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Workspace Group

Workspace Group specialises in supplying good value, small-unit
accommodation for rent on user-friendly terms, principally to small

and medium-sized enterprises (SMEs). The SME sector is a vibrant and
growing marketplace. The Group encourages urban regeneration and
co-operation between the private and public sectors. At the same time
it produces an attractive financial return for its shareholders.

Founded in July 1987, Workspace Group now owns 94 estates valued
at £312.4m and comprising almost 6m sq ft providing accommodation

for nearly 3,000 small businesses in London, the South East and the
Midlands.

Workspace Group views its tenants as valued customers who have chosen
the Group because of the location and quality of the service it provides.
Efficient in-house management and marketing of its estates enables
Workspace Group to offer a superior service, to create high levels of
occupancy, and to improve rental levels. The addition of other essential
business services, insurance for example, complements this offer.

The Group selects its property acquisitions with care. It prefers to buy
the freehold or long-leasehold interest of properties which have scope
for improvement. This enables it to reap the long-term benefit generated
through its management. Its success in these aims has led to buoyant
revenues, rising capital values and a high total return to shareholders.

For more information about Workspace Group visit our website:
www.workspacegroup.co.uk
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Workspace Group: the year at a glance

e Turnover up 28.9% to £29.3m

¢ Profit before tax on trading activities up 19.5% to £8.3m

e Earnings per share on trading activities up 20.4% to 40.2p

¢ Net asset value per share up 32.4% to £9.04

¢ Ordinary dividend up 10.5% to 21p

¢ Annual rent roll at year end up 48.9% to £25.9m

o Uplift on revaluation of properties 11.4%, producing a surplus of £31.2m
* Net investment in property £87.1m

2 Warkspace Group PLC annual report and acceunts 2000
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Five-year summary 1996-2000

2000 1999 1998 1997 1996
£m £m Em £m £m
Rent receivable 23.4 18.2 16.6 13.5 11.2
Service charges and other income 5.9 4.5 4.6 36 2.8
Turnover 29.3 227 21.2 17.1 14.0
Profit before taxation 8.8 8.3 6.3 4.8 4.2
Profit after taxation 6.5 6.5 4.9 3.8 3.3
Profit before taxation (on trading cperations) 83 7.0 56 48 4.2
Earnings per ordinary share (pence) 41.6p 41.2p 31.3p 24.7p 21.3p
Earnings per share on trading operations (pence) 40.2p 33.4p 27.0p 24.7p 21.3p
Dividends per ordinary share (pence) 21.0p 19.0p 17.0p 15.0p 13.0p
Properties at valuation 304.2 186.0 161.3 1256 103.8
Less net liabilities (6.4) (11.7) (5.8) (7.6 {12.9)
Less: long-term indebtedness (154.8) (65.9) (72.5) (53.3) (37.6}
Net assets 143.0 108.5 83.0 64.6 53.3
Net assets per ordinary share £9.04 £6.83 £5.23 £4.17 £3.44
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Chairman’s statement

This has been another year of significant progress

by Workspace Group. It has again delivered an excellent
performance in its profits, earnings and net asset value
growth and in share price performance. The Group
continues to demonstrate its ability to add value through
its active management.

My first year as Chairman saw strong growth from
our pertfofio. Over the (ast five years our earnings
per share has increased by 105.9%, a compound
annual growth of 15.5%, and our net asset value
per share by 170.9%, a compound annual growth
of 22.1%. This performance is amongst the best
in the sector and has been driveﬁ, by the Group's
longstanding strategy of providing workspace for

* the small and medium-sized enterprises (SMEs)
market, actively managing our properties, adding
value to our offering and concentrating or Londen
and the South East.

Results

The Group has this year produced another set

of record financial results. Rental income during
1999/2000 was £23.4m, up 28.5% on the
previous year, whilst turnover was up 28.9% to
£29.3m. These increases were attributable to both
rental growth and the contribution from the Tonex
portfolio reported on below. Profits before tax from
trading operations increased by 19.5% to £8.3m
and earnings per share by 20.4% to 40.2p. The
value of the Group’s portfolio increased by £118.3m
or 63.6%. Of this, £87.1m arose from new net
investment ang £31.2m from increases on revaluation.
This has been reflected in an increase of 32.4% in
net asset value per share to £3.04.

Comparing your Company to the external
yardstick of the Investment Property Databank
(IPD) shows an ungeared total return for our
portfolio of 24.9% against the !PD All-Fund
nerformance of 15.2%. This cutperformance is a
consistent feature whether measured over one,
three or five years reflecting the long-term benefits
of the Group's active management approach.

Highlights of the year

This has been an exciting vear. In July 1999 we
compieted the purchase of the Tonex portfolio

of 23 estates for a consideration of £74 . 7m,
enlarging our portfolio by 40%, Details of this
acquisition were included in a circular to
shareholders last June. Twenty-one of the properties
are in London, our main area of operation, the
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others being in the South East and the Midlands
where we already have a significant presence.

This portfolio plays to our strengths not just in
terms of location but in the rental growth
opportunities available to our style of active
management. The average estimated rental value
at the time of acquisition was £4.82 per sq fi,
compared with an average of £8.54 per sq ft for
our simitar types of property. The management
team has sef about the challenge with some relish.
Same disposals have been made, developmednt and
improvement cpportunities identified and rents
uplifted by 31p per sq ft by the year end. This was
an excellent acquisition and one that will provide
significant benefits to shareholders for some years
to come.

770 lettings were achieved in the year. Of these
two are exceptional. Firstly the whole of 1-10
Union Street, Southwark, was let to J Sainsbury for
a repfal of £2m per annum, subject to completion
of a major refurbishment. Secondly, the whole
of the office space at the recently refurbished and
extended Ensign Court on the fringe of the City of
London was let to News International, taking the
total rent of this property to £411,000 per annum
compared with £95,000 prior to its refurbishment.
Both of these major lettings are a direct result
of the broad vision the Company brings to making
the best use of its portfolio. | am confident that
further added-value opportunities will be created
in the future.

Dividend

A final dividend of 15p, making 21p for the
year, an increase of 10.5% cver last year, is
recommended by the Board. This is in keeping
with its policy of increasing the dividend by a
margin above the rate of inflation. Dividends are
covered 1.91 times by post tax operating profits,
excluding cther items.

Board and staff

| was delighted to be invited by the Board to
succeed Alan Parter as Chairman on his retirement
last September. Alan led the Company from its
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formation in 1987, taking it from its small
innovative beginnings to being one of the leaders in
our sector. He left with our thanks and best wishes
for what will no doubt be a fong and very active
retirement. | have served as a Non-executive
Director since 1992 and my role as Chairman will
be a non-executive one. As a result, Harry Platt
became Chief Executive on 1 October last year.
{ am pleased to welcome Dr Christopher Pieroni,
of property advisers Colliers Conrad Ritblat Erdman,
as a Non-executive Director of the Company.
Shareholders will be aware from previous
reports that the success of Workspace Group is
very much due to the efforts of the whole team.
This has been strengthened since the Tonex
purchase and our new members have been rapidly
integrated into the business and in turn have
brought with them fresh ideas. My tharks go to
everyone — staff and Board - for their efferts during
what has been a year of substantial progress.

Prospects

Workspace Group has always concentrated on
providing accommoedation and services for the
small and medium-sized enterprises market. There
are some 1.2m SMEs employing up to 50 people
and they are a vibrant and resilient group. They
represent a very large market, one that is dynamic
and growing. Meeting the needs of this market
requires an equally dynamic company for
consistent success — and Workspace Group has
achieved that.

We have an increasingly dominant position
in Londen, the area of greatest growth for our
market, and our offering is clearly relevant to
today’s SMEs. It is particularly pleasing to note
how many of our newer tenants are part of the
new economy. By continuing to focus on the SME
market, extracting best value from our portfolio
either from the reversionary rental opportunity that
exists, or from development and alternative use
potentia!, we shall continue to add vatue for our
shareholders.

Our progress has continued into the new year.
There remains excellent scope for both rental and
capital growth from our portfolio. Your Company
remains ambitious and continues to seek
apportunities to expand its property and tenant
base,

whdrnrts

Phillip Rhodes
Chairman
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Oper‘ating review: adding value

“Demand for the Group’s product remains strong —
and its principal operating locations vibrant —
promising continued growth in rent, earnings and
assets, With much of its portfolio in improving
focations there continue to be opportunities for the
Group to secure added value from the alternative
use and refurbishment of many of its properties.”

Harry Platt, Chief Executive

Key events

Three major evenis in the year stand cut: the acquisition
of the Tonex portfalio in July 1999; the related financing
of this transaction and the leiting of 1-10 Union Street
to J Sainshury. ,

In July 1999 the Group acquired a portfolio of
23 estates (the Tonex portfolio), with over 800 lettable
Units and a floar area of almaest 2m sq ft, for £74.7m.
Linked with the acquisition was the deferred purchase in
January 2001, following settiement of a rent review, of a
further property in London for a consideration of £6.5m
pius an overage payment based upon the rent 1o be
sefiled on review at that time.

The portfclio fits well with the Group's holdings.

