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Derwent London

Portoosiio Dock, WIC
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Derwent London i1s areal estate investment
trust focused on London’s West End and other
emerging parts of the capital where future
value has been identified

The board’s ohjective 1s to deliver an above
average annualised total returnto shareholders
by implementing its strategy of adding value
to the group’s properties through creative
planning, Innovative design and enterprising
lease management

Derwent London has developed a strong
reputation for anticipating the locations

of tomorrow, and contributing to London's
regeneration by creating quality working
environments forits tenants




Financial highlights

2007 2006 Increase/
{decrease) %

Recurnng net property ncome’ £101 8m £46 4m 1194
Recurnng profit before taxation? £38 Om 216 4m 1317
{Lossi/profit before taxation £{9% 8m £242 8m n/a
Recumng eamings per share® 3514p 27 44p 281
Eamings per share 100 55p 340 13p (O 4
Dividend per share

Distnbution of years' eamings 22 50p 14 75p 525

IFRS 18 025p 13 95p 292
Adiusted net asset value per share atinbutable to equity shareholders* 1,801p 1.770p 18
Adjusted net asset value per share® 1,862p 1,77Cp 52
Net asset value per share atinbutable tc eguity shareholders 1,770p 1,460p 212
Total retumn attnbutable to equity shareholders 28% 33 6%
Geanng

Balance sheet 42 5% 44 7%

Profit and loss 181 185

1 BExcludes development income

2 Excludes development ncome exceptonal tems goodwillimpasment the revaluation maverment on nvestrent properties and financial instuments and the: profiton

disposal of propertes and nvestments

3 As? together wath the related 1ax effects and is stated after deducton for the minonty interest share

4 BExcludes the defermed tax on the revaluation surplus the post tax fair value of denvative financial instruments and the fair value adjustrment to the secured bonds

and in 2006 deferred tax inrespect of capital allowances clamed




Five year review

*After deduction of mnomy nterest share
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Charman’s statement

The.Johnson Bulkding ECH
Art-JasonMartn

Astrong set of resultsinatesting
period for the property sector, clearly
demonstrating the quality of both
our portfolio and management
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Cverview and resutts

Alter our first year as Derwent London following the acquisition of
London Merchant Secuntes (UMS) in February 2007, it 1s extremely
pleasing to be able to report astrong set of results 2007 has beena
testing penod for the property sector, particuarty in the latter months
when the ndustry expenenced a sharp decine nvalues Against ihs
background, the resulis dlearly demonstrate the quality of both our
porticlio and management

Adusted net assat value per share, based on the total net assets of
the group, INcreased to 1,862p from the proforma figure of 1,717p &
1st February 2007, the acquston completion date The adjustad figure,
excluding minonty INterasts, was 1.801p, anincreasa of 8 4% fromthe
comparatle proforma figure of 1,662p Anincrease of 12 8% inthe first
six months was foliowed by a decine of 3 9% in the second half as the
impact of the credit cnsis contibuted to an ncrease N yids Atthe
year end, the investrment portiofio was valued at £2 7 bilion, producing
a surplus of £94 4 million before the lease Incenive adustment of
£41 million The valuation reflects a true equivalent yeld of 57% The
central London properties, which account for 93% of the total portfolio,
showed a 5 8% increase for the year Properties held throughout the
penod gained In value by 4 3% compared to 21 8% in 2006

Recurnng profit before tax, whch includes 11 months of the resutis of
LMS, was £38 O miion This measure of performance has increased
132% from last year's level o €16 4 milion

RETS

The group converted 1o a REIT on 1st July 2007 to iake advantage

of the more favourable tax regime In which itis exempt from tax on
both rental profits and chargeahle gans The consequent conversion
charge, calculated as 2% of the value of the investment portfolio at the
date of conversicn, amounts to £53 8 millon Thisis incleded in the tax
charge for the year and wil be pad dunng 2008 As a REIT, the group
was able o eliminate the latent capital gains tax hability on the investment
property portfolio Folowing conversion, the group moved decisively 1o
1ake advantage of the active rvestment market and effect tax efficent
disposals of non-core properties Thig achieved outstanding results
and, togather with the first half sales, proceeds totalled £344 milion net
of costs, showing a surplus of £130 mifion or 83% over the proforma
values The exermmpiion fromiax on caprial gans saved the group

£31 3million of tax on these disposals

Dmdend

As aRHT, the group s subject io a minmurn distritaubion test wherety
at least 90% of recurmnng profits from the tax-exernpt business must be
distributed as a Property Income Dividend (PID) Therefore, at dvdends
must now be allocated between FIDs and non-PIDs The directors are
recommending a find dividend of 15 Op per share of which 10 Op per
share will be pad as a PID Thiswill ba paid on 18th June 20080
shareholders on the register on 23rd May 2008 Together with the
ron-PID intenm dhadend of 75p per share this gives a total dvidend
for the year of 22 5p per share In accordance with the group's rewised
policy, this dmdend includes a subxstantal proporion of the tax on
ncome saved through REIT conversion and represents an nCrease
of 52 5% on the 14 75p pad nrespect of 2006




Chairman’s statement

Qube 90Whitfiek! Sveat W1

Market rewiew

After a strong first half for property values, the second half of the year was
charactensed by a lack of liquidity and nsing yelds, causing a dedine in
values By contrast, tenant demand remained strong, particulary in our
core area of operations, the West End This area has a lmited supply of
quality office space and, as a consequence, has enjoyed growthin
rental values of 14 6% over the year

In our key London vilages, we contnus to focus on the middle market
delivenng our hallimark, design-led cffices at economic rents ranging
frormn £430—L£700 per m? (£40-£65 per sq ft}) When measured
against pnme rents in Maytarr and St James's, which have exceeded
£1,290 per m? (£120 per sq ft), we beleve our buldings are an attractve
proposiion for tenants Tha success of this approach s dermonstrated
by lettings totalling 21,900m? baing completed dunng the year at rental
levels 18% above the valuers’ Dacember 2006 estmates These
inciuded both the highest rent achieved at Tower House, Covent
Garden and a record rert for Ftzrova at Quite Atthe vearend, space
avallable for letting within the group's 533,000m2 (5 7 milion sq ft)
porticho amounted to 4 0% by floor area and 4 5% by rental valus

The planning process continues 1o become mome complicated and
lengthy In order to minimise voids dunng this penod, and to maintan
flexitdlity over the tirming of schemes, 1t s part oi the group's strategy
o keep properties income producing until works commence

Despite the protracted process, three notable planning consents
have recently been obtaned At North Wharf Road, Paddington, a
scheme for alandmark 22,300 office building and 100 residential
apartments has been approved, an increase in floor area of 276% from
he existing bulding The property s let urtl a possible start date of 2010

Secondly, we have receved planning permission for the redevelopment
of 40 Chancery Lane, Holbom This involves replacing three bulkdings,
fotaling 6,600m?, with 9,500m? of high quality offices They are all
multi-let on leasas that expire by 2012

Finally, at the Angel Bullding in Istington, planning penmission has
been obtained for a 23,700m? property, an ncrease of 58% from

the sxastng bulding This projact alse ilustrates how, by working closely
with our tenants, we are able to uniock addiional value from within our
portfolio Arestructunng of the existing lease was negotated whersby
we are able to undertake construchon works mmediatsly but the tenant
certinues to pay the rent of £4 2 million per annum until March 2010
With the scheme expected to be delivered for occupation in 2010, this
has mitgaied a substantal ncome vod

Cunng the year, further Investment has been made n the group's
pipaline of future projects Within the key London villages of Clerkermwel,
Fitzrovia and Noho, £142 milion was expended on enlarging our
holdings The average passing rent of these acquisiions 1s £178 per m?
(216 50 persq fi) and all have the scope to substantially ncrease floor
area In addition, capital expenditure on projects dunng the year was
£61 milion Pancipaly, this was incurred on our pre-let schemes at
Horseferry House and Arup Phases lland lll, as well 2s Quibe which
completed towards the yaar end and Portcbellc Dock which completes
inMarch These projects compnse 44,800m?

Board

The directors are delighted to welcome Dawd Siverman 1o the beard
Dawvid, who has been with the group since 2002, was appcinted on
2nd January 2008 with responaibilty for investment acquisitions
and sales

Prospects

Qur chiecive 13 to create supenor shareholder retum through the intensive
management ¢f our central London portfolo Thisis charactensed by s
reversionary natura as well as the potential to create vatue through lease
management and high quality refurtishment or re-development These
features nat only underpin our future growth but also allow us 1o manage
nsk N times of uncertanty

At present, the nvestment market 1s expenencing same nstability and
equiibrum wil onty retum when there is a consistent deal flow, which
requires the restoration of both confidence and iquidity to the market
Currently, demand for space in the West End remains firm for the imited
available space However, n the event of a general economic siowdkown,
even n thsdistinctive area, rental growth is likely to be affected

While these factors lead us to have a cautous view of the market inthe
year ahead, our focus on properties offenng mid-market rents, proveles
relative resihence and many of the group’s most successiul projects
were engnally acgured in simitarly testing markets At the year end, both
balance sheet geanng at 42 5% and profit and loss geanng at 1 81, were
at comfortable levels Together with unused, committed, bark faclites
of £370 mifion and long-term rental commitments from quaity tenants,
this shows the group to be financially well positioned not onty 16 face,
but also to capralise, on these challenging tmes

In surmmary, whilst we foresee a more demanding market inwhich the
key to value creation will be hands-on property expertise, we are
corfident that your management’s expenence and proven skils wil
enable the group to take advantage of those opportunties which will
delrver future growth

R A Rayme
18th March 2008




Major property holdings

The acquisition doubled the floorarea of the
portfolio to over 533,000m? and significantly
strengthened our position as a leading central
London office investor

In our key London villages, we continue to
focus on the middle rental market, delivering
our hallmark, design-led offices

The Johnson Building, EC1

Status 100% let

Type Offices/Retal

Size 13,900m?

Value £75-100m

1 Ohver's Yard, EC2

Status 100% let

Type Offices/Retal

Size 17,300m?

Value £75-100m

Dawvidson Building & Tower House, WC2 80 Charlotte Street & 23 Howland Street, W1
Status 93% let Status 100% let

Type Ofices/Retal Type Ofiices

Size 8.800m?* Size 18,600m?

Value £75-100m Valug £75-100m




Major property holdings
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25 Savile Row, W1

Tea Building, E1

Status 100% let Status 93% let
Type Offices Type Offices

Size 3.900m? Size 21,000m?
Value £50-75m Value £50-75m
Qube, W1 Holden House, W1

Status Completed Octoher 2007

Status 100% let

Type Cffices/Retal

Type Cffices/Retal

Size 10,000m?

Size 8,400m?

Value £100m+

Value £75-100m

1=5 Grosvenor Place, SW1

Greencoat & Gordon House, SW1

Status 100% let

Status 87% et

Type Offices

Type Offices

Size 15000m?

Size 11,800m?

Value £100m+

Value £50-75m




Development pipeline

The portfolio 1s characterised by its strong
reversionary income potential and the
opportunity to create value through lease
management and the development process

Over 50% of the portfolio has been identified
with development potential that could resuit
in additional floor space of over 135,000m?

Derwent London plc Report & Accounts 2007 13

16-19 Gresse Street, W1

Status Completion March 2008

Type Offices/Residental

Proposed sze 5,500m?

Angel Bullding, EC1

Arup Phases Il & llI, Fitzroy Street, W1

Status Planning consent achieved February 2008

Status 100% pre-let

Type Offices/Retall

Type Cfiices

Proposed size 23,700m?

Proposed sze 13,200m?

Horseferry House, SWH

55-65 North Wharf Road, W2

Status 100% pre-let

Status Planning consent achieved January 2008

Type Offices/Residenial

Type Offices
ke Proposed sze 16,2002

Proposed size 29 400m?




Development pipeline

The.Johnson Buldng ECH

Current projects
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Proposad Practical Esimated cost Comments
nelarea or expectec 0 complele
m completion m
Victona
Horseferry House, 1 W&m
Horseferry Road, SW1 15,200 Apr 08 117 cormpicton Proiets Bty et 05 8 mikon
per annum, who wall take occupation
at complstion.
Fitzrowvia
Arup Phases 1| & lll, Rtzoy Strest Anotce development under phased
and Howland Street, W1 13,200 Nov 09 326 ,mes“mmo"b““ma bt
of 2000 for Pnase I BothPhasesae
predet to Arup on a 25-year loase at
acumentrent of £2 7 milionpar annum
nsng o £3 8 miion per annum ancthen
£ O millon per aNnUm Lpon Completion of
Fhases 1 and B respectvely
Ladbroke Grove
Portobello Dock and Arrglaedusewd—sdauopctm
Kensal House, W10 6.400 Mar 08 26 P s s e s o
refurbxshet atfice suies. The resdental
unds have been pre-sold
Noho
16-19 Gresse Strest, W1 5,500 Mar 08 213 A4 400n office buiding undkr
consTucton wih H resdenta s
1o be provded in an adacent buldingn
Rathbone Place.
40,300 68 2




Development pipeline

With current prgects 70% pre-let, and the
properties subect to planning consents and
appraisal studies all income producing, the
development pipeline 1s extremely flexible and
wili be managed to meet the demands of the
occupier market

Planning consents

Net contracted Comments
remal Income Existing Proposed Floor area
Per annum flcor area floor area uplift
£m me m? %
Clerkenweli/islington
Angel Buiding, Pafzr&gmﬁ was ga’lm:;l
411 5t John Street, EC1 42 15,000 23,700 98 exenson ol thes dmerk singon buiding
Detaied schame designis underway anda
starton site 1s ancipated Trs year with
completon m 2010
The Turnmil, Planning consant cbtaned In Decerber 2007
for a comprehensva refurishment and the
63 Clerkenwell Road, EC1 06 4,200 6,000 44 adoiton of two fiocrs
2026 Rosebery Avenue, EG1 02 2,300 3.400 48 Pranning consent for refurtishment
and extenson
Paddington
55-65 North Wharf Road, W2 17 7,800 28,400 276 Parning consantwas granted in January
2008 for the redeveiopment of these low
nse 1960s buildings which occupy apnme
Paddington Basin locaton Ths maor proect
would provide a 22 300 office buidng a
100 unt residenta block 1otaling 6 800
and Z70m? of retal space
Southbank
Wedge House, Arade\m/ggmmopm‘nrnyfrm
30-40 Blackinars Road, SET 07 3600 7,500 108 loditindiist-iiobey
office development n this mpowng
Southbank locaton
City borders
18-30Lecnard Street, EC2 - Site 5,100 n/a Panning consant for 3 200n of
resacental space (47 urtshand 19007 of
cHices Works scheduled b cormmence n
summer 2008 with completonin eary 2010
Holborn
40 Chancery Lane, WC2 11 8,600 9,500 44 Plarning consent obtaned n Febnary

2008 for a new office buiding Ths would
replace threa buldings. two of which we
have aninterest in and an adiacent bukdng
of S00m? which s owned by the freehoider of
partol our oanarship.

85 38,500 84,600

114




Development pipeline

Appraisal studies
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Net contractad

rental Income

Exsting

per anrnum

foorarea

£m

Euston

132142 Hampstead Road, NWi

32

21,500

Fitzrovia

Acquredin 2007 Offers regevelopment
potenta and possile planning ntegraton
with our Fitrowa Estate There s an exsting
planning permission for redevelopmernt o

pravde a newvoffice buiiding of 18 700n¥ and
4 600 of ncustral space Our indal studics

showthere s the polerival 1o substanually
mprove the affice content and tomtroduce
vakuable resinental space

80 Charlotte Street, W1

20

18,600

Belgravia

A substartal istand biock oocuped oy
Saatchy 8 Saatch with meciurm-tarm
redeveicoment polental Architects
apported o consider feastty and
MassinNg opions

1-5 Grosvenor Place, SW1

52

15,000

Soho

Two substanta office buidings
occupying alandmarkkocatonon
Hyde Park Camer and cifenng sigriicant

Astonia and 135-155 Charing Cross Road, WC2

36

10,000

City borders

City Road Estate, EC1

10

9,500

Victona

Foliowng a planning refusal in 2007 we are
re-apprasng anumber of redevelopment
opbonsand anbepate making a revsed
appkcahon Dwards the end of ths vear

Riverwalk House, 157-166 Millbank, SW1i

23

Apnme mersicde kacanon overlooiang
the Rver Thames Potental to
substantially ncrease the site density
through redeveicpment when the lease
equesin2011

173

81,500
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Approomate
Offices {0} Retalrestaurant {F) Freehold (F) netarea
tnoustnal i} Lersure [ Leasenold ) e
West End Central (66%
Fitzrowa/Euston (25%)
132-142 Hampstead Road NwW1 [&] F 21500
80 Charlotte Street and 23 Howland Street W1 o F 18 600
24 Fitzroy Street and 18-24 Howland Street W' O F 13 200"
Qube 90 Whitfield Straet W1 /R F 10000
13 Fitzroy Streat, W12 [+ F 8400
$§5-100 Totterham Court Road W1 OR F 6400
Middiesex House 34-42 Cleveland Street W1 9] F 6000
88-94 Tottenham Court Boad W1 R F 4900
163-170 Tottenharn Court Road WCI C/R F 4400
80-85 Tattenham Courl Road W) /R F 4100
60 Whitfield Street, W1 C F 3400
120-134 Tottenham CourtRoad W12 R F 2700
43 and 45-51 Whitheld Street W1 o F 2,500

Saho/Covent Garden (10%)
BushHouse South WestWing Strand WC2
Channg Cross Road WC2
Astona and 135155 Channg Cross Road
The Courtyard Sutton Row
17 Ordord Sireet
Covent Garden Estate WC2 /R F 5,700
19-26 and 19a Floral Street
26 and 27-32 King Street
34 Rose Street

:

%o
:

Tower House 10 Southampton Street WC2 OR F 4900
DavidsonBulldng 5 Southampton Street WC2 OR F 3900
Jaeger House 57 Broadwick Strest W1 O E 2300
Victona {10%)
Horseterry House Horseferry Road SW1 o] F 15 200°
Greencoat and Gordaon House Francis Street SW1 o] F 11 800
Rverwalk House 157-186 Milbank SW1 Q F £500
Premier Housa 10 Greycoat Place SW1 [¥] F 5800
68 Greencoat Place. SW1 Q F 3100
Noho (6%)
Heiden and DumbartonHouse 54-88 Oxiord Street W) /R F 8400
Henry Wood House 3-7 Langham Place W1 /R L 7400
16-19 Gresse Street and 7-8 Rathbore Place W1 o] FAL 5 500"
Caslle House 75 Wells Street Wi o] L 3200
Baker Street/Marylebone (6%)
15-35 Baker Streat W1 OR L 6700
88-110 George Street W1 OR L 2 400
30 Gloucester Place W1 Q L 2200
28 Dorset Squara, NW1 Q F 2200
16-20 Baker Street and 27-33 Robert Adam Street Wi OR L 2000
17-39 George Street, W1 6] L 2000
Belgravia (5%}
1-3 Grosvenor Place SW1 Q L 7,700
4-5 Grosvenor Place SWH Q L 7300
Maytair {2%)
25 Savile Bow, W1 [0%5] F 3800
Paddington (2%)
55-656 North Wharf Road W2 o L 7800

' Arup Phases & 1

2 Arup Phase|

Fnadciton inciudes a 324 momhotel
Left Art-Jufian Opa * Proposed areas

Poriobelio Dock, W10 () Percentage weighted by valuaton




Principal properties

Approximate
Oflices {O) Retal/restavrant (R) Freshold (F) net area
Inaustnal il Lessure (L) Leasehold 1) i
West End Outer (6%}
{shngton/Camden (5%)
Angel Buldng 411 St John Streat, EC [ F 15 000
Balmaral Grove Butdings N1 and 1-8 Market Road N7 joj| F 4 500
Suncourt Housa, 18-26 Essex Road N1 /R F 2500
2-12 Pentonville Road N1 O F 2400
14 Pentormvlia Road N1 [¢] F 1700
Ladbroke Grove (1%)
Poricbelo Dock and KensalHouse Wi0 o F 6400
City* Quter (21%)
Clerkenwell (7%)
68 Rosebery Averue EC1 8] F 9300
Morelands Buldings 5-27 Old Street ECH O/R L 7400
Woodbndge House 30 Aylesbury Strest ECY Q F 7000
The Tummill 83 Clerkerwell Boad EC1 Q F 4 200
5-B Harchwick Street and 1681 Rosebery Avenue ECH [s] F 3300
2026 Rosebery Avenue and 11 Wamer Streat EC1 [&] F 2300
151 Rogebery Averue EC1 [¢] F 2300
City borders (6%)
1 Olver's Yarg EC2 OR F 17300
City Road Estate ECH OR 95600
70-74 City Road
Sophia House 76 City Boad
Transworld Housa 82-100 Gity Road
36--37 Featherstona Street
8a and 13-15 Mabow Street
Monmouth House 58-64 City Road £C1 Q F 3900
186 City Road EC1 [e] F 3600
2100Md Streat EC1 o) F 2100
18-30 Leonard Strest EC2 - F Sne
Holbomn (5%}
The Johnson Bullding 77 Hatton Garden EC1 o] F 13900
40 Chancery Lane WC?2 and 20-21 Tocks Court EC4 [s] FL 5700
6-7 St Cross Street EC1 Q F 3100
Shorediteh (3%)
Tea Buddng Shoreditch Hgh Street Ei Q F 21000
Provincial (7%}
Scotland {4%})
Strathkelin Retarl Park Bishoplnggs Glasgow R F 28 800
The Tnangla Centra, Bishopbnggs Glasgow /R F 5500
Land Bishopsbnggs Glasgow - F 5 500 acres
Other (3%)
The Rolunda Kingston upon-Thames L F 15700
Quadrant Centrerand Burlington Arcads Boumermouth R F 9500

* Proposed areas
() Percentage weighted by valuation

Fight. 28 Dorset Sguare, MWt



Directors’ report

The direciors present therr report and the finencial staterments for the
year ended 31st December 2007

Results and dividend

The loss before tax was £99 8 million (2006 £242 8 million profit) and
the profit for the year amounted to £100 9 mdiion (2006 £182 2 milion)
The drectors recommend a final daadend of 15 Op per share, which,
when taken with the intenm dmdend of 7 5p per share paid on
OthNovember 2007, gives a total dwvdend of 22 Sp per share
(2006 14 75p paid as two intenm dmvdends) payable in respect
of the resulis for the year ended 31st Decemizer 2007 amountng 1o
£22 8 millon (2006 £79 milicn) Ordinary dvidends paid dunng
2007 amounted to £13 2 milion (2006 £7 5 mullion) after which
£877 milion 2006 £174 7 million) was added to reserves

There follows a review of the business Further comments on the future
outlook for the group can be found N the charman’s statement

Business review

Derwent London s a property investment company focused on the
cantral London office market. At 315t December 2007, the portfolio
was valued at £2 7 billon, compnsing over 533,000r7 concentrated
N the West End where 72% by value of the assets are bocated The
company's strategy 1s to delver above average total retums from rental
incorne and the creation of value through asset management and
development Innovatve design solutions and high quality contemporary
archuteciure play animportant role in the business and the group
has gained a strong reputaton for delrvenng first dlass, award-winning
office space that is both attractive and economical to tenants

Key achieverments in 2007 and since the year end Include

— The ntegrabion of London Merchant Secunties into Derwert Valley
Holdings to create Derwent London

— Conversion to a BET on st July 2007

— £344 milkion of disposals, which produced a £130 million sumplus

— The acgusiton of £142 millon of properties, all charactensed by
low rental levels and offenng significant planning opportunities

- 21,8007 of letting actty at an annual rental income of £8 3 milkcn:
and achieving 18% atxove the valuers' estimated rental values

— Inital lettings made at the group's 10,000m? Qube office developrment
followang rts completion n October

— Substantal progress at curmrent schemes including Horssferry House
In Victona and the Arup project in Fitzova, both of which are pre-iet

— Development commenced at 16—19 Gresse Street to delver
4,400 of offices n Noho in 2008

— A significant planning permission obtained for the redevelopment
of North Wharf Road, Paddingten to provde 22,.300m? of offices
and 100resdential units

- Algase restructure at the Angel Bulding in Islington that paved
the way for a magor 23,700m? redevelopment for wihich planning
permission has been recenved in 2008

- Atotal annualised property retum for properties held throughout
the penod of 11 2%

QOverview

2007 was a groundbreakang year for the company with the creaton
of Derwent London — follomng the acguisibon of LMS by Derwent
Valley Holdings [OvH) Managing the merger of the businesses was
animportant and complex process, requinng not onty the successful
integration of the operations but also the continuation of the DVH
ethos that has been built up over many years With the integration
fully complete, all employess are now based at our Savie Row office

The merger doubled the floor area of the porticio to 533,000m? and
sgnificantly strengthened our posiion as a leading central London
office imvestor Owverall, 93% of our assets by value are located here
At the same time 1t reinforced our strategy of owning properties let at
low average rents wath mportant reversionary growth potental and
mantanng a portiolo with substantal development polental The
average rent of the central London portfolio 1s £257 per m? and the
average urexpired lease length s B B years Over 50% of this space
has beendentified for refurbishmentfedevelopment projects at the
appropnate tme n the Riture

Whilst substantially enlarging our property ownership, the merger also
enhanced our geographical coverage within central London In particular,
DVH had a strong reprasentation in the vilages south of Oxford Street
{such as Soho, Covent Garden and Victona) which complements the
ILMS ownerships to the north of Oxford Street (such as Fitzrova,
Baker Street and Islington) This ncreased presence in these dynamic
and evohang areas gves us the opportunity 1o provide a greater offenng
of West End properties 1o tenants at vanous levels of rent With high
occupationg costs inthe West End, this puts us n a strong positicn

In the willages of central London, we have accumulated a specialist
knowledge and understanding of thewr history and cutture and how
each)1s evolwng to face the future Through the provision of high qualty
working emaonmeants, we aim to be recognised as a key playerin
central London and to help influence the changing lock of the capral
Woe concentrate on mid-market office rental locations, typically
£430-E£700 per 2, as these are found in some of the most vibrant
and improving areas in London to boih work and e For example, we
dentfied and rvested in Paddington at an early stage of 1is regeneration
and thes area has been rangformed over the last five years (o become
animportant part of the Wast End office market In Fitzzovia, where we
own over 100000m? of property, we are reimvigorating the locality by
replacing the tired 1850s properties with contemporary offices and
improved etal facities
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The London economy

With our central London focus, the heatth and trends of London's
economy are key factors to the group, not only In the generation
and growth of rental ncome but also in the timing and delvery of
our projects

London's economy accounts for approxmeatety 19% of the UK's total
GDP and 15% of ts employment Its growth and prospenty s strongly
influenced by the witality of the financial and business services F8BS)
sector and this has expanded rapidly over recent years Conseguently,
the health of trus sector iIs animportant detaerminant in the demand for
the capital’s office space Despite the recent turbulence in the global
financial markets, economic forecasts suggest that over the next

five years London's economy should be maore resiient than the rest

of the UK

Total office stock in central London 1s estmated at 191 milion e
and 1s subdmvded into three distinct regons — the Gity (49%), the
West End 42%) and Docldands (8%) The West End has a broad
tenant base and 13 home to media, professional & business
sarvices and specialist fund management, whilst the City 1s the
tradiional home of banking, nsurance and legal services  Sincs
Its creation in the late 1980s, Docklands has been very successful
N delivenng large, modern office space that has attracted tenants
away from the City The City’s response was 1o ease planning
regulations to allow taller, higher density buldings, thus ncreasing
the development pipeline and enlarging the City office stock

