our portfolio’s average weighted lease length, including rent-
free periods and pre-lets, over the year from 7.8 to 8.2 years. However, as part of these initiatives, rent-free
incentives were granted, which initially impact value. Overall, our portfolio activities translated to a 6.0%
total property return in 2018 (8.0% in 2017). This was above the 5.3% MSCI IPD Total Return Index for
Central London Offices and in line with the 6.0% for UK All Property.

Our year end annualised contracted rent stood at £159.5m with the portfolio’s ERV of £274.4m, representing
£114.9m of reversionary potential. Within this, £55.3m is contracted under existing leases from the expiry
of rent-free periods and fixed uplifts. This is already accounted for in our income statement under the IFRS
accounting treatment. Future growth is expected to come from our development pre-lets of £31.9m, and
there is a further £16.6m from letting space, either available to occupy or under construction. Of this, 65%
is the balance of the on-site developments, and we have already let some of this space since the year end.
The £11.1m final component of the reversion comes from achieving market rents at future lease events on
the existing portfolio.

Looking forward, our reversion has been further enhanced with the commencement this year of the next two
major developments: Soho Place W1 and The Featherstone Building EC1. These vacant sites, which were
valued at £85.2m, could add £30.0m of rental income to the portfolio post development. Further details,
including the associated costs to complete, are provided in the Development section.



ASSET MANAGEMENT AND INVESTMENT ACTIVITY
See Appendix 3 for supporting graphs

In 2018, we achieved £26.8m of new lettings across 427,100 sq ft, on average 4.1% above December 2017
ERV. By value, open market lettings represented 90% of the total and these achieved 9.0% above ERYV,
with the overall average brought down by a number of short-term lettings principally to preserve income on
19-35 Baker Street W1, which we intend to redevelop. Second half activity proved busier than the first, with
47% of our lettings by value achieved in the final quarter.

Letting activity 2018

Let Performance against
Dec 17 ERV (%)
':;e; In£crzn';§ Open market Overall'
H1 130,300 7.8 8.1 8.2
H2 296,800 19.0 9.4 25
2018 427,100 26.8 9.0 4.1

"Includes short-term lettings at properties earmarked for redevelopment

New lettings included the five pre-lets at Brunel Building W2, which totalled £11.3m and were on average
15% above December 2017 ERV. We also achieved this level of growth on the pre-let of the office space
at Asta House, part of our 80 Charlotte Street W1 project. Other major transactions include two floors at 1-
2 Stephen Street W1, all the available space at 25 Savile Row W1 and one floor at Johnson Building EC1
(see table below for details).



Principal lettings 2018

Total
Office | annual Lease | Lease | Rent free
Property Tenant Area rent rent term break | equivalent
sq ft £ psf £m Years Year | Months
Brunel Building W2 Various (5) 155,100 72.90 11.3 10-15 10-12 | 20-32
Johnson Building EC1 Metropolitan 22,200 62.50 1.4 10 -1 21
Housing Trust
Angel Building EC1 Expedia 17,100 62.50 1.1 11.5 -10
1 Stephen Street W1 Odeon 11,100 75.00 0.8 10 - 18
Holden House W1 retail Clarks 2,900 - 0.8 10 218
Tea Building E1 Newell 13,200 57.20 0.8 5 -19
Rubbermaid
25 Savile Row W1 Alken Asset 6,900 102.50 0.7 10 5| 12, plus 10
Management if no break
80 Charlotte St (Asta) W1 Elliott Wood 11,000 56.10 0.6 10 5 | 12, plus 6 if
no break
19-35 Baker Street W1 Knotel 14,600 41.00 0.6 5 319
25 Savile Row W1 Hanover 5,600 108.00 0.6 10 -1 21
Investors
45-51 Whitfield Street W1 Knotel 12,800 48.00 0.6 5.5 35| 6
25 Savile Row W1 Harris 6,200 102.50 0.6 10 5 | 12, plus 7 if
Williams no break
Charlotte Building W1 First Quantum 6,800 73.20 0.5 10 5 | 11, plus 9 if
Minerals no break
19-35 Baker Street W1 Howard de 18,300 26.30 0.5 2 -1 4
Walden Estate
303,800 68.80 20.9

Most of the short-term lettings related to the part of 19-35 Baker Street W1 occupied by House of Fraser.
Following going into administration in 2018, House of Fraser vacated some of their space, relinquishing the
remainder in Q1 2019. All of this space has been let at a low rent, reflecting a landlord’s rolling option to
break from 2021, as we plan to redevelop the building. The Group has a 55% interest in this property held
in a joint venture with The Portman Estate.