The properties and their use are similar to the Group's
existing portfctio, namely multi-let properties occupied
principally by small to medium-sized enterprises {SMEs).
Twenty-one of the estates are Iocated in London. Over
40% of the portfelio, by value, is located in central
Londen, much of this near to the route of the new Jubilee
Line extension in areas likely to see economic uplift over
the immediate future. Overall, the acquisition improved
the Group's penetration of the key London market and it
now helds the largest portfolio of workspace properties let
to SMEs in Londan.

The acquisition offered particular scope for adding
value (hirough both improvement of rental levels at certain
properties and selective disposals of others. The average
rental of the portfalio at acquisition was £4.13 per sqg ft
compared with an Estimated Rental Value (ERV) at that
stage of £4.82 per sq ft and a comparable average value
for Workspace's existing simiiar estates of £8.54 per sq
ft. By 31 March 20C0 the average rental of retained
properties had increased to £4.44 per sq ft, an uplift on
a like-for-like basis of 8.6% over the eight months of
gwnership, with the average ERY increasing by 10.8% to
£5.47 per sq ft leaving mere to go for. At the same time
four properties regarded as having limited growth
potential, or where there was substantially better
alternative use patential together with some vacant land,
were sold for £3.93m, yieiding 20.8% over the aggregate
purchase cost of these properties.

At 31 March 2000 the remaining acquired properties
were valued at £82.1m by Insignia Richard Ellis, an
uplift of 8.5% over the book cost of these propertiss.

The purchase of the Tonex portfolio was financed
entirely by debt. At the same time part of the Group's
existing ican facilities was refinanced. This enabled the
construction of a £122m facility in anticipation of a
refinancing via a commercial paper programme, which
in turn it is proposed will be coverad by a bond issue.
This route was selected by the Company since it offered
the key advantage of certainty of availability of finance
to complete the purchase without diluting existing
shareholders’ equity. Use of the securitisation route
provided other advantages in loan covenants and other
terms, whilst providing a further platform for financing
the Group's activities in the future. Full details of the
financing are included in the Financial Review.

The third landmark event of the year was the letting
of 1-10 Union Street to J Sainsbury. This vacant former
Roval Mail sorting office was originally acquired in April
1998 with the intention of refurbishing it and creating a
further business centre in Southwark following the
Group's success with the nearby Leathermarket.
Recognising the improving fortunes of the area, and
in parallel with neggtiations of the necessary planning
approvals for the development of a business centre,
the property was alse marketed for sole occupancy.

J Sainsbury agreed to take the property on a 15-year
lease at an initial rental of £2m per annum, subject to
the completion of ceriain refurbishment works.

An agreement for lease was exchanged in September
1999. Fuller details of the letting to and the development
agreerment with J Sainsbury and of the project finance
package are given later. The Group’s ambitions for 2 new
business centre in the Southwark area were fulfilled by
the acquisition of the Great Guildford Business Square as
part of the Tonex acquisition.

Our market place

We facus our activities o Londan, the South East and the
Midlands where 60% of the UK's 1.2m small and medium-
sized enterprises (SMEs) are based and where business is
forecast to continue to grow.




Since we currently accommaodate almost 3,000 of these
650,000 businesses, it is clear that there is enormous
potential for Workspace Group to continue to acquire
more propecties and tenants without even beginning

o approach saturation point.
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Operating review

Adding value through management

Our new customers are often people looking to move from
a back room environment to more formal business
premises. Many of them will, in time, relocate within our
portfolio as their need for space increases. Chumn - the
formation, expansion, reduction and closure of business -
is an important aspect of the SME market; it provides
New tenants, refocates others, and creates a continuing
opportunity to increase rents. Our property management
operations - letling, estate management, credit control -
are all undertaken in-house and are attuned to the
flexibility needed in this market place. This enables us 1o
foster close contact with our tenants, to monitor changes
in the market, and 1o maintain exacting standards. We try
tn work closely with our tenants; to understand and be
responsive 1o their needs. This is reflected in our flexible
leasing approach and through a combination of focus
groups, entry and exit interviews and active centre
management.

In many of the locations in which the Group operates
the intreduction of competing workspace is constrained
either by low rental values which are unable to support
development or by high alternative use values for land.

During the year under review 3,858 enquiries for
space were received in London and 807 in the Midlands.
The principal generators of enguiries continued to be
estate signboards and referrals from existing tenants.
Foliowing the Tonex portfolio acquisition and the
rebranding of the properties, an immediate uplift in
enquiry levels was noted in the London regicn. These
enquiries are valuable not only as a source of lettings but
also as indicators of levels of activily within the SME
sector and industry sub-sectors, essential for the effective
adjustment of the Group's offering to current and
emerging demand areas. By operating in the economically
vigoraus SME markat and continuously monitoring both
its tenant profile and that of its enquirers, the Group is
able to target emerging “value-adding” businesses —
those hest able to pay improving rents.

8 Workspace Group PLC annuai r2nent and accouns 2000

Occupancy, turnover and rent

Occupancy of core properties (those held througheout the
year and not subject to redevelopment) remained steady
at around 92%, which the Group regards as effective full
occupancy. Low vacancy rates and continuing high levels
of enquiries have aided rental review programmes and
improved rentals on re-letlings (approximately 40% of the
Group's portfolio is subject to rental review or re-letting
each yean.

With the progress in letting up space at properties
subject to development, principally Ensign Court, the
overall occupancy levels in London and the South East
improved from 85.1% to 86.1%. Occupancy fevels in the
Midiands also improved from 93.0% to 94.2%, with
those on the Tonex portfolio remaining at 85% (the level
at the time of acquisition). This latter statistic disguises
the real level of activily at these newly acquired properties
where as a result of tenant churn not only has the quality
of the income stream improved but also an uplift of 8.6%
(on & like for like basis) in rentals was achieved over the
eight menths since acquisition.

Rents have again increased strangly throughout
the year. Average rentals of the core portfolio held at
31 March 2000 increased by 8.3% (1899: 5%) during
the year, from £6.00 per sq ft to £6.50. The principal
increases continued to be in London and the South East
where the average rent per sq ft of the core portfolio rose
by 12.5% (1999: 5.5%) from £6.87 to £7.73. The
rolling rent review and lease renewal programme
continued and in 1999/2000 impacted on 13.4% of
the opening rent oll. The uplift achieved during the year
of £0.47m on reviews and renewals represents a 20.0%
increase on previous passing levels. High levels of
accupancy, improvements in average rent and the
increase in size of the portfolio have all contributed to
the 28.9% increase in turnover during the year.

Local market presence, attentive in-house
management and canstant monitoring of occupancy
and rental income gives the Group an unparalleled
understanding of its market,
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Operating review

Adding value through acquisition

Acquisitions and disposals

During the year the Group invested £77.0m in new
properties. The majority of this was in the £74.7m
acquisition of the Tonax portfolio. The remaining £2.3m
was invested in the Sugarhouse Busingss Centre, the
Shafteshury Business Centre and in a small plot of land
at Brook Road, Redhill. All these properties are adjacent
'lo existing investrent properties held by the Group

{3 Mills Studios, Pall Mall Deposit and Hooley Lane
respectively).

The Tonex acquisition represented a major opportunity
for the Group. The portfolic was well known to the
Company, having monitored its performance and progress
far some time. With its strong London and South East
presence and focus on short-term leltings 1o SMEs, the
properties and their use were closely allied to the Group's
existing holdings. Our knowledge of the market and the
portiolio greatly reduced the customary risks associated
with such a large acquisition and enabled us to move
quickly when it became avaifable This acquisition
followed the paltern of a number of previcus acquisitions
where vendors seeking an ofi-market sale recognised
Waorkspace Group's ability to assess and complete
transactions quickly.

The Tonex properties themselves, whilst generally
sound and located well, had not been improved to the
standard operated elsewhere within the Group's portfolio.
They offer considerable scope for improvement through a
rolling programme which will add considerably to the
reversionary rental potential of the portfolio.

During the year six properties, together with a parcel
of land at one further property, were scld. Two of the
sales, Westgate and Malham Road, were properties held
at 31 March 1999 but which hag limited growth
polential. These were sold for an aggregate sum of
£1.51m and an excess of £0.10m (7.1%} over valuation
at 31 March 199%. The other four properties and land
parcel were part of the Tonex portfolic and realised an
aggregate sum of £3.93m, an excess of £0.67m
(20.8%) over cost.
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The Group has identified a number of other sites
where there is potential for added value through
conversion (o residential/live-work, retail or leisure uses
and where disposals in due course might occur.
tn addition to these potential opportunities there are a
number of cpportunities to add value by extending,
upgrading or converting existing properties to produce
additional workspace for letting to SMEs. Through these
schemes and the recycling of capital released on
disposals. the Group is able to enhance shareholders’
interests without recourse to new capital.

In July 1999 3 fire completely destroyed the Group's
property at Ferry Lane, Rainham. Subseguently the
Group’s claim was settled with insurers at £1.55m,

The property was valued at £0.94m at 31 March 1999
and the cleared site at £0.45m at 31 March 2000.
Allowing for costs of clearing the site and settling
compensatian with existing tenants a sum of £0.66m
has been taken to profit.