By contrast, the supply of West End office space has remaned
extremely tight due to the restnctive planning regulaticns, which
include the requirement for residential provision where additional
office space 1s proposed With conservation areas covenng
approxmately 76% of the West End and nearly 3,900 listed
buldings, development activity in the area 1s further constrained
As a consequence, office space n the West End has increased
Iittle since the early 1990s
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The strong UK economy in 2007, especially I the first half of the year,
helped dnve the central London office vacancy rate dowrwvards, fom
4 3% of tolal stock at 31st December 2006 to 3 0% at the year end, the
lowest level snce 2001 Looking at the sub-markets, the City vacancy
rate dropped flom 5 586 to 3 5% whilst the West Bnd, where avalable
space s particulary scarce, decreased from 3 5% to just 2 3% These
levels are well below the 10-year averages of 73% inthe City and 4 8%
Inthe West End Strong letting actty contributed to these falling
vacancy rates with take-up in central London and the West End
exceeding ther 10-year annua averages

Dunng the year, the supply-demand imbalance in the central London
office market, especially n theWest End, drove rents to new heights
and we benefited from this in our lethng acity Tenant demand s stil
firm, despite the changing economic outlook In the second half of the
vear that bagan wih the creditcnsis, although the mood 1s undoubtedty
more cautious The West End market looks set to prove more reslient
than that of the City due to s lower vacancy levels, more diverse tenart
base and Imited development pipehne

Despite strong rental growthin 2007, the increase n yields pushed
capial values downwards According to the IPD Quarterty Property
Index, the total return in 2007 for West End offices was 5 7%,

ng both the City Office Index (3 9%), and the All Property
Index (—4 4%) Derweni London's undertying property retum over the
same penodwas 11 2%

We monitor closealy the ocoupational and investment trends and ther
subsequent impact on the office market As the properties that fomn
the next generation of schemes are INncome producing, we have the
flexbility to adjust the tming of our progacts to eflect anticpated market
condiions Our skills and expenence in operating throuph different
stages of the economic and property cydes enable us o produce
supenor retumns through this careful tming of cur schermes, therr design
and thexr rental cornpetitveness
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Portfolio statistics

Valsauon Vacant
Valuaton Wexghting pearlomance Floor area accommodaiion
£m % % [t e
West End
Central 17613 66 61 279,700 24,100
Outer 160 6 [} 42 51,800 9,200
18219 72 59 331,500 33.300
City
Quter 5596 21 53 128,900 9,200
Central London 24815 a3 58 460,400 42,500
Provincial
Scotland 1104 4 (12 3) 38,100 6,100
Other 798 3 e7) 36,600 5,200
1902 7 119 72,700 11,300
Total portfolio 2007 2,671 7 100 43 533,100 53,800
Total porticlio 2006 1,2827 100 216 241,400 27,600
“Propertes held throughout the year with the ex London Merchant Secunties plc portfolio hedd trom 1st February 2007
Net Vacant Hant review Portiobo
contacied accommaodation andlease estmated Average
rental Incomea Average rental valua TEVErRIONS rental value unexpued
per annum rentatincome per annum par annum par annum lease lengtht
£m £ per m? m £m m Years
West End
Ceniral 625 275 128 290 1114 1086
Outer 80 188 18 24 122 53
775 262 147 314 12386 101
City
Quter 282 245 21 556 368 54
Central London 1067 257 168 369 160 4 88
Provincial
Scotland 52 172 11 01 64 g2
Other 57 184 05 0 4) 58 132
109 178 16 03 122 113
Total portfolio 2007 117 6 247 184 36 6 1726 91
Totat portfolic 2008 594 281 74 120 788 85

1Lease lengthweighted by rental ncorne and assuming tenants brealk at first opportunity

West End

Ceniral Belgrawna, Mayfar, Soho, Covent Garden, Viciona, Fitzrowia, Noho, Paddington, Baker Street, Marylebone, Euston
Cuier Camdan, Islington, Ladbroke Grove, Swiss Cottage

City

Quter Clerkerwell, Holbomn, Shoreditch, Southbank and City borders
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Objectives

Derwent London's strategy 1$ straightforward, we add value to our
properties through asset management and the development process
We mpiement wel thought out planning solutions, based on high qualty
architectural design and infiated by enterpnsing asset management
which reflects our understanding of tenants' requirements Through this
process, our ohyectve 1s 1o deliver above average annualised total retum
o our shareholders

Inlast year's report and accounts we dvided this approachinto a
number of key objectves These, together with the progress that has
besn made dunng 2007, are reviewed below

o

0]

Ownership of a portioho vath significant opportunibes for

vaue enhancement

Eachyear a thorough property-ty-property revew s undertaken and
roomorated Into a fiveryear business plan This year's revew deniffied
over 50% of the enlarged portfolio as having significant development

patental, a simiar proporbon 10 a year ago pnor o the menger

Actve lease management to improve rental ncome

A key charactenstic of the portfolio 1s its eversionary rental profile
with low pasaing rents, thereby provmding the opportunity for ncome
growth and value enhancement. At the year end, our average
central London office rentwas £257 per m?, compared to £281 per
e last year reflacting the lower average renis i the LMS portfolio
However, on a ke-for-ike basts, the average rent in the CVH portfolio
increased to £264 per m?

We am o maxamisa rental ncome inal of our bulidings ncluding those
eamarked ior recievelopiment. As an example, at the Angel Buiding,
we secured conirol from the tenant n March, whist mantanng the
£4 2 miion per annum rental noome untl 2010 Fannng penmession
has now been cbtaned for a major development.

Martan a pipeline of projects that can be delivered according
to market conditions

The planning process 1s complex and protractad so it IS important io
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identfy development potantial and undertake appraisals at an
aarly stage to ensure an appropnate supply of schemes for the
future With diigence and flexibilty, we delver schemes to the
market at the most appropnate tme Our current major proects
total 40,300m?, of which 70% of the space has been pra-let o
Arup and Burberry Additionally, we have planning penmmission
for over 84,6002 of future projects at properies which have
anexasting floor area of 38.500m? and are cumently producing
arental ncome of £8 5 miien per annum

() Dehver and let projects on tme and to cost

Capital expenditure dunng the year was approxmately £61 milion
Of thus, £33 milion was nvested in Qube, Horseferry House and
ArupPhase || As planned, Qube completed towards the end of
the year, and progress has been made with leting Horseferry
House and Arup Prase |, both of which are pre-let, are on course
to complete this spnng  Capital expenditure for 2008 1s forecast
to be £100 miion

& Apply and promots contemporary architecture and forward-thinkaing

technigues through the Derwent London design brand

We work with a number of architectural practices to ensura there
15 a constant fiow of new ideas that drve the boundanes of good
design These range from established names to smaller, cutting-
edge practices and enable us t0 nurture talent and push forward
rmagnaive bullding sotutons These endeavours were recognised
dunng the year with the winning of the 2007 Roval Instiute of Bntsh
Architacts (RIBA) Client of the Year award

(i) Recycle capital for reinvestment when potential 1s maximised

in 2007, property disposals totalled £344 mullion, net of costs,
and acreved outstanding prices, realising a £130 milkon profit
These were disposals of properties that did not conforrm wath our
post-merger strategy and ncluded residental sites, provincial
and smaller properties Where possible they were sold post-REIT
conversion, thereby improvng the after tax return. We wll continue
to disinvest mature assets to free up capital for seleciive
acqusitions and projects
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Qur strateqgy translated inte a property return of 30 1% for 2007,
comparedto 26 7% N 2006 However, the figure for 2007 1s distorted
by the fevel and timing of sales dunng the year The comrmesponding
undertyng figure 1s 11 2% wath the pnncipal drivers being rental growth
and development sumplus Rental values advanced 13 0% dunng
2007, with the West End achieving 14 6%, albert that the pace slowed
N the second half of the year With regards to valuations, the yeld
compression of the first half of the year reversed in the second half
as the antopated correction was exacerbated by the global credit
problems in the financial markets While these remain turbulent, the
outlook for yields 1s uncertan We are encouraged by tenant encunes
In the West End, which is relativety Insulated from the impact of global
financial market turmaol and expect modest rental growth herein 2008
Currently, we have no ownership in the City core

This year, In addition 1o followang the same six broad objectives
set out above, we have also identfied specific Key Parformance
Indicators {Kils)

Key Performance indicators

The following KF1s were identified for the group as a traditional

property company As more expenance I1s gained of operating
as a RET, these may ba revised to raftact the different metnes

of this new environment

Financial

0 Total retun
This is calculated as the increase in adusted net asset value
excluding minonty nterests over the penod plus dvdends pad
dunng ihe penod dmvided by the adjusted net asset value
excluding minonty Interests at the start of the penod

This 1s the retumn that management delivers to sharehelders and
for 2007 was 2 8%

Property

i

Total property return

This measure combines a property’s rental and capital retum and
15 calculated by the group in accordance with the formuta used
by IPD The group has adoptad two targets for this KH to exceed
the annualised IPD Quarterty Property Index for All UK Property on
a three-year roling basis and to exceed that for Certral London
Offices on an annual basis

For the three-year penod ending on 31st December 2007 the
group’s total property return was 25 6% whilst the All UK Property
Indexwas 10 2% Annually, the group's tolal property retum was
301% whilst the Central London Index was 0 7%

Tre group's figures are affected sigrdficantly by the sales undertekento
refocus the porticlio n 2007 Excluding these, the groun's total property
retum for the year was 11 2% and for the three-year penod, 19 2%

Void management

The group manages the level of vacant space in its portiolio
to ensum an approprate balance between valua-enhancing
schemes and the associated nsk The related KPi s that the
expected rental value of space immediately avalable for letting
must not exceed 10% of the portioho's reversionary rental value

At the year end, this figure was £77 millon, equivalent to 4 5%
of the portfolic's reversionary rental value

Environmental

0]

Impact of developments

A target has been adopted for the group to ensure that all
developments N excess of 5,000m? are assessed against
Building Research Establishment Ervironmental Assessment
Method (BREEAM) and rated Very Good or above
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Awards

Cur commitment to good design and mproving the office workang
envronment was rewarded in 2007 with Derwent London winning
the RIBA Client of the Year award The prestigious accolade was for
the commissioning of both established and up-and-coming architects
to delver a mix of refurbished and new-buit offices throughout
London We also won a RIBA award for 28 Dorset Square, a stylish
office project in Marylebone In Apnl, wa won the Property Wieek
Deal of the Year award for the acquisiion of LMS and in Ociober,
we were also awarded Property Company of the Year — London,
from Estates Gazette

Property review

Valuation commentary

The year under review was very much a tae of two halves Tha six
months to June showed modest yield compression and sirong rental
growth performance, delivered through healthy tenant demand and
histoncally low vacancy rates Howenver, the disruptions in the world
financial markets in the auturmn dramatically changed the outiook for
values with the nvestment markat reacting swiftly This contnbutad to
an increase i yields as the avalabilty of finance became restncted
However, leting actvity remaned buoyant, especially in the West End,
with rents cortinuing to ncreasa in the second half of the year

Set aganst this background, the mvesiment portfolio was valued at
£2 7 oillion at 31st December 2007

The valuation surplus for the year was £94 4 millon, before tease
ncentve adustments of £4 1 mithon Properties held throughout

the penod contbuted £54 0 mulon, a resutt of strong rental growth
which compensated for the ncrease N yelds In addmon, the revaluation
of our development propertes added a further £50 3 milion with a

Portfolio yields
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substantial surplus coming from the recently completed Qube
development Clher propertes in this category were Anup Phases |
and I, Horseferry House, Portobelio Dock, Gresse Strest and Leonard
Street. Aoquasiions saw a £9 9 milion defiat, prncipally as the associated
transaction costs wems wittenoff However, thesa properies contan
exciing planning opportunites and offer potential for sigrificant value
enhancement in the future

The portfolio's undertyng valuaton uplit was 4 3% compared to 21 6%
last year The Wast End properties, which represent 72% of the portiolo,
achieved a 5 9% ncrease Here, good uplifts came from our Belgravia
and Victona properties, whichrose by 13 9% and 12 5% respectvely
The remaning properties in central London, 21% of the portfolio, are
located on the City borders The value of these assets ncreased by

5 3% over the year with a good performance from our Holbom properties
at & 8%, pnnapally due to a strong retum at The Johnson Buikding
Overall, the value of the central London portfolio increased by 5 8%

The remaining 7% of the portfolio 1s located in the provinces
and valuas decreased by 11 2% as valuation yields increased
and rental growth was bmited A principal factor in this return was
the downgrading in value of Strathkehan Retall Park in Scotland
which compnses just over a third of the provincial portfolio by
valus However, we have recently improved the planning use at
this bulky goods park and are warking on asset management
niiatives Further progress on the disposal of the prowincial
properties has been made snce the year end, with the sale of
our Southarnpton properties

At 31st December 2007, the portfolio’s inibal yield, based onthe
anrualsed, contracted rentalincome, net of ground rents, was

4 4%, nsing 10 8 3% on full reversion The portfolio's true equvatent
yeld was 5 7%, showing an increase from 5 4% at the start of the
year and & 3% inJune 2007

Rental uphit Renta
pet annum Per avuen Yeld*
£m &m %
Annualised year end contracted rental income, net of ground rents” 1176 44
Letting 21,400m? vacant accommeodation avalable at year end 77 47
Completion and letting 32,400m? of refurbishments and developmenis 107 50
Anticipated rent rewew and lease renewal reversions 366 63
Portfolio reversion 550
Poteniial portfolio rentat value 1726 63

FYield based upon the year end valuahor: and adiusted for costs o complete commenced projects

Inclodes the Horseferry House pre-leting of £5 3 miZon per annum




Directors’'report

Lettings

Managing our vacant space I1s an important part of the business
and the appetite for high quality accommodation was evident
through our leting acimty In total, we completed 21,800m? of letings
In 81 transactions at a combined rental ncome of £8 3 milion per
annum These were 18% above the valuers' estimated rental values
underlying the proforma valuations, hignlighting the group’s
axceptional performance aganst market expectations

Early In the year, the final floor of the 13,900m? Johnson Buldng n
Holborn was let at £460 per me, nsing to a minimum of £480 per m?2
onfirst review This 1,030m? letting achieved a rent 26% above our
intial letings N 2006 This project was fully fet in just nine months,
atestament to its Innovatve design and flexable fioorplates. Within
the same complex, the 540m? Sweeps Studios was pre-et and
1,750m? was let at 6—7 St Cross Strest, the latter achieving rents
of up to £375 per m2 which was 27% above the anticipated rentat
values at the outset of the project

In February 2007, we completed the 3,600 refurbishment of
186 City Road in the City borders and quickly multi-let the buldng
at a combined annual rental income of just over £1 0 millon per
annum The highest rent achieved was £335 per m?2 and the
overdll rental ncome was 13% above the level ntially antcipated

Principal lettings

At Tower House In Covent Garden, a lease paying £375 per m?
was surmendered The space was re-let in the second half of the
year, achiewng rents between £700 and £730 per n?, exceeding
the valuer's assessment at June of £540 per m?

In October, we completed our largest project of the year — Qubs
This migh specification bulding compnses 9,300m? of office space
ang 700me of retail accommodation located on our Fitzrovia Estate,
where 23% of the portfolio 1s held This project 1s part of our long-term
strategy to sgnificantly mprove this well known London village which
offers attractive office space at approximately half the rents of the
Wast End core of Mayfar In December, advertising compary Aegis
Media, leased the 1,750m? second floor at the Qube at arent of

£11 rmullon per annum, equnalent to £845 per m? and setting a record
rent In Atzrova For our retall sirategy, we are targeting specific
operators that mprove the retal mix at this end of Tottenham Court
Road The first retall unit at Qube has been let to itsu, a fashionable
sushi outlet, and agan setting a new rental high for this location The
Cuube, combined with the neartay Arup development, 1s helping to
maka Fitzrowa one of London's fastest improving business locations

Approsmate Rent Headine Comments

net area per annur rent

I £m £ per m?
Qube, W1 1,870 125 845 Letung o ofice floor to Aegrs Media
andratal unit toltsu
186 Gity Road, EG1 3800 105 195-335 Five iettings Biyth & Byth Engneers
Empnsa Services, Lonely Planet
Pubicabons Mapirfo and Tilan
Outcoor Group
Tower House, WC2 1,430 102 700-730 Lettngs ‘o LG Becironcs, Xstrata
Sanvces and Canamens Energy
88-110 George Street, W1 820 056 645 Pre leting © London & Newcastie
67 St Cross Street, EC1 1,750 051 375 Threaletings TMLewn Hagraaves
Assocates and GMng.com
The Johngor Bulding, EC1 1,030 Q47 460 Fnal floor let to Syzygy
4 Grosvenor Place, SW1 465 034 745 Letings to Private Adwisors and
Sustanable Forestry Management
Holden House, W1 630 032 510 Ackitonal space was let o exstng
tenant H & MHennes.
163-170 Tottenham Court Boad, WCH 690 025 355 Short emieting o
Unanims Consulting
Tea Building, E1 1.315 023 190-215 Vanous sules
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Pnncipal rent reviews and asset management inibatives
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Approamate Rental Headine Comments
natarea per annum reral
m? £m £ parm?
Angel Bulding, EC1 15,000 42 280 Lease restructure wih tenant, BT
gving us passession of the bullding
whilst mantaming the cumerd income
Ll March 2010
19-35 Baker Street, W1 4,750 20 420 Leass surender with Marks & Spencer
alowng dfices to be leased o House of
Fraser ona 10-year tam
120-134 Tottenham Court Road, W1 n/a 059 n/a Gration Hotel rent review settled
0 show a 12.4% ncrease
4 Grosvenor Place, SW1 845 046 545 Vanous leasa renevals
80-85 Totienham Court Road, W1 310 013 320 Rent revew conciuded o show
a30% ncrase
Portfclio management Development programme
Bunng the year, we the amalgarmation of the Anintegral part of our business 1s the management and

suocesshuly completed
DWH and LMS portfolios and identfied the immediate and future
opportuniies for asset management iniatves that the propertes offered

The Integration procaess aliowed the group's management prachces o be
reviewed and refined Our asset managers have rvaluable local knowledge
and expenence of the desgnated vilages In which they operate Further
value 1s added through regular asset management meetings that enable
us o dentiy and act upon cpporurites across the vilages

Inadditon to new letings, 37 rent reviews and 20 leasa renewals or
regears were completed dunng the year As a consequence of this
actve managerment, the annualised contracted rental ncome, ret of
ground rents, was £1176 millon at the yearend The valuer's estrnated
rental value of the portfolio was £172 6 million, producing a 47%
revarsionary potental - highly significant for the future Of the €550
rmilion reversion, £18 4 milion was attnbutable to vacant space and
£36 6 million to lease renewal and rent review reversion Of the vacant
space, £77 milion was immediatsly avalable for leting, reflecting a
vacancy rate of 4 5% of the portfolio's estmated rental value The
majonty of this Income potential is from the recently completed Qube
development {£5 2 milicn) The remaining £10 7 milion of vacart space
compnsed redevelopmenis and refurtxsshments (excluding pre-lets)
This includes the pancipal current projects, 1619 Gresse Sireet
and Poriobelio Dock, which have a combined potential annual rental
mcome of £4 1 mifion The balance 18 made up of smalter, yet important,
refurtishments — often single floors within buddings Thus actmty 1s
complemented by an average unexpred leass length of @ 1 years
across the portfolio as awhole with 8 8 years in cenitral London and
101 years nthe West End

As we offer a vanety of office space with a wide range of pnoing, we
have a diverss tenant base thus balancing the portiolic's income For
ingtance, 36% of our contracted rental ncome s from professional and
business seraces and 19% 1s from the media sector Government and
pubic adminstration account for 8% whitst the financal sector accounis
for a further 7%

mplementaton of our development programme, and wea
catagonse this into three stages

— Currernt proects
The scherme 1s commtied and constructon 1s underway
— Fanning consents
Flanning permission has been granted but the progect 1s not
yet committed
- Apprasal studies
Planning and viabiliy assessments are underway

Current projects

Dunng the year we were extremely actve n Fizrova We complsted
the sinking £35 milion Qube development that is now being marketed
and we are well underway with the highly sustainable Arup Phases l and
1l development. Pnase Ihs scheduled for completion in sping

2008 with Phase Il due to be finshed in late 2009, bringing the total
floor area developed to 13,2007 in what Is a tnudy enterpnsing design
that should achieve an excellent BREEAM rating  Thus developrnent

IS pre-iet 1o Arup on a 25-year kease at an annual rental income of

£2 7 million that nses to £3 6 million on completion of Pnase Yl and

1o €6 O milion on the compietion of Phase fi

InVictona, Horseferry Housa will be complated s spnng, aliowing
its new tenant, Burberry, 1o take possession The entre 15,200m?
bulding was pre-let to the company at the start of the £29 mulion
refurbishment n 2006, and wil be a stylish global headquarters for
this prestigious company The mposing 1930s buiiding has been
extensvely remodelied and modemised with an imposing central
atnum — a prime example of Derwent London's design-led
approach to workspaces and our comimiment to adding to the
witality of an area

Continung the theme of regeneration through high-quality desian,
we have recently commencedwork on site at 1619 Gresse Street,
Noho Al this magnative scheme, we are Integrating a new 4,400m?
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office building with residential accommaodation, linked by an attractive
public space, and we expect to transform this area into a busting
and Ively destinabon Completion is due in earty 2009 and rents In
this locality are presently around £645 per rm?

Elsewhers, we have taken an innovative approach at Portobelio

Dockin Ladbroke Grove We are neanng completon in transforming

a redundant group of canal-side buldings Into anunusual mixed-use

development This wil compnse a new office bulding of 2,200m?,

refurtished office spaces totaling 2,400m?, and 19 atiractve waterside

gpartments These resdental units were recently pre-sold in 2008 for
12 6 million

Planning consents

To ensure that we can continue to detiver, when appropnate, our
indmdual brand of space to the market, we have significantly added
1o our planning consents over the last 12 months Major consents
now total 84,600m? reflecting a 114% increase over the existing fioor
area of 39,500m? These properties produce an annual rental ncoma
of £8 & mifion and therr vanying lease expines and break options offer
significant flexbility for Implementation

The largest planning pamnission 1s for the redevelopmernt of North Wharf
Road in Paddington After detaled and lengthy negotiations, permission
has been obtaned for a truly mnovative office buiding of 22,300 with
270? of retal This 1s complemented by a separate 6,300 residental
bulding which will prowde 100 residential units, of which 16 will be
designated affordable housing The buildings will enjoy a canal-sida
setting thereby providing an atiractve ervironment for both office
and residential occuprers, while Paddington's excellent transport
connectons more than justfy the area's status as a major West End
locaiion The existng buildings, totaling 7,800m?, produce an annual
income of £17 milion and, subject to detaled design and terure
restructunng, there s the potential 1o commence on site from 2010

Following a lease restructure with the tenant, BT, at the Angel Buiding

In Isfngton, we now have possession of the property In February 2008,
planning permission was granted for & comprehensive refurtishment
and exiension that will ncrease the sizs of the bulding by 58%, from
15,000m? to 23,700m? This will be an exceptonal office bullding in an
improving location close to King's Cross and s lustratve of Denvwent
London's talent for creating attractive workspaces at competitive rents
in some of London's most viorant villages

A refined planning consent has recently been ganed at Wedgs House
in the Southbank area The tired, 1850s office bulding of 3,600m?
can be replaced by a substantally larger new development of 7.500m?
This s a rapxdly improving locaton, where several other mixed-use
developments promise to significantly raise the area's profile Vacant
possession can be obtaned in June 2003

At 18-30 Leonard Street we have a planning parmission for a
1,900rm? office development and 47 residental units totaling 3,200m?
Work is scheduled to start on gie later thes year The bulding features a
refreshingly conternporary design that reflacts the site’s erviatile posibon
on the edge of the City, yet also close to the Ively strests of Shorediich

At the Tummilhin Clerkerwwell, planning perission has been granted
to convert the former Victonan stables into 6,000m? of interesting
office space, reprasenting a 44% ncrease in floor area Also, N
Clerkenwell, we have permission for a 3,400rr? refurtishment

at 20-26 Rosebery Avenue
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Finally, n February 2008, planning permission was obtained to
replace three, multi-let properties at 40 Chancery Lane, Holborn,
with @ 9,500 budding set around a tranquil courtyard

Apprasa studies

As part of the development process, the appraisal stage enables
us to consider a number of options for a bulding that could lead to
a planning consent and ulimately to a current project

There are several major projects at the early stage in the appraisal
process where our architectural and viabilty studies are baing
advanced These coukd be some of our biggest developments over
the next decade

In partnership with the freeholder, Grosvenor, we have appointect
architacls tolock at the redevelopment of 1-5 Grosvenor Place This
nas the potential to be a unigue proyect In Belgravia, one of London's

most prestigious locations The inial design studies ervisage a bulding
that could substantially ncrease the exsing floor area of 15,000m? One

opbon s for several floors of high quality office spece setaround

a central atnurn wath residential at higher levels These could potentally
be some of the West End's most desrable addrasses, enjoying an
unparalleled location with unmatched views over Green Park

At another presiigious location, our siudies are evolving for the
radevelopment of Rverwatk Houss, Milbank Hare, there 1s the
potental for high qualty residental accommodation, with exceptionat
wiews of the Thames Massing studies show scope for a schemein
the order of 18,600m?, a substaral uplift on the existing 6,900n7
bulding Inthe ntenm, both Rverwalk House and Grosvenor Place
are fully let and produce annual rental ncome of £7 5 rmillion

Further into the futurs, plans are advancing for our holdings on Channg

Cross Road, followng the Government's recent progress on the Crossral
transport project. Together wath Crossral, we are leading the desgn for a

maor redeveloprnent of Tolenham Court Road underground station,
which wil baecome one of London’s most stratege transport
Ulmatety, we wil have the option to develop this important West End
commercialsite Detaled negobations are ongoing with awide range
of organssations to take this complex project forward, and we areinan
Kleal postion with a controling rale in the regenerabion of this location

Cne of the difficutties with the planning process s that even with the
planrurng officer's recommendation for approval, consent 1s not aways

autornatc These were the croumistances inwhich planaing permession

was refused for an office and residential scheme on our City Road

Estate in July 2007 However, we are now workang on a revised proposal

with the intention of resubmiting a planning appication n 2008 The
exsting buldings continue to provide an annual Income of £10 miulion
and we are confident that we wall delver an exciting development in this
promnent and improving location
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Disposals

One of the Clear strategies set out at the time of the LMS acqusibon
was the disposal of those propertes that dd not adhere with the
group's objectves These fel into three categones, London
development sites, provincial properties and smaller holdings
Dunng the year, we mplementad an extremely successful disposal
programme that was substantally completed befora the investment
market became turbulent

Drsposals for the year totalled £344 milion, net of costs, with the

maonty N the second half of the year, post-BET conversion These
achieved an axceptonal £130 million surplus above book value with
anaxtyield of 1 7% based on an annual rental income of £5 7 mifion

The most significant disposal was of an exght acre residential site at
Greenwach Reach, SE10 for £109 9 million, more than twice the book
value Much of this upliftwas the regult of the group reducing both
the planning and commercial nsks associated with the site Other
significant London transactions ncluded the £44 3 miion sale of
160-166 Brompton Road, SW3 which had residental potental and
the sale of the vacant Argosy House, W1 and 3—4 South Place, EC2,
which achieved £22 4 milion and £18 0 million respecively

Of the provincid assets, disposals inchuded retal centras in Baghton
{£19 5 milkon) and Famham (£31 8 mullion), the latter being held Inour
jont venture with the Portman Estate

We intend to make further disposals of our remaining provincial
propertes and small, management iIntensive assets, thereby allowing
us 1o focus on our maor centrd London holdings  Since the year end,
we have sold all of our buidings in Southampton for £18 85 milllicn
exchuding costs, nfinewith the Decermber 2007 valuation
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Disposals
Properties sold for a net £343 5 millon on an ext yield of 1 7%
Nat Comments
cortracted
Net rental income Floor
proceeds per annum area
€m Tm m
Central London
Greanwich Reach, SE10 100 9 - nfa Aneghtacradearsd siteon
the south bank of the Thames
soldwath planning consent for a
magor resdental development.
160-1686 Brompton Boad, SW3 44 3 08 2,300 Retad and cfice property
producing short termincome
Argory House, W1 22 4 - 2,800 Vacart offica buldng
requinng retubshment.
3-4 South Place, EC2 180 - 3,500 Two adacent vecant central
atyoffice buldings
2-20Winchester Road, NW3 179 - na Sits with planning consent
for resigerthal development.
Broadmead and Westcombe House, SW1 175 03 1,500 Muindet cifice and restaurant buiking
70-72 and 74 Wigmare Strest, W1 g4 02 1,000 Two adjacent ieasahoid Ut et offica
buldings produang shert term income
37-42 Compion Street, EC1 91 02 2,700 Amuti-i ofiics bulking
QOther 135 03 2,700
Provincial
Lion and Lamb Yard, Famham 318 16 6,500 Shopping centrs held in joint
ventum wif the Portman Estate
Dukes Lane and Middle Street, Bnghton 195 08 6,000 Shopping centreand
entertanment venue
Quadrant Arcade and South Street, Romford 165 8 10 5,700 Town centre retal arcada
32-38 High Stresat, Dorking 654 03 2,500 Supermarket it o Sansbury's
Tumford Tnangle, Cheshunit 49 - n/a Three acre Cleared site soldwih the
beratit of a residental plarning consent.
Other 31 01 800
343 5 57 38,000
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Acquisihions
£141 5 mullion, after costs, of central London acquisiions dunng the year
Acquired ona natinmial yefd of 4 2%

Net Cornments
contracted
Acquisition rental Incoma Floor
cost per annum aea
£m £m e
132-142 Hampstead Road, NwW1 549 20 21,500 Substantal office andwarehousa
buldings, ogether wrth a petrd filing

staton The bulcings am leased 1o three
tenants Brtsh Home Stores Uriversity
Cdlage Hosprtal and BP Ol Occupyng
a1.85ace sis there s a reclevsiopment
opporunty LpOn kase expmes N 2011412
Ths isanmproving locaton adacent o
Buston Stancn, one of Londores man
transport interchanges Freehold.