We show our 2018 asset management activity in the table below. In total it covered 833,000 sq ft (17% of
our portfolio by area), and we increased rents from £31.8m to £38.3m, which represented an uplift of 20.4%
but was marginally below December 2017 ERV. As well as agreeing new rents, we lengthened a number
of tenures, notably at Horseferry House SW1 where we extended the term certain of the lease with Burberry
from five to 20 years. We also introduced fixed uplifts in years five and 10. We extended VCCP’s leases in
Greencoat and Gordon House SW1 by five years to 2025, The Doctors Laboratory lease at 60 Whitfield
Street W1 by 13 years to 2042 and FremantleMedia’s leases in 1-2 Stephen Street W1 by three years to
2024 term certain. These regears have the benefit of increasing and extending core income but required
additional incentives.



Asset management 2018

Area Previous rent New rent Uplift Income vs

000 sq ft £m pa £m pa % Dec 17 ERV %

Rent reviews 188 6.5 8.0 24.0 2.6
Lease renewals 265 12.7 15.3 20.3 -3.6
Lease regears 380 12.6 15.0 18.8 -1.2
Total 833 31.8 38.3 20.4 -1.4

Included in the table above is £14.9m of income that was subject to breaks or expiries in 2018. Of this, 90%
was retained or re-let with 10% remaining vacant at the year end. Our year end vacancy rate remains low
at 1.8%, up from 1.3% a year earlier but down from 4.2% in June 2018.

Like our development schemes, our managed properties are subject to some of the highest sustainability
standards — a key feature of our management approach. One of the targets we have set ourselves is to
reduce landlord carbon intensity by 55% by 2027 compared to our 2013 emissions level. So far, we have
made good progress towards this with a 43% reduction since 2013. We will be using our COP21 scenario
analysis tool to map a five year programme to ensure the target is met.

Investment activity

During 2018, we acquired £57.2m of property with the larger transactions previously announced. The main
acquisition was a 36-year leasehold interest in 88-94 Tottenham Court Road W1 for £44.3m after costs,
which comprises 37,400 sq ft of offices and 8,500 sq ft of retail. We already owned the freehold, which
adjoins a number of existing ownerships and is located in our Fitzrovia village. Longer term, these could
form the basis of a significant development. The main disposal was Porters North N1, which was sold at a
5% premium to book value early in 2018 following a lease extension and refurbishment programme. The
building was held in a joint venture and our share of the net proceeds was £22.3m.

Since the year end the Group has exchanged contracts on the sale of 9 Prescot Street E1 for £53.85m
before costs, which represents a small premium to December 2018 book value. The property produced a
net rental income of £2.3m per annum, and was held in 50:50 joint venture with LaSalle Investment
Management. The joint venture retains 16 Prescot Street.



DEVELOPMENT
See Appendix 4 for supporting graphs and tables

We have made good progress on our two major schemes. At the year end, we had 623,000 sq ft under
construction which is now 75% pre-let, up from 45% a year earlier. Brunel Building W2 is now 77% pre-let
with the remaining three office floors under offer. This project is due for completion in the first half of 2019,
while 80 Charlotte Street W1 is on course for completion one year later. The commercial element is 80%
pre-let, principally to Arup and The Boston Consulting Group, which was announced in 2017. During 2018,
we pre-let the 11,000 sq ft office space in the adjoining Asta House to Elliott Wood. Together, our two on-
site projects have an ERV of £42.7m, and require £133m of capex to complete. 80 Charlotte Street also has
55 residential units of which we expect to let 19 and sell 36. The latter includes 14 affordable units, which
we have agreed to sell.

Major developments pipeline

Area Capex to
Property complete | Comment
sq ft £m'
On-site projects
Brunel Building, 2 Canalside Walk W2 243,000 16 | Offices — 77% pre-let
80 Charlotte Street W1 380,000 117 | 321,000 sq ft offices, 45,000 sq ft
residential and 14,000 sq ft retail — 74%
pre-let/ pre-sold overall
623,000 133
2019 starts
Soho Place W1 285,000 283* | 209,000 sq ft offices, 36,000 sq ft retail and
40,000 sq ft theatre
The Featherstone Building EC1 125,000 76 | 110,000 sq ft offices, 13,000 sq ft
workspaces and 2,000 sq ft retail
410,000 359
Other major planning consents
19-35 Baker Street W12 293,000° 206,000 sq ft offices, 52,000 sq ft
residential and 35,000 sq ft retail
Holden House W12 150,000 Retail flagship or retail and office scheme
443,000
Total 1,476,000