Shortly after the year end the Group announced a
joint venture with Copthorn Homes for the development of
some vacant land for residential use at its 3 Miils Studios
property. Negligible value is attributed to this land in the
Group's books. The Group holds cther properties where
similar schemes are possible. In most cases these
opportunities can be realised without significant erosion
of the Group's core activity of provision of accommodation
to SMEs and, through partnering or outright sale, without
taking development risks.

Acqguisiticns during the year were made at a net
aggregate yield of 9.16% with disposals at 8.34%.




Operating review

Adding value through acquisition continued

Acquisitions in 1999/2000

Purchase price

Initial annual income

Description £ £
Sugarhouse Business Centre Freehold
Stratford, London E15 {23,118 sq ft 20 units)

- Business centre 385,000 45112
Torex Portfolio, mainly London © Mainly freehoid
. 23 estates

(792 units, 1,881,302 sq ft) 74,700,000 6,807,754
Brook Road, Redhill Land adjacent to existing storage

land holding 250,000 20,000
Shaftesbury Business Centre Freehold
North Kensington London W10 {13,012 sg ft 30 unit business centre) 1,700,000 180,800

Disposals in 1999/2000

Disposal price

Exit annual income

£ £

Westgate Business Centre, London E8 410,000 57,373
Malham Road Industrial Estate, London SE23 1,100,000 106,000

* Tysoe Studios, London EC1 1,330,000 81,030
*  Church Road Studios, London E12 425,000 51,835
*  Cape House {front and rear), London E14 1,100,000 70,000
* 8t Anne's Trading Estate, London E14 900,000 87,316
*  Land at Westminster Business Square, Londan SEL 175,000 -

*These properties were purchased as part of the Tonex portfolio.

In addition, notice under 2n option was served before the year end by the tenant for the purchase of South Block,
Westminster Business Square, London SE1. This sale was completed on 19 Aprii 2000 for £1,235,000, at which time
a further option agreement was entered into for the sale {at a consideration of £500,000) of some vacant land adjacent

to the property.

Workspace Group PLC annual repart and aseconis 2000




Operating review

Adding value through development

Development and refurbishment

The Group's core activity is investment in and letting of
small unit accommodation. As such it is not a praperty
development company but will from time to time engage
in development activities te improve the quality of the
assets it holds, and hence the return from these assets.

During 1989 the Group had five major projects in
pragress, with a number of smaller initiatives at other
properties. The major projects, in which £8.9m was
invested during the year, were at 1-10 Union Street,
Ensign Court, Kingsland Viaduct, Helix Business Park
(Surrey Heath) and 3 Mills Studios.

The £11m refurbishment of 1-10 Union Street is the
most significant project in orogress presently. To expedite
completion of the development, management
responsibilities have been passed through to J Sainsbury
under a development agreement which also caps the
Group's financial liability. Through this and the fixed-rent
start date of 31 March 2001 most of the risks associated
with development activity have been covered. In addition
to the £11m building refurbishment J Sainsbury will
invest approximately £9.5m in the fit-out works pricr
to taking occupation of the buifding. The works were
commenced in Seplember 1999 and should be
completed, with J Sainsbury taking occupation, by
September 200C.
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Alongside the agreement for lease and development
agreement with J Sainsbury & project finance package,
secured solely against the property and the agreement for
lease, was negotiated with Nationa!l Westminster Bank.
This package provides all development finance including
interest up to rent commencement in March 2001. On
completion the Group’s investment in 1-10 Union Street
will represent a substantial proportion of the Group's
overall net worth and it is proposed that the property will
be sold to enable reinvestment in property mare closely
aligned to the Group's cere business. On rent
commencernent the estimated total costs will be £18.4m
showing a vield of 10.9%. This development has been
included in the report and accounts at cost.

Works to add an additional ficor and refurbish the
upper floors of the Ensign Court, a former flatted factory
located on The Highway in the fringe of the City of
London, werg completed in 1999. This space (15,983 sq
ft) was let to News international on a 14-year lease
(coterminous with the earlier letting of the ground floor to
Oddbins) at a rent of £306,000, £19.15 per sq ft, in
March 2000. Following these lettings the property has
become more institutionally attractive and accordingly it is
proposed that the investment be marketed during
2000/01.

The programme of improvement at Kingsiand Viaduct
Is now largely complete. This series of 105 railway
arches streiches for a mile between Broadgate in the City,
to Dalston in Hackney, and comprises around 290,000
sq ft of space. Workspace Group is in a partnership
agreement with The London Borough of Hackney and
London Transport, under which it acquired an income-
sharing long-leasehold interest in the property in return
for an obligation to invest £2.3m. For the past four years
a rolling refurbishment programme has resulted in 88
arches being improved. Rents for the newly-refurbished
arches have been well ahead of our initial expectations.

Work on the 19,645 sq ft Helix Business Park was
completed on programme and to Hudget. This is a new-
build scheme of 20 units of small-unit fight-industrial
warkspace in Camberley and is a joint venture with
Surrey Heath Borgugh Council.




The property has attracted considerable interest and by
tate May 2000 seven units had been let al an average
rent of £10.19 per sq ft. It is anticipated that at full
occupancy the estate will vield £178,500, showing

a 12.2% return on invesiment.

At 3 Mills Studios, the Group has this year focused
an promoting the accommodation created during the
conversion of the former bottling plant to create Rush
House and the Rooftop and Waterhouse Studio
complexes. In addition, works were completed {o create
20 moorings for narrowboats on the site.

The refurbishment of the adjacent Sugarhouse Yard to
bring back into use 45,500 sq ft of space has
commenced. As noted eatlier, a joint venture with
Copthorn Homes was agreed following the year end for
the development of residential accommodation on a
vacant part of the site. Letting performance during the
current year will be important in setting the future pace of
development work at 3 Mills Studios.

Warkspace Group PLC annual repert ang accounts 2000
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Operating review

Adding value through investment

The iavestment portfalio

At 31 March 2000 the Group owned 34 estates: some
5.68m sq ft of accommeodation in 3,523 lettable units
with an aggregate valuation of £312.4m. 86.1% of the
portfolio by valuation, and 77.6% by space, is in London
and the South East, with the rest in the Midiands.

The Tonex portfolio acquired during the year represents
726.3% by value, 31.8% by space, of the total year-end
holdings.

Portfolic valuation

At 31 March 2000 Insignia Richard Ellis vatued

the Group's portfolio at £312.4m showing a surplus
{for accounts purposes} of £31.2m.

The valuation was conducted in compliance with the
Practice Statements contained in the Appraisal and
Yaluation Manual prepared by the Royal Institution of
Chartered Surveyors on the basis of open market
valuaticn as defined in Statement 4.

16 Waorkspace Group PLC annugt regort and ascounts 2600

The £216.3m sum for freehold properties includes a
valuation of £18.7m for 1-10 Union Street, Southwark.
Since this property is classified as undergoing
development it is shown in the accounts at its book cost
of £10.9m. The short leasehold Alpha Business Centre,
valued at £0.35m, is also included in the accounts
at a nominal £1. For accounts purposes, therefore,
the Group's properties are valued at £304.3m,
as shown below:

Analysis of valuation at 31.3.2000

Financial

Valuation Adjustment accaunts

£m £m £m

Freehold 2163 {7.8) 2085
Long leasehold 958 - 95.8
Short leasehold 0.3 (0.3) -
Total 3124 (8.1) 304.3

For properties held threughout the year {(comparing their
value at 31 March 1999, plus additions and
improvements at cost, with that at 31 March 2000} the
uplift was £24.2m or 13.2%. A further uplift of £7.0m
or 8.1% arase from acquisitions.

Again we commissioned the Investment Property
Databank {IPD) to compare ocur portfolio’s ungeared
performance with the All-Fund (All-Property) index aver
one, three and five calendar years. The Group's
performance exceeded the All-Fund index by a wide
margin in all these periods and achieved first percentile
performance when measured over the one and three
year pericds.

Workspace Group v IPD All-Fund Index {%)

Cne year Three years Five years

% % %

Workspace Group 249 227 19.6

IPD All-Fund 15.2 151 121
Workspace Group

Percentile rank 1st 1st 2nd

Improvements in valuation arise partly from market
mavements but also as a result of value-adding activity
through acquisition, management and refurbishment/




redevelopment. Comparison against indices such as these
segregates simple market movement from value-adding
activity. With its top-ranking performance over the
medium term the Group has demonstrated its ability

to generate enhanced returns from its investments.
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Operating review

Adding value through best practice

Environmental and ethical approach
The Group pays careful regard to the environmental
impact of its activities, Its approach is twofold, First, all
proposed acquisitions and existing property holdings are
investigated carefully to identify the extent of any
contarnination or potential contaminating activities
previously present on site. These studies have identified
that almost all the Group's properties were unlikely to
suffer from contamination and that at those properties
where the risk was higher, this was uniikely to give rise to
damage and any associated liability. These reports have
been made available to Insignia Richard Ellis for the
purposes of the valuation. Second, the intensive style of
management adopted by the Group and the risk
assessment and management programme undertaken
jointly with the Group's insurers, CGL, assists the
recegnition and prevention of pollution risks by its current
tenants. As with all other risks, the Board has nominated
a Director with specific responsibility for management of
the Group's exposure to environmental and associated
risks, and the risk is monitored regularly at Board level.
The Group considers that ethical and environmental
policies should be founded not just on the avoidance of
recognised unaccepiable practice but on active
implementation of policies and practices that benefit the
communily. It has published a statement on its practices
and pglicies with an action programme for the year
ahead. This statement and the Group’s performance
against the criteria will be reviewed annually as the Group
seeks continuous impravement in its practices in this
area. Coples of this stalement may be obtzined from the
Company Secretary at the Company’s registered office.