Woodbnage House, 30 Aylesoury Street, EC1 487 25 7.000 Anoficablidng ket 1 Finserk Mesors
soliciors, on aleass eqang N 2015

oifalovrent of £350 per @ Theras
the opporunty for a future refurtishment
andextenmon Freenold

Castle House, 75 Wells Street, W1 210 08 3,200 Armul et office bukinglocated
in Noho with refurtsshment andiease

43 and 45-51 Whitfield Street, W1 169 07 2,500 Two ackanent otfice buldings. with leass

1415 60 34.200
Wa made a number of selectve acquisitons throughout the year, an opportunity for redevelopment and, possibly, Incorporation into our
totaling £141 5 millon after costs, where our key requirements of maor regeneraton plans for the area
low passing rents with significant scope for asset management
and future planning potential were all met Also inthe West End, Castie House, W1 was acquired for £21 0 mllon

n May This attractve mutti-let comer office bulding in Noho ss let at
The pnncipal acquesiion was 132142 Hampstead Road, NWH for  alow average passing rent of £255 per m? and has excelent actve
£54 9 milhon in Septernber 2007 The property compnses several managament poteniial This & 4 location where the rental levelt for quality
fully tet buldings, totaling 21,500m?2, with an annual rental income office refurtxsshments is around £650 per m? so there s a significant
of £2 0 million, on a prominent 1 85 acre site located n what s an refurbishrment opportunity ndue course
emerging part of the West End, adjacent to Euston Station Being
close to our Ftzrova Estate, there s also the potenbial for beneficial  Fnally, House, EC1 was acqured for £48 7 miion n August.
planring synergy This 7,000m? office bulding 1s let to soficitors Pinsant Masons at a rent
of £350 per m? and has excellent reversionary potential together with an
A simitar planning opportunity was identfied at 43 and 45-51 Whitfield — opporiunity to extend the buiding when the lease exqires n 2015
Street, W1 which were acquared for £16 8 miion in December These
two buldings, totalling 2,500m?, produce an aggregate rent of €07 The group s financially well pestioned 1o make further similar
miion per annum with the leases expining InJune 2008 Theyoccupy acquisiions, parbcularly where it sees opportunties created by the
a strategc posiion in the heart of our Ftzrovia haldings and represent. current market conditons
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Financial review

The group’s results are preparad in compliance wth International
Financial Reporting Standards (FRS} and the accounting polcies set
out N note 2 to the accounts However, the nvestment cornmunity
makas a number of adiustments to key IFRS figures It 1s the adjustad
figures that the board also uses N monitonng parformance and these
are ncluded N this review

The resullis for 2007 incorporate 11 months for LMS, which was
acqured with effect from 15t February 2007 The acquisition was
financed by the issue of 46,810,232 Derwent London ordinary shares,
£32 5 milion of loan notes, and a cash payment of £12 2 meion The
acqured goodwil of £353 3 millon has been expensed in the group
ncome staternent after the impaimment tests required by IAS 36 were
apphed The rationale for this can be found in the note headed
Acquisiion of subsidianes

Results commentary

The headine numbers from the results are shown below followsd by
acommentary which highlights the make-up of these key numbers
The figures for the pneryear, as noted above, do notinclude any
results for LMS

2007 2006
Net property ncome (£m) 103 8 580
Recumng profit belore taxation (£m) 380 16 4
(Loss)/profit before taxation {£m) (99 8) 2428
Diuted recumng samings per share (p)* 3499 27 21
Adjusted nat asset value per share (p)* 1,801 1,770

*After minonty Interests

Net property Income

Gross property Income, mainly rent recenvable from tenants, rose
£60 4 milkonto £111 7 milbon in 2007, with a net £54 4 millon of the
Incraase coming from properties acqured with LMS Income from
the DVH properties and 2007 acquisiions increased by £6 C millon
o £57 3 millon Within this, lettings added £8 2 mullion, the main
contnbutions being £3 6 millon from the recentty completed Johnson
Buiging and £11 million from shiort lets at North Wharf Road, pending
its redevelopment Voids, predominantly from properties under
refurtoishment or redevelopment, reduced the rent roll by £3 3 milfion
With the exception of £1 0 millon at Horseferry House, the voids were
spread over a number of properties Rert from recent acquisiions at ‘
£3 2 milion exceeded that lost due io disposals by £2 O millon

Nat property expenditure on the entarged portiolio for the year
was £9 9 milfion, comparad with £4 9 milion in 2006 Void costs ‘
were £4 7 milion aganst £2 2 millon last vear and fransaction

costs, which reflect leting and rent review actvity, Increased from |
221 millon 1o £3 6 mifion Other miscellaneous property costs

increased by £1 0 milion

Therefore, the net result of leting property for 2007 was anincome

of £101 8 millon The final component of net property Ncome 1s

the development profit that the group has earned from the Telstar

redevelopment camed aut on behalf of Prudental The redevelopment '
15 now complete and a further £2 O million of profit has been samed

In 2007 in addion 1o the £11 6 millon taken (o the group ncome
statementin 2008, to gve £13 6 millon n total This s a successfut
outcome for Telstar House, which had been sold to the Prudential in
2005 wath Derwent undertaking the redevelopment and retaining a profit
share valued upon practcal completon Al the ntenm results stage, the
profit eamed was calculated at £6 8 milion, but nsing property yields by
December led to a fall n the final valuahon of the property and therefore .
areductionin the estimated final profit |

Administrative expenses '
Tumning to overheads, administrative expenses excluding the goodwil |
wate off N 2007 are £173 millien, but this1s aftera cradit of £1 6 millon

folkkvang the vafuation of the LMS cash-settled share options Howener,

the grossed up figure of £18 & milion still shows a saving over the

combined overheads of the DvH and LMS groups prior to the merger,

and the second half charge of £21 milion compares favourably with

that in the first half of £10 4 milion Empioyment costs are the group's

biggest overhead and account for £11 7 million of the total costs With

an enlarged portfolo to manage, the average number of employees

dunng the year, excluding directors, has nsen from 23 in 2006 to 56

in 2007

Net finance costs

While little of the: consideration paid for LIMS was in cash, the LMS group
brought with it £501 million of debt &t farr vatue Consequently, finance
costs have shown a substantial nse from £20 4 millon to

£491 milion, partally offset by a nse in finance ncomne of £2 4 mikon
The company's hedgng policy, and the nature of ts bank loans, meant
that approxmately 75% of the compary's debt was protected from the
artficially hgh UBOR interest rates in the last five months of 2007
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Recumng profit before taxation

Drstiting the above into one figure, but excluding development ncome,
the recumng profit before taxanon was £38 0 milion which compares
with the 2006 result for CviH alone of £16 4 million, an increase of 132%

Loss before taxation
Listed below are a number of other items in the group Income
statement which reconcile the recumng profit to the IFRS defined boss
before {axaiion of 292 8 millon These are a mixture of the by now usual
adustments and those assodiated with the LMS acquasiion
— The group revaluation surphus for the year of £90 3 milion
— The profiton disposal of propearty and investments of £1301 million,
nciuding those realised in a Joint venture
— The negative movernent in the fair vaiue of denvaive financial
instruments of £5 1 million
- The Telstar development ncome of £2 0 millon discussed above
~ The wrte-oif of the acquired goodwil of £353 3 milion followang
the mpament tests camed out in accordance with IFRS
- Net exceptional finance ocosts of £1 8 milion, being the cost of
the acqussibion faciity less a profit on redemption of a debanture

Tax credit

On 1st Juty 2007, Derwent London converted to REIT status This
generated a conversion charge of £53 6 million, which was provided for
in the hall year results and 1S pavabile in 2008, and also alowed most of
the deferred tax lability to be cradited back to the group income statement.
In additton, there 1s a corporation tax charge for the year of £33 5 millon
which anses from the first half vear pnor io REIT corversion, and
residual tax n the second half on assets outsde the REIT nng fence’

Eamings per share

Dibuted recumng eamings per share rose to 34 99p from 27 21pin
2006, anincrease of nearly 28% This compares with the ncrease

in the divdend of 53% from 14 75p per share to 22 Sp This has been
achieved partly by distibutng the maor part of the tax savings ansing
In the second half due to the group’s REIT status

Net assets

Net assets atinbutable to equity shareholders at 31st December
2007 were £1,782 0 mifion compared with £783 4 milion at the end

of 2006 The group's property porticlio was valued at £2 7 bifion at

the year end as has been discussad earfer The adusted net assel vale
per share, exciuding mnonty interests, has asen 138p o 1,.807p per
share compared with the proforma group balance sheet figure upon
acquisiion of LMS of 1662p pershare The equivalent adusied net
asset value per share for OWVH at December 2006 was 1.770p The
adjustiments made to amve at the above figures are shown in note 38
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Cash flow

Followng the acquistion, and the board's stated intention of realiang
some of the acquired assets, ¢1s not supnsing that there was a cash
wilowin 2007 of £84 4 million compared with an outflow of £59 4 mbon
1n 2006 However, these total figures require some interpretabion
The casn inflow from operational activities was £28 4 milion compared
with an outfiow of £5 6 millon in 2006 Tnere was also a net inflow
from the group's investing actvises of £85 2 mitton after adding back
£18 0 million of LMS's pre-acgusiion costs paid after 1st February
This Inflow was dua to the level of disposals subsequent to the
LMS acquisiion which, in totak, realised £352 4 milion, with a further
£57 rmilion recenved from thea sde of a property held in a jont venture
Part of these proceeds was renvested in the business with the
acqusiion of new properties totaling £140 7 miion and with capal
expenditurs absortxng £68 3millon The remainder has been used o
reduce group debt. The only ather notable figure in mvesting actvbes s
the cash cost of the LMS acqussibon which amountad to £38 4 milion
Finally, dwvdends pad out to shareholders totalled £13 2 miion
compared wiath £7 5 milion i 2006, the nsa due to the ncreased
number of shares N 1Issue and the substantial increase N the 2007
intenm dividend
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Debt and sources of finance

The total of net debt at the 2007 year end was £782 8 milion
compared with the equivalant figure for 2006 of £349 8 milion, and
that shown in the intenm balance sheet of £947 6 million The nominat
value of this net debt was £753 @ million, the difference beng the far
valug less costs of the LMS bond and the leasehold liebiihes The fal
In borrowings in the second half of the year was dus to the disposals
mentioned above with all but £34 3 milion of the proceeds recened
inthis penod Tha reduction in both bomowings and net assets has leit
balance sheet geanng at 42 5% comparad with that at the half vear of
491% However, In terms of the group's nsk profile, the more iImportant
profit and loss geanng ratio has been restored to a more normal level
of 181 after tt had fallen ai the intenm stage, followang the acquisiion,
o150 The figure of 1 81 compares with that In 2006, pnor to the
acqursiton, of 185 To complete the debt ratios, property geanng
(norminal delot dvded by the far value of investment properties) at
December 2007 was 28% compared with 27% at the pnor year end
This is substanbally under half of what a typical conservative bank
covanant would be and it demonstrates both the soundness of the
Darwert London balance sheet and the potertal financial resources
avallable to the group

The group's financing philosophy has been 'keep it simple, keep it
flexible’ Both Derwent and LMS wera financed ina similar manner,

s0 the phiosophy has not changed since the acquisition LMS added
a syndicated £375 milion term and revohving faciity, and along-term
fixed rate secured bond, to DViH's four bilateral evoiving faciies All the
banks provide committed faciites and the group continues to bomow
on asecured basis Financial covenants are secunty specific and
not corporate based The flexbility of the revoiving credit loans was
demonstrated in 2007 with these absorbing disposal proceeds of
approxmately £350 millon while remaining avalable to satisfy the
demands of acquinng £141 million of property At 31st Decernber 2007,
committed bank facies totalled £818 milion of which £370 milion
was undrawn This level of avalable resources provides both comiort
and opportunity IN the current economic ervronment. Only one major
faciity amounting to £100 millon 1s due for renewal In 2008 November)
Close relationships are mantained not only with existing lending banks
but also a second tier 10 satsfy future debt requIrements

Liabibty nsk management

Adverse maovements in Interest rates are one of the main nsks to
which the group 1s exposed Therefore, In addiion o fixed rate debt,
Interest rate denvatives are used to protect the group against such
events Inagroup that actively manages its portfolio with conseguent
swings ndebt levels, flesatiity 1s alsornportant Board policy refiacts this
in that sufficent hedging 1s required to be entered into such that

the total of any fixed rate cebt and that fixed using denvative nstruments
15 within a range of 40% to 75% of the total nominal value of debt,
excluding leasehdid rabilites The actual percentage 1s dependent on
the perceved nsk 1o the group Atthe current time, 62% of such delbt

1s covered to give aweighted average cost of debt of 6 05%

The denvatives are far valued at each reporting date and the movement
in value over the year 1s reported in the group Income statement For
2007, this resulted in a debit of £51 milon Under IFRS, changes in far
value of the £175 millon secured bond are not required o be reported
in the group Income statement unless the comparny has an obligation
or has a present infention 1o redeem the bond other than at normal
matunty Nerther1s the case The far value adustment for the bond

at 31st December 2007 was £15 O million, equnvalent to 14 8p per
share, compared with the £22 1 mifion on acquision of LMS The latter
amouni was Included In the consolidated balance sheet andis baing
amorbsed over the term of the bond

Share capital

As at 18th March 2008, the company's 1ssued share capital
compnsed a single class of ordinary shares Detals of the ordinary
share capital can be found n note 32 1o the financial statements
Shareholder authonty to buy back 10,056,672 ordinary shares was
obtaned at the company's 2007 AGM No shares have been
acquired inreliance on that authenty

Tha nghts and obligations attaching to the company’s ordinary shares,
and prowisions goverreng the appontment and replacement of, as well
as the powers of, the company's directors, are set out in the company's
aricles of association, copies of which can be obtained from Comparies
Howse In the UK or by witing to the group'’s company secretary There
are nc resinctions on the voting nghts attaching to the company's
ordinary shares or on the fransfer of secunties in the company, except,
in the case of transfers of secunties

~ that certain restnchions may from tme to tme be imposed by laws
and reguiations (for example, insider trading laws), and

- pursuant to the Listing Rules of the Financial Services Authonty
whereby certain employees of the company require the approval
of the compary to deal in the comparw’s ordinary shares

No person holds secunties in the company camyng special nghts with
regard to control of the company The company 1S not aware of any
agreements between holders of secunties that may result in restnctions
on the transfar of secuntas or on voling nghts Unless expressly
specified (o the contrary n the articles of assoaiation of the comparty,
the company's articles of asscciation may be amended by a special
resoluton of the comparny’s sharehokders At the 2008 AGM, a specal
resolution will be put 1o shareholders proposing amendments to the
company's exssting articles of associaton N relation to the provsions
of the new Companies Act 2006

Detals of the major sharsholders of the company are givenin the
drectors’ report on page 41
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Significant agreements

There are no agreements between the compary and its directors or
employees provding for compensation for loss of office or employrment
that occurs because of a takeover bid Some of the group’s banking
amangements are terminable upon a change of control of the comparty

As a RHT, atax chargs may be levied on the company f t makes a
distnbutbion to ancther company which is benefically enirtied to 10%
or more of the shares or dwdends in the company or controls 10%

or more of the voting nghts in the compary (@ substantal shareholder),
unless the company has taken reasonable steps 1o avod such

a distnbution being made The company's articles of association
allow the drrectors to take such steps, including the power

— fo denify a substantal shareholder;
- towithhold the payment of dvidends to a substartial shareholdern,
and

- fo require the disposal of shares forming part of a substantal
shareholding

Risk management and internal control

The board recogrises that nsk is an nherent part of running a business
and that whilst t ams to maxmise retums, the associated nsks must be
understood and managed Overallresponsibiity for this process rests
with the board whilst executive managemernt 1s responsible for designing,
implementng and mamntanng e necessary systems of control

Key to this function is the group's nsk register which 1s reviewed
formally once ayear The register is inibally prepared by the executive
board which, having created the st of nsks, collectvely assesses the
seventy of the nsk, the Iikelihood of it occumng and the strength of the
controls over the nsk. This approach allows the effect of ary miigatng
procedurss to be considered, recognising that nsk cannat be totally
eiminated and that some actviies Incur inherent nsk. The registeris
then reviewed and commented upon by the audit committee before
being considered and adopted by the full board

The nsk regester is divided into four parts strategic nsks, corporate
nsks, property nsks and financial nsks Dunng this year's review, which
was conducted in November 2007, no unacceptable residual nsks
were identfied by the board Some of the more significant nsks,
together with the controls that operate over that part of the business,
are set out below

Strategic nsks
~ That a downtum in the properly sector could resutt in overextended
tewelopment actvity

The goup cames out an annual stratec review and, each quarter,
prepares a rofing forecast for the following two years Through
morrtonng key ratios derved from these docurments, iogether with
vanous sensitviies, the board can assess the effect of the planned
development programme  The group's strategy of mantaning
income from properties untl a development starts, allows the
progranme io be adapted if necessary

~ That changes to central London planning requirements will reduce
the retum from developrment schemes

The board 1s kept appraised of proposed changes by its
professional adwisers This enables the company to present
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its case through representative bodies and, If necessary,
incorperate changes nto s designs at an early stage The effect
of any delays caused by changes to the requirements 1s mibgated
by the strategy of maintaning ncome at the properties that are
subject to planning applicabions

Corporate nsks

— That the group suffers erther reputabional damage or financial costs
through fafing to comply with the regulatons that govemn business
gererally and the property sector specifically

The group retains a team of professional adwvisers to identfy
changes to the legislaivg environment and advise on compliance
Health and safety Is a key concem in this area and the group
employs five managers to monitor compliance with its health and
safety policy

Property nsks
— That projects are delayed or the outcome adversaly affected by
esther a contractor or sub-contractor becoming nsohvent

The accounts of the contractors used by the group are regularty
reviewed Generaly the group selects contractors from a pod

of contractors that are wel known to it Specific strategies are
mplemented to mitrgate the potential effect of aninsolvency where
asub-coniracior 1Is seen to present a substantal nsk to the crical
path of a project

— That projects incur cost overruns due to construction cost inftaton

The group uses vanous procurement routes to manage thes nskand
consders the use of attemaive matenals/sources which are subject
to less inflationary pressure

Financial nsks
— That the group may breacn the REIT regulatons due to the nature of
the legisiation and the ongoing need o interpret the new equrements

An adwiser was retaned by the group speciically to advise on the
REIT regulations pnor to coversion and they continue to advise
the group on ongoing compllance matters The key RET ratios are
reported in the quarterty roling forecasts to identify any potential
complance problems at anearly stage to enable them to be
effectively managed

The systerns that controd the nsks on the nsk register form the
group's system of Internal control The effectivenass of this system
and the operaton «f the key components thereof have been reviewed
{or the accounting year and the penod to the date of approval of the
financal statements
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Derwent London s committed to sustainable
building design and contributing to the
environment inwhich we operate During 2007
we co-sponsored the Global Cities exhibition
at the London Tate Modern and continued to
support the Teenage Cancer Trust's initiative
to set up special units for teenagersin
NHS hospitals

Enwvironment

This 1s the second year of environmental reporting This section
provides a sumnmary of the group’s envircnmental performance for
2007 and 1is kay objectives for 2008 The full environmental report
18 available on the group’s website

Worlang towards sustainability

Derwent London has always looked for ways to promote sustanable
bulding design n 2002, at the Dawdson Bulding in Covertt Garden,
the groupwas cne of the first developers of a speculative London bulding
that used under-floor arr flow and exposed thenmal mass cooling as a
means of reducing energy use Mare recently, the Johnson Buildingn
Hatton Garden was completed, which advanced this disbursement
systern and also adopted a low energy ighting techrique with great
commercal success Both buldings also share an inherent sustanability
in ther adaptive re-use of exsting structures - saving on new matenals by
re-using rather than demolishing At the current project with Arup in Ritzroy
Street, low energy actnve chiled beams will be used for ar conditicning
and rarwater will be re-used The design also nchudes a green roof, solar
watter heating and a raft of other energy saving measures These will resuft
ina bulding designed 1o excead the current energy regulation targets

The group's emphasis on the efurbishment and re-use of existng bulidings
15 by definion mnnsicaly sustainable, and the ervronmental periomance
of any new buid propertes 1s assessed aganst the Bulding Research
Estahlishment Ewronmental Assessment Method BREEAM) for Offices
Two of the migor schemes under development dunng 2007 - Qube and
Fortobelo Road — are both on track to acheve BREEAM Very Good

In addition, the group continues to utiise 100% brownfield land and
regenerate predominantty nner London sites

Environmental management

The ervironmental policy was reviewed and updated in 2007 to set
out the compary’s commitment to sound ernvionmental management
practice and to ensure that It remains compliant with relevant
legislation and best prachce gukdance This is avalatie publicly on

the group's website and 1s made avalable to all tenants and progect
teams The policy highlights the most significant environmental
impacts and an internal supporting document provdes guidance

to staff and contractors on how to manage and reduce these mpacts
A programme of ntermal awareness-raising seminars 1s planned for
2008 1o ranforce company objectves

Environmental performance

The groupis able to demonstrate a number of environmental
improvements in 2007, ncluding a decrease in energy consumption
at Its head office and a decrease n water usage per square metre
of floor areain its managed portfollo Carbon emissions per square
metre within the landlord-controlied areas of the managed portioko
have remaned farty constant

The group's data analysis process has ndicated that some of

the propertes, for which whole bulding energy data s avalable, are
not currenty performing as designed or according to typical or best
practice Whilst this is likely to relate to tenant behaviour, which is cut
of the group’s diract control, it wall continue to investigate the results
and to laise with the tenants to determine whether ary positive
changescan be made

Waste continues to be racycled in the head offtce, and an
increased number of recycling faciities are avalable within the
managed portfolio
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Key Obyectves for 2008

— Review strategc approach to sustanabiity

— Continue to achieve BREEAM Very Good for new schemes
and am to achieve BREEAM Excellent

— Mantan 100% use of browrtield sites

— Underlake senes of awareness rasing seminars for staff and
key suppliers

- Launch website for tenant engagement

- Achigve target of 100% hardwood tmiber to be sourced from
certified sources and work towards 100% certfied sources for
softwood tmber

— Consinue to monitor energy consurmphon throughout portiolio
and undertake research project to identify ways of mproving
performance of buiidings against design cntena

- Undertake review of waste contractors used withn the managed
portioho o dentfy how 1o mprove the accuracy of measuement
of proportion of waste recycled

— Achieve target of O 55n/m? water usage per annum for cifices

Health and safety

The group's formal health and safety policy 1 1ssued toits contractors
and professional advsers and 1s embadded in the management regme

for the group's development sites To ensure compliance with ihe POICY,
an execuive 1s assigned to each project io moniior the perfomance

of the main contractor who in tum monitors the subcontractors and
reports back o the executve Al sites are registered with, and inspected
unrder, the Considerate Confractor Scheme The boand recenves regular
reports from each site together with notificaton of any actidents that
require reparting under the Health and Safety regulatons

The health and safety policy s reviewed at reguiar Intervals and rewisad
as necessary

To ensure continued compiiance with the Disability Discnmination Act,
new developments are all audited by independent access consultants

Social policy

Derwent London's social impacts anse largaly through its deafings
with a range of staleholder groups, namely employess, customers,
supphers and the commurthes within which the group operates
Derwent London's social commitment 1s firmly aligned with its
stratege busness prontes, representing an ynporiant element of
the company’s nsk management strategy and offenng the potential
far significant value creaton This policy 1s govemed by a senior
board executrve who reports to the board on socal matters regularty

Within the group's sociat endeavours, it is committed to legal
compliance as a mnimum standard, and where practcable, stves
to go beyond this The policy s implemerted through appropnate
targeting, measurernent, morktonng and reporing procedures to
deliver continuous Improvermnents In performance across matenal
social mpact areas Denwent London's specific social objectives
refated to each of is matenal social impact areas are listed below
together with specific examplas of the group's actvities In these areas

- Derwertt London wil consutt with local communites on
new devalopment projects and wil work with contractors to
ensure meunium disrupton and nusance 1S caused dunng
construchon works

— Dervent London wall contnbute to community and chantable
acties through both finanaal and in-kand resources
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The group has strong tes wath a number of influential property
organisations that help mould the fuiure of the property industry
These links help it to commuricate its views to a wider audience,
inciuding national bodies and the govermment On a more local
level, yet equally mportant, tis an influental board member of the
New West End Comparty and Westrminster Property Owners
Associaton Both of these bodies have a wision and commitment
fomprove the West End as a place to work, shop, visit and ive
The group 1s asc rvolved with a vanety of orgarisations that have
very specific local obectves including the Paddington Watersde
Partnership and the ChanceryLane Association

Dunng the summer the group co-sponsered the ground-breaking
Global Ciies exhitrtion at the London Tate Modem  This extubition
e@mned the movement iowards urbarisaton and the changing faces
of ten dynamuc ntemational aties, Including London, Los Angeles,
Tokyo, Mesaco City and Shanghar The sponsorshep helped to further
erhance the company’s profile and to gnite the debats about the ole
and responshbiites of developers In shaping London's {uture

Throughout 2007, Derwent London continued 1ts unique and Creative
partnershup with the Teenags Cancer Trust (TCT) — a chanty designed
tomprove standards of care for teenagers with cancer The group
has been supporting the work of the TCT since 2001, faciitaing the
Trust’s ongoing Iniatve i seting up special uniis for teenagers In
NHS hospitals Acting as development and design constttants, i
has niroduced a vanety of architects to new TCT projects which are
now beng developed in Cardiff and Glasgow

Customers

— DBerwent London will stve towards high quality customer serice
through regular contact and by being recepive 1o their needs

- Demwent London will ensure that its customers are safe and secure
in &l managed buldings by mantaining the ighest health and
salety standards

Employess

~ Derwent London will provds training, support and development
opportunities to all staff to help them delver cormpany asprations

— Derwent London will attract and retain high calbre employees
by promating equal opportunties and ensunng a safe working
emvronment

Supplers

— Derwent Londonwil freat s suppliers Faity and with respect.