"As at 31 Dec 2018 2 'Resolution to grant’ planning permission 3 Total area - Derwent London has a 55% share of the joint venture
“ Includes remaining site acquisition cost and profit share to Crossrail

We have also made further progress on our next two major schemes. The preliminary site works at Soho
Place W1 are ongoing and we signed the main construction contract with Laing O’'Rourke last week.
Demolition work has recently started at The Featherstone Building EC1. The first project is one of the most
strategic positions in London’s West End over the Tottenham Court Road Elizabeth line station and at the
eastern end of Oxford Street. The latter is beside our highly successful White Collar Factory. Together, the
ERV is £30m and the estimated additional capital expenditure and site costs total £359m. We expect the
projects to complete in the first half of 2022.

Our developments are designed to some of the highest sustainability standards. Both Brunel Building and
80 Charlotte Street are on track for BREEAM Excellent and LEED Gold. Our new projects, Soho Place and
The Featherstone Building, are set to meet their minimum BREEAM and LEED ratings of Excellent and Gold
respectively and, if possible, we are looking to exceed them. Moreover, we require our main contractors to
work proactively with local communities to ensure disruption is minimised and to foster positive relationships.



Looking further out, we have two significant potential West End projects that have a ‘resolution to grant’
planning. These buildings are currently let at least until 2021, which means that we are unlikely to start
redevelopment until 2022. Beyond these, we have a further 25% of the portfolio, or 1.4m sq ft of existing
space, identified for future development. These include properties such as Network Building W1, Francis
House SW1 and Bush House (South West Wing) WC2.

At the beginning of 2018, we had three refurbishment projects: The White Chapel Building E1 Phase 2, the
upper floors at 25 Savile Row W1 and parts of the lower floors at Johnson Building EC1. Together, these
projects totalled 166,000 sq ft with an ERV of £7.5m. They were completed in 2018 and 78% let by the year
end (by ERV), up from 32% in August 2018. The remaining 36,300 sq ft of space, with an ERV of £1.8m is
at Johnson Building and forms part of our year end vacancy reported above. We had no significant
refurbishment schemes under way at the year end.



FINANCE REVIEW
See Appendix 5 for supporting graphs and tables
Financial overview

Against a background of significant asset management and letting activity, it was development uplifts that
drove our valuation and net asset performance again in 2018. While the underlying central London office
rental market was relatively flat, high-quality space in newly constructed buildings was in short supply in our
villages; as a result, the Brunel Building at Paddington attracted rents well above our estimates and helped
the total return for the year to 5.3%.

EPRA earnings have grown strongly again, enhanced by non-recurring premiums received during the year,
and we have been able to propose an increase in the final dividend of just over 10%.

Project expenditure has raised our debt level from its low point in December 2017 but leverage remains
modest and, with uncertainty persisting both in the UK and internationally, we remain alive to the risks to the
economic outlook; our operational priorities have therefore been to pre-let space and capture early rental
uplifts where we can rather than to wait.

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS). In common with usual and best practice in our sector, alternative performance measures
have also been provided to supplement IFRS based on the recommendations of the European Public Real
Estate Association (‘EPRA”). EPRA Best Practice and Policy Recommendations (BPR) have been adopted
widely throughout this report and are used within the business when considering our operational
performance as well as matters such as dividend policy and elements of our Directors’ remuneration. Full
reconciliations between IFRS and EPRA figures are provided in note 23 and all the EPRA definitions are
included in note 26.

See Appendix 5 for financial highlights table
Delivering above average long-term returns

Our well-established business model aims to balance risk through the economic cycle, growing returns from
our regeneration projects while also focusing on long-term sustainable earnings growth. While our total
return (ie dividends plus EPRA net asset value growth per share) is the best single measure of our
performance, we also focus on EPRA earnings growth as this provides resilience to the business and
enhances the distributions we can pay our shareholders.

The total return in 2018 slowed a little to 5.3% from 7.7% in 2017 but represented 196.5p per share with the
EPRA net asset value per share up 60p to 3,776p after 61.5p of ordinary dividends and 75p of special
dividends paid in the year. Revaluation gains provided 75p per share with Brunel Building contributing 64p
alone following earlier than expected pre-lets at strong rents. EPRA earnings are dealt with in more detail
below.