Risk management

The introduction of Turnbull has obliged all listed
companies to address their risk management practices.
The Board of Workspace Group believes that risk
assessment and management was substantively covered
by the Group's and Board's existing procedures. However,
the Board has now formalised 1S reporting arrangements
in this area through a regular review of all major risks.
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The Group invests in secondary accemmodation et
genarally to smaller businesses who have a weaker
covenant. This has traditionally been perceived as a
high-risk activity. However, the Group has nearly 3,000
customers and receives in excess of 4,600 enquiries for
space per annum. Its exposure therefore to any single
tenant or business sector is low. The letting risk is better
assessed against the dynamics of the SME sector in the
areas in which the Group operates rather than the
fortunes of any ane or group of tenants.

The SME sector is resilient, growing and supporled by
all pofitical parties. The properties held by the Group are
generally ideal for long-term use by SMEs, whose space
requirements are generally simpie. Qur buildings are less
prone to obsolescence, 1o change in technical and
techneological requirernents and fashion than many.

With the scale of our activities and the levels of our
enguiries, the Group is well positioned to detect
developing trends in its custormer group and so adjust
its service offering to maintain its relevance.

Day-to-day management of the Group’s operations,
including letting and property and financial managemaent,
foliows simple but carefully constructed processes.

The high numbers of tenants coupied with a high churn
rate generate high volumes of activity. These demand
responsive systems and procedures.

Through regular routine reporting of key statistics the
Group is able to monitor developing patterns in its estates
and respond swiftly.

As the Group’s activities have expanded so has the
awareness of the “Workspace Group” brand in the SME
sector. This has been reinforced by a strong marketing
programme to develop the brand with the objective of
protecting and growing market share.

The commercial risks of the business are not the
traditionally perceived property risks but more akin to
those taken by a business-to-businass service provider
delivering services to the SME sector. Workspace Group
though has the added comfort that payment for these
services is provided in advance. By contracting with its
custormers for fixed regular payments, made in advance
and often further secured by a deposit, financial risk is
greatly reduced.




The level of occupancy at which the Group breaks
even, has been In the range 55-60% throughout the last
five years. With current occupancy of 87.5% and a
lowest leve! during the last economic downturn of 75%
the Group has substantia! resilience to changing
ecenomic circumstances.

Like most businesses the Group carries economic
cycle risks. Experience has shown that this tends to be
late cycle and smoothed. The former arises since
customers typically operate cut of a single unit and so
do not have the option of downsizing as readily as larger
businesses. Consequently custamers will tend to trade
through any cyclical downturn and where failure occurs
it is generally later in the cycle. This downsizing is
smoothed since government initiatives operate to support

SMEs during the downturn, effectively reducing the levels
of faitures. Business faiture in itself is predominantly the
result of individual problems of traders, not through

a failure of their markets.There are often others who
step in and service the market of the failed businesses,
This produces a continuing supply of SME customers.
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Operating review

Adding value: the future

20

Priorities for 2000/01

Last year the Group expanded its customer base, and its portfolic, by almost 40%.
It strengthened its management structure and staffing. It met its financial targets
for growth in profits and net asset value. With these foundations, the Group is
well placed to continue its progress.

The following specific pricrities are identified for 2000/01:

® To maintain high occupancy levels on the core portfolio {(30% to 95%)
and continuing rental growth.

® To extract value from the newly acquired Tonex portfolio.

® To acquire further investment properties in the core areas of London,
the South East and the Midlands. Expansion outside these areas is not ruled out
where an acquisition would be of sufficient size and potential returns to justify
establishing a new region.

® |f market conditions are right, to dispose of those properties where we can no
longer add value by our intensive management.

® To add value to our existing estates by selective refurbishment, extension
and cther initiatives.

® To extend the Group’s services offering, taking account of new technologies to
ensure we remain at the leading edge of service provision to our customers.

® Tp continue to increase profits, earnings per share, dividends and net asset value

per share,

W@Wi

Harry Platt
Chief Executive
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Management and employees

R Mark Taylor

BSc FCA

Finance Director and
Company Secretary

Mark Taylor (49) joined
the Group in October
1995 as Finance Director.
He trained with Touche
Rass and was previously
employed for 16 years by
John Laing PLC, lattery as
Joint Managing Director of
Jonn Laing Developmenis
and Director of Group
Investments. Following this
he waorked for a short
period with the Ministry of
Defence.

Alan H Cherry
MBE FRICS Hon MRTPI
Deputy Chairman*

Alan Cherry (66) joined
the Board in 1992, He is
Chairman of Countryside
Properties PLC, a listed
house building, property
development and
investment company. He
is also a member of the
board of the East of
England Development
Agency, a directar of the
East of England tnvestment
Agency and a member of
the Urban Task Force.

He was & founder partner
of the estate agency firm
Bairstow Eves.

Madeleine Carragher
FRICS
Operations Director

Maddy Carragher {45) has
waorked for the Group since
its establishment, initially
as Estates Surveyor.

She is responsible for

the development and
implementation of the
Group’s marketing strategy
and the promeotion, letting
and overall management
of the Group’s estates. She
was promoted to the main
Board in January 1996.
Prior to joining the Group
she was a surveyor at
DE&J Levy.
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Phillip B Rhodes
FCA
Chairman*

Phillip Rhodes (53) joined
the Board in July 1992
and was appointed
Chairman in Qctober
1999. He has been joint
Managing Rirectar of TLG
plc, the holding company
of the Thorn Lighting
Group, and a director of
BET PLC. He previously
worked for Guinness PLC
and Glaxo Holdings plc in
both financial and general
management positions.

J Patrick Marples
ARICS
Property Director

Patrick Marples (44) has
worked as a property
consultant for the Group
since 1987, He joined the
Board in November 1996
as Property Director,
responsible for the
investment management
of the Group's property
portfolia. Prior to beceming
an independent property
consultant in 1986, he
was an associate partner
of DE&J Lewy.




Harry Piatt
MA MRTF
Chief Executive

Harry Platt (48} joined the
Group as Director and
General Manager in April
1991, became Managing
Director in April 1992 and
Chief Executive in Qctober
1999. He was Chief
Executive of Harlow
District Council between
1983 and 1989 and
hefore that Assistant Chief
Executive at the London
Borough of Greenwich.
Prigr to joining the Group,
he was Cperations Director
of Dixons Commercial
Properties Limited.

Christopher Pieroni
BA MSc PhD*

Chris Pieroni (42) joined
the Board in January
2000. After teaching
Economics at Cambridge
in the 1980s he joined

PA Cambridge Economic
Consultants before moving
an to Price Waterhouse.
He joined Colliers Erdman
Lewis (CEL) in 1993 and
was responsible for the
Research and Consultancy
Department before
becoming Chief Operating
Officer of CEL and Head of
International for the group.

Workspace Group aims to be an equal opportunity employer. In its
recruitment, staff training and development and premgtional policies, it aims
to avoid discrimination on grounds of sex, race, age or disability. At 31 March
2000 the Group had 130 employees with an average age of 42 years, and
average period of service with the Company of 3.7 years. 41% of staff were

female.

The Group achieved Investor in People accreditation in 1997. Over recent
periods it has paid particular attention io the training of its staff in customer
care skills. The Group continues to monitor its staff and their training
requirements as its business develops.

Advisers

Auditors
PricewaterhouseCocpers
1 Embankment Fiace
London WC2N 6NN

Solicitors
MNorten Rose
Kempscn House
PO Box 570
Camomile Street
London EC3A 7AN

Bankers

National Westminster
Bank Pic

1 Princes Street

tondon ECZR 8PA

Financial advisers
and stockbrokers
WestLB Panmure
Limited

New Broad Sireet House
35 New Broad Street
London EC2M INH

Registrars
Computershare
Services Pic

PO Box 82

Caxton House
Redcliffe Way

Bristol BS99 7N4

Tel (0870) 702 0000

~MNon-executive and member of Remuneralion

and Audit Commitiees.

Registered office

and headquarters
Magenta House

85 Whitechapel Road
London E1 1DU

Tel 020 7247 7614

Fax 020 7247 Q157
Email:
info@waorkspacegroup.co.uk
Website:

www. workspacegroun.co.uk

Registered number
2041612
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Financial review

Profits

Profits before tax at £8.76m are 5.35% ahead of last year. Despite an increased taxation charge (effective rate up from 21.4% to
25.5%), earnings per share increased by 0.4p to 41.6p. For trading operations {ie excluding profits and losses on disposals together
with other cne-off costs) profits before tax were 19.5% and earnings per share 20.4% ahead of last year. The valuation surplus of
£31.2m represents £1.98 per share, taking the net asset vaiue at 31 March 2000 to £9.04 per share (1999: £6.83}, an increase
of 32.4%. This continues the unbroken pattern of growth delivered by the Group since its flotatien in December 1993,

1999/2000 growth 1998/99 growth Compound growth 1995-2000
Improvement in trading PBT 15.5% 24.0% 28.0%
Improvement in EPS 1.0% 31.6% 15.5%
Improvement in dividends per share 10.5% 11.8% 16.0%
Improvement in NAV 32.4% 30.6% 22.1%

The strong underlying growth in 1999/2000 was a reflection of the improvement in rental income and the contribution from the
newly-acquired Tonex portfolio.