~ Denwent London will ensure that its own compomie responsibiity
standards are also reflected nits supply chan by encouraging
responsible procusment
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Directors

The drectors of the company dunng the year and therr nterests in

the share capital of the company, ncluding shares over which options
have been granted, erther under the Executve Share Option Scheme

or the Performance Share Plan, are shown below All of these inferests

are held beneficially
Crdinary shares of 5p each Options

315t December 315t December 31at December 31st Dacember
2007 2006 2007 2006
R A Rayne (appointed 1st February 2007) 4,349,583 4,333,872* 382,746 382,746"
JC ey 79,072 79,072 - -
JD Bums 729,614 677,333 149,365 172,180
S P Silver 279,689 226,439 69,675 88,860
CJ Odom 25,141 12,650 120,420 134,420
NQ George 14,331 4,153 113,770 123,440
PM Wilkams 16,957 5,622 114,770 126,840
S J Neathercoat 3,000 1,000 - -
R A Fames 6,838 3,066 - -
S A Cortyn 1,000 - - -
J de Moller (appointed 1st February 2007) 2,985 2.985* - —
D Newsl (appointed 1st February 2007) 1,492 1,482* - -

*As at date of appointrnent

On 2ng January 2008, MrD G Siverman was appointed to the
board At this date he owned no shares but held options over

26,250 shares

Mr Fnedios jeined the board on 1st February 2007 and resigned on 18th
July 2007 Throughout this penod he owned no shares and held options

ovar 20,780 shares

Thera have been no changes In any of the directors’ interests between

the year end and 18th March 2008

Dunng the year, no options were exercised by drectors and no new
options were granted to directors under the Executive Share Option
Scheme A condiional grant of 74,650 shares was made fo directors
under the Performance Share Plan whilst 118,520 shares vested to
the directors from an earler award at a zero exercise pnce

In accordance with the articles of association Messrs JC ey,

SP Siver, CJ CdomandR A Famnes retire by rotahon and, being
ehgble, offer themsehves for re-election Hawng served on the board

for more than nine years, Mr S J Neathercoat retires and, being gligible,
offers himself for re-glecton Inaddition, MrD G Siverman, having
been apponted since the last annual general mesting and being
elgible, offers himself for election Biographies of all the

dirsctors are gven on page 95

Other than as disclosed in note 46, the directors have no nterestin
ary matenal contracts of the company

Details of the appointment and replacement of direciors are gvenin
the corporate governance report on page 82

The business review required by s234 Z7B of the Companies Act
198518 gven on pages 22 to 39 The disclosuras in respect of financial
nstruments, as required by Schedule 7 of the Companies Act 1985,
isgnvenonpages 71to74
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Fixed assets

The group's freehold and leasehcld investment properties were
professionally revalued at 31st December 2007, resuling n a
surpius of £94 4 millon, before deducting the lsase incentive
adustment of £4 1 milion The freenold and leasehold irvestment
properties are ncluded i the group balance sheet at a camyng
value of £2,654 6 million

Chantable donations
Dunng the year, the group made chantable donations amounting
to £3.000 (2006 £67.000)

Substanttal shareholders

In addion to those of the direcions disciosed above, the company
has been notified of the iolowng imerests n the issued ordinary
share capital as at 18th March 2008

Percertage

Number of issued

of shares shara capaat

Cohen & Steersinc 10,018,825 965
Michael Conn 6,483,156 644
Trustees of the Rayne Foundation 5548,731 551
Lady Jane Rayne 4,093,838 407
Sachting Pensioenfonds ABP 3,820,586 389
ISIS Asset Managemernit 3,352,127 333

Derwent Landon plc Aeport B Accounts 2007 41

Creditor payment policy

It 1s the group's POICY 1o agree terms of busiNess with suppliers prior
to the supply of goods or services In the absence of any disputs,
the group pays in accordancewith these agreed terms For the year
ended 31st December 2007, the average payment penad for trade
creditors was 24 days (2006 19 days)

Post balance sheet events
Detals of post balance shest events are gven nncta 42 of the accounts

Disclosure of nformation to auditors

The directors who held ofiice at the date of approval of this
directors’ report confirmthat, so far as they are each aware, there
1s na relevant audit information of which the company's auditors
are unaware, and each direcior has taken afl the steps that they
ought to havea taken as a director to make themselves aware of any
relevant audii Information

Annual general meeting

The notice of meeting contained 1n the circuar to shareholders dated
22nd April 2008 {the Circutan), which accompanies the report

and accounis, ncludes six resolutions to be considered as

special business

Resolution 11 renews the authonty under Section 80 of the
Cormnpanies Act 1985 for the directors to allot shares up to an
aggregate nomina amount of £1,678,386 55 reprasenting about
one third of the 1Issued share capital (excluding treasury shares) at
the date of the notice of meeting The directors have no present
ntention of issuing shares except on the exercise of options under
the comparny's share option scheme or on the vasting of shares under
the performance share plan The authonty wil expire at the conclusion
of the next annual general mesting after the passing of the resoluton

Resolution 12 1s a speaal resoluton, proposad annually, rerevwang ihe
directors’ aurthoaty under Secton 85 of the Companes Act 1985 The
resolubton empowers the directors o allot or, now that the company may
hold shares as treasury shares (as further described below), sell shares
for cash n comnecionwith pre-emptve offers with modificabons to the
requirements set out in Section 83 of the Comparnies Act 1985 The
resolLibon further ermpowers the directors o aliot or, in the case of
treasury shares, sefl shares for cash, otherwisa than on a pre-emptive
bags, up to anaggregate nominal value of £251,758 wihich s equivalent
to approsamatety 5% of the issued share capital at 14th April 2008 (being
the latest practicable date paor to the pubication of this document) The
authorty will exprre & the conclusion of the next annual general meeting
after the passing of the esohrtion

Resolution 13 1s proposed to renew the authonty enabling the company
to purchase its own shares This authonty enables the directors to act
quickly, If, hawing taken account of all major factors such as the effect
oneamings and net asset value per share, geanng levels and altematve
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investment opportunities, such purchases are considered tobe in
the company's and shareholders’ best interest while mantaning an
efficient capxtal structure The special resolution gives the directors
authonty to purchase up 1o 10% of the company’s ordinary shares
and specifies the maximum and minimum pnces at which shares
may be bought

The Companies Act 1985 now permits the company to hold any such
bought-back shares in treasury, with a view to possible ra-issue at a
future date, as an altemative to Immediately canceling them (as had
previousty been required by the legisiation) Accordingly, If the company
purchases any of its shares pursuant to resolution 13, the compary
may cancel those shares or hold them in treasury Such a decision
will be rmade by the directors at the tme of purchase on the basis

of the company’s and shareholders’ best Interest As at the date of

the notice of meeting, the company held no shares in treasury

The total number of options to subscribe for ordinary shares
outstanding at 18th March 2008 was 1,051,612, which represented
1044% of the 1ssued share capital (excuding treasury shares) at
that date If the company were o purchase the maxmum number of
ordnary shares permitied by this resolution, the options outstanding
at 18th March 2008 would represent 1 160% of the 1ssued share
capital [excluding treasury shares)

Resolution 14 proposes that new articles of associaton are adopted by
the company The infroducton of the Companies Act 2006 required a
number of changes to the company’s ariicles and the board has taken
the opportunity to revienw the articdles and make other changes soasto
Incorporate the effects of cther legislation that has been enacted snce
the current version was adopted Detals of the proposed changes are
set out In appendix | of the Circular

Hesolubon 15 authonses the company's emuneraton committee
towmplernent changes to the group's performance share plan which
was introduced n 2004 As part of a review of the overall remuneraton
arrangements for senior executives, and in consultation with its
adwisers, New Bndge Street Consultants LLP, the remuneration
committes identfied a numbwer of changes that would better align
the nterests of the semor executives and shareholders Detalls of
the changes are set out In eppandix Il of the Circular

Resolubon 16 seeks sharehokder approval for the introduction of a
new share option scheme to replace the previous scheme which
expired In 2007 Details of the new scheme, under which no awards
would be made to directors, are set out in appendx Il of the Circular
The board see share cptions as animportant part of remuneration
policy and therefore the appropnate approval is beng sought at the
annual general meeting

Auditors

BDO Stoy Hayward LLP have expressed the willngness to
conunue n office and accordingly, a resoluion to re-appont them
and to authonse the directors to determine therr remuneration wall
be proposed at the annual general mesting This 1s resoluton 10
set out In the notice of meeting

By order of the board
TJ Kite ACA, Secretary
18th March 2008

Quba 90 Whithield Street, W1
Art - Dawd Tremieit



Group iIncome statement
for the year ended 31st December 2007

2007 2006
Note £m m

Gross property ncome 7 M7 53
Development income 7 20 16
Property outgongs B (9 9) 49
Net property incoma 103 8 580
Administrative expenses {195 {101)
Movemnant in valuation of cash-settled share options 16 -
Goodwllimparrment {353 3) -
Total adminstrative expenses {371 2) (101)
Revaluation surplus 903 2233
Profit on disposal of propertes and investiments g 1308 29
{Loss)yprofit from operations {46 3) 2741
Finance incoma 10 28 04
Exceptional finance income 10 156 -
Total finance income 10 43 04
Finance costs 10 (491) {20 4)
Exceptional finance costs 10 (3 3) (181)
Total finance costs 10 {52 4) (3B 5)
Movement in fair value of denvative financial nstruments (51) 32
Share of results of joint ventures " (0 3} 36
{Loss)/profit before tax 12 {99 8} 2428
Tax crediifexpense) 17 2007 (B0 B)
Profit for the year 1009 iB2 2
Aftnbutable to

Equity shareholders 35 970 1822

Minonty Interast 39 —
Eamingg per share 18 100 55p 34013p
Diluted earnings per share 18 10011p 33721p

The noles on pages 48 1o 81 form part of these financial statements
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as at 3ist December 2007
Group Company
2007 2006 2007 2006
Notg £m tm £m £m
Non-current assets
Invesiment property 19 26546 1,274 ) - -
Property, plant and equipment 20 14 03 04 03
Investments 21 51 54 957 8 1825
Deferred tax asset 31 - — 13 25
Pension scheme surplus 18 28 - - -
Denvatves 28 12 0t - 01
Other recenvables 23 233 137 - -
2,688 4 1,293 5 959 5 1854
Current assets
Trading properties 24 94 - - -
Trade and cther recevables 25 610 364 5615 4516
Corporation tax asset - 14 - 18
Cash and cash equialents 103 - - -
807 408 5615 4537
Non-current assets held for sale 21 34 - - -
841 408 561.5 4537
Total assets 27725 1,334 3 1,521 0 8491
Current habiities
Bank overdrait and loans 28 1206 22 807 07
Trade and other payables 26 480 325 1388 898
Comporation tax lability 754 - - -
Provisions 27 05 01 05 01
2445 348 2200 086
Non-curent liatylties
Borrowings 28 6725 3476 2974 3410
Provisions 27 28 13 0.7 13
Deferred tax habity 31 108 1672 - -
6861 5161 2981 3423
Total labiliies 9306 5609 5181 4329
Total net assets 1,841 9 7834 1,002.9 2162
Equity
Share capital 32 50 26 50 26
Share premium 33 1570 1561 1570 1561
Other reserves 33 9140 38 714 3 38
Betaned eamings 33 706 0 6209 126 6 537
Equity shareholders’ funds 34 1,782 0 7834 1,002 9 2162
Minonty Interest 33 599 - - -
Total equity 1,841 9 7834 1,002 9 2162

The financial statements were approved by the board of directors and authonsed for issue on 18th March 2008

JD Bums, Director
CJ Gdom, Drector

The nates on pages 4810 81 form part o thess financal statements



Statements of recognised income and expense
for the year ended 31st December 2007

2007 20068
£m £m
Group
Profit for the year 1009 1822
Deferred tax nrespect of share-based payments - 06
Actuanal gans on defined benefit pension scheme 13 -
Foreign currency translation {0 6) -
Net gains recognised directty n equity 07 08
Total recognised income and expense relatng to the year 1016 182 8
Atinbutable to
Equity shareholders 977 182 8
Minonty nterest 39 -
Company
{Losshprofit for the year {114 2} 71
Deferred tax in respect of share-based payments - 0B
Net gains recognised directly in equity - GB
Total recognised income and expense relating to the year {114 2} 77

The notes on pages 48 to 81 lom part of these financial statements




Cash flow statements
for the year ended 3ist December 2007
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Group Company
2007 2006 2007 20C6

Noia £m Em £m £m
Operating actmties
Cash recened from tenants 119 387 - 02
Direct property expenses {10 1) (55} - -
Cash pad to and on behalfl of employees (10 2) {4 5) (6 3) {4 5)
Qther administrative expenses (8 8) 39 69 39
Interest recenved 25 04 02 03
Interest peud {53 4 (219 (25 2) (2171
Exceptional financing costs {33 {176) {33 {176}
Tax expense pad in respect of oparating actmties {0 2} {13) - 08)
Net cash from/used In) operating actvilies 28 4 586) {41 5) a7 4)
Investing actmties
Acqusibon of investment properties {1407) 189 - -
Capital expendilure on investment properties (651) (189 - -
Disposal of nvestment properties 2332 312 - -
Capital expenditure on assets under construciion 32 - - -
Disposal of assets under construction 101 - - -
Acquistion of subsidianes [net of cash acquired) 22 {38 4} {6 6) {52 2) 66
Payment of subsiklianes’ pre-acquisiion expenses {16 Q) - - -
Purchase of property, plant and equipment {02 02 02 {O1)
Disposal of property, plant and equipment 03 - - -
Disposal of nvestiments 91 — - —
Distributions received from joint ventures 57 - - -
Payments in relation o jont ventures (03} - - -
Adhances to minonty interest holdar (14 3) - - =
Tax expense pad in respect of mvesting actvties (11 0) (29) {10 2) -
Net cash fromAused in) investing actviies 692 46 3) (62 6) 67
Financing actvibies
Movernent n sntercomparny loans - - 807 58
Movernent in bank loans (83 3) 785 365 790
Movernent in loan notes 3290 — - -
Redemption of debenture {26 B6) 350 - 850
Nat procseds of share 1ssuas 32 0.1 10 01 10
Dradends pard 36 (132 (75) {13 2) {75)
Net cash {used inYfrom financing actvites (91 0) 370 1041 433
Increase/[decrease) n cash and cash equivalents In the year 66 {149) - (108
Cash and cash equivalents at the beginrng of the year (2 2) 127 07) 101
Cash and cash equivalents at the and of ihe year 39 44 (2 2) (0 7) {07

The notes on pages 4810 81 form part of these financial statements




Notes to the financial statements

1 Basis of preparation

These financial statements have been prepared in accordance
with International Financial Reporting Standards (FRS) and
interpretations issued by the International Accounting
Standards Board as adopted by the European Union and
with those parts of the Compantes Act 1885 appicable to
companies prepanng therr accounts under IFRS

The pnncipal accounting policies are descnbed In note 2
below The accounting policies are consistent with those
applied in the year ended 31st December 2006 as
amended to reflect the adoption of the following new
standards, amendments and interpretations which are
mandatory for the year ended 31st December 2007

IFRS 7%/ IFRS 7 Financial Instruments  Disclosures

IAS 1 and a Complemeantary Amendment to 1AS 1
Prasentation of Financial Statements — Capdal
Disclosures (effective from 1st January 2007)

IFRIC7  Apphing the restaternent approach under
IAS 29 Financial Reporting in Hypennftationary
Economies (effective from 1st March 20086)

IFRICB Scopeof IFRS 2 {effective from 1st May 2006)

IFRICQ Reassessment of embedded denvatves
(effective from 1st June 20086)

IFRIC 1C  Intenm Financial Reporting and Impairment

(sffective from 1st November 2006)

IFRS 7 ntroduces new disclosures of qualitative and
quantitative information about exposure to nsks ansing
from financial instruments, including specified minimum
disclosures about credit nsk, hgudity nsk and market nsk
The amendment to IAS 1 ntroduces disclosures about
the level of an entity's caprtal

The majonty of these disclosures are shownin ncte 4
and nisk1s additronally discussed in the directors’ report
on page 35

At the date of authonsaton of these financial statements,
the following standards and interpretations applicable

to the group's financial statements which have not been
appled n thesa financal statements were nissue but not
yet effectve All are deemed not relevant to the group or to
have no matenal impact on the financial statements of the
group when the relevant standards come into effect except
IAS 23, which s discussad below

FRS2  Share-based Payment Vesting Conditons and
Cancellations {effectve from 1st January 2009)

IFRS3  Business Combinations {revised) effective from
1st July 2009)

IFRSB  Operating Segments (effective from
1st January 2008)

1AS 1 Amendments to Prasentation of Financial
Statements (effective from 1st January 2008)

1451 Amendments to Prasentation of Financial
Statements — Puttable Financial Instrurnents and
Obhgations Ansing on Liguidation (effective from
1st January 2009}

IAS23  Amendments to Borrowing Costs (sffective from
1st January 2009)

IAS27  Amendments to Consolidated and Separate
Financial Statements {effective from 1st July
2009)

1AS32  Amendments to Financial Instruments
Presentation {(effectve from 1st January 2009}

IFRIC 41 IFRS 2 Group and Treasury Share Transactions
{effective from st March 2007}

IFRIC 12 Service Concession Arrangements (effsctive
from 1st January 2008}

IFRIC 13  Customer Loyalty Programmies (effective from
1st July 2008)

IFRIC 14 |AS 18 -The Limit on a Defined Benefit Asset

Mirimum Funding Requrements and therr
Irderacton (effective from 1st January 2008)

UK companies can only adaopt IFRSs and IFRICs after

they have been endorsed by the European Union Of the
standards and interpretatons isted abovs, the following had
not yet been endorsed by the European Union at the date
these accounts were signed

IFRS2  Share-based Payment Vesting Conditions
and Cancellations

IFRS3  Business Combinations frevised)

AS 1 Amendments to Presentabon of Financial
Statements

IAS 1 Amendments 10 Presentation of Financial
Statements — Putiable Financial Instruments
and Obligabons Ansing on Liquidation

IAS 23 Amendments to Bormowing Costs

IAS27  Amendments to Consolidated and Separate
Financial Statements

IAS32 Amendments to Financial Instruments
Presentation

IFRIC 12  Service Concession Arrangements

IFRIC 13 Customer Loyalty Programmes

IFRIC 14 IAS 19 -The Limit on a Defined Beneiit

Asset Minmum Funding Requirements and
therr Interaction




Notes to the financial statements

1 Basis of preparation {continued}

IAS 23 requires an entity to capitalise bomowing costs that
are drrectly atinbutable o the acquistion, constructon or
producton of a qualifying asset In the situabion, such s the
case with Derwent London, when the financing actvty 1s
co-ordinated cantrally the weighted average interest rata1s
used to aocate interest to the qualifying asset Thiswill be
appiicable o the group in relation to capital expenditure and
proparty acquisiions If this standard had been in effect for
2007 then the interest cost recognised in the group Income
statement woutd have been reduced by £5 Om and
consequently recurnng profit for the year would have been
increased by the same amount This amount would hava
been capitalised and the revaluation surpius would have
been reduced by the same amount leaving net asset value
and IFRS profit for the year unchanged

Cntical accounting estmates and judgements

The preparation of financial statemenis m conformity
with IFRS requires the use of certan crtical accounting
estmates and judgements It also requires management
0 exercise judgement in the process of appiying the
group's accounting poficies Estmates and jJudgements
are continually evaluated and are based on histoncal
expenence and other factors, including expactations of
future events that are believed to be reasonable under the
crcumstances Although these estimates are based on
management's best knowledge of the amount, evert or
actions, actual results may differ from those estimates

2 Significant accounting policies

Basis of consolidation

The group financial staterments ncorporate the financial
statsments of Derwent London plc and all of its subsicianes,
together wath the group’s share of the results of its jont
ventures

Subsidiary undertakings are those entiies controlled by the
company Control exsts when the company has the power,
diractly or ndirectly, to govern the financial and operating
pohcies of an entity so as to obtan benefits from its actvmbes
The financial staterments of subsidianes are inciuded n the
conschidated financial statements from the date that control
commences and until the date control ceases

Joint ventures are those entiies over whose actmbies
the group has joint control, estabhshed by contractual
agreament Interasts in joint ventures are accounted for
using the equity method of accounting as permitted by
IAS 31, Interesis in Jont Ventures and followang the
procedures for this method set out n lAS 28, Ilvestments
nAssociates The eguty method requires the group's
share of the joint venture's post-tax profit or loss for the
penod to be presented separately in the ncome stat

and the group's share of the joint venture’s net assets to be
presented separatety in the balance sheset

Derwent London pic Report B Accounts 2007 43

Intra-group balances and any unmalised gains and losses
ansing from ntra-group transactions are eliminated n
prepanng the consolidated financial statements Unrealised
gans ansing from transactions wath jont ventures are
elminated fo the extent of the group's Interast In the joint
venture concerned Unrealised losses are eliminated in
the same way, but only to the extent that there 1s no
evdence of mpaiment

Gross property Income

Gross proparty Income anses from two main sources

{) Rental ncome — Rental ncome anses from operating
leases granted to tenants An operating leass 15 a lease
ofher than a finance lease A finance lease 1s one
whereby substantally all the nsks and rewards of
ownership are passed to the lesses

Rental income 1s recognised in the group NComea
statement on a straight-ine basis over the term of the
lsase Thisincludes the effect of lease incentives to
tenants, which are nommally in the form of rent free
penods or capital contribubions nlieu of rent free pencds
and ihe effect of payments recened from tenants on the
grant of leases

For income from property leased out under a finance
lease, a lease recevable asset 1s recognised in the
balance sheet at an amount equal to the net Investment
Inthe lease, as defined N lAS 17, Leases Minimum
lease payments recenvable, agan defined in lAS 17, are
apportioned between finance ncome and the reduction
of the outstanding lease recevable so as to produce a
constant penodic rate of retum on the remaining net
investment in the lease Contingent rents, being the
difference between the rent currently recenable and
the minimum lease payments when the: net ivestment
in the lease was onginally calculated, are recogrised n
property ncome in the years inwhich they are recenvable

(i} Surrender premiums —Payments rceved from tenants
to surrender their lease cbligations are recogrised
rmmedately In the group income staternent

Development income

Development ncome 1$ recogrused in accordance with
1AS 18, Revenue, and is based on the drectors’ assessment
of the stage of completion of the project, the future cosis
and the expected valus of the completed building
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2 Significant accounting policies (continued)

Expenses

() Lease payments —Wherg nvestment properties are
held uncer operating leases, the leasehold nterest is
classified as If it were held under a finance lease, which
15 recognised at its farr value on the balance sheet,
wathin the investment property carmying value Upon
initial recogrition, a corresponding hability 1s ncluded
as afinance lease hiabilly Minmum lease payments
are apporiioned between the finance charge and the
reducton of the outstanding habity so as o produce
a constant penodic rate of interest on the remaning
finance lease liabiity Contingent rents payable, being
the difference between the rent curently payable and
the minimum lease payments when the lease lability
was onginally calculated, are charged as expenses
within property expenditurs in the years in which they
are payable

[0

inrespect of ther lease obligations are recognised
immediataly in the group income statement

(i} Other property expenditure —Vacant property costs
and other property costs are expensed in the year to
which they relate

Employee benefits
{) Share-based remuneration

(8) Equity-settled - Tha company operates along-term
Incentve plan and share ophion scheme The far value

of ihe condtional awards of shares granted under the

long-term incentrve plan and the options granted under
the share option scheme are determined at the date of
grant This far value Is then expensed on a straight-ine
basis over the vesting penod, based on an estmate of

the number ¢f shares that will eventually vest At each
reporing date, the non-market based performance

cntena of the long-term incentrve plan are reconsidared
and the expense 1s rensed as necessary Inrespect of

the share option scheme, the fair value of options
granted Is calculated using a binormial model

Under the transitonal prowisions of IFRS 1, no expense
18 recogrised for options or condiional sharas granted

on or befora 7th Novembber 2002

{b) Cash-settled — For cash-setiled share-based

payrments, a liability 1s recogrised based on the current

far value determined at each balance shestdate The

movernent in the current fair value 1s taken to the group

ncome statement

Dilapicatons — Dilapidations monies receved from tenants

Pensions

i Defined contnbution plans — Obligations for contnbutions
1o defined contnbution pension plans are recognised as
an expense In the group ncome statement in the penod
to which they relate

(il Defined benefit plans — The group's net ohkgaton in
raspect of defined benefit post-ernployment plans,
ncluding pension plans, 1§ calculated separatety for
each plan by estmating the amount of future benefit that
employees have eamed in retum for therr service in the
current and pricr penods  That benefitis discounted to
determing its present value, and the far value of any plan
assets s deducted The discount rate 1s the yield at the
halance sheet date on AA cradit rated bords that have
matunty dates approximating the terms of the group’s
obligations The calculation s performed by a quakfied
actuary using the projected unit credit method Any
actuanal gain or loss in the penod 1s recogrised in full
in the statement of recogrised Income and expense

Business combinations

Business combinations are accounted for under the
acquisition method Any excess of the purchase pnce of
business combinations over the far value of the assets,
llabiites and contingent labdities acquired and resulbing
deferred tax thereon is recognised as goodwill Any
discount is credited o the group ncome statement in the
pernod of acguistion Goodwill 1s recognised as an asset
and raviewed forimparment  Ary impairment 1s recognised
immediately In the group Income staternent and is not
subsaquentty reversed Any residual goodwaill 1s reviewed
annually for impairment

Investment properties

i Valuation—Investment properties are those that
are held either to earn rental Income or for capital
appreciation or both, including those that are
undergomng redevelopment Investment properties are
measured initidly at cost, Including related transacton
costs After inital recogriion, they are camed on the
group balanca sheet at far value adjusted for the
camying value of leasehokd interests and lease incenive
debiors Farr valug 1s the amount for which an
nvastment property could be exchanged between
knowledgeable and willing parties N an arm's length
transacton The valuation s undertaken by independent
valuers who hold recognised and relevant professional
qualifications and have recent expenence In the
locations and categories of properties being valued