Looking at the longer term performance too, the table below shows how growth in the annual dividend/PID
(excluding specials) and total return have performed over one, two, five and ten years:

Ordinary
dividend Total return Total return
growth % % pa

% pa
Year to 31 December 2018 10.2 5.3 53
2 years to 31 December 2018 121 13.2 6.4
5 years to 31 December 2018 12.5 83 12.8
10 years to 31 December 2018 10.4 251 13.4

See Appendix 5 for EPRA NAV per share movements for the year




Property portfolio

The value of our property portfolio increased to £5.2bn as at 31 December 2018 from £4.9bn a year earlier,
allocated across the balance sheet as follows:

Dec 2018 Dec 2017

£m £m

Investment property 5,028.2 4,670.7
Owner occupied property 47.0 46.5
Trading property 36.3 25.3
Property carrying value 5,111.5 4,742.5
Accrued income (non-current) 123.1 105.2
Accrued income (current) 15.8 15.4
Grossing up of headlease liabilities (60.7) (14.1)
Revaluation of trading property 1.0 1.3
Fair value of property portfolio 5,190.7 4,850.3

Capital expenditure added £181.5m and, out of the total revaluation gain for the year of £84.1m, £83.4m
related to the investment property portfolio. An additional £0.7m came from our own offices at 25 Savile
Row W1, the latter figure appearing in the Group Statement of Comprehensive Income. Property
acquisitions during the year totalled £57.2m, mainly at 88-94 Tottenham Court Road W1, and we recognised
a further £46.6m of discounted headlease liabilities in the balance sheet of which £45.9m relates to Soho
Place W1. This takes total headlease liabilities to £60.7m at the year end (2017: £14.1m) with an equal and
opposite amount included in net debt.

Accrued income from the ‘straight-lining’ of rental income under IAS17 and SIC15 has increased to £138.9m
(2017: £120.6m) due partly to rent incentives at recently completed developments (eg White Collar Factory
EC1) or where leases have been regeared (eg Angel Building EC1). In addition, the lease extension and
rent review at Horseferry House SW1 agreed in 2018 was accompanied by incentives which added £6.4m
to the balance, including an additional rent-free period, to extend the lease by 15 years.

The net carrying value of joint venture investments at 31 December 2018 fell to £29.1m (2017: £39.7m)
following the sale of Porters North N1 in March. After repaying the related bank loan within the joint venture
company, we received a dividend of £13.5m in H2 2018. 9 and16 Prescot Street E1 are now our only joint
venture property holdings but contracts have now been exchanged to sell 9 Prescot Street later in 2019.

Property income and earnings

Gross property and other income increased to £228.0m from £202.6m in 2017 due mainly to a number of
non-recurring property items; these included net surrender premiums of £3.2m (2017: £0.1m) and rights of
light/access receipts totalling £17.7m. After the record net property disposals in 2017 which reduced rental
income in 2018 by £4.2m, gross rental income was up by 2% over the year to £175.1m. Lettings in 2017
and 2018 added £12.4m of rent while reviews provided a further £3.5m but breaks and lease expiries
reduced income by £8.7m. With ground rents and other property costs increasing to £14.0m, net rental
income was unchanged at £161.1m. However, net property and other income, which includes dilapidations
receipts and the one-off premiums referred to above, rose by 13% to £185.9m from £164.8m in 2017.

Administrative expenses increased to £32.3m from £28.2m in 2017, the prior year figure having been
reduced by the reversal of an overprovision in variable rate pay and the current year figure taking account
of an underprovision in 2017. Adjusting for these, administration costs increased year on year by £2.2m or
7%, the increase being mainly attributable to higher staff costs and variable pay. We have also seen costs
rise in areas such as staff training, GDPR compliance, pensions legislation and recruitment, altogether
adding over £0.6m compared with 2017. Our development team of 14 people works entirely on regeneration
projects; direct employment costs of this team totalled £3.0m but, as in previous years, we have not
capitalised any of these costs or other overheads.



In line with these cost increases and our policy of not capitalising overheads, our EPRA cost ratio (see note
23) has increased to 23.3% in 2018 (2017: 20.8%) or 20.8% excluding direct vacancy costs (2017: 19.3%).

There were no significant disposals of investment properties in 2018 but we have booked a further £3.0m
of overage in relation to the residential project at Riverwalk House SW1. This takes the total overage booked
over the past two years to £8.0m in relation to the site that was sold in 2012. In addition, sales at the
residential site at Balmoral Grove N7 sold in 2016 are now over 70% contracted so we have recognised
£2.0m of overage with more to come if current pricing levels prevail on the remainder.