Overheads (excluding other items) have fallen as a percentage of turnover from 15.1% to 14.5%. Net interest increased during
the year by £3.84m. The increase in interest costs was attributable principally to the increased levels of borrowings following the
£74.7m Tonex acguisition which was financed entirely by debt. Iriterest costs of £0.74m (1999: £0.73m) were capitalised during
the year. These relate to interest charges on developments at 3 Mills Studios, Helix Business Park, Ensign Court, and 1-10 Union
Street. The Group considers that with its careful focus on asset values underpinned by six-monthly independent valuations, its policy
of capitalising interest presents no risk of overstatement of asset values.

The £993,000 of interest payable classified as “Other items” comprises breakage costs on repayment of mortgages of £528,000,
and the write off of previously capitalised loan costs of £465,000 {both relating to the refinancing of the Group's existing mortgages
at the time of the acquisition and new financing).

Taxation

The effective rate of corporation tax in 2000 was 25.5% (1999: 21.4%). The effective rate excluding surpluses on property disposals
was 24.3% (1999: 23.8%). The rate increased during the year as predicted last year due to the absorption of all previously written-
off ACT and capital losses in previous periods, with the result that none was available for off-set in 2000, 1t is likely that the Group’s
effective rate will stabilise at 27% or thereabouts.

Dividend

A final dividend of 15p per share is proposed. The interim dividend was 6p per share, and so the total dividend proposed for the year
is 21p. The dividends are coversd 1.98 times by earnings {(1.91 times if based on trading income conly). The appropriation

of income during the year is illustrated on page 18.

Internal performance measures
Internal benchmark comparison shows:

2000 1999 1658 1997 1996
Performance measures £000 £000 £000 £000 £000
Turnover per member of staff 277 277 247 231 209
Year-end investment in property (per member of staff} 2,340 2,268 1,867 1,610 1,506
Administration costs as a percentage of revenue 14.5% 15.1% 14.2% 14.6% 13.0%
Total return on equity 36.9% 36.3% 32.5% 27.5% 8.7%

Return on equity is computed by reference to pre-tax orofits plus valuation surpluses/deficits divided by opening shareholders™ funds
{allowing for share capital increases during the year). Our target is to achieve over a 20% return on equity year on year, and in due
course (with expansion of the portfolio) to maintain administration costs as a percentage of revenue at below 12%.

Financing
During the year a number of major financing initiatives were completed.

In order to finance the £74.7m purchase cf the Tonex portfolio and repay certain existing foans a new £122m facility was
negotiated with WestLB, This facility was drawn down at completion of the acquisition. The funding was structured initially as a
secured term loan. However the loan was subsequently refinanced through a transfer into a commercial paper programme operated
by WestLB, thereby reducing the funding costs by 15-20 basis points. 1t is intended that in due course the financing via the
commercial paper programme will be refinanced through & bend issue. Whilst commercial paper is essentially a short-term financing
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instrument, by backing this with various liquidity facitities and a fall-back term loan commitment from WestLB, security (for ten vears)
and continuity of financing is assured. Securitisation was chosen as an appropriate funding route by comparison with existing facilities
partly because it offered the opportunity to ringfence liability and hence risk at a time when relatively high (148%} gearing levels
were being assumed. its reliance on interest and debt service cover covenants in place of the more conventional interest and
loan-to-value ratio covenants was also a key factor. Interest/debt service is driven by cash generation, which is the principal

financial driver applied by Workspace Group.

Separately a £14.4m project finance package was negotiated with National Westminster Bank to fund the development works at
1-10 Union Street. The loan has a maturity of 14 September 2002 extending 18 months beyond the rent commencement date
under the Sainsbury lease. The facility was structured to cover all development expenditure together with interest to the rent
commencement date. Following this date all interest accruing, which will be covered 1.85 times by the £2.0m rental payment,
will be paid. Drawdown under the loan also released £1.5m of the Group's investment in the property. Interest on the loan is at a
margin of 1.10% over LIBOR until practical completion when it falls to 1.00%. The loan is ringfenced, being secured only against
the Group's investment in the property and the Sainsbury lease. The Group will be seeking to dispose of this asset during 2000/01,
On disposal it is anticipated that the property will yield 10.9% on the Group's investment of £18.4m.

Finally, the Group has increased and extended its revolving property loan facility with National Westminster Bank from £13m to
£23m with a maturity of 18 months. The interest rate on this loan has bean reduced from a margin of 1.5% to 1.1% over LIBOR.
The Group also helds a £2.5m overdraft facility with National Wastminster Bank which attracts interest at 1.5% over base rate.

Borrowings over recent years . 2000 1999 1598 1997 1595
% fixed/hedged 93% 93% 59% 81% 52%
Average interest rates ’ 8.48% 8.91% G.56% S.11% 10.5%
interest cover 1.87 2.32 1.98 2.07 2.11
Year-end gearnng 104% 63% 85% 83% 85%

Year-end gearing of 104% improved from a peak of 148% immediately following the Tonex acquisition. With the planned 1-10 Union
Street and Ensign Court disposals it is set to reduce further. Interest cover at 1.87 is lower than last year dug principally to the higher
tevels of borrowing. Both gearing and interest cover levels are within the levels historically set by the Board of 120% and 1.5 times.
The Board again examined the possibility of redeeming or replacing its original £19.5m Debenture Stock, which carries historically
high coupons averaging 11.30%. This initiative was not pursued due to the potentially high cost of redemption. The Debenture and
Convertible Loan Stock represents just 16% of total borrowings (199%: 28%). As at 31 March 2000 the total Group indebtedness
{bank borrowings net of cash in hand and at bank) amounted to £148.7m {1999; £68.4m). The maturity of net debt and the
Group's borrowings by source at 31 March 2000 are shown below:

Maturity of net debt % Borrowings by source %

Under 12 months (3)% Debentures 13%
Between one and five years 21% Convertible loan stock 3%
Between five and ten years 24% Commercial paper/funding 77%
Over ten years 58% Bank borrowings 7%
Total 100% Total 100%

The Group had further facilities of £19.0m undrawn at 31 March 2000.

At 31 March 2000 the average cost of floating rate funds was a margin of 1.03% over LIBOR or base rate (1899: 1.26%).

At 31 March 2000 the secured borrewings were covered 2.05 times by the value of charged property (with a further £14.8m uncharged
giving an overall cover of 2.16 times). It should be noted that the market price of the Company’s ordinary shares has risen above the
conversion price of £5.00 for the Company's £4.04m of Convertible Loan Stock. The Directors believe that most stockholders, whe
receive interest at 11% on their investment, will wish to retain their stock for the time being because of its superior income yield.

Balance sheet and cash fiow

The Group's net current liabilities at 31 March 2000 were £8.52m (199%: £13.86m). Current liabilities include tenants’ depaosits
in the form of advance rent payments and quarterly and monthly rents and service charge payments in advance amounting in
ageregate 1o £6.9m (1999: £4.0m). The Directors consider that in the normai course of business these liabilities are unlikely to
require payment and properly form part of the working capital of the Group. Operating level net cash inflow of £20.2m (1999:
£14.9m) improved, principally due to the contribution from the newly acquired properties together with increased profitability from
existing properties.
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Report on Directors’ remuneration

Procedure

The Board reports to shareholders on Directors’ remuneration as set out below. In this matter the Board is advised by a Remuneration
Committee composed of the three independent Non-executive Directors of the Company — Mr P B Rhodes (Committee Chairman),

Mr A H Cherry and Dr C Pieroni. Dr Pieroni will assume the rele of Chairman of the Committee during the current year. The
Committee is required annually to consider and review all aspects of the Executive Directors' employment, performance and
remuneration and the Group's policies on these matters, and te make recommendations to the full Beard. The Committee doss

not make recommendations on the remuneration of Non-executive Directors, which is 2 matter solely for the full Board.

Tne Remuneration Committee consulis with the Chief Executive abeut its proposals where appropriate and is able to obtain
independent professional advice from remuneration and other consultants in order to carry out its duties. The members of the
Rermuneration Committee attend the Company's Annual General Meeting and are available to answer shareholders’ questions
about Directors’ remuneration.

Policy on remuneration of Executive Directors and senior executives

1 Level of remuneration
The Group aims to ensure that remuneration packages offered are competitive and designed to attract, retain and motivate
Executive Directors and senior executives of the right calibre.