Surpluses or deficits resuting from changes in the far
value of nvestment property are reported in the group
income statement in the year n which they anse
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2 Significant accounting policies (continued)

Investment properties {continued)

i} Capital expenditure — Capital expenditure, being
costs drecthy atinbutable 1o the redevelopment or
refurbsshment of an nvestment property, up to the point of
it being completed for its ntended use, are captalised n
the camyng vatue of that propearty Borrowing costs that
are directly attnbutable to such expenditure are
expensed in the year nwhich they anse

(i} Disposal — The disposal of nvestment properties is
accounted for on completion of contract On disposal,
any gan or loss Is calculated as the difference between
the net disposal proceeds ard the camying value at the
last year end plus subsequent caprtalised expenditure
dunng the year

(v Development — When the group begins to redevelop
an existng investment property for continued use as
an investrment property, the property remans an
investment property and 1s accounted for as such
When the group begins to redevelop an existing
investment property with a view to sale, the property
1s transferred to trading proparties and held as a cument
asset The property s re-measured to far value as at
the date of transfer with ary gain or loss beng taken
10 the income statament The re-measured amount
becomes the deemed cost at which the property 1S
then camed in frading propertes

Property, plant and equipment

() Assets under constructon — Property assets acquired
wath the intention of subsequent development ag
Ivestment properties are included as ‘Assets under
construction’ wathin property, plant and equipment, until
the construction or developmeant is completed, at which
time they are reclassified as rvestment propertias
Assets under construction are ncluded in the balance
sheet at far value, determined by an ndependent valuer
on the same basis as used for Investment properties
If the farr value increases, this Increase I1s credited
drectly to the revaluation resenve, except 10 the extant
that it reverses a revaluaton decrease of the same asset
which previously had been charged to the group ncome
statement If the far value decreases, this decrease 1s
recognised in the group ncome statement, except to
the extent that it reverses previous revaluation increases
of the same asset which have been credited to the
revaluation reserve, iIn which casa it 1s charged aganst
the revaluation reserve
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(i) Other —Cther property, plant and equipment, 1S
depreciated at a rate of between 10% and 25% per
annum whichis calculated to wate off the cost, less
estimated residual value of the ndvidual assets, over
ther expected useful Ives

Investments

Investments in joint ventures, being those entties over
whose actmties the group has joint control, as established
by contractua agreemert, are included in the group’s balance
sheet at cost togsther with the group's share of post
acquisiton reserves, on anet equity basis Investments in
subsidianes and joint ventures are ncluded in the company's
balance sheet at the lower of cost and their nef asset value
Any imparment 1s recogrised snmedately 1n the company
ncoma statement

Non-cumrent assets held for sale

Non-current assets are classified as held for sale if ther
carrying value will be recovered through a sale transacton
rather than through continuing use This condition Is
regarded as met f the sale 1s highly probable, the asset

15 avalable forimmediate sale in its present condibon,
being actively marketed and management 1s committed
1o the sale which should be expecied to qualtfy for
recognition as a completed sale withn one year from

the date of classification

Non-current assets, ncluding related abilities, classified
as held for sale are measured at the lower of carrying value
and farr value less costs of disposal

Trading property
Trading property Includes thosa propertes which were

acquired exclusively with a view to resale or development
and resale and are held at the lower of cost or transfer
value and net reahsabie value

Financial assets

i} Cash and cash equivalents - Cash compnses cashin
hand and on-demand deposits less overdrafts Cash
eqgunalents compnse short-term, highty lquid iInvestments
that are readily comvertible to known amounts of cash
and which are subject to an insignificant nsk of changes
nvalug

(i} Trade recevables - Trade recevabies are recognised
and camed at the ongnal transacton value A provision
for mpairment is established where thera s objectve
evidence that the group will not be able 10 collect all
amounts due according to the ongnal terms of the
recervables concemed
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2 Significant accounting policies {continued)
Financial hlabilities
() Bankloans and overdrafts — Bank icans and overdrafis

Deferred tax
Deferred tax s the tax expected to be payable or recoverable
on differences betwesn the carrying amounts of assets and

(i)

()

are ncluded as financial labilikes on the balance sheets
at the amounts drawn on the particular faciliies Interest
payable 1s expensed as a finance cost n the year to
which It relates

Debenture loan and bonds — The debenture loanis
included as a financial lability on the balance sheet
net of the unamorised discount and costs on 1Issue
The difference between this camying value and the
redemption value Is recognised In the group Income
statement over the life of the debenture on an effective
Interest basis Interest payable to debenturs holders is
expensed in the year to which it relates

On redemption, all rermaining unamortised discount
and costs on 1ssue are recagnised together with the
premium and the costs of redemptionn finance costs
in the group Income staterment as an exceptonal fiem
In accordance with the accouning policy below

Finance lease habilites — Finance lease labiites arse
for thosa investment properties held under a leasehold
interest and accounted for as investment property
The hability 1$ inbally calculated as the present value of
the mimmum lease payments, reducing In subsequent
years by the apportonment of payments 1o the lessor,
as descnbed above under the heading for lease payments

(v} Interest rate denvatves — The group uses denvative

o

financial instruments to manage the interest rate nigk
associated with the financing of the group's business
No trading in financial instruments 1s undertaken

At each reporting date, these interest rate denvatives
are measured at fair value, being the estmated amount
that the group would receve or pay to terminate the
agreement at the balance sheet date, taking into
account current interest rates and the current credit
ratng of the counterpartes The gain or loss ai each
farr value remeasurement 1S recognised in the group
ncome statement

Trade payables — Trade payables are recogrised and
carned at the onginal transaction value

iiabilities In the financial statements and the corresponding
tax bases used in the tax computations, and 1s accounted
for using the balance sheet liability method Deferrad tax
labities are generally recognised for all taxable temporary
differences and deferred tax assets ara recognised to the
extent that it 1s probable that taxable profits will be avallable
against which deductible temporary differences can be
utiised In respect of the deferred tax on the revaluation
sumius, this s calculated on the basis of the chargeable
gains that would crystalise on the sale of the investment
portfolio as at tha reperting date The Calculation takes
account of available ndaxation on the histonc cost of the
proparties ard any avalable capital losses

Deferred tax is calculated at the tax rates that are expected
to apply In the penod, based on Acts substantially enacted
at the year end, when the liabilty 1s settled or the asset 1s
realised Deferred tax)s charged or credited in the group
Income statement, except when strelates to tems charged
or credited directly to equity, in which case iti1s a'so deatt
with in equity

Dvidends
Dmdends payable on the ordinary share capital are
recognised in the year in which they are declared

Exceptional items

Exceptional tems are matenal items which denve from
events or fransactons that fall within the ordnary activites
of the group and which, ndmdualy or, if a similar type, In
aggregate, need tobe disclosed by virtue of ther size or
incidence if the financial statements are to gve a true and
fair view
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3 Significant judgments, key assumptions

and esttmates
The group’s significant accouniing policies are stated in
note 2 above Not all of these significant accounting policies
requira management 1o makea difficult, subjgctve or complex
Jdgments or estimates  The following is ntended to prowide
an understanding of the policies that management consider
crtical because of the leve! of complexity, judgment or
estmaton involved in therr application and theirr mpacicon
the consolidated financial statements These judgments
involve assumptions or estimates In respect of future
evenis Actual resulis may differ rom these astimates

Trading properties

Trading properies are carmed at the lower of cost and
net realisable value The latter 1s assessed by the group
having regards to sutable external advice and knowledge
of recent comparable transactions

Trade receivables

The group 18 required to judge whean there is sufficient
chiectve ewdence to require the mpairment of indnadual
trade recenvables It does this on the basis of the age of the
refevant recevables, external evdence of the credit status
of the debtor entrty and the status of any disputed amounts

Exceptional tems

Exceptonal tems are definaed as those terns which

are sufficiently matenal by either their sze or nature as to
require separate disclosure Deciding which tems mest
this definion requires the group to exercise its judgment

Investment property valuation

The group uses the valuation performed by its independent
valuers as the farr value of ris Investment properties The
valuation is based upen assumptions including future rental
ncome, anticipated mantenance costs, future development
costs and the appropnate discountrate The valuers also
make reference to market ewdsnce of transacton pnces for
similar propertes

Unagreed rent reviews

Where the rent review date has passed, and the revised
annual rent had not been agreed, rent1s accrued from the
date of the rent review based upon an estimate annual rent
The estmate 1s denved from knowledge of market rents for
comparable properties
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Comphance with the real estate investment trust
taxation regime

On 1st July 2007 the group converted to a RET Inorder to
achieve and retasn REIT status, severa entrance tests had
0 be met and certain ongoing cntena must be mantaned
The man cntena are as follows

- At the start of each accounting penod, the assets
of the tax exempt business must be at least 75%
of the {otal value of the group’s asseis

— Atleast 75% of the group’s total profits must anse
from the tax exempt business

- Atleast 90% of the profit of the property rental
business must be distnbuted

The directors ntend that the group shoutd continus

as a RET for the foreseeable future, with the result

that deferred taxs no longer recogrised on temporary
differencas relating 1o the property rental business which
15 withn the REIT structure

4 Financial instruments - nsk management
The group s exposed through s operations 1o the followang
financial nsks

- credit ngk,
— far value or cash flow interest rate nsk, and
—~ lguedity nsk

In common with alt other businessas, the group 1s exposed
to nsks that anse from i use of financial instruments This
note describes the group's obyectives, polices and processes
for managing those nsks and the methods used to measure
them Further quantitative nformation in respect of these
nsks s presented throughout thess financial statements

There have bean no substanive changes in the group's
exposure to financial nstrument risks, its obyectives, policies
and processes for managing those nsks or the methods
used to measurs them from previous penods

The comparty has the same nsk profile as the group
{except tenant credit nsk which does not exast in the
company) and therefora ne separate discussion has
been made of the company
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4 Financial instruments — nsk management
{continued)

Pnncipal financial nstruments

The prncipal financial nstruments used by the group,

from whuch financial nstrument nsk anses, are as follows

- Tradereceaivables

— Cashat bank

- Bank overdrafts

~ Trade and other payables
— Hoating rate bank ioans
— Hxed rate bank loans

- Secured bonds

— Interest rate swaps

- Intemal rate caps

General objectives, policies and processes

The board has overall responsibility for the determination
of the group's nsk management objectves and policies
and, whilst retaining ultimate responsibility for them, it
has delegated the authonty for desigring and operating
processes that ensure tha effective implementation of
the objectives and policies to executive management

The overall olyjective of the board 1s to set policies that seek
to reduce nsk as far as possible without unduly affecting the
group's flexibility and its ability to maximise retums  Further
detalls regarding these policies are set cut below

Credit nsk

Credit nskis the nsk of financial loss to the group if a
customer or counterparty to a financial instrument fails
o meet its contractual obligations The group 1s manky
exposed to credit nsk from its lease contracts Itis group
policy to assess the credit nsk of new tenants before
entenng contracts

The board has established a credit committee which
assesses each new tenant before a new lease 1s signed
The review includes the latest sets of financial statements,
external ratings, when avatiable, and in some cases forecast
information and bank and trade references The covenant
strength of each tenant 1 determined based on this review
and if appropnate a deposit or alternatively a guarantee

Is obtaned

Credit nsk also anses from cash and cash equivalents and
deposits with banks and financial nsiitutions For banks
and financia inshitutions only Independently rated parties
with minimum rating of Investment grade are accepted
This nsk 1s reduced by the short penods that monayis

on deposit at any ong time

The group does not enter nto denvatives to manage
credit nsk

Quantitatve discloses of the credit nsk exposure In relation
to trade and other racenables which are netther past due
norimparred, are disclosed in note 25

Market nsk

Market nsk anses from the group's use of interest beanng
nstruments [t1s the nsk that the fair value or future cash
flows of a financial nstrument will fuctuate because of
changes in interest rates {interest rate nsk)

Fair value and cash flow interest rate nsk

The group 1s exposed to cash flow interest rate nsk from
borowings at vanable rate s currently group policy that
between 40% and 75% of external group borrowings
{excluding finance lease payables) are fixed rate borrowings
Where the group wishes 1o vary the amouni of external fixed
rate debt it holds (subject to 1t being at least 40% and no
more than 75% of expectad group borrowings, as noted
above), the group makes use of nterest rate denvatives to
achieve the desired nterest rate profile Although the board
accepts that this policy neither protects the group entirely
from the nsk of paying rates in excess of curent market
rates nor eliminates fully cash flow nsk associated with
vanabilty ininterest payments, it conaiders that it achieves
an appropnate balance of exposure to these nsks

During both 2007 and 20086, the group's bormowings at
vanable rate were denominated in stering

The group monitors tha interest rate exposure on a regular
basis Asensitvty analysis 1s performed to ascertan the
impact on profit or loss and net assets of a 100 basis pont
shift {being the maxmum reasonable expectation of
changes In Interest rates) would be an increase of £2 9m
{2006 £18m) or adecreasa of £3 0m (2006 £2 0m)

, The group manages its cash flow interest rate nsk by using

floatng-to-iixed interast rate swaps {quantitatve disclosures
are given in note 28} Predominantly, the group raises long-
term borrowings at floating rates and swaps them nto fixed

Liguidity nsk

Liquidity nsk anses from the group's management of
working capital and the finance charges and pancipal
repayments on its debt Instruments I 1s the nsk that the
group will encounter difficulty in mesting 1ts financial
obligations as they fall due

The group's policy 1s to ensure that it wall aways have
sufficient headroom in its loan facilites to allow it to meet

1ts kabiies when they become due To achieve this am, it
seeks to mantan committed facilites to meet the expected
requrements The group also seeks to reduce iquidity nsk
by fixing interest rates fand hence cash flows) on a portion
of 1is long-term borrowings, this s further discussed inthe
‘Interest rate nsk’ section above

The executve management recenves roling threg-month
cash flow projections on a menthly basis and three-year
projections of loan balances on a quarterly basis as part
of the group’s forecasting processes At the balance sheet
date, these projections indicated that the group expected
to have sufficient iquid resources to mest s obligations
undar all reasonably expected crcumstances
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4 Financial instruments - nsk management
{continued)

Liquidity nsk (continued)

The liquidity nsk of the group 1s managed centrally by

the finance departmant

Capital disclosures

The group's capital compnses all components of equity
{share capial, share prermium, other reserves, retaned
eamings and minonty interest)

The group's obiectives when maintanng capital are

- to safeguard the entity’s ability to contnue as agoing
concerm, 50 that it can continue to provide returns for
shareholders, and

- to provide an above average annualised total retum
to shareholders

The group sets the amount of capital it requires in
proportion (0 nsk The group manages 11s capial stuctura
and makes adustments io it in the light of changes In
economic conditons and the nsk charactenstics of the
underying assets In order to mantan or adjust the capral
structurs, the group may adjust the amount of dvidends
pad to shareholders, return capstal to shareholders, issue
new shares, or selt assets to reduce debt

Consistent with others inits ndustry, the group monstors
capital on the basis of balance shest geanng and property
geanng Balance sheet geanng 15 calculated as net debt
dnded by net assets and property geanng 1s drawn
{faciiies dmded by the farr value of rvestment properties
Net debt 1s calculated as total debst (as shown in the balance
sheet) less cash and cash equivalents

Dunng 2007, the group’s strategy, wihich was unchanged
from 2006, was to maintan the balance sheet geanng
below 80% in normal crcumstances  The balance sheet
geanng at 31st December 2007 and at 31st December
2006 were as follows

2007 2008

£m Em
Total debt 7931 3498
Less cash and cash equivalents {10 3) -
Nat debt 7828 3498
Net asseats 1,841 9 7834
Balance sheet geanng 425% 447%

The decrease n the balance sheet gearing dunng 2007
resuited pnmanly from the cash generated by the property
and investment disposal programme undertaken in the
second half of 2007
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The property geanng at 31st December 2007 and
31st December 2006 were as follows

2007 2006

£m £m
Net dabt 7828 3498
Far value adjustment to secured bond (19 5} -
Leasehold liabiibes 90) {66)
Orawn faciliies 7539 3432

Fair value of nvestment property 26717 12827

Property geanng 282% 268%

§ Segmental information

During the year, the group had only one (2006 one)
business actmty, that being property investment,
refurbishment and redevelopment Hoperates only

in the United Kingdom and the drreciers congider that
all properties carry a simitar nsk profile

6 Significant lease terms

The group has over 1,000 leases grantad to s tenants
Thesa vary dependent on the indivdual tenant and the
respectve property and demise but typrcally are let for a
termn of five to 15 years, at a market rent with provisions to
review to market rent every five years  Standard lease
provsions include senice charge payments and recovery
of other direct costs

Of the leases granted dunng 2007, the weighted average
lease length was 11 Gyears (2006 121 years) 46% of
these leases (2006 44%) ncluded arent free penod at the
start of the lease, the weighted average being 73 months
(2006 7 8 months)

7 Income
Gross propenty Income includas surender premiums
receved from tenanits dunng 2007 of£5 7m (2006 £10m)

The development income of £2 0m (2006 €11 6m) s the

proportion of the total profit share estimated o have been

eamed by the group from the construction and letting of a
property on behalf of a third party
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8 Property outgoings

2007 2006
£m £m
Ground rents 04 04
Cther property costs 95 45
99 49

Property outgoings include £1 4m (2006 £nif) of costs relating to properiies which produced ne property income dunng

the year

9 Profit on disposal of properties and investments

2007 2006
£m £m
Investiment property
Disposal proceeds 2336 312
Carrying vatue (157 4) (307)
Leasehold labiihes - 24
762 23
Asssts under construchon
Disposal proceeds 1098 -
Carrying value {56 3) -~
536 —
Investments
Disposal proceeds g1 -
Carrying value (81) —
10 —
Total
Disposal proceeds 392 6 312
Carrying value (221 8) (307)
Leasehold labiliies - 24
1308 29

The profit of £130 8m (2006 £2 9m} contains £112 6m (2006 Cril) which retates to properties acquired as part of the

acquisiion of London Merchant Secunties {see note 22) A descnption of these profits 15 discussed in the business review

onpage 31




Notes tO the flnanc'al Statements Derwent Landon plc Report B Accounts 2007 57

10 Finance income and costs

2007 2006
£m tm
Hnance income
Interest on development funding 11 —
Retum on pension plan assets 06 -
Forexgn exchange gain 04 -
Bank interest recanved 01 04
Cther 06 -
28 04
Exceptional finance ncome
Profit on redemption of dabentures 15 -
Totd finance ncome 43 04
Finance costs
Bank loans and overdraft wholly repayable within five years 270 27
Bank loans not wholly repayable within five years 94 37
Loan notes 15 —
Secured bond and debenture 89 31
Mortgages o1 -
Finance leases 06 09
Pansion interest costs g5 -
Other 01 -
491 204
Exceptional finance costs
Cost of unused acquisition facility 33 -
Loss on redernption of debentures - 181
33 181
Total finance costs 524 385

The exceptional profit of £1 5m arose following the payment of a £6 6m premium on the redempbion of a debenture The
debenture was far valued at £8 1m on the acquistion of London Merchant Secunties ple The year to 31st Decernber 2007
also contained excepional finance costs of £3 3mwhich i1s the cost of acquisiion finance  In 2008, exceptional finance
costs arose from the redemption of the 10%% First Morigage Debenture Stock 2016
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11 Share of resuits of joint ventures

2007 2006
£m £m
Loss from disposals of nvestment properties 07) —
Revaluation surplus - 35
Other profit from operations after tax 04 01
(03) 36
12 {Loss)/prafit before tax
2007 2006
£m £m
Thes 1s amved at after charging
Depreciation and amortisation 02 01
Rent payable under property leases 04 04
Auditor's remuneration
Audit —group 02 o1
Audit - subsidianes 01 -
Tax compliance services 02 01

In addition, auditor's remuneration included £nil 2006 £0 5m) for corporate finance services which was capitalised inthe
balance sheet

13 Directors’ emoluments

2007 2006
£m £m

Rernuneration for management senices 31 28
Adjustment in respect of pnor years’ incentive schemes 01 -
Nen-executive directors’ remuneration 04 02
Gain on exercise of share options 17 17
Pansion contnbutions 04 04
57 51

Included within the figures shown in note 14 below are amounts recognised in the group INcome statement in accordance
with IFRS 2, Share-based payment relating to the directors These are an expenss of £0 8m (2008 £07m) and a credit of
£16m (2006 £nil) relatng 1o equity-settied and cash-settied share options respecivety

Detalls of the directors’ remuneration, awards under the long-term incentive plan and options held by the directors under
the group share option schemes are given in the report on directors’ remuneration on pages 86 10 94 The only key
management personnet are the drrectors An amount of £0 5m was paid dunng the year 10 a director as a compensation
payment under the terms of his onginal contract wath LMS, and was accrued in the far valug acquisiion batance sheet
{see note 22) This s discussed further in the directors' remuneration report on page 88
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14 Employees
Group Company

2007 2006 2007 2006
£m &m £m £m

Staff costs, ncluding those of direciors
Wages and salanes 72 44 59 44
Social secunty costs 11 10 /1] 10
Pension costs cg 06 07 [8]<]
Share-based payments expense relating to equity-setiied schemes 11 09 11 09
Share-based payments credit refating to cash-setled schames (16) — - -
87 69 85 69

The average number of employees in the group dunng the vear, excluding directors, was 56 (2006 23) The average
number of employees in the company dunng the year, excluding directors, was 38 (2006 23) Al were employed in
admunstrative roles

15 Share-based payments
Detalls of the options held by directors and employees under the group's share option schemes are given in the report
on directors’ remuneration on pages 86 o 84

Equity-settled option scheme
The following information i relevant IN the determination of the farr value of options granted dunng the year under the
equity-setiled option scheme operated by the group No options were granted dunng 2007

2007 2006
Option pnoing model used = Binomial latice
Share price at date of grant - £15120
Exercise pnce - £15120
Numiber granted - 14,250
Contractual ife - 10 years
Risk free nterest rate - 48%
Volatihty - 20%
Daclend yeeld - Q9%

For the 2006 grant, additonal assumptons have been mads that there 1s no emplcyee tumover before vestng and
4% after vesting, and 50% of employees exercise early when the share options are 20% in the money

The volatility assumphon, measured at the standard devation of expected share pnce retums, 1s based on a statistical
analysis of dally pnces over the last five years

Cash-settled option scheme
Al options relating to the cash-setiled option scheme arose as a resutt of the acgurisiion of London Merchant Secunties
(see note 22}

Abinomial lathice pricing model was used to valus the cash-setiled options The closing share pace at 31st Decamber
2007 of £14 14 and a dvidend yield of 3% were used together wath nsk ires interest rates of between 4 4% and 4 8%
depending on the term of the options

Due to the small number of indnaduals who have been granted these options, an assumption of zero employee tumover
has been made Addiionally, volatlites of 37% pa, 27% pa and 25% p a respectively have been used for options with
Ives of one vear, three years and five years (and over)

Ingeneral, the value of an ophon is affected by how quickdy employees are assumed {0 exercise ther awards after vesting
In this case, however, given the other assumptions, the share pnce at the 31st December 2007, and the fact that the
expected Ives of the options are relaiively short, the fair values ars not sensitve to this assumpton 1t has been assumed
that employees try to mavumess ther returns and therefore do not exerase ther options immediataly, but tand to exercise
therr options [ater at the financially optmal date
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16 Pension costs

The group operates a defined contnbution scheme and a defined benefit scheme The latter was acquired as part of
the acquisitron of LMS and is closed to new members Al new employees will join the defined contnbution scheme
The assets of the pension schemes are held separately from those of the group companies

Defined benefit plan

The defined benefit scheme, which s contnbutory for members, provides benefits based on final pensionable salary
and contnbutions are invested in a Managed Fund Policy with Sun Allance and London Insurance Company Limited
plus annuity policies held inthe name of the Trustees

The pension charge for the defined benefit scheme 1s assessed in accordance with the advica of a qualifiad actuary
The most important assumptions mads in connection with the establishment of this charge were that ths retum on the
fund wilt be 7 3% per annum and that salanes with be increased at 4 7% per annum The market value of assats of the
scheme at 31st December 2007 was £11 6m and the actuanal value of those assets on an ongoing basis represented
132% of the banefit of £8 8m that had accrued to mernbers allowing for expected future increases N eamings The
pension sumplus s £2 8m (2006 £ril)

Defined benefit obligations

2007 2006
£m £
Present value of funded oblgations (8 8} -
Far value of plan assets 1186 -
Recognised surplus for defined benefit obligations 28 -
Movements in present value of the defined benefit obligations recognised in the balance sheet
2007 2006
£m £m
Net surplus for defined benefit obligation at 1st January = -
Ansing on acquisition of subsidiary 14 -
Contnbutions by employer 01 -
Actuanal gans recogrised N resenves 13 -
Net surplus for defined benefit obligatons at 31st December 28 —
Expense recognised in the ncome statement
2007 2006
£m £m
Current senvice costs {01) -
Interest on obhgation {0 5) —
Expected retumn on plan assets 06 -
The expense IS recognised in the followang line ilems in the income statement
2007 2006
£m £m
Admnistrative expenses (01) -
Other finance cosls {0 5) -
Finance iIncome 06 -

The group does nct expect to contnbiie to its defined benefit plan i the next financiat year
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16 Pension costs (continued)
Change in the farr value of plan assets
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2007 2006
£m £m
At st January - -
Ansing on acquisiion of subsidiary 108 -
Expected retum 06 -
Total coninbutions 01 -
Benefits pad (0 1} -
Actuanal gains and losses 02 -
At 31st December 116 -
The actual retum on the plan assets for the year was £0 8m (2006 £}
Changes in the present value of defined benefit obhigations
2007 2006
tm Em
Al 1st January - -
Anging on acquisiion of subsidiary 94 -
Service cost 01 -
Interest cost 05 -
Member contnbutions - -
Benefits {01) -
Actuanal gans {11) -
At 31st December 88 —
Experience gains and losses
2007 2005
£m £m
Expenence gains on plan assets 02 -
Expenence gains on plan labilites {11) -
Analysis of plan assets
2007 2006
£m £m
Equities 97 —
Bonds 08 -
Property 01 -
Cash 10 -
Total 116 -
Pnnc¢ipal actuanal assumptions
2007 2008
% per annum % per annum
Driscount rate at 31st December 59 -
Expected retun on plan assets at 31st December 73 -
Future salary increases a7 —
Inflaton 32 -
Future pension Increases 50 -

Defined contnbution plan

The group operates a defined contnbution pension plan The tolal expense relating to this plan in the current vear was

£207m {2006 £0 6rm)
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17 Tax (credit)/expense

2007 2006
£m Em
Corporation tax expense
UK corporation tax and income tax on profit for the year 335 07
RET conversion charge 536 -
Adustment for undar/over) provision in pnor years 03 1o
874 03
Deferred {ax expense
Ongnation and reversal of iemporary differences (287 4) 606
Change in tax rates {07) -
Adjustment for under provision In pnor years - 03
{288 1) 809
(200 7) 606
The tax charge for both 2007 and 2006 1s lower than the standard rate of corporation tax in the UK The differences are
explaned below
2007 2006
£m £m
(Loss)/profit befors tax (99 8) 2428
Expected tax (credit)/expense based on the standard rate of corporation tax
1n the UK of 30% (2006 30%) {299 728
Indexation relief on investment propertiss - {111)
Difference between tax and accounting profit on dsposals (94 02
Goodwill impaiment 106 0 -
RET conversion charge 536 -
Revaluation gain attnbutable to BEIT properties (241} -
Deferred tax released as a result of REIT conversion (288 7} -
Other differences {8 5) {0 6}
Tax (creditffexpense on current year's profit {201 0) 613
Adusiments in respect of pnor years' tax 03 07}
{200 7) 606