Although debt increased over the year, average borrowings were actually slightly lower in 2018 than in 2017
and total finance costs fell to £23.5m from £27.1m in 2017 after capitalised interest of £10.7m (2017: £9.4m).
Derivative financial instruments also showed a small overall gain of £0.8m in 2018 (2017: £2.1m) as medium-
term interest rates moved up slightly during the year.

Our share of the results at our unconsolidated joint ventures fell to £2.1m (2017: £5.0m), following the sale
of Porters North in March 2018.

Due mainly to the lower uplifts on revaluation and disposals, IFRS profit before tax fell to £221.6m for the
year ended 31 December 2018 against £314.8m in the prior year. However, on an EPRA basis, which
excludes fair value movements and profits on disposals of investment properties, earnings increased by
20.1% to £126.1m from £105.0m in 2017. EPRA earnings per share (EPS) were up by a similar amount to
113.1p from 94.2p a year earlier. As EPRA earnings and EPS include the non-recurring £15.6m access
rights receipt at Holden House net of fees, we have also provided ‘underlying’ figures, giving an adjusted
EPS of 99.1p, a rise of 5.1% over 2017. Note that the underlying figures do include rights of light and
dilapidations receipts of £3.6m as these items occur frequently within our ongoing property operations. A
table providing a reconciliation of the IFRS results to EPRA earnings per share is included in note 23.

See Appendix 5 for charts showing gross property income and EPRA and underlying earnings
EPRA like-for-like rental income

The unusually high level of premiums received in 2018, with a corresponding sacrifice of short-term rental
income while the buildings are re-let, has distorted EPRA like-for-like income in 2018. Adjusting the EPRA
like-for-like net rental income by removing the £15.6m (net) access rights premium and treating as rent that
part of the surrender premium which relates to 2018 gives an increase in gross rent of 3.6%, net rent of
2.8% and net property income of 5.1% when compared with 2017. Without adjustment, the EPRA like-for-
like income figures range from 0.6% to 15.4%.

See Appendix 5 for the EPRA like-for-like rental income table
Taxation

The corporation tax charge for the year ended 31 December 2018 was £3.1m, broadly in line with the
previous year’s tax charge of £3.3m.

The movement in deferred tax liabilities for the year was a credit of £0.5m, of which £0.4m (2017: £1.5m
credit) passed through the income statement due to the valuation impact for non-REIT Group properties and
£0.1m through comprehensive income in relation to the owner-occupied property at Savile Row.

In addition to other taxation and levies paid during the year, in accordance with our status as a REIT, £6.3m
of tax was withheld from shareholders on property income distributions and paid to HMRC during the year.

Derwent London’s principles of good governance extend to a responsible approach to tax. Our statement of
tax principles is available on our website: www.derwentlondon.com/investors/governance/tax-principles and
is approved by the Board in line with the Group’s long-term values, culture and strategy.



http://www.derwentlondon.com/investors/governance/tax-principles

Net debt and cash flow

Group borrowings increased to £914.5m at 31 December 2018 from £730.8m a year earlier after capital
expenditure invested in our projects, dividend payments totalling £152.0m and net property acquisitions of
£57.3m. Grossing up for leasehold liabilities and netting off cash balances, net debt increased from £657.9m
to £956.9m at December 2018. This has raised the Group loan-to-value ratio from its low point in December
2017 of 13.2% to 17.2% in December 2018, but it remains at the second lowest year-end level over the past
decade. Interest cover rose again to 491% for the year compared with 454% in 2017. Note that interest
cover is calculated on net rental income and does not include surrender premiums for rights of light/access
premiums. Full details of the calculation are in note 24.

The cash received from the various premiums in 2018 has driven a significant rise in net cash from operating
activities to £115.2m from £83.5m in 2017. However, even if these premiums are ignored, the underlying
cashflow from operations increased by over 10% over the year.

Capital spend on projects increased to £187.5m in 2018 but was partially offset by £15.9m of reimbursed
expenditure, £7.2m of which was in connection with the Soho Place project. In 2019, we expect to invest a
further £207m in capital expenditure plus £15m of capitalised interest across the portfolio.

See Appendix 5 for tables of net debt and gearing and interest cover ratio
Debt and financing arrangements

The only change to our debt facilities during the year was the repayment of a small bank facility within the
Porters North joint venture.