2 The main components

The Group operates performance-related reward policies in which targets are measurable. These are designed to provide for
a significant element of “at risk” pay, which is only available when good resulis are achieved. In this way, shareholders and
empioyees share in success. The main components are:

i Basic salary

Basic salary for each Director has been fixed taking info account advice from independent sources on the rates of salary for similar
jobs in a selected group of comparable companies, and in the performance of the individuals. Increases in basic salary were again
awarded in 1999-2000 to take account of the increased demands of the Group’s business.

if Annual performance bonus

The Group operates an annual bonus scheme which provides for a variable cash bonus based on profit and property portfolio
performance measured against budget and improvements over the preceding year. The annua! bonus for 1999-2000 was 25%
of basic salary.

iii Long-term incentives

in addition to the annual bonus referred to above, the Group seeks to encourage and reward good long-term performance

by providing incentives linked to the performance of the Company’s shares. For 1999-2000, as in the previous year, the Board
has decided to provide these incentives in the form of options on ordinary shares,

iv Share options

The Group believes that share cwnership by Executive Directors and senior managers strengthens the link between their persenal
interests and those of ordinary shareholders. On 1 April 1999 the Board, on the recommendation of the Remuneration Committee,
granted the following options exercisable at the then ruling mid market price of £4.995:

Executive Directors No of options
A R Porter 7,580
H Platt 14,740
M Carragher 18,034
R M Tayicr 17,000
J P Marples 17,000

74,354
Senlor managers 15,508
Total 89,862
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The above options were granted pursuant to the rules of the Company’s 1993 Share Option Scheme (full details of Directors' share
options are provided on page 30}. The exercise criteria determined by the Company require that no option may be exercised unless
earnings per share cver the period of three years from 31 March 1999 increase by a percentage which is not less than 3% more
than the corresponding rise in RPI, expressed as a percentage. over the period. All of the total of 859,862 options granted during
the year were granted pursuant tc an annex to the Scheme which is "unapproved” for income tax purposes. These options have a
seven-year life expiring on 31 March 2006.

it is proposed that a new share option scheme, to replace the existing 1993 Scheme which no longer conforms with best
practice as advised by the ABI, be intreduced to regulate the issue of share options. An EGM, which is fo follow the Company’s AGM,
has been called to seek sharcholders” approval to this scheme and a circular concerning the proposals accompanies this report and
accounts.

v Pensions
The Company operates a defined contribution ("money purchase™ pension scheme for Executive Directors. Because the Board
regards annual cash bonuses as an integrat part of remuneration they are treated as pensionabie.

Total emoluments (excluding options and top up entitiements under the Long-Term Bonus Scheme) of the Directors for the year are
shown below.

Pension Pension
Total scheme Tetat scheme
Basic Performance Other  remuneration  contributions remuneration contriputions
Fees salaries  * bonus benefits 2000 2000 1959 1999
£000 £000 . £600 £000 £CO0 £000 £000 £000
Executive Directors .
A R Porter - 862.4 - 205.1 267.5 10.3 180.2 30.1
H Platt
{Chief Executive) - 143.5 40.3 11.9 195.7 17.5 198.6 199
M Carragher
{Operations Director) - 101.3 253 43 130.9 20.9 1393 24.1
R M Taylor
{Finance Director) - 101.3 25.3 85 135.1 209 141.5 14.3
J P Marples
{Property Director - 100.0 25.0 2.1 1331 20.6 133.7 22.5
Non-executive Directors
(Fees)
P B Rhodes
{Chairman) 50.0 - - - 50.0 - 20.0 -
A H Cherry
(Deputy Chairman) 200 - - - 20.0 - 20.0 -
C J Pieroni 4.2 - - - 4.2 - - -
74.2 508.5 1159 237.9 936.5 90.2 8333 110.8

Mr Porter resignad as Chairman of the Company on 30 September 1999. A payment of £19%,000 by way of compensation for 19ss
of office was made and is included in Other benefits in the above table.

There are accrued top-up entitlements under the long-term bonus incentive scheme operated for 1995/96 and 1996/97 (payable in
1999 and 2000}, These represent the total sums payable in the event that the qualification criteria are met over the qualifying period
for each potential bonus award and are set out below. Entitlement for payment relating to 1995/36 crystallised during the year and
is detailed below. The entittement for 1996/97 will crystallise in June 2000.
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Report on Directors’ remuneration

Accrued Bonus Accrued

entitlement! payments entitlement

1,499 made in year 31.3.00

£000 £000 £000

H Piatt 253 (6.5) 188
M Carragher 14.7 {1.3) 13.4
R ¥ Taylor 16.6 {2.3) 14.3
J P Marples 5.7 - 5.7
62.3 (10.13} 52.2

Service contracts and notice periods

All Executive Directors have rolling service contracts requiring 12 months' notice of termination on either side.

Non-executive Directors
The Chairman is engaged on a three-year contract from 1 Octcber 1999, with the Deputy Chairman on a two-year contract from

29 July 1899,

Dr Christopher Pieroni was appeinted as a Non-executive Director on 17 January 2000 on a three-year contract. As a new
appointment this is subject to ratification at the Annual General Meeting.

The appointment or reappointment and the remuneration of Non-executive Directors are matters reserved for the Board. The annual

fee payable to the Chalrman’is £8C,000 and to each cther Non-executive Directer £20,000.

23
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Report of the Directors

The Directors present their report and the audited accounts for the year ended 31 March 2000.

Principal activities

The Group is engaged in property investment in the form of letting small units of business accommedation located in the South East
and the Midlands, intended primarily for new and small businesses. The Company has 14 active subsidiaries, ten of which are
engaged in the Group's core activities. Details of the Company’s subsidiaries are listed on page 52. LI Property Services Limited acts
as an insurance agent and Enerjet Limited provides supplies of gas and electricity to its customers. Workspace Management Limited
acts as manager for all the Group's property investment companies. Workspace Holdings Limited is an intermediate holding company
formed for the purposes of the financing with WestLB.

Operating and financial review
A review of the Group's operations and financial affairs is set out on pages 6 to 25 of this report.

Profit and dividends

The Group profit after tax for the year attributable to shareholders amounted to £6,523,000 {199%: £6,536,000). The Directors
recommend the payment of a final dividend of 15.0p (1999: 13.5p) net of tax making a total of 21p net of tax for the year
(1999: 19p) leaving £3,225,000 te be transferred to reserves (1999: £3,547,000).

Fixed assets

The Group's fixed assets consist of investment properties £304,248,000 (1999; £185,278,000) and other assets £2,132,000
(1999: £2,203,000). The Group's investment properties have been independently valued by insignia Richard Ellis, Chartered
Surveyors, at 31 March 2000 at open market value. The surplus on revaluation (£31,209,000) has been carried {o the revaluation
reserve.

Directors

Mr P B Rhodes, Mr A H Cherry, Mr H Platt, Ms M Carragher, Mr J P Marples and Mr R M Taylor served the Company as Directers
throughout the year. Mr A R Porter resigned on 30 September 1999, Dr C Pieroni was appointed as a Director on 17 January 2000
and, being eligible, offers himself for re-election at the Annual General Meeting. Mr P B Rhodes and Mr J P Marptes retire by rotation
and, being eligible, offer themselves for re-election at the Annual General Meeting.

Directors’ interests
The beneficial interest of the Directors and their families in the ordinary shares of the Company are as follows:

31 March 31 March
Qrdinary shareholdings: 2000 19489
P B Rhodes 4,909 4,909
A H Cherry 1,000 1,000
H Platt 35,331 7,341
M Carragher 6,607 6,607
J P Marples 940 940
C J Pieroni - _
R M Taylor 3,948 3,948
Total 52,735 24,745

Nong of the Directors has a beneficial interest in the shares of any other Group company.
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Report of the Directors

Ordinary share options
Directors’ options on ordinary shares

Exercised/ Granted

At lapsed during during At Exercise Normal ezercise dates
31,399 the year tha year 31.03.00 price From To
H Platt 30,000 (30,000) - £3.50 21.10.1984 20.10.2001
21,430 21,430 £3.20 7.1997  7.12.2003
20,438 20,438 £3.25 7.19588 7.12.2004
78,132 78,132 £3.40 25.6.2000 24.6.2004
21,000 21,0600 £4.51 25.6.2001 28.6.2005
4,058* 4,058* £4.25 - 1.9.2003
14,740 14,740 £4.995 1.4.2002 1.4.2006
M Carragher 10,000 10,000 £3.50 21.10.1994 20.10.2001
11,710 11,710 £3.20 7.1887 7.12.2003
15,155 15,155 £3.25 7.1998 7.12.2004
63,135 63,135 £3.40 25.6.2000 24.6.2004
4,181* 4,181* £3.30 - 1.9.2002
21,000 N 21,000 £4.51 29.6.2001 28.6.2005
18,034 18,034 £4.995 1.4.2002 1.4.2006
630* 680~ £5.40 - 1.9.2006
R M Taylor 66,176 66,176 £3.40 23.6.2000 24.6.2004
8,824 8,824 £3.40 25.6.2000 24.6.2007
1,045* 1,045* £3.30 - 1.9.2002
21,000 21,000 £4.51 29.6.2001 28.6.2005
3,247% 3,247~ £4.25 - 1.9.2003
17,000 17,000 £4.995 1.4.2002 1.4.2006
J P Marples 66,176 66,176 £3.40 23.6.2000 24.6.2004
8,824 8,824 £3.40 25.6.2000 24.6.2007
21,000 21,000 £4.51 29.6.2001 28.6.2005
17,000 17,000 £4.995 1.4.2002 1.4.2006

Total 496,531 (3C,000} 67,454 533,985

* Options obtained under the rules of the Group's Employee Savings Related Share Option Scheme. All other options have been granted under the
rules of the Company's Executive Share Cption Scheme.