Tax credited drectly to reserves

Deferred tax on share-based paymenis

08
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18 Eanungs per share

QOerwent Londonplc Report & Accounts 2067 63

Weghted

Profit for the averaga number Eamings per

year of shares share

£m 000 P

Year ended 31st December 2007 970 06,473 100 55
Adjustment for dilutrve share-based paymerts — 418 {0 44)

Diluted 970 96,891 100 11
Year ended 31st December 2006 1822 53567 34013
Adjustment for dilutive share-based payments — 464 (292
Diluted 1822 54031 33721
Year ended 3tst December 2007 970 96,473 100 55
Adjustment for
Disposat of properties and investments (98 2) - {101 79)
Disposal of joint venture property Q7 - 072
Group revaluation surplus (890) - {92 26)
Far value movement in denvative financial instruments 51 - 528
Deferred tax released as a result of RET conversion (2887) - (299 25)
BB corwersion charge 536 - 55 66
Goodwll imparment 3533 - 366 22
Development ncome {14) - {1 45)
Exceptonal finance ncome and costs (12 — {1 24)
Minonty interests in raspect of the above 27 - 280
Recumng 339 96473 3514
Adustment for dilutive share-based payments - 418 (0 15)
Diluted recumng 339 96,891 34 99
Year ended 31st December 2006 1822 53,567 34013
Adustment for

Deferred tax on capiial allowances 27 - 504
Chsposal of investment properties (17 - 317)
Group revaluation surplus (1670} - {31176)
Share of joint venture's revatuation surplus 29 - (5 41)

Exceptonal finance costs 27 - 2371
Denvelopment income 81 - (1512
Fair valug movement n dervative financial nstruments 33 - 598
Recumng 147 53,567 2744
Adusiment for ditutive share-based payments - 484 0 23)

Diuied recumng 147 54,031 2721

The recumng earnings per share excludes the after tax effect of far value adiustments to the camying value of assets
and liatxfities, the profit or loss after tax ansing from the disposal of properties and rvestmenits, the development income.
and any excephonal costs and income in order to show the underying trend In addition, the conversion charge and the
refease of deferred 1ax refated to the transfer to RET status, and the imparment of goodwill resutting from the acguisiion
of London Merchant Secunties pic have also been excluded For the 2006 figures, the recurmng eamings per share figure
also excludes the deferred tax charge prowided in respect of capital allowances claimed, on the basis that it s uniikely that

aliability will ever crystaliise
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19 Investment property

Freeholcl Leasenold Total
Zm £m £m
Group
Carrying valus
At 1st January 2007 10252 2488 1,274 0
Ansing on acquisiion of subsidiary 11046 140 1,2456
Acguisiions 1205 210 1415
Capital expenditure 571 39 610
Additions 12822 1659 14481
Disposals (151 2) 62 (157 4)
Revaluation 679 224 903
Movernent in grossing up of headleass labilites - 0 4) {04
At 31st December 2007 2,2241 4305 2,654 6
At 1st January 2006 7242 2914 10156
Transfer 385 (385 -
Acguisitions 583 - 583
Capital experxdiure 178 09 187
Additons 761 08 770
Disposals 103 (204) (307)
Revaluation 1867 266 2233
Movement n grossing up of headlease labilites — (112 {112)
At 31st December 2006 10252 2488 1,2740
Adjustrments from far value to carrying value
At 31st December 2007
Far valug 22490 4227 26717
Adiustment far rents recognised in advance {24 &) (19 {26 1)
Adjustment for grossing up of headlease habilities — 30 g0
Carnying value 22241 4305 26546
At 31st December 2006
Far value 10387 2430 1.2827
Adustment for rents recognised in advance (14 5) 08 {153
Adustment for grossing up of headlease labities - 66 86
Camying vaiue 1,025 2 2488 1.2740

The investment properbes were revalued at 31st December 2007 by external valuers, on the basis of market value as
defined by the Apprasal and Valuaton Standards published by The Royal Institution of Chartered Surveyors CB Richard

Elis Limited valued properties to a value of £2,6479m (2006 CB Richard Elis, £1,040 8m, Keith Cardale Groves
(Commercial) Limited, £241 8m), other valuers, £23 8m (2006 £nil)

At 31st Dacember 2007, the histoncal cost of investrnent proparty owned by the group was £1,980 7m (2006 £688 9m)
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20 Property, plant and equipment

Asgels under Pantand
construction equpment Total
£m £m &m
Group
Net book valus
At 1st January 2006 - 04 04
Additons — 02 02
Disposals - 02) 02
Depreciaicn - 01 [{eX)]
At 315t December 2006 - 03 03
Ansing on acquisiton of subsidiary 531 16 547
Capital expenditure 33 02 35
Additions 564 i8 53 2
Digpasals (56 4) {0 5) (56 8)
Depreciation - 02 {0 2)
At 315t December 2007 - 14 14
Net book value at 31st Decembzer 2007
Cost or valuation - 31 31
Accumulated depreciation - a7 {7
- 14 14
Net book value at 31st December 2006
Cost or valuation - 12 12
Accumulated depreciation — 09 ©9
= 03 03
Plarit and
equipment
£
Company
Net book value
At tstJanuary 2008 04
Additong 02
Disposals 02
Depreciation {01}
At 31st December 2006 03
Addions 02
Depreciation 01
At 31st December 2007 04
Net book value at 3ist December 2007
Cost or valuation 14
Accumulated depreciation {10
04
Net book valug at 31st December 2006
Cost or valuation i2
Accumulated depreciation 9
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21 Investments

Group

The group has 50% interests i the joint ventures Pimester Ltd, Domngton Derwent Holdings Lid and Miller Swartton Limited,
which have been accounted for by the equity method In additon, the group has a 25% interest in the joint venture
Euro Mall Sterboholy, whichts held for resale at 31st December 2007 and has not been accounted for by the equity
method in accordance with IFRS 5, Non-current assets held for sale This s expected to be disposed of in the first half
of 2008 The following amounts have been recognised In the group’s balance sheet relating to these joint ventures

2007 2006
£m £mn
Non-current agsets 80 80
Current assets 18 04
Current iabilities {12) 02
Non-current liabilites (3 5) 28)
Net assets 51 54
Assets held for sale 34 —
Total net assets 85 54
Income 19 ¢ 39
Expenses {19 3} 03
Profit for the vear {0 3) 36
Subsidianas Joint ventures Total
£m £m tm
Company
Shares in subsidianes
At 1st January 2006 1854 - 1854
Acquistion of subsidiary 62 = 62
At 31st December 2008 1916 — 19186
Acquisition of subsiciary 9656 - 89656
Impairment 200 3) - (2003
At 31st December 2007 856 9 - 956 9
Loans
At 1st January 2006, 31st December 2006 and 31st December 2007 - 09 09
At 31st December 2007 956 9 09 957 8
At 31st December 2006 1816 09 1925

At 31st December 2007 the camying value of the investment in LMS was reviewed in accordance with [AS 36, Imparment
of Assets and the resuling imparrment has been taken to the company iIncome statement

22 Acguisition of subsidianes
The whole of the 1ssued share capital of London Merchant Secunties plc, a property nvestment company, was acquired
on 1st February 2007 for a total cost of £965 8m

&m
Cost of acquigiion
Equity 2129
Loan notes 325
Cash 122
Drectly atinbutable acquisiion costs 80

9656




Notes to the ﬂﬂaﬂCl8| Statemeﬂts Oerwent Londanple Repart 5 Accounts 2007 67

22 Acquisition of subsidianes (continued)

The equity consideration was satisfied by Derwent London plc issuing 48,910,232 ordinary shares a a pnce of £19 46
on 1st February 2007 This was the closing market price of the comparny's 5p ordinary shares on 31st January 2007
Thus 1ssue pnce consists of the nominal value of the ordinary shares of £0 05 and a share premium of £19 41

Directly attnbutable acquistion costs are those charged by the company’s adwisers in performing due dilgence actvitias
and producing the acquisiion documents

The net assets acqurred at 1st February 2007 were

Book valus Fair valua
of netassets of net assets
acqured acqured
£m £m
Nen-cument assets
Investment property 1,245 6 1,245 6
Property, plant and equipmsnt 539 547
Investrments 180 175
Pension scheme surplus 14 14
Deferred tax asset 20 120
Denvatves 81 61
QOther recevables 62 62
1,343 2 1,343 5
Current assets
Trading property 13 94
Trade and other recevables 24 88
(Cash and cash equivalents 139 139
246 321
Total assets 1,367 8 1,375 6
Current lablies
Bank loans 4 6) {4 6)
Trade and other payables {39 8) {40 9)
{44 4) (45 5)
Non-current habiines
Borrowings 480 4) {510 6)
Deferred tax kability {148 8) {144 4)
Cther 6 8) 6 8)
6360 (661 8)
Total habilites (680 4) (707 3)
Net assets acquired 6874 868 3
Minonty interests 568 0) {56 0)
Group's interest in the total net assets acquired 6314 6123
Goodwill on acquisiion 3533
Cost of acquisiton 065 6

The goodwill on acquisiion disclosed above differs from that in the intenm results of £287 3m due tean amendment to the
treatment of minonty interests on consolidation

Adustments from book value to farr valug include those ansing from the far valuse adjustrments to property, plant and
equipment, radng property and debt Adjustrents ansing from the applicabon of Derwent Lendon's accountng policies
have been rmade to the book value figures
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22 Acquisttion of subsidianes (continued)
At the date of publishing the 2006 year end report and accounts, work was shil outstanding on the fair value venfication
exercise This has now been completed and a number of amendments were identified to both book and farr value

A detaled review of the existence of Intangible assets, other than goodwil, has already been concluded, and none were
found to have any matenal value Anmparrment test has been camed out on the goodwil ansing on the acquisition

The properties acgured on the acquisiion of LMS complament the existing portfolio of propertes held by the group s
anticipated that, in future, the group will be capable of derving significantly enhanced cashflows from the acquired portiolio
due to future lease management, refurbishment and redevelopment, which are proposed to be made o the acquired
property portfolo While the amount that the group has paid for LMS 1s justfied by these anticipated enhancerments and
penefits that will be brougnt 1o the group, 1AS 36, imparment of Assats does not parmit such enhancements to be ncluded
In the cashflows used N estimating value in use for the puposes of mpaiment testng, and iNstead requires the cashilows
1o be based on the assets in their current condition

In addition, the benefits ansing from the acguired portfolio are specific to the group and, conseguently, the far value, less
costs to sell, of the acquired business doas not support the camying amount of the goodwill asscciated with the
acquisiion

As a consequence, the goodwill associated with this transaction 1s deemed to be fully impaired and has been wntten off
to the group Income statement

If the date for this acquisiion had been 1st January 2007, then the group property ncome would have increased by £4 6m
As the fair value adjustments and adjustrments ansing from the application of Derwent London’s accounting policies made
above have not been made to the results of London Merchant Secunties for 31st December 2006 it 1s impractical to
assess the impact on the profit for the year ansing from a 1st January 2007 acquisticn date The profit for the year ended
31st Decembzer 2007 of £100 9m, which s after recognising the £353 3m of geodwill mpairment, ncludes post acquisition
profits of £203 Om for London Merchant Secunties

‘Year ended 31st December 2006
The whole of the issuad share capital of Bramley Road Limited, a property invesimeant company, was acquired on
4th October 2006 for a total cost of £6 2m

The net assets acquired on 4th October 2006 were

Book value of net Fairvate of net
assals acquired assets acqured
£m £m
Non-currant assets
Irvestment property 86 86
Current assets
Cash and cash equivalents 02 02
Current labikbhes
Trade payables 01} o1
Non-current habilibes
Financial lablites {07) 07)
Defarred tax labilities {18) (18)
Net assets acquired 62 62
Goodwill on acguisiion -
Cost of acquison 62

The cost of this acquisition was settted 100% in cash, paid from the company’s existing bank faciibes

In relation to the acquisihon of Bramiey Road Limited, post acquisiion profit of £0 2mwas recognised in the profit for the
year endad 31st December 2006 If the acquisiion date for this business combination had been st January 2006, the
property income of the combined entity would have increased by £0 4m to £51 7m As the nvestment property owned by
Bramley Road Limited was not professionally valued at 31st December 2005 1t is mpracticable to state the potental effect
on the profit for the year
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23 Otherreceivables (non-current)

Group Company
2007 2006 2007 2006
£m om £m [l
Accrued income 233 137 - -

24 Trading properties
The far value of trading properties at 31st December 2007 1s the same as ther book valus

25 Trade and other recevables

Group Company
2007 2006 2007 2006
£€m £m £rn Tm
Trade recevables 165 12 - —
Amounts owed by subsidianes - - 5599 43585
Other recenvables 219 120 06 114
Prepayments 49 13 10 07
Amounts recoverable under contract 136 16 - -
Accrued income 41 33 - 03
610 394 5615 4519
2007 2006
£m £m
Group trade recewvablss ars spli as iollows
less than three months due 118 75
betwean three and six months due 41 12
between six and twelve months due 06 25
165 112
Group trade recewvables indudes a provision for bad debits as follows
2007 2006
£m £m
At 1st January - —
Ansing on acquisiion of subsidiary 10 -
Addiions 09 -
Releasaed 07 -
At 31st Decembear 12 -
The prowision for bad debits 1s spit as follows
batween six and twele months due 07 —
over iwehe months 05 -

12 -
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26 Trade and other payables
Group Company
2007 2006 2007 2006
£m £m £m £m
Trade payables 58 46 04 25
Amounts owed to subsidianes - - 1314 727
QOther payables 02 02 - -
Sales and social secunty taxes 32 07 09 —
Accruals and deferred ncome 388 270 61 148
48 0 325 138 8 858
27 Provisions
Natonal Nanonal
Share nsurance on INSLrANCE on
ophion Onerous share basad 2007 Qnerous share based 2006
habiity contract paymants Total contract payments Total
tm £m £m £m ¢m m £m
Group
Al 1st January - 07 07 14 08 05 13
Ansing on acquisiion 39 - - 39 — - -
Charged to the iIncome statement {16) - — (16} - 02 02
Utised in year 02 - 02 (04) ©1) - 01}
At 31st December 21 Q7 05 33 07 07 14
Due within one year - 01 04 05 01 - 01
Due after one year 21 06 01 28 06 Q7 13
21 07 05 33 07 07 14
Company
Al 1st January 07 o7 14 08 05 13
Charged to the Income statement - - - - 02 02
Utised in year - 02 {02 Q) - [(&K)]
At 31st December o7 05 12 07 Q7 14
Due within one year 01 04 05 o1 - o1
Due after one year 06 01 07 06 Q7 13
07 05 12 07 07 14

The onarous contract relates to the excass of rents payable over rents recervable on a lease which expires n 214 and
reflacts the discounted present value of future net payments under that lzase

National nsurance ts payable on gains made by employees on the exercise of share-based payments granted to them

The eventual hability to national nsurance 1s dependent on

— the market price of the company's shares at the date of exsrcise,
— the number of equity Instrurmenis that will be exercised, and
- the prevailing rate of national Insurance at the date of exercise

A provision is made for the potential lability for cash-settled share options based on the valuation camed out at each

balance sheet date (see note 15)
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28 Denvatives and borrowings
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Group

2007 2008 2007 2006
£m £m £m £m
Non-current asseis
Denvatve financial ngtruments 12 1) - [{9R)]
Current habiibes
Bank loans 134 - 800 -
Unsecured loans 13 — - —
Cverdraft 59 22 07 07
1206 22 807 07
Non-current labilites
6 5% Secured Bonds 2026 184 9 - - -
Loannotes 320 — 320 —
Bank loans 434 0 3410 2650 3410
Mortgages 22 - - —
Unsecured loans 04 — 04 -
Leasehold labiiies 90 668 - -
6725 3476 297 4 3410
Total 7919 3487 781 3416
Undrawn committed bank faciiies
Group Company
2007 2006 2007 2006
£m £m £m £m
Maturity dates
less than 1 year 241 28 241 28
between 1-2 years 170 150 170 160
between 2-3 years - 310 - 310
between 34 years 1250 - 125 0 -
between 4-5 years - - - -
more than 5 years 208 0 380 180 380
3741 868 1841 868
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28 Denvatives and borrowtngs (continued}

Group Company
2007 2006 2007 2006
£m £m £m £m
Secured
Bank loans wholly repayable
inless than 1 year 1134 — 800 -
between 1-2 years 108 0 850 1080 8560
between 2-3 years - 8940 - 940
between 34 years 750 - 750 -
between 4-5 years - 1000 - 1000
mora than 5 years 2510 620 820 620
& 5% Secured Bonds 2026 1949 ~ - -
Morigages 22 - - -
744 5 3410 3450 3410
Unsecured
Loan notes 320 - 3240 -
Unsecured loans 17 - 04 -
Overdrafis repayable in less than 1 year 59 22 07 07
Gross debt 7841 3432 3781 N7
Leasehold liabilities repayable in more than 5 years 90 66 - —
Total debt 7931 3498 3781 7
Cash and cash eqguivalents {10 3} - - —
Net debt 7828 3498 3781 347
At 31st December 2007, £1,648 2m (2006 £802 4m) of the group's properties are subject to a fixed charge to secure
the bank loans and mortgages In addition, the bonds are secured by a floatng charge over certain of the group's
companies, which contain £370 6m (2006 £ni) of the group's properties
Fixed interest rate and hedged debt
The group’s and company’s fixed rate dsbt compnsed the Secured Bonds 2026 and Mortgages together with the
Instruments used to hedge its floating rate detet Additionally, it also comprisad the Debenture Stock 2018 untl iis
recemption in November 2008 Detalls are summansed below
‘Wenghted Far value
average Waighted adjustmant
nterest averaga to camying
Pringipal rate Ife Far value value
£m % Years £m £m
Secured Bonds 2026 1750 6 500 1822 1800 49
Mortgages 22 6985 604 22 -
Interest rate swaps 2800 4 978 414 12 12
Interest rate cap 100 6010 348 - -
At 31st December 2007 1910 61
Interest rate swaps 1400 5384 163 {01} 01
Interest rate cap 100 5010 4 46 - -
At 31st December 2006 01} 01

In both 2007 and 20086, there was no difference between the book value and the far value of all other financial assets

and habiites
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2B Denvatives and borrowings {continued)
Fixed interest rate and hedged debt (contnued)

Secured Bonds 2026

On acquisiion of LMS on 1st February 2007 {see note 22), the Secured Bonds 2026 were included at far value less
acqusiion costs This difference from is pnncipal value 1s being amortised through the ncome statement. The far
value shown above was detenmined by the mid-pnce of 108 58 as at 31st December 2007 The carmyng value at
31st December 2007 was £184 9m

interest rate swaps
The far value represents the net present value of the difference between the contracted fixed rates and the fixed rates
payable If the swaps were to be replaced on 31st December 2007 for the penod 1o the contracted expiry dates

Interest rate cap
The far value represents the net cost of replacement on entical terms at pnces prevaiing on 31st December 2007

Interest rate exposure
After taking into account the vanous interest rate hedging Instruments entered Nto by the comparw, the Nterest ratg
exposure of the group's and company's aross debt was

Weightaed Weghted
average Cost average
Floating rate Hacoged Fixed rate Gross debt of detst 773
£m £m £m £m % Years
Group

At 31st December 2007 2970 2900 1971 7841 6 34 685
At 31st December 20068 193 2 1500 - 343 2 600 385

Company
At 31st December 2007 881 2900 - 3781 6 50 296
At 31st December 2006 1917 1500 - 37 600 397

Further informaticn on nsk as reguired by IFRS 7, Financial Instrurnents Disclosure 1s given innote 4 and in the business
review on pages 36 and 37

29 Geanng
Balance sheet geanng s 42 5% (2006 44 7%) This s defined as net debt dwided by net assets

Profit and loss geanng 1s 181 (2006 185} This s defined as recurmnng net property ncome less administrative costs
dividad by net interest payable, havng reversed the reallocabon of ground rent payable on leasehold investment properties
o Interest payable of £0 7m (2006 £09m) For 2007 and 2006, the only adjustment to net property ncome to armve at
recurnng net property ncome 15 1o exclude development ncome
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30 Financial assets and hiabilities

Far value
through Total
proht Lcans and Armortised camyng
andloss recenvables cost vallug Far valug
£m tm am &m £m

Group
Cash and cash equivalents - 103 - 103 103
Bank overdrafis — ~ 59 {59) 59
Borrowings due within one year - - (1147) 114 7) {114 7)
Borrowings due after one year - - {672 5) {£725) {866 0)
Denvatve assets 12 — — 12 12
Other assets — current - 561 - 561 561
Other liabilittes - - (83 5) {93 5) (93 5)
At 31st December 2007 12 66 4 (886 6) {819 0} (812 5)
Bank overdrafts - - (22 22) 22
Borrowings due within one year - - - - -
Borrowings due after one year - - (3409 3409) 3409
Denvative assets 01 — - 01 01
Cther assets - current - 395 - 395 395
Other labiliies - - (183 (183 (18 3)
At 31st Decamber 2006 01 385 (3614) (3218 (3218
Company
Bank overdrafts - - 07N 07 [{oXs]
Borrowings due within one year - - (B800) {B800) BOO)
Borrowings due aiter one year - - {207 4) (297 4} {267 4)
Denvative assets - - - 12 12
Other assets — current - 5605 - 5605 5605
Other habilihes - (131 4) 74) (1388) (1388
At 31st December 2007 — 4291 (385 5) 44 8 44 8
Bank overdraits — - {07) 07 07}
Borrowings dug after one year - — {31 0) 3410 (341 0)
Denvative assets 01 - - 01 01
Other assets — current - 4509 — 4502 4509
Other llabiliies — {727) {171) (898 (89 8)
At 3tst December 2006 01 3rg2 (358 8) 195 195
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31 Deferred tax

Derwent London pic Report & Accourts 2007 75

Revaluation Capdal
SUrpiUS allowances Other Total
tm £m £m £m
Group
Defarred tax hatiity
At 1st January 2007 15802 163 07 672
Acquired on acquisitron of subsidiary 1359 78 M3 1324
Transfer to investment in joint ventures {07 - - 07
Provided during the year In ncome statement 13 - - 13
Released dunng the year n ncome slatement (grev) (24 1) 81 (2887)
Change in tax rates 09 — 02 07
At 31st December 2007 131 = (2 3) 108
Defarred tax abdity
At 1st January 2006 N8 136 - 052
Adpstrnent 1o reserves n respect of deferred tax
on share-based payments - - []4] {08}
Aoquired on acquisttion of subsidiary 17 - - 17
Prowded dunng the year In ncome statement 569 27 13 609
At 31st December 2006 1502 163 07 1672
Company
Deferred tax asset
At 1st January 2007 25 25
Prowded dunng the year In ncome statement (12 12
At 31st Decembar 2007 13 13
Deferred tax asget
At 1st January 2006 25 25
Adjustment 0 reserves In respect of defarred tax
on share-based payments 06 06
Provided dunng the year In income statermnent 06 {c6)
Al st December 2006 25 25

Deferred tax on the revaluation surplus 1s calculated on the basis of the chargeable gains that would crystallise on the
sale of the investment property portfolio as at 31st December 2007 The calculation takes account of avallable indexation
on the histonc cost of the properties and any avatable capital losses Due to the group's conversion to REIT status on

1st July 2007, deferred taxis only provided at 31st December 2007 on properties outside the RET regme

32 Share capital
Issuad and
Autionsed tully pad
£m tm
Al 1st January 2006 and 31st December 2006 355 26
Increase in authonsed share capital 249 -
Issues of shares on acquisiion of substdianes - 24
At 31st December 2007 604 50

The number of 5p ordinary shares inissue at the year end was 100,703,194 (2006 53,656,492} Dunng the year, 7,077
shares (2006 184,000 shares) were issued as a resutt of the exercise of share opions and 129,383 shares (2006 nify were
1ssued as a resutt of the 2004 long-term investment plan grant vesting, which realised proceeds of £01m {2006 £10m)
The number of outstanding share options and other share awards granted are disclosed in the report on directors'

remuneralon on pages 861094
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33 Reserves
Share Cther Retanad Minonty
prermium resenves eamings ntenest
£ £m £m £m
Group
At 1st January 2007 1561 38 6209 -
Ansing on acguisiion of subsidiary — - — 560
Premiumn on issue of shares 0g 2105 - =
Share-based payments expenss transferred fo reserves - C3 - -
Actuanal pension gans - - 13 -
Foreign exchange translation differences - {06) - -
Profii for the year - - 970 39
Dmdends pad - - (132 -
At 31st December 2007 1570 914 0 706 0 598
At 1st January 2006 1551 23 4462 -
Pramium on issuea of shares 10 - - -
Share-based payments expense fransferred to reserves - a9 — -
Deferred tax in regpect of share-based payments - 06 - -
Profit for the year — - 1822 -
DCradends pad - — (75) -
At 31st December 2006 1561 38 65209 =
Company
Al st January 2007 15681 38 537 -
Premium on issug of shares o3¢} 9105 - -
Share-based paymenits expense transfemed to reserves — 03 - -
Loss for the year - - {1142 -
Transfer betweaen reserves - {200 3) 2003 -
Diidends pad - - (133 -
At 31st December 2007 1570 714 3 126 6 -
At 1st January 2006 1651 23 541 -
Premum on issue of shares 10 - - -
Share-based payments expense transferred to reserves - 09 - -
Defarred tax in respect of share-based payments - 06 - -
Profit for the year - - 7 -
Dwdends pad - ~ (75) -
At 3tst December 2006 1561 38 537 —

The following descnbes the nature and purpose of each reserve within owners' eguity

Reserve Descnption and purpose

Share premuum Amount subscnbed for share caprial n excess of nominal value less direcily attnbutable issue costs

Other Premium on the 1ssue of shares as equity consideration for the acquisiion of London Merchant

Secunties pic (see note 22)

Farr valus and related ceferred tax of equity nstruments granted but not yet exercised under

share-based payments

Retanedeamings Curmulative net gains and losses recognised in the group income statement
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34 Changes in shareholders’ equity

Group Company
2007 2006 2007 2006
£m £m £m £m
Total recogrised ncome and expense relating
to the year 977 i828 {114 2) 77
Dmdends pad {13 2) (75 13 2) {75)
Share-hased payments transferred t0 resenves 03 c9 03 0%
Issus of shares 24 - 24 -
Premum on issue of shares 9114 10 911 4 10
998 6 1772 786 7 21
Equity atinbutabls to equity holders of the parent
company at st January 783 4 6062 216 2 2141
Equtty atinbutable to equity holders of the parent
company at 31st Decernber 1,782 0 7834 1,002 9 2162

35 Profit for the year attnbutable to members of Derwent London plc

Tha compary has taken advantage of the exemption alowed under section 230 of the Companies Act 1985 and has
not presented its own income statement in these financial stateme ts Profit for the yaar ncludes aloss of £114 2m
(2006 £71m profit) which has been deaft with in the accounts of the comparny

36 Dividend
2007 2006
£m £m
Second ntenm dvdend of 10 525p (20086 final 9 725p} per ordinary share
declared dunng the year relating 1o the previous year's results 57 52
Intenm dnadend of 7 5p (2006 4 225p) per ordinary share
declared dunng the year 75 23
132 75

The directors are proposing the payrment of a final dvdend in respect of the current year's results of 15p {2006 second
intenm 10 525p) per ordinary share wiich would total £15 1m (2006 second intenm £5 8m) This divdend has not been
accrued at the balance shest date