In relation to interest rate hedging, we extended the swap on the £28m bank facility secured on the Baker
Street properties out to March 2020 and paid £0.6m to reduce the fixed rate from 3.525% to 0.875%. We
also paid £2.9m to defer £110m of ‘forward start’ swaps; the £70m 3.99% swap is now due to start in March
2019 and the £40m 2.45% swap in October 2019. In addition, a £75m swap at 1.36% is due to commence
in April 2019.

These changes brought the proportion of fixed rate and swapped debt down to 70% at December 2018,
helping reduce the average cost of our debt. At December 2018, the weighted average interest rate was
3.43% (2017: 3.80%) or 3.68% (2017: 4.11%) allowing for the IFRS charge on our convertible bonds. The
bonds have a current conversion price of £31.78 and fall due in July 2019 so they are shown as a current
liability as at the balance sheet date. As our share price was below this level at the year-end, the dilutive
impact on conversion of the bonds has not been included in earnings per share or net asset per share
measures. Were the bonds to convert, the impact on net asset value per share would be a reduction of
about 25 pence per share and we continue to weigh up our options to redemption or conversion of the
bonds; these considerations will partially be dependent on the share price movement over the next few
months.

In August 2018, we received an upgrade to our corporate credit rating. Fitch assigned Derwent London a
long-term issuer default rating of A- and a senior unsecured debt rating of A. The London Merchant
Securities Ltd senior secured bonds 2026 were subsequently given a Fitch rating of A+. At our request,
Standard & Poors withdrew their corporate and bond ratings on 3 October 2018.

The higher year end level of debt has brought cash and undrawn facilities down to £274m at December
2018 from £523m in 2017. In anticipation of this and following the credit rating upgrade, we took action in
the second half of 2018 to raise fresh debt.



An agreement was signed in November 2018 with eight institutional investors for a private placement of
£250m new senior unsecured notes. The issue was made up of four tranches with maturities ranging
between 7 and 15 years. The weighted average coupon of the fixed rate notes was 2.89% with a weighted
average maturity of 10.8 years. In addition to our usual debt covenants, a test requiring unencumbered
assets to be at least 1.6 times unsecured debt has been provided and this is gradually being extended to
our other unsecured lenders. Funds were drawn on 31 January 2019 and used to repay existing Group
revolving credit facilities.

The weighted average maturity of our debt was 5.9 years at 31 December 2018 (2017: 7.6 years) but
increases on a proforma basis with the drawdown of the new senior £250m notes to around 8.0 years.

See Appendix 5 for tables of debt facilities, debt summary and graphs showing maturity profile of debt
facilities and fixed rates and swaps

Dividend

Our dividend policy has been consistent for many years: to maintain a progressive dividend supported by
rising recurring earnings. The earnings increase in 2018 means we have been able to propose another
increase of just over 10% in our final dividend per share, taking it to 46.75p. This will be paid in June 2019
with 30.0p to be paid as a PID with the balance of 16.75p as a conventional dividend. The full year’s dividend
is 1.5 times covered by underlying earnings and 1.7 times by EPRA earnings. There will not be a scrip
dividend alternative.



PRINCIPAL RISKS AND UNCERTAINTIES

We have identified certain principal risks and uncertainties that could prevent the Group from achieving its
strategic objectives and assessed how these risks could best be mitigated through a combination of internal
controls, risk management and the purchase of insurance cover. These risks are reviewed and updated on
a regular basis and were last formally assessed by the Board in February 2019.

The principal risks and uncertainties facing the Group in 2019 are set out on the following pages with the
potential impact and the mitigating actions and controls in place. The Group’s approach to the management
and mitigation of these risks is included in the 2018 Annual Report.

Strategic risks
That the Group’s business model and/or strategy does not create the anticipated shareholder value or fails
to meet investors’ and other stakeholder expectations.

Risk, effect and progression Controls and mitigation

1. Failure to implement the Group’s strategy

The Group's strategy is not met due to poor « The Group conducts an annual five-year
strategy implementation or a failure to respond strategic review and prepares a budget and
appropriately to internal or external factors such three rolling forecasts covering the next two
as: years.

« A economic downturn and/or the Group’s « The Board considers the sensitivity of the
development programme being inconsistent Group’s KPls to changes in the assumptions
with the current economic cycle; underlying our forecasts in light of anticipated

« London losing its global appeal with a economic conditions. If considered necessary,
consequential impact on the property modifications are made.
investment or occupational markets. « The Group’s development pipeline has a

degree of flexibility that enables plans for

Throughout the year, the Group continued to in