H Platt exercised his options cn 30,000 shares under the Company's Executive Share Option Scheme on 14 February 2000.
The market price of Workspace Group ordinary shares on that date was £7.85.

The rules of the Company's share option schemes provide that in all cases performance criteria expressed varicusly in terms
of total profits, or net assets per share or earnings per share, must be achieved before options can be exercised.

The middle market price of Workspace Group PLC ordinary shares at 31 March 2000 was £8.12% and the range during the year
to that date was £5.05 to £8.25.

The Company has a Directors’ and Officers' liability insurance policy which indemnifies the Directors and Officers against breach
of fiduciary duty.

Other than as indicated above, there have been no changes in these interests in the period between the balance sheet date
and 26 June 2000,

No Director had, during the year, any beneficial interest in any contract significant to the Company's business.
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Substantial interests in the share capital of the Company
At 1 June 2000 the Directors had been notified of the following shareholdings, amounting to 3% or more of the ordinary share
capital of the Company:

Holder % of share capital
Birkby Plc 20.0%
The Prudential Assurance Coempany Limited 8.4%
Friends Provident Funds 6.7%
Scottish Life Assurance Company 6.5%
Halifax PLC Group Funds 6.5%
Norwich Union Life Insurance Society 6.3%
Newton Investment Management — Smaller Companies Fund 6.1%
Baillie Giffard Smaller Companies Fund 4.4%
The Church Commissioners 3.5%
Donations

The Company has made no political or charitable donations gther than minor sponsorships costing less than £7,700.

Health and safety
The Group's policy is to prévide and maintain safe and healthy working conditions, equipment and systems of work for all its
employees, and to provide such information, training and supervision as they need for this purpose. The Group accepts responsibility
for the health and safety of other people who may be affected by its activities.

Whilst all employees of the Group have a responsibility in relation to health and safety matters, certain staff have been designated
"workplace" responsibilities or other co-ordinating responsibilities throughout the Group, and ultimately, at Board level, the Chief
Executive has overall responsibility.

Employment pelicies
The Group aims to create a working environment in which every current or prospective employee is given equal opportunity
in selection, development and for promotion.

Purchasing policies and payments
The Group tries, wherever possible, to procure its own requirements from within its own tenant base providing tenants are
competitive on price and quality. The Group’s policy is that unless agreed ctherwise at the time of the transaction its own
payments to others for goods and services received are made on average within a month of the date of invoice,

The number of days for trade creditors outstanding at 31 March 2000 has not been calculated for the Company as it
has no trade creditors.

Year 2000

No problems were encountered by the Group in the cperation of installed equipment at its premises or in it$ computer systems
at the millennium. The costs of upgrading systems and equipment for the millennium were absorbed in the normal programme
of replacement and were not significant.

Going concern

After making enguiries, the Directors have a reasonable expectation that the Group and the Company have adequate resources
to continue in operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis
in preparing the accounts,

Annual General Meeting

The 14th Annual General Meeting of the Group will be held at the offices of WestLB Panmure Limited, New Broad Street House,
35 New Broad Street, London EC2M 15Q on Monday 31 July 2000. Formal notice of the meeting is given on pages 58 and 59.
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Report of the Directors

Special business at the Annual General Meeting
In addition to the ordinary business of the meeting, three resolutions (numbered 7 to 9) are proposed as special and are concerned
with the following matters:

a Directors’ powers to allot securities — renewal of authority

By law, directors are not permitted to allot new shares (or to grant rights over shares) unless authorised to do so by shareholders.
In addition, directors require specific authority from shareholders before allotting new shares (or rights in respect of shares) without
first offering them to existing shareholders in proportion to their holdings. Resclutions dealing with the authority of the Directors to
aliot shares will be proposed at the Annual General Meeting. Resolution 7 gives the Directors the necessary authority for the period
of five years from the date of the passing of such resclution to allot shares up te an aggregate nominal amount of £530,460 (being
one-third of the issued share capital of the Company). Resolution 8 empowers the Directors for the peried of five years fram the date
of the passing of such resolution to allot shares for cash otherwise than to existing sharehelders on a pro-rata basis up to an
aggregate nominal amount of £79,569, which is equivalent to 5% of the issued share capital of the Company. It alsc enables the
Directors, in the case of an issue by way of rights, to deal with fractional entitlements and to make such exclusions or other
arrangements as may be appropriate to resolve legal, regulatory or practical problems which might arise, particularly with regard

to overseas shareholders. !t is intended to renew such authority and power at successive annual general meetings.

b Company’s power to purchase own shares — renewal of authority

Resolution 9 authorises the Company to make market purchases (within the meaning of Section 163 of the Companies Act 1985)

on the London Stock Exchange of up to an aggregate of 1,591,381 ordinary shares (equivalent to 10% of the issued share capital of
the Company) at a minimum price per ordinary share of 10p and a maximum price of 105% of the average of the middle market
quotations of the ordinary shares as derived from the London Stock Exchange Daily Official List for the five business days immediately
preceding the day on which that ordinary share is contracted to be purchased.

This proposal should nct be taken as an indication that the Company will purchase shares at any particular price or indeed at ali.
The Directors will only consider making purchases if they believe that such purchases would result in an increase in earnings per
share and are in the best interests of the shareholders.

The authority will expire cn 30 July 2001 or, if earlier, at the conclusion of the Annual General Meeting of the Company in 2001,

By order of the Board
R Mark Taylor
Secretary
26 June 200
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Corporate governance

As a listed company incerporated in the United Kingdom reporting on a financial year ending on or after 31 December 1998 the
Company is required by the Listing Rules of the Financial Services Authority to publish a statement of compliance with the Principles
of Governance and Code of Best Practice (“the Combined Code”) developed by the Hampe! Committee following earlier work by the
Cadbury and Greenbury Committees. Save in respect of one matter, which is explained below, the Directors believe that the Company
has fully complied with the Combined Code during and after the year ended 31 March 2000.

Board of Directors

The full Board of Directors meets regularly and retains full and effective control over the Group’s activities. The normal Board
compliment of the Company comprises four Executive Directers — a Chief Executive, a Finance Director, an Operations Director
and a Property Direcior — and three Non-executive Directors who are independent of management and free from any personal
business or other relationship with the Group.

During the year the vacant post of one Non-executive Director was filled by the appointment of Dr Christopher Pieroni. Foflowing
the resignation of the former Executive Chairman and the appointment of Mr P B Rhodes as Non-executive Chairman, Mr Rhodes
has been nominated and is recognised as the Company's senior independent Non-executive Directer.

All Directors have written contracts and in the case of Non-executive Directors these specify those corporate matters that are
reserved for decision by the full Board together with the rights of individua! Directors to seek indepencent advice paid for by the
Company. Executive Directors have one-year rolling contracts of employment whilst Non-executive Directors are appointed by
the fult Board for a term not exceeding three years.

Whilst the Board retains final authority over all significant f,:apitai investment and borrowing transactions, week-by-week
management is delegated to an Executive Board consisting of the Chief Executive, the Finance Director, the Operations Director,
the Property Director and the Group’s Divisional Director of Finance operating within an annual business plan and budget set
by the full Board.

The Board has appointed a Remuneration Committee and an Audit Committee, both of which consist exclusively of the
Non-executive Directors and are chaired by Mr P B Rhodes rFca. The Audit Committee meets with the Finance Director and with
the external auditors. The external auditors attend part of each Audit Committee meeting without the presence of the Finance Director
for independent discussions. The Audit Committee reviews the annual accounts and the preliminary financiat results announcement
priar to submission to the Board, considering the compliance with accounting standards, the scope and extent of the external audit
programme and the appointment and remuneration of the auditors. The Audit Committee also considers all papers presented
to the Board on risk assessment, The Chairman of the Audit Committee reports to the Board on matters discussed at Audit
Committee meetings.

The Remuneration Committee advises the Board on executive remuneration policy and in particular makes recommendations
regarding the terms of employment of Executive Directors and senior managers, their remuneration, and the award of share cptions
and cther incentives.

Internal control
The provisions of the Combined Code in respect of internal controls require that Directors review all controls including operational,
compliance and risk management as well as financial controls. The Board has considered the requirements of the Financial Services
Authority and implemented a programme for the identification, reporting and management of risks as advised by the Turnbull
Committee. The formal requirements were not fully implemented throughout the entire year and so, whilst the Directors consider that
financial and commercial risks were monitored through the Group's procedures, the Board reports under the dispensation granted
by The Stock Exchange. A commentary on risk is included on page 18 of the Operating Review. Such a system can provide only
reasonable and not absolute assurance against material misstatement or loss.

The Company has an established framework of internzl financial controls which, inter alia, include:

a Financial reporting
There is a comprehensive budgeting system with an annual business plan approved by the Board. Operating results and cash

flow are reporfed monthly and compared with budget. Forecasts are reviewed regularly throughout the year. The Company reports
to shareholders on a guarterly basis.

b Investment appraisal

The Company has clearly-defined guidelines for capital expenditure. These include annual budgets, detalled appraisal and review
procedures, levels of authority and due diligence requirements where investment or development properties are being acquired.
Post-investment appraisals are performed for major investments.
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Directors’ responsibilities

The Directors are required by the Companies Act 1985 to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the Company and the Group as at the end of the financial year and of the profit or loss for
the financial year.