37 Total retum
2007 2006
% %
Total reium 28 336

Total returnis the movement in adjusted net asset value per share as denved in note 38 plus the dmdend per share paid
dunng the vear, expressed as percentage of the adjusted net asset value per share at the beginning of the year




Notes to the financial statements

38 Net asset value per share

Deterred Farvaue Farvalug
taxon of dervatve adjusiment
revaluation financial 1o secured
Net assets surplus nstruments bonds Adjusied
£m om £m m m
At 31st December 2007
Net assets 18412 131 (12 216 18754
Minonty interest 589 {17) — - {616)
Net assets atinbutable to equity shareholders 1,7820 114 12 216 18138
Net asset value per share (p) 1,829 13 {1) 21 1,862
Net asset value per share attnbutable
o equity sharsholders (p) 1,770 11 (1) 21 1,801
Defered Defemed Farr value
taxon taxon of dervatve
revaluation capital financial
Net assats surplus allowances nstrumeants Adjusted
£m m om £m £m
At 31st December 2006
Net assets attnbutable to equity shareholders 7834 1502 163 0 0498
Net asset value per share {p) 1,460 280 30 - 1,770
Net asset value per share atinbutable
to equity shareholders (p) 1,460 280 30 - 1,770

The nurnber of shares at 31st Decembar 2007 was 100,703,194 (2006 53.656,482)

The nst asset values per share are shown in the table both for the assets under control by the group and of its nterast

In these assets, 1e after deduction for the minonty interest share Adjustments are made for the deferred tax on the
revaluation surplus and the post tax far value of denvatve financial instruments and the adjustment to the secured bond
are excluded, on the basis that these amounts are not relevant when considenng the group as an ongoing business
Addtionally, at 31st Decemnber 2008, adjusted net assets also excluded the deferred tax provided In respect of capital
gllowances clamed, on the basis that it was unlikety that this liability would ever crystallise

39 Cash and cash equivalents

Group Company
2007 2006 2007 2008
£m £m £m £m
Overdrafts (59) 22 07 o7
Short-term deposits 103 - - —
44 (22 {07) {07)

40 Exceptional cash flows

The cash flow for the vear to 31st December 2007 contained exceptional administrativa expenses of £16 0m 2006 Crul}
which relate to costs incurred by London Merchant Secunties pnor 1o the acguisition and accrued to 3ist January 2007
in the farr value balance sheet shownin note 22

The year o 31st December 2007 also contained exceptional finance costs of £3 3m (2006 £17 6m), whichis the cost
of acquisiton finance (see note 10)
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41 Capital commitments
Contracts for capital expenditure entered Into by the group at 31st December 2007 and not provided for in the accounts
amounted to £78 3m (2006 £48 3m}

42 Post balance sheet events

Subsequent to the balance sheet date and before approval of these financial statements the group completed the sale of
11 properties for 28 6m, before costs, and exchanged contracts for the disposal of a further four propertes for a total of
£109m., before costs The estimated profit on these disposals 1Is£01m

43 Leases
2007 2006
£m £m
Cperating lease receipts
Minmum Isase receipts under non-cancelable operating leases 10 be receved
not later than one year 1102 566
latar than one year and not later than five years 3387 1647
later than fiva years 6028 2775
1,0517 4988
2007 2006
£m £m
Fnarce lease obtigations
Minimum Iease payments under finance leasas fall due
not later than one year 06 05
later than one year and not later than five years 26 16
later than five years 459 252
491 273
Future finance charges on finance leases @401 (207)
Present value of finance lease habdities 20 66
Present value of mirumum finance lease obligations
later than one year and not later than five years 01 0]
later than five years 89 65
90 66

44 Contingent liabilities

The company and its subsidianes are party o cross guarantees secunng the overdraft and certain bank loans

Ad 31st December 2007 the maxymum habiity that could anse for the company irom the cross guaranteas amounted
to £51m (2006 £15m) The company has guaranteed Its share of a loan to Pnmister Limited, the contingent lability for
which at 31st December 2007 amounted to £2 8m (2008 £2 8m) In addition, the comparny guaraniees its share of
interest payable on this loan whuch amounts to £0 3m per annum 2006 £0 3m) Where the company enters into financial
guarantee contracts and guarantees the indebtedness of other comparues within the group, the company consders these
to be insurance amangements, and accounts for them as such In this respect, the company treats the guarantee contract
as a contingent kability until such tme that it becomes probable that the compary will be required to make a payment
under the guaranitee
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45 Pnncipal operating companies
The pnncipal operating companias within the group at 3ist December 2007 are

Ownership Principal actvity
Subsidianes
Bntish Commercial Property Investment Trust Limited 100% Property investment
Caledonian Property Investments Limited 100% Property nvestment
Central London Commercial Estates Limited 100% Property investment
City Commercial Real Estate Investments Limited 100% Property investment
Derwent Valley Central Limited” 100% Property nvestment
Derwent Valley London Limited* 100% Property investment
Derwent Valley Property Developments Limited” 100% Property investment
Darwent Valley Property Invastments Limited” 100% Property nvestment
Goodge Strest Properties Limited 100% Property investment
Kensington Commercial Property Investments Limited 100% Property invesiment
LMS (City Road) Limited 100% Property investiment
LMS (Goodge Street) Limited 100% Property investrment
LMS Properties Limited 100% Property nvestment
LMS Shops Limited 100% Property mvestment
LMS Offices Limited 100% Property investment
LMS (Kingston) Limited 100% Property investrnent
Palawite Limited 100% Property investrnent
Ranram investmenis Limited 100% Property investment
The New River Company Limited 100% Property investment
Urbanfirst Limited 100% Property investment
West London & Suburban Froperty Invesiments Limited 100% Property nvestment
Bargate Quarter Limrted 58 5% Property mvestment
Portman Investments Baker Street) Limited 55% Property investrment
Caledonian Properties Limited 100% Property trading
Connium Estates Limited J00% Property irading
LMS Residential Limitad! 100% Property trading
City Shops Limited 90% Property trading
Derwent Valley Finance Limited 100% Finance company
LMS Finance Limited 100% Finance company
£ M3 Industnal Finance Limited 100% Finance company
LMS Lirmited* 100% Holding compary

* Indicates subsithary undertakongs heid directly

All holdings are of ordinary shares with the exception of £68 3m of preference shares in Urbanfirst Limited

Joint ventures

Miller (Swinton) Limited 50% Property investment
Primister Limited 50% Property investment
Domngton Derwent Holdings Limited 50% Hoiding compary
Euro Mall Sterbeholy 25% Property nvestment

The compary controls 50% of the voting nghts of each of the joint ventures  All are accounted for and disclosed in
accordance with IAS 31, Interests In Joint Ventures, except Burc Mall Sterboholy which 1s accounted for and disclosed
in accordance with IFRS &, Non-current assets held for sale

All of the above companies are registered and cperats in England and Wales
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46 Related party transactions

Detalls of directors’ remuneration are given In the report on directors’ remuneration on pages 86 to 94 and note 13
Other rlated party transactons are as follows

Group

Messrs JD Burns and S P Silver are partners in The Picher Hershman Partnership (PHP), estate agents The parinershep
occupes offices owned by the group for which they paid a commercial rent in the year of £01m (2006 £01m) In additon,
1t recenved fees at a commercial rate In respect of the leting, acquisiton and disposal of certain properiies owned by the
group of 20 9m (2006 £0 5m), dunng the year Procedures have been established wherelyy the audi commitiee are able
to venfy that netther of Messrs Bums and Sitver demve any direct benefit from these fees The 2006 figure was previously
reported as £1 2m and has been adjusted to exclude management feas as, following a restructunng of arrangements
dunng 2006, PHF no longer have any interest in these fees

TheHon R A Raynes a director of LMS Capital ple, an irvesiment comgany, which occupies offices owned by the
gmup for which they pard a commercial rent of £0 4m (2006 £nil)

Dunng the year, the group paxd fees at acommercial rate in respect of the acquistion of certain properties of £0 6m
(2006 £0 2m) to Bverton Phiips LLP, a firmin which the son of MrJ D Bums s a partner

On 2gth June 2007, the group soid Investments with a book value of £6 8m (2008 £nil) to LMS Capital plc for £79m, an
amount which would have been commanded in an arm's length transaction This yielded a profit of £1 0m (2006 Zrif)
which iz shown innote 8 There are no outstanding balances owed to the group with respect to this transaction

Dunng the year, the group made a payrment of £10m to the Rayne Foundation, a chantable organisation of which
The Hon R A Rayne s charman, in order to discharge the obligations acqurred as part of the acquisiion of LMS
This amount was accrued In the acquisiton far value balance sheet (see note 22)

At 31st Dacember 2007, ncluded within other receivables in note 25 1s an amount owed by the Portman Estate,
the minorty owner of two of the group’s subsidianies, of £16 3m The majority of this amount 1s an amount of £14 3m

pad dunng the year followng the disposal of the jontly cwned propertes This debt wall be dischargead by a distnbution
to shareholders

Com,
Tha c?:nngarw recenved dndends from some of its subsidianes dunng the year These transachons are surmmansed below
Dadend recaived Imerest recened{paid) Batance owadfomng)
2007 2006 2007 2006 2007 2006
£m £m £m fm £m £m
Related party
Bramley Road Ltd - - - — 06 05
Derwent Valley Central Lid 550 190 - 100 2065 2256
Derwent Valley London Ltd 125 100 - 67 144 6 1232
Derwent Valley Property Developments Lid 85 30 - 34 658 618
Derwent Valley Property Investments Ltd 25 25 - 23 07 {44 2)
Derwent Valley Property Trading Lid* ~ - - - - 02
Derwent Valley Ralway Company* - - - - {02} G2
Derwent Valley Properties Ltd” - - - - - {1}
Derwent Valley West End Ltd* - — — - - 01
Itkin Properties (London) Lid* - - - - - 13
LMS Lid 500 - - — 105 -
1285 34 5 — i78 428 5 3668
Dormant companies

The group has nct made any provision for bad or doubtfd debts inrespect of related party deblors Inter-company balances
ars repayable on demand




Corporate governance

Compliance

The board supports the pnnciples of good governance and
believes that the company has, except as noted, complied
with the main and supparting pnnciple of the Combined
Code on Corporate Governance published by the Financial
Reporting Council and which 1s appended to the Listng
Rules of the Financial Services Autharity The company
has not complied with code provision A 2 2, concerning
the Independence of the charrman on appointment The
company's position 1s described in the following section

A number of other code provisions were not applicabla in
the current year

The board

At the start of the year, the board compnsed Mr vay, the
non-executive chairman, five executive directors, Messrs
Burns, Siver, Odom, George and Willams and three
non-executive directors, Messrs Neathercoat, Farnes
and Corbyn On 1st February 2007, when the compary
acquired London Merchant Secunties plc, Mr Fradios
joned the board as an executive director, Mr Rayne was
appointed as non-executive chairman and Mrs de Moller
and Mr Newell joined as non-executive drectors Mr
Friedics resigned on 18th July 2007

The board assesses the ndependence of the non-executive
directors with regard to the guidance on independence
contained in code provision A 31, and notes that Messrs
Rayne, lvey and Neathercoat cannct automatcally be
deemed Independent The board I1s also aware that code
provision A 2 2 requires a new charrman {0 be ndependent
onappointment In accordance with panciple A 6 of the
code, the board has reviewed the roles and performance
of all directors and, amongst other matters, reconsidered
the Independance of the non-executve directors

Hawving served in an executve capacity at London Mearchant
Secunties plc pror to the merger Mr Rayne cannct be
deemed ndependent However, the board continues to
consider that the contnbution Mr Rayne makes as charman
of the enlarged board justiies his position

Mr Ivey 15 not deemed ndependent, having served on the
board for more than nine years Again, the board considered
his expertise and the manner inwhich he camed cut his
duties dunng the year and concluded that shareholders
should have no concern that his ndependent judgement

1S 1N any way impared

Mr Neathercoat has also served as a non-executive drector
for more than ring years The board has therefore reviewed
his independence and 1s of the view that he continues to
show strong independence in both judgement and in the
performance of his dutes as a director This, together with
the fact that he has no association with management that
might compromise his ndependence, causes the board

o conclude that he remains independent

As required under the 2006 Combined Code, the board
has decided that all non executve directors who have
served on the board for more than nine years wil be subject
to re-election annually Mr vey s due for re-election under
the rotation provisions in the company’s articles of
associaton and Mr Neathercoat will stand for re-election
under this new requiremant

The directors considerad the composition of the board
and, taking inte account the balance between ndependent
non-executive directors and executive directors, continue to
believe that it is suttably structured to satisfy the requirements
of good corporate governance

A formal schedule, which has been approved by the board,
sets out the dmsion of responsibiliies between the chaiman,
who s respensible for the effactivenass of the board, and
the chief executive officer, who is responsible for the day-to-
day operations of the business Mr Neathercoat 15 the
senior independent drector Biographies of the directors are
given on page 97

The board Is responsible for setting the company's strategic
amsg, engunng that adequate rescurces are avalable to mest
its objectives and reviewing management performance
The formal list of matters resarved for the full board's
approval 1Is mantaned and reviewed penodically The full
board met six tmes dunng the year and six mestings are
scheduled for 2008 Extra mestings will be arranged if
necassary Additionally, the executve board, which
consists of the executive directors met 10 times In 2007
The board s provided with comprehensive papers N a
tmely manner to ensure that the directors are fully bnefed
on matiers to be discussed at these meetings

Since 1993, the board has mantaned a number of board

committees The terms of reference of each committee are
avallable on the group's website Set out below are detalls of
the membership and duties of the three pancipal commitiees
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Remuneration committee

The comimitiee compnses of Mr Neathercoat, Mr Corboyn,
Mrs de Moller and Mr Newell under the chairmanship of
Mr Farmes ttis responsible for establishing the company's
rermuneration policy and incvdual remuneration packages
for the executive directors  There were five mestings of the
commmittee in 2007 The report on directors’ remuneration
15 set out on pages 8610 94

Audtt committee

Mr Neathercoat s charman of the committee, which

18 served by Mr Corbyn, Mr Farnes, Mrs de Mdller and
Mr Newell The committee s responsile for considenng
the appication of financial reporting and internial control
panciples and for mantaning an appropnate retationship
with the group’s auditors The committee met four imas
dunng 2007 The report of the audit committee 1s on
page 86
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Nominations commitiee

Mr ey 1s charman of this committse which consisted

of all of the non-executive directors, except the chairman
The committee’s responsibiies include dentifying external
candidates for appointment as directors and, subsequently,
recommending their appointment to the board and, if
requested, making a recommendaticn concerning an
appongment to the board from within the company The
commitiee also carnes out the annual appraisal of the
performance and effectiveness of the board and its three
committees The committee met only once dunng the
penod under review The nominabons committee report

I8 On page 97

Drrectors’ attendance at board and commuttes meetings dunng the year was as follows

Execuive Remuneraton Aucht Nomnatons

board committes commities commities

Number of meetings B

10 5 4

Executive directors

J O Bums

S P Siver

CJ Cdom

PM Willarng

NQ George

el Lol [erd sl Rex] o))

NR Fnedios*

Non-executive directors

R A Rayne

JG ey

S J Neathercoat

RA Fames

S A Coryn

D Newell

(@] [:1 el Lol ezl (o) ]E0)]

J de Moller

|
ocijon| A~ enfco] |
FN RS LIRS B |

|||

*For the penod 15t February 2007 to 18th July 2007
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Performance evatuation

During 2007, the nomination commuttee camed out a
formal apprassal of the performance of the board and its
committees The remuneration committee performed
appraisals of each of the exacutive directors, as part of the
salary review process The performance of the charman
was evaluated by the non-executive directors under the
charmanship of the senior ndependent director All of the
appraisals were congducted internally using guastionnares
based on the guidance contaned In the Higgs Report

Directors

Appantment of a director irom outside the comparny 1s on
the recommendation of the nominations cormmitiee, whilst
nternal promotion 1s a matter deciced by the board unless
it 1s conzidered appropnate for a recommendation to be
requested from the nominations committee Al new directors
must stand for election at the first annual general mesting
followang therr appointment Exsting directors must submit
themselves for re-election at least once every three years

If considered appropnate, new directors are sent on an
external training course addressing therr role and duties as
a director of a quoted public company Existing directors
monitor their own continued professional development and
are encouraged te attend those courses that keep therr
market and regulatory knowledge current

All directors have access to the services of the company
secretary and any director may Inshgate an agreed
procedure whereby independent professional acvice may
be sought at the company's expense Directors and officers
hability insurance 1s maintained by the company

Communication with shareholders

The cormpany has always recegnised the importance of
clear communication with shareholders Regular contact
wath institutional shareholders and fund managers 1s
mantaned, pnncipalty by the executive directors, through
the gnang of presentations and organising wsits to tha
group's property assets  The board receses regular reports
of these meetings The annual report, which s sent to all
shareholders, reinforces this communication The annual
general mesting pravides an opportunity for shareholders
to question the directors and, in particular, the chaimman of
each of the board committees An attemnative channal of
comrmurication to the board s avallable through the senior
independent director

Internal control

The directors recognise that they have overalt responsibility
for ensunng that the group mamntains a sound system of
Internal control that provicdes the board with reasonable
assurance regarding the effective and efficient operations,
ntermal financial control and compliance with laws and

regulatong Such a system can only manage business nsk,

not eiminate it, and cannot prowide absolute assurance
aganst matenal misstatement orloss Accordingly, the
systemn is designed to provida reasonable assurance that
matenal nsks and problems are identified and appropnate
remedial measures taken on a imely basis

A more detalled descnpton of the group nsk management
and internal controtis ncluded in the busiNess review

The board has considered the need for an internal audit
funchon but continues to believe that this 18 unnecessary
given the size and complexity of the group

Going concern

Having made due enquines, the directors have reasonable
expectation that the company has adequate resources o
continue In operaticnal existence for the foreseeable future
Therefore, the board continues to adopt the going concern
basis in prepanrg the accounts
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Directors’ respensibilities

The direciors are responsible for keeping proper accountng
records which disclose with reasonable accuracy at any
tme the financial posiion of the company, for safeguarding
the assets of the company, for takung reasonable steps for
the prevention and detaction of fraud and other rregulanties
and for the preparation of a directors' report and directors’
remunerabion report which comply with the requirements

of the Companies Act 1985

The drectors ars responsible for prepanng the annual
report and the financial statements in accordance with the
Companies Act 1985 The directors are also requred to
prepare financial statements for the group n accordance
with International Financial Reporiing Standards as adopted
by the European Union (FRSs) and Aricle 4 of the 1AS
Regulaton The directors have chosen to prepare financial
statements for the company in accordance with IFRSs

International Accounting Standard 1 requires that financal
staternents present farty for each financial year the
company’s financial position, finanaal performance and
cash flows This requires the faithful represantaton of the
effects of transactions, other events and conditions in
accordance with the daefinitions and recognition enteria for
assets, habilbes, income and expenses set out in the
International Accounting Standards Board's 'Framework
for the preparation and presentation of financial statements’
Inwirtually all crcumstances, a far presentation wall be
achieved by compliance with all applicable IFRSs A far
prasentation also requires the directors to

— consistently select and apply appropnate accounting
policies,

— present information, including accounting policies, na
rmanner that prowdes relevant, reliable, comparable and
understandable information, and

- provide addiional disclosures when complianoe with
the specific requirements N IFRSs 18 Insufficient to
enable users to understand the impact of parucular
transachons, other events and conditions on the enity’s
financial position and financial performance

Financial staterments are published on the group's website
n accordance with legisiation i the United Kingdom
govemning the preparation and disseminaton of financial
statements, which may vary from legislaticn in other
wnsdictons The mantenance and integnty of the group's
website 1s the responsibility of the drectors The directors’
responsibility also extends to the ongoing integnty of the
financial statements contained therein
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Report on directors’ remuneration

Remuneration committee

The remuneration commitiee (the ‘committes’} 15 charred

by Mr Fames and Messrs Neathercoat and Corbyn served
throughout the year On 1st February 2007 the compary
acquired London Merchant Secunties plc and Mrs de Moller
and Mr Newell joined the committee None of the members
who have served dunng the year had any personal interest
in the matters decided by the committee, or any day to day
involvement in the running of the business and, therefore,
are considered to be iIndependent

The committee’s responsibiliies include determirng
remuneration packages for the executve directors It also
oversees the operation of the group's performance share
plan The terms of reference of the committee are avalable
on the group’s website

Dunng the year the committee undertook a review,
ciscussed below, of ts remuneration arangements for
senior executives Hewitt New Bridge Street LLP

(HNBS) were retained to assist with this review HNBS
also provided independent assistance 1o the committee
N relabon o s determination of the extent of vesting of
outstanding share awards No director had any nvolverment
In determining his own remuneration although soms of the
matters considered by the committee were discussed with
MrBums The company secretary acted as secretary to
the commuttee

Remuneration policy
The kay ams of the commitiee's remuneration policy for
senior executives are

- o ensure that the company attracts, employs and
motvates executives that have the skills and expenence
necessary to make a significant contnbution to the
delivery of the group's objectives,

- toincentvise key executives by use of a remuneration
package that 1s appropnately competitive with other real
estate companies taking Into account the significantly
enhanced size and complexty of the roles follovang
the acquisition of London Merchant Secunties plc and
the expanence and imporiance to the business of the
indmduals involvad, whilst also having broad regard
to levels of remuneration in similar sized FTSE 350
companies,

~ toakgn, as far as possible, the interests of the senior
exacutives with those of sharshalders by prowiding a
significant proportion of the directors’ total remuneration
potential through a balanced mix of short- and long-term
performance related elernents, and

— toensure that ncentive schemes are subject to
appropnately siretching performance conditons and
designed so as to be consistent with best practice

Review of remuneration arrangements

The company has operated with an essentally unchanged
remuneraticn structure for its senior executve team aince
2004 Following the acguisition of London Merchant
Securties plc, the commutiee felt it was an appropnate time
10 assess whether these arangements remain appropnate
and consistent withils remunaration policy and accordingly
commuissioned an ndependent review by HNBS Following
this review, the commuttes has decided that a number

of changes should be made {0 the seror executives'
remuneration structure as outhnad in the report below
The commuittee belleves that the changes will enable

the company to prowde a remuneraton package that

1S competitive, challenging and, by rewarding executives
for significant financal and share pnce out-performance,
ahgned with the interests of ks shareholders

One of the kay findngs of the review was that the total
valug of the execuive directors’ existing remuneration
packages was generally significantly below market levels
The commities 1S very keen to retain its current executive
team to continue the excellent growth of recent years

and accordingly recognises that it needs to offer an
appropnately compstitive remuneration package Vanable
rathar than fixed pay will be the pnmary basis of the potential
ncrease i remuneration and that 1s only payable in the
event of the company performing strongly

Elements of remuneration package

a) Base salary and benefits

Base salanes for executive directors are reviewed annually
by the committee with changes being effectve from

1st January Salanes effectve from 1st January 2008,
adjusted following the review, are John Burns £500,000,
Sirnon Sitver £425,000, Chns Odom £315,000, Nigel
George £300,000, Paul Willams £300,000 and David
Siverman £220,000

The axecutve directors receive a pension contnbution
worth 20% of base salary 1o a defined contribution scheme
or a salary supplement in lieu of this contnbution The
principal benefits in kind compnse a company car and
medical Insurance

b) Annual bonus

Since 2004, the annual bonus scheme has allowed
executive directors to earn up to 100% of salary in cash
sach yaar, two thids based on Adjusted Net Asset Valus
('NAV") growth and one third at the discretion of the
committee

Following the review, the committee has deaided that tha
rmaximum benus potential should be ncreased In 2008
to 1509% of salary for John Burns ang Simon Silver and

to 125% of salary for the other execubive directors
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Any bonus worth up to 100% of salary wil continue to be
pad ncash However, any bonus earmed above 100%
of salary will be compulsonly defarred in shares with half
released 12 months after award and the remainder
released 24 months after award These shares will be
potentally forferitable if the executive leaves pnor to the
share release date

Annual bonus measures for 2008 will be based 75% on two
financial measures, namely NAV growth and Total Retum
{beng NAY growth plus divdends) and 25% at the comimittes’s
discretion (inked to the achievement of pre-set personal
and strategic targets) The committee felt that it was
appropnate for a greater proportion of bonus o be determined
by financial measures than previously (hence the iIncrease
toa 75% weighting) It also fett that, as a REIT, dmdend
performance should determine part of the borus, hence
the nclusion of Total Return as a measure for the first time

¢) Long-term incentives

Under the exsting performance share plan (PSP, approved
by shareholders at the 2004 AGM, selected Indwduals may
recenve a condiional award of shares worth up to 100% of
salary This award will normally be released after three years
subject to continued employment with hatf being subject to
a Totat Shareholder Retum {TSR) performance measure
and the other half being subject to a NAV performance
measure This mix of measures 1s felt by the committes to
be appropnate as It rewards exaecutives for achieving above
market levels of growin in asset value and above market
retuns io shareholders Details of outstanding share
entilements under the scheme, along with associated
psrformance conditians, are set out below in Table 2

Foliowing the iIndependent review, a number of changes are
proposed to the PSP which, subiect to the changes recenng
sharsholder approval, would apply to grants following the
2008 AGM Full details of the proposed changes, and the
rationale undertying them, are outlined in the charrman's
letter i the crcular to shareholders dated 22nd Apnl 2008
which accomparues the report and accounts but, In
summary, s proposed that for future awards

— The maximum permitted annual award fevel of shares
wilt be iIncreased from 100% of salary to 200% of salary
fwith a hugher limut of 300% of salary for usa In the event
of exceptonal crcumstances such as recruiment)
Award polcy wathin fus irmit wall be rmited ritally to
annual awards worth no more than 175% of salary for
John Burns and Simon Siver and 150% of salary for
other direciors

— The TSR performance condiion will compars
performance with a comparator group compnsing a
selected group of real estate companies rather than
the constituents of the FTSE All-Share Real Estate
sector as at present

— The NAV performance condiion will reward executves
for the extent of out-performance of the total retum of the
median performing property in the IPD Central London
Offices Total Return Index rather than the median to
upper quartle vesting scale curently ernployed

Derwent London plc Report 6 Accounts 2007 87

Vesting of future awards under the PSP wall, therefore,
normally occur provided that the executive s still employed
at the end of the three-year vesting penod and to the extent
that pre-sat performance targets have been satsfied
Performance targets for the initial awards will be: as follows

—  50% of an award will be determined by the company’s
TSR compared 1o that of the companies Iisted below
Land Secunties Group ple
Bntish Land Company plc
Liberty Intemational pic
Hammerson pic
Segroplc
Graat Portland Estates plc
Bnxton pic
Shaftesbury pic
Quintain Estates and Development plc
Workspace Group plc
Big Yellow Group plc
St Modwen Properties plc
Mapeley Estates Lid
Capital & Regional pic
Minerva plc

TSR will be measured over a single three-year performance
penod from the date of grant and will be calculated by
companng average performance over three months
pnor to the start and end of the perfformance penod

- B0% of an award will be determined by the company's
NAV growth compared to the retum from propertes in
the IPD Central London Offices Total Retum Index over
the performance penod Performance wall be measured
over a single three-year penod from the start of the
financial year In which the award s granted

- Vesting will be on the basis outhned below

TSR NAY growih Vestng
parformance perlormance percentage
Below median Beiow median 0%
Meckan WMedian 25%
Upper auartie Qut perform median by 5% p a 100%
Pro rata batween

hiermexiiate performance 25% and 100%

The commitiee will have discretionto reduce the extent
of vesting in the event that it feels that perfomance
aganst the relevant measure of performance fwhether
TSR or NAV growth) 1s nconsistentwath underiying
financial performance

= Awards will be satisfied by either newly 1ssued shares
or shares purchased in the market Ay use of newty
issued shares will be imited to comporate govemance
comphiant chlution hmits contained in the scheme nules

Sharenclder approval will also be sought at the AGM for

a naw share option scheme to replace the 1997 Executive
Share Cphon Scheme which expred st year Executive
directors are not eligible to participate n this scheme

Full detaits of the scheme are outlined n the circutar 1o
shareholders dated 22nd Apnl 2008 which accompanies
the report and acoounis
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Shareholding guideline

Following the independent review, and in ine wvath best
practice, a share ownership guideline has been ntroduced
for executive drectors requinng them to retain at least half of
any share awards vesting from ist January 2009 as shares
(after paying any tax due on the shares) until they have a
shareholding worth at least 100% of therr satary {(200% of
salary for the CEQ)

Detalls of directors’ remuneration are given in Table 1 below

Service contracts

The senvice contracts of Messrs Bumns, Siver and Odom
are dated 20th May 1997 whilst those of Messrs George
and Wilhams ars dated 31st March 1999 and that of

Mr Siverman 2nd January 2008 The confracts have no
stated termination date but regurre 12 months' notice of
terrmination by the company or six months' notice by the
executive A provision is Included wheretyy the company
will pay, by way of lquidated damages, a cash amount
equrvalent 1o 12 monihs' salary and benefits inkand plus a
pension contnbution or satary supplement of at least 20%
of basic salary The remunsration commitiee raviews its
polcy in refation (o exacutive sarvce contracts penodically
and a review1s scheduled for 2008

Table1
Gans 2007
from equety Pension
Salary Estmated Benelits settied 2007 and life
and fees bonus n kand schemes Total assurance
£000 £000 £000 £000 £'000 £'000
Executive
JD Bums 450 337 40 461 1,288 99
S P Siver 375 281 25 386 1,067 96
G J Odom 290 218 12 290 810 76
NQ George 275 206 16 236 733 67
PM Willams 275 206 19 263 763 67
N B Fredlos'™ 115 — 8 27 150 26
Non-executive
R A Rayng* 137 — 28 — 165 -
JC ey 50 40 — — 90 -
S J Neaihercoat 38 - - - 38 -
R A Fames 38 - - - 38 -
S A Cortyn 35 — — = 35 -
J ds Moller* 32 — — — 32 -
D Neawel” 32 — - - 32 -
2,142 1,288 148 1,663 5,241 431

*From st February 2007
*For the penod 1st February 2007 to 18th Juty 2007

In addition to the above, Mr Fnedlos received a
predetermined compensation payment of £536,758
when he resigned from tha company This was in
accordance with a clause n his service agreement
which had been preserved from his service contract
with LMS Services Limited

The bonus paid to Mr Ivey in 2007 was in recogribion
of the extra duties undertaken dunng the acquisiton
and integratron of London Merchant Secuntes pic
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Table 1 {continued)
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The under pravision of the 2006 bonus, which has been
recognised in the 2007 results, 1s the amount by which the
final award under the bonus scheme exceeded the estimated
amount Included in the 2006 results The result could onty
be ascertained once the results of all the comparator
companes had been announced The total remuneration
for 20086, which was previously disclosed as £4,698,000,
has been remsed to allow a correct companson to be made
between the two years

Mr Bums recenved fees of £40,000 (2006 £37,.500)in
respect of hes positon as a non-executve drector of The
Daus Service Group In accordance with the committee’s
policy, the fees are retained by Mr Burns

Ganon Unader 2008
axercise PIOMSIon Rausad Pension
Saary  Estmaied Benetits of shars 2008 of 2006 2006 and ke
and lees borus n kind ophons Total borus Tetal assurance
£000 L0000 £000 £Q00 £000 £000 £'000 £000
Executive

JD Bums 420 315 38 457 1,230 23 1,253 96
S P Siver 350 263 24 826 1,463 19 1,482 95
C J Odom 270 203 12 350 835 14 849 73
NQ Geomge 250 187 15 - 452 14 466 81
PM Willams 250 187 14 103 554 14 568 62

Non-executive
JC ey 50 - - - 50 — 50 -~
| Yeatman” 17 - - - 17 - 17 -
S J Neathercoat 38 — - - 38 - 38 —
R A Fames 38 — - - 38 - 38 -
S A Corbyn™ 21 - - — 21 - 21 -
1,704 1,165 103 1,736 4,698 84 4,782 387

*To 23rd May 2008
*Frorn 23rd May 2006

Chairman and non-executive directors

The remuneration for the chammanis set by the full board
The remuneraton for non-executive drectors, which consists
of fees for therr services in connection with board and board
committee meetings and, where relevant, for addiionat
senaces such as channg a board committes, 15 set by

the whole board Nerther the chairman nor non-executive
drectors are ekgible for pension scheme membership and
do not particpate N the company’s bonus or equity based
ncentive schemes

The non-executive directors do not have service contracts
and are apponted for ihree year terms which expire as
follows Mrivey, 12th December 2008, Mr Fames, 31st
March 2008, Mr Cortyn, 23 May 2008, Mrs de Molterand
Mr Newell, 315t January 2010 and Mr Neathercoat, 28th
February 2011 Mr Rayne has a lstier of appointment,
which runs for three years, expinng on 31st January 2010
In addrtion to his fee as charman, ¢ provides for a car,
dnver and secretary, togeiher with a contnibution to his
office running costs  His letter of appointment also
contains provisions relating to payment in lieu of notice,
which are similar to those for the executive directors
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Performance Share Plan

Details of the conditonal share awards held by diractors
and employees under the group's performance share
plan at 31st December 2007 ars given In Table 2 below

Table 2
Market prco at Earliest
at award date vesung Dxecions Employees
T date JDBums  SPSher  CJOdom NOQ Geoge  PM Wiliams Total
874 15/06/07 43,000 36,000 27,000 22,000 24,500 12,600 165,000
1070 21/03/08 37,250 31.250 23,250 20,000 21,250 11,600 144,500
Interest at 1st January 2006 80,250 67.250 50,250 42,000 45,750 24000 308500
Shares conditionally awarded
dunng the year
16818 06/04/09 25,940 21,810 16,670 15,440 15,440 8,640 103,740
Interest at 31st December 2006 106,190 88,860 66920 57,440 81,190 32,640 413,240
Shares condihonally awarded
dunng the year
2230 03/0410 20,175 16.815 13,000 12,330 12,330 7.395 82045
Shares vested or lapsed
dunng the year

Marketpnceat  Market pnce

at award date atdata ot

£ vesting
874 1368 (33.721) (28.231) (21,173 (17.252) (19213  (9,803) (128,393
B74 Lapsed (8,279) (7.769) (5.827) (4,748} (5.287) (2,897}  (35.607)
Interest at 31st December 2007 83,365 69,675 52,920 47,7170 49,020 27,535 330,285

The performance cntena in respect of the 2004 award wera
measured on 14th June 2007 and resulted in a vesting
percentage of 78 42% The balance of the award lapsed
At the same time the committes considered whether the
group's total shareholder return reflected its undartying
financial performance Having taken into account the growih
In net assets and profits over the penod, the commitiee
concluded that this was the case The participants had
six months in which to exercise the vested option and the
shares were allotted on 21st Novernber 2007

For awards granted in 2004-2007, half of the shares

vest according to TSR performance compared to the
constituents, as at the date of grant, of the FTSE All-Share
Real Estate Index At a median leval of parformance, 25%
willvest At or above an upper quartle level of perforrmancs,
100% will vest Between these two points, vesting will
accrue on a straight-lne basis This slerment will only vest if
the committee 1s also satisfied that the TSR performance
reflects underying financial performance

The other half of the award will vest according to NAY
growth compared to properties in the IPD Central London
Offices Total Retum Index for the same pened I the growth
N NAY s less than the return from the median performing
property In the IFD Index, nc shares will vest If growthin
NAY 1s equal o the retum from the median performing
property In the IPD ndex, 25% will vest and the entitlement
will then increase on a slding scale up o 100% which s
achieved If NAV growth equals the return from the upper
quartie performing property in the IPD Index
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Share option schemes

Detalls of the options held by directors and
employees under the group's share option schemes
at 31st December 2007 are gvenin Table 3 below

Table 3
Year ended 31st December 2007
Exercise Dats
pace from whech Dueciors Employsas  Total number
£ exarcisabe Expiry date J O Bums S P Siver CJd Odom NQ George PM Willams of shares

5530 16/04/02 15/04/08 -~ - - 8,750 - — 8,750

5015 1404/03 13/04/10 - - - 11,000 13,000 - 24,000

7235 12/04/04 11/04/11 42,000 - 26,500 15,000 18,000 - 101,500

6725 15/04/056 14/04/12 24,000 - 15,000 10,750 12,250 8,500 68,500

42685 22/04/06 21/04/13 — - 26,000 20,500 22,600 16,500 85,500

85880 0&O7/O7 0410714 — —- - - - 20,000 20,000

10710 26/04/08 25/04/15 - - - - - 20,000 20,000
13630 08/06/08 0O7/06/16 - - - - - 14,250 14,250
QCutstanding at 1st January 2007 66,000 - 67,500 66,000 685,750 77,250 342,500
Options exercised dunng the year

Market pnce

Exercise at date of

prce BXECse

£ [

4 265 20 87 - — - - - (5.000) (5.000)
Ou‘tstandlng at 31st December 2007 66,000 - 67,500 66,000 65,750 72,250 337,500
Number not exercisable 34,250
Number exercisable 303,250

Inrespect of options exemcised dunng the year, the weighted
average exercise price was £4 265 (2006 £5 454) and the
weghted average market price at date of exercise was
£20 87 (2006 £1512) No optons were granted dunng
2007 and noc options lapsed dunng 2007 or 2006
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Table 3 {continued)
Year ended 31st December 2006
Exercise Cate
price fromwhich Dvectors Employees  Total number
£ exercisabe Exprry date JD Bums SP Siver CJ Odom NQ Geoge PM Wikams of shares
55630 16/04/02 15/04/08 - - 16,500 8,750 10,750 - 36,000
5015 14/04/03 13/04/10 - - 19,000 11,000 13,000 - 43.000
7235 12/04/04 11/04/11 42,000 35,000 26,500 15,000 18,000 5,500 142,000
6725 15/04/05 14/0a12 24,000 20,250 15,000 10,750 12,250 6,500 88,750
4265 22/04/068 21/04/13 42,000 35,000 26,000 20,500 22,500 16,500 162,500
8580 05/07/07 04/07/14 - - — — — 20,000 20,000
10710 26/04/08 25/04/156 - - - - - 20,000 20,000
Quitsianding at 1st January 2006 108,000 90,250 103,000 66,000 76,500 68,500 512,250
Options granted dunng the year
13630 08/06/09 07/06/16 — — — - — 14,250 14,250
Options exercised dunng the vear
Markst pnce
Exercice at date of
Ice EXBreise
3 3
5530 1512 - - {18,500 - {10,750) - (27,250)
5015 1512 - - {19,000) - - - {19,000}
7235 1512 - (35,0000 - ~ - (5,500)  (40,5C0)
6725 15142 - [20,250) — — — - (20,250
4 265 1512 - (35,000) - = - - (35,000)
4 265 1515 {42,000 - — - - - {42,000}
42,000) (©0250 (35,500 - {10,750 {5,500)  (184,000)
Cuistanding at 31st December 2006 66,000 — 67,500 66,000 65,750 77,260 342,500
Number not exercisable 54,250
Number exercisable 288,250
3181 December 31st December ist January
2007 2008 2006
Weaighted average exercise pnee of share options
Exer¢isable £6 20 £6 Q0 £6 58
Not exercisable £11 92 £1070 £553
Weighted average remaining contracted Iife of share options
Exercisable 4 12years 4 88 years 5 20years
NGt exercisable 7 79years 8 32 years 7 62 years

The exercise of cptons granted under the 1897 executve
share option scheme 15 subyect to a three-year performance
cntana This states that a year's options can only be exercised
once the growth of the group's net asset value per share
over a subsequent threg-year penod exceeds the Increase
of the IPD Ceniral London Office Capital Growth Index over

the same pencd by 6% or more Those exercisable on
16th Apnl 2002, 14th Apnl 2003, 12th Apnl 2004, 15th Apnl
2005, 22nd Apnl 2006 and 5th July 20C7 have met this
cntena Subsequent options have yet to be tested No optons
lapsed dunng the year
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As a result of the acquisibon, options that had already
vested under LMS's Executve Share Optton Scheme
were converted to options over Derwent London shares
Details of these options, all of which are exercisable, are
gven in Table 4 balow
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Table 4
Exgroisa
price
[ Expery date RA Rayna NR Fnedos Employees Total
Outstanding at 1st January 2006 and 31st December 2006 - - - -
Opions ansing as a result of the acguistion of LMS plc
954 05/01/11 225,401 - - 225401
754 28/08/13 65,615 - - 65615
992 01/03/08 - - 7,163 7163
992 01/08/14 50,274 - - 50274
1203 28/12/08 - 20780 1,081 21,861
1203 28/06/15 41,456 - - 41,456
14 44 289/07/08 - - 7,548 7,548
382,746 20,780 15,792 419318
Options exercised dunng the year
Market prce
Exeraise algae ol
pnce ExXercise
[ B
14 44 2268 - - {4,640) {4,640)
14 44 2270 - - {831) B31)
14 44 2279 - - (2,077) 2077
1203 15486 - (8,000) - {8,000)
- (8.000) (7,548) {15,548)
Qutstanding at 31st December 2007 382,746 12,780 8,244 403,770

In respect of the optons shown in Table 4 exercised
dunng the year the weighted average exarcise pnce
was £13 20 and the weighted average exercise pnce
was £218 98 The weighted averags exercise pnce of the
options outstanding at 31st December 2007 was £9 74
and the weghted average remaining contracted ife was
41 years No options lapsed dunng 2007

The market pnce of the 5p ordinary shares at

31st December 2007 was £14 14 Dunng the year,

they traded i a range between £1309 and £22 80
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Performance graph
Total shareholder return compared to the FTSE Al-Share
Real Estate Index

This graph shows the value, by the end of 2007, of £100
invested in Derwent Valley Holdings/Derwent London
compared 1o that of £100 nvested in the FTSE All-Share
Real Estate Index This ndex has been chosen by the
committee as it 1s considered the most appropriate
benchmark aganst which to assess the relative perforrmance
of the company for this purpose To produce a 'far value),
each pont 1s a 30 day average of the retum

The disciosure on directors’ remuneration in Tables 1 to 4
abova has been audited as required by Part 3 of Schedule
7A of the Companies Act 1985

On behalf of the board

R A Fames
Chairman of the remuneration committee

18th March 2008
/—-_-_——-‘




Directors

R A Rayne, 58 Non-executrve charman

The Hon R A Rayne joned the board followng the merger
with London Merchant Secunties plc where he had been
chief executive since 2001 He has been on the boards
of a number of public companies, including First Leisure
Comporation plc and Crown Sports ple and s curently
chief executive officer of LMS Capital pic, a company ksted
onAlM He s also a non-executve director of Weatherford
International Inc , an international of services company
quoted on the New York Stock Exchange, and charrman
of Energy Cranes International Lirnited

JC Ivey, 66 Non-executive deputy chairman

A charterad accountant, Mr veys a director of RWS
Holdings plc and was formerly chief executive of The Dawvs
Service Group plc He has served on the board since
1984 and chars the nominations commitiee

J D Burns, 63 Chef execulve officer

Mr Burns has been a director of the company since
1984 and has averall responsibility for group strategy,
business development and day-to-day operations Hers
a non-axecutive drector of The Davis Service Group plo
and a pariner in The Plicher Harshman Partnership,
estate agents

S P Silver, 57

Mr Siver has overall responsibity for acquisiiong, design
and development projects He became a drector in 1586
and 1s a partner in The Filcher Hershman Partnership

CJ Odom, 57

Mr Odom joined the board 1n 1988 He 18 achartered
accountant and has overall responsibiity for financal
strategy, treasury, taxabon and financial reporting

N Q George, 44

A chartered surveyor, Mr George was apponted to the
board in 1998 He has responsibility for acquistions and
nvesiment analysis

PM Willlams, 48

MrWilhams i1s a chartered surveyor and was appoirted
to the board in 1998 His responsibiities nclude asset
management and supenasion of refurbishment anct
development projects
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DG Sitverman, 38

Mr Siverman joned the board in January 2008 Heis
a chartered surveyor and plays an mportant role in
nvestment acquistions and disposals

S J Neathercoat, 89 Senior independent director

Mr Neathercoat 18 a chartered accountant He joined the
board n March 1959 and chars the audit comrmittee whilst
serving on the remuneration and nominations committees
He was previously a managng director of Dresdner
Kleinwort Wasserstein

R A Fames, 62 Non-execubve drector

Mr Farnes i1s a chartered surveyor He was previously
tha chairman of CB Hillier Parker and joined the board on
1st Apnl 2003 He chars the rermuneraton commitiee and
15 amembar of the audi and nominaions committees

S A Corbyn, 63 Non-executrve director

Mr Corbyn was appointed to the board It May 2006
He s also chief executive of Cadogan Estates, one

of the pnncipal pnvate estates 1n London, and a former
presicient of the Batish Property Federation

J de Moller, 60 Non-executive director

Mrs de Mcller joimed the board followng the merger with
London Merchant Secunties plc, where she had beena
non-executve director since 2002 She 1s a non-executive
diractor of Temple Bar Investrment Trust plc and Archant
Limred Previousty, she was managing director of Cariton
Communications Pic and a non-exscutive director of
Cookson Group ple, BT ple, AWG plc and J Sainsbury plc

D Newell, 65 Non-executive director

Mr Newell joined the board followang the merger vath
London Merchant Secunties plc, where he had been

a non-executive drector snce 1888 Mr Newell was
senior partner of Hiller Parker May & Rowden until 1998,
co-chaiman of the Europe, Middle East and Afnca dmision
of CB Richard Hiis Services Inc untl December 2000 and
a past president of the Brtish Council of Offices




Report of the audit committee

Membership

Mr Neathercoat was chairman of the commuttee with
Messrs Corbyn and Farnes serving throughout 2007
Following the acquisthon of London Merchant Secunties plc
on 1st February 2007 Mrs de Moller and Mr Newel joined
the commiitee All members are considered ndependent
by ihe company having no day-to-day involvement with
the company MrNeathercoat 1s a member of the Instrtute
of Chartered Accountants of England and Wales and
considered to have appropnate recent and relevant financial
expenance The committee has access to further financial
expertise at the company's expense, If required

Roles and responsibiiities
The terms of reference for the committee are avaitable on
the group's website

Meetings

The committee meets at least three times a year to
discharge Its responsibiities Meetings are attended by the
group's external auditors and the group's finance director
when irvted Dunng 2007, four mestings were held

Work of the committee
During the year, the cormmittee has camed out the following

— reviewed the intenm and annual financial staterments
and conaidered the appropnateness of the accounting
policies used, assumptions adepted and estimates made,

- held meetngs with the group's external valuers,

— reviewed the scope of the annual aucit and the level
of associated fees, and

- considered the adequacy of the auditor's statement
of ndependence and monitored the operation of the
group's policy regarding the use of the external auditor
for non-audit work winich helps to protect the auditor's
independence and chjectvity

A major source of non-audit work each year for the

group’s auditor 1s tax compliance work The commitiee

has considered this arrangement and continues to be cf the
opirmon that this 1s an efficient arrangement that does not
compromise the auditor's ndependence

- recommended the re-appointment of the group's extemal
auditors after due consideration of the conduct of the
audt and the matters raised in the management letter,

~ commissioned a review of the operation of the group's
systerns and controls,

— considered the need for aninternal audit funciion, and
- reviewed, commentad upon and approved the
preparation of the group's nsk register

SJ Neathercoat
Charrman of {ne audit commitiee
18th March 2008

(e




Independent auditor's report

Independent auditor's report to the shareholders

of Derwent London plc

Wa have audited the group and parent company financial
statements (the ‘financia statements’) of Denwent London
pic for the year ended 31st December 2007 which compase
the consohdated income statement, the consolidated and
parent company balance sheets, the consolidated and
parent company cash flow statements, the consolidated
and parent company statements of recogrisad income and
expense and the related notes These financial statements
have been prepared under the accounting policies set out
therein We have also audited the information in the directors’
remuneration report that 1s descnbed as having besn audited

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the annual report,
the directors’ remuneration report and the finarcial statements
In accordance with applicable taw and Internatonal Financial
Reporting Standards (FRSs) as adopted by the European
Union are set out In the statement of directors’ responsibiiies

Our responsibility 1s to audit the financd statements and the
part of the directors’ remuneration report to be audited in
accordance with relevant lagal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

Wa report to you our opinion as to whether the financiat
statements give a true and fairr view and whether the financial
statements and the part of the directors’ remuneraton report
1o be audited have been property prepared in accordance
with the Comparies Act 1985 and whather, n addition, the
group financial staterents have been property prepared in
accordance with Article 4 of the IAS Regulation We also
report to you whether, in our opinion, the information given
in the drectors’ report is consistent wath the financial
statements In addingn we report o youif, In our opnion,
{he company has not kept proper accounting records, if

we have not receved all the information and explanations
we require for our audit, or If Information specified by law
regarcing directors’ remuneration and other transactions

18 not disclosed

We review whether the corporate governance statement
reflects the comparny’s compliance with the nine provisions
of the 2006 Combyned Code specified for our review by
the Listing Rulas of the Financial Services Authoniy, and we
report if it does not We are not required to consider whether
{he board's staternents on internal control cover all nsks
and controls, or form an opinion on the effectivenass of the
group’s corporate governance procedures or Iis nsk and
control procedures

We read other information contained in the annual report
and consider whether itis consistent with the audited
financial statements This other nformation compnses
only the directors’ report, the unaudited part of the
directors’ remuneration report, the chaman's statement,
the business review and the corporate governance
statement We consicder the wmplications for our report

if we become aware of any apparent misstatements or
materal nconsistencies with the financial statements
Qur responsibiies do not extend to any other nformabion

Cur report has been prepared pursuant to the requirements
of the Companies Act 1985 and for no other purpose No
person 1s entitied to rety on this report unless such a person
18 a person eniited to rely upon this repert by virtue of and
for the purpose of the Companies Act 1885 or has been
axpressly authonsed to do so by our prior wntten consert
Save as above, we do not accept responsibility for this
report to any other person or for any other purpose and we
hereby expressly disclain any and all such liability

Basis of audit opimon

We conducted our auditin accordance with Intematonal
Standards on Auditing (UK and Ireland) ssued by the
Audiing Practices Board An audit includes exarmination,
on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements and the part of the
directors’ remuneration report to be audred It also ncludes
an assessment of the significant estimates and judgements
made by the directors in the preparation of the financial
statements, and of whether the accounting policies are
appropnate to the group's and company's crcumstances,
consistentty applied and adeguately disclosed

We planned and performed our audit soas to obtan all
the information and explanations which we considered
necessary in order to provide us with suficent emdence
o give reasonable assurance that the financial statements
and the part of the directors’ remuneration report to be
audited are free from matanal misstaterment, whether
caused by fraud or other irregulanty or eror In forming
our opinicn we also evaluated the overalladequacy of the
presentation of information in the financial staternents and
the part of the directors’ remuneration report to be audited

Opinion
I our opinion

- the group financial statements gve a true and far view, In
accordance with IFRSs as adopted by the Buropean Lnion,
of the state of the group's affairs as at 31st December
2007 and of its profit for the year then ended,

— the group financial statements have been properly
prepared in accordance with the Companies Act 1985
and Arucle 4 of the LAS Regulation,

- the parent comparny financial statements give a true
and far view, in accordance with IFRSs as adopted by
the European Union as applied in accordance with the
provisions of the Companes Act 1985, of the state of the
parent company's affarrs as at 31st December 2007,

— the parent company financial statements and the part
of the directors’ remuneration report 10 be audited have
heen property prepared in accordance with the
Companies Act 1885, and

— the nformation grven in the directors' report 1s consistent
with the financal statemegs

BDO Stoy Hayward LLP O

Chartered Acocountants and Register

London
18th March 2008




Report of the nominations committee

Membership

At tha start of the year, the nominations committee
compnsed the three iIndependent, non-executive
drectors, Messrs Neathercoat, Corbyn and Fames,
under the charmanship of Mrivey Following the
acqguisihion of London Merchant Secunties plc,
Mrs de Moller and Mr Newell joined the committee

Roles and responsibilities
The terms of reference for the committee are avalable
on the group's website

Meetings

The committee will mest at least once a yesr to cary

out the annual appraisal of the board and its committees
Further mestings are arranged, as required, to discharge
the committee’s responsibiltes inconnection with identifying
and nominating to the board sutable candidates to fill
vacancies for non-executive directors and, f requested,
executve directors

Work of the commuttee
Dunng the year, the commitiee has carned out the following
— apprased the board and s committess,

— discussed the composition of the post-merger board
with institutional nvestors, and

— considered the proposad appontnent of Mr Siverman
to the board

JC ey
Charman of the nominations cormmitiee

18th March 2008
v
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Five year summary
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IFRS" UKGAAP
2007 2006 2005 2004 2004 200G
£m £m &m Em m £m
Gross property Income 117 513 485 521 499 479
Net property ncome 1038 580 466 480 448 415
Recurnng profit before tax! 380 164 167 183 164 162
Profit on disposal of properies and mvestments 1308 29 96 249 64 16
{Loss)y/profit before tax {(998) 2428 1804 911 228 171
Net assets 1,8419 7834 06062 4955 5547 4776
Investrent property valuation 26717 1,282 10098 9062 9248 8121
Revaluaton surplus/{defict) 903 2232 1241 464 669 {39 6)
Net debyt 7828 3498 3039 3415 3193 3018
Cash flow 844 (59 4) 345 (179 (179) (60
Nat cash inflow/{outiiow) from operating actvities 28 4 5 6) 137 129 129 117
Acqusitions 1407 489 403 887 887 591
Capital expendture on properties 683 189 267 261 261 240
Disposals 3524 312 97 8 769 769 765
Recumng eamings per shars {p)! 3514 2744 2623 20¢1 2351 26862
Onadend per share (p) 18025 1365 1283 1170 1250 1140
Adusted net asset value per share {p)t 1,801 1,770 1,335 1074 1,068 g20
Net asset value per shars D) 1,770 1460 1,134 930 104 898
Total retum (%) 28 336 255 172 17 4 52)
Balance sheet (%) a25 447 531 688 576 632
Profit and loss 181 185 185 176 187 196

* The igures for 2004 to 2007 above have been prepared undex IFRS and therefore are not diectly comparable with the pror vear UK GAAP figures for 2003 and 2004

1As detinad n financial hghbghts on page 6.




Financial calendar

Issue of first quarter 2008 management siatement May 2008
Anrwal general meeting 5th June 2008
Announcement of 2008 intenm results August 2008
Issue of third quarter 2008 management statement November 2008
Payment of 2008 intenm dividend November 2008
Announcement of 2008 preliminary results March 2009

Advisers

Auditor
BDGC Stoy Hayward LLP

Solicitor
Slaughter and May

Brokers
ugs
JP Morgan Cazenove

Cleanng banker
HSBC Bank plc

Registrar

Equinit
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