The Directors consider that in preparing the financial statements, the Group has used appropriate accounting policies, consistently
applied and supported by reasonable and prudent judgements and estimates. All accounting standards which they consider to be
applicable have been followed, subject to any explanations and material departures disclosed in the notes fo the financial statements.

The Directors have responsibility for ensuring that the Company and the Group keep accounting records which disclose with
reasonable accuracy the financial position of the Company and the Group and which enable them to ensure that the financial
staternents comply with the Companies Act 1985. i}

The Directors have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the
Group and to prevent and detect fraud and cther irregularities.
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Auditors’ report

To the members of Workspace Group PLC

We have audited the financial statements on pages 36 to 52, including the additional disclosures on page 26 to 28 relating to the
remuneration of the directors specified for cur review by the Financial Services Authority, which have been prepared under the
historical cost convention as modified by the revaluation of certain fixed assets and the accounting policies set out on page 41.

Respective responsibilities of Directors and auditors

The Directors are responsible for preparing the Annual Report. As described on page 34, this includes responsibility for preparing
the financial statements in accordance with applicable United Kingdom accounting standards. Our responsibilities, as independent
auditors, are established in the United Kingdom by statute, the Auditing Practices Board, the Listing Rules of the Financial Services
Authority and our profession's ethical guidance.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the United Kingdom Companies Act. We also report to you if, in our opinion, the Directors’ report is not consistent
with the financial statements, if the Company has not kept proper accounting records, if we have not received all the information
and explanations we require for our audit, or if information specified by law or the Listing Rules regarding Directors’ remuneration
and transactions is hot disclosed.

We read the other information contained in the Annual Report and consider the implications for our report if we become aware
of any apparent misstatements or material inconsistencies with the financial statements.

We review whether the statement on page 33 reflects the Gompany's compliance with the seven provisions of the Combined Code
specified for our review by the Financial Services Authority, and we report if it does not. We are not required to consider whether
the Board’s statements ¢n internal contrel cover all risks and controls, or to form an opinion on the effectiveness of the Group's
corporate governance proce'dures or its risk and control procedures.

Basis of opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audi{ includes

examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes

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 appropriate to the Cempany’s circumstances, consistently applied and adequately disclosed.
We planned and performed our audit sc as to obtain all the information and explanations which we considered necessary in order

to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement,

whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the

presentation of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the Company and the Group at 31 March
2000 and the profit and cash flows of the Group for the year then ended and have been properly prepared in accerdance with the
Companies Act 1885,

PricewaterhouseCoopers //'Vfcfén* z'vé" otid c‘/¢‘7t-£r§
Chartered Accountants

and Registered Auditors

1 Embankment Place

iLondon WC2N 6NN

26 June 2000
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Consolidated profit and loss account

For the year ended 31 March 2000

Trading Other Trading COther

operations items Tota! operations iterns Total

2000 2000 2000 1999 1989 1939

MNotes £000 £000 £000 £000 £000 £000

Turnover — continuing operations 1 29,317 - 28,317 22,741 - 22,741
Rent payahle and direct costs 1 (7,609) - (7,609) (6,071} - (6,071}
Gross profit 21,708 - 21,708 16,670 - 16,670
Administrative expenses {4,255} - (4,255) (3,426} - (3,426)
Operating profit 17,453 - 17,453 13,244 - 13,244
Surplus on disposal of investment properties 2 - 1,429 1,429 - 1,352 1,352
Interest receivable 3 245 - 245 135 - 135
Interest payable 4 (9,373} {993) (10,366) (6,415) - {6,415}
Profit on ordinary activities before taxation 5 8,325 436 8,761 65,8964 1,332 8,316
Taxation on profit on ordinary activities 7 (2,019) {219) {2,238} (1,659) (121} (1,780)
Profit on ordinary activities after taxation 6,306 217 6,523 5,305 1,231 6,536
Profit attributable to shareholders 6,306, 217 6,523 5,305 1,231 6,536
Dividends 8 (3,298)- - (3,298} {2,989) - {(2,989;
Retained for the year . 20 3,008 217 3,225 2,316 1,231 3,547
Basic earnings per share 9 40.2p l4p 41.6p 33.4p 7.8p 41.2p
Diluted earnings per share 9 39.7p 1.3p 41.0p 33.6p 7.3p 40.9p
2000 1999

£000 £000

Profit for the financial period 6,523 5,536
Unrealised surplus on revaluation of investment properties 31,209 21,843
Total recognised gains relating to the financial period 37,732 28,379
2000 199%

£000 £000

Reported profits on ordinary activities before taxation 8,761 8,316
Realisation of property revaluation gains/(losses) of previous years 840 109
Historical cost profit on crdinary activities before taxation 9,601 8,425

Historical cost profit for the year retained after taxation and dividends 4,065 3,656

The notes on pages 41 to 52 form part of these financial statements.
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Balance sheets

As at 31 March 2000

Group Group Company Company
2000 1999 2000 1999
Notes £000 £000 £000 £000
Fixed assets
Tangible assets
Investment properties 10 304,248 185,978 42,795 69,521
Other fixed assets 1l 1,117 1,179 246 423
Shares in subsidiary undertakings - - 23 23
Investment in own shares 12 1,015 1,024 1,015 1,024
306,380 188,181 44,079 70,991
Current assets
Debtors 13 5,236 2,514 119,711 51,814
Investments 14 11,424 2,332 1,991 750
Cash at hank and in hand 201 2 - -
I 16,861 4 848 121,702 52,564
i Creditors: amounts falling due within one year 15 (25,378) {18,709) (48,644) (20,439)
Net current (liabilities)/assets ’, (8,517} (13,861) 73,058 32,125
Total assets less current liahilities 297,863 174,320 117,137 103,116
Creditors: amounts falling due after more than one year
{including Convertible Loan Stock) 16/17 (154,845) (65,360) (35,806) (26,128)
143,018 108,454 81,331 76,988
2 Capital and reserves
Called up share capitai 19 1,591 1,588 1,591 1,588
Share premium account 20 39,795 39,668 39,795 35,668
Revaluation reserve 20 86,412 56,043 11,792 23,097
Profit and loss account 20 15,220 11,155 28,153 12,635
Shareholders’ funds - equity interests 143,018 108,454 81,331 76,988
Net asset value per share 9 £9.04 £6.83
These accounis and notes were approved by the Board of Directors on 26 June 2000.
H Platt
R M Taylor
Directors
_ ~
The notes on pages 41 to 52 form part of these financial statements. (W—"
ﬂ /ﬂ
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Cash flow statlement

For the year ended 31 March 2000

Notes 2000 1999
to cash flow EOOQO £000
Net cash inflow from operating activities 1 20,183 14,924
Returns on investments and servicing of finance {11,655) (7,102}
Taxation {2,778} (1,257}
Capital expenditure 2 {85,025) (1,831}
Equity dividends paid {(3,057) (2,777}
Net cash (outfiow)inflow before use of liquid resources and financing (82,332) 1,957
Management of liquid resources 2 (9,092) 1,896
Financing 2 93,027 {6,589)
Net cash inflow/{outflow) 3 1,603 (2,738)
Reconciliation of net cash flow to movement in net debt
Increase/{decrease) in cash 1,603 (2,736}
Increase/{decrease) in liquid resources 9,092 (1,896)
{Cutflow)inflow from movements in debt financing (90,969) 6,611
Changes in net debt resulting from cash flows . 3 (80,274) 1,979
Net debt at 1 April 1999 (68,457) {70,438)
Net debt at 31 March 2000 {148,731) (68,457}
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Notes to the cash flow statement

For the year ended 31 March 2000

Notes 2600 1999
to cash flow £000 £000
1 Reconciliation of operating profit to operating cash flows
Operating profit 17,453 13,244
Depreciation charges 485 462
Profit on sale of tangible fixed assets (4) {9}
(Increase)/decrease in debtors (2,476) 1,132
Increase in creditors 4,725 95
20,183 14,924
2 Analysis of cash flow
2000 1999
£000 £000
Returns on investments and servicing of finance
Interest received 239 142
Interest paid (9,967} (7.240)
Movemnent in cost of raising finance (1,927) (4)
Net cash outflow (11,655} (7,102}
Capital expenditure
Purchase of tangible fixed assets (91,731) (15,086}
Sale of tangible fixed assets 6,576 12,187
Grants received 130 1,068
Net cash outflow (85,025) {1,831}
Management of liguid resources
(Increase)/decrease in short-term deposits 3 (9,092) 1,896
Net cash (outflow)/inflow {9,092) 1,895
Financing
Issue of ordinary share capital 131 18
Mortgage on freehold property 3 117,459 -
Drawdown/{repayment) of bank loan 3 18,397 (5,500)
Repayment of morigage 3 (42,960) (1,107}
Net cash inflow/(outflow} 93,027 (6,58%)
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. L
Notes to the cash flow statement
3 Analysis of net debt
All4.99 Cash fiow At31.3.00 At 1.4.98 Cash flow At31.3.99
£000 £000 £000 £000 £000 £000
Cash at bank and in hand 2 199 201 36 (34) 2
Bank overdrafts {4,726) 1,404 (3,322) (2,024} (2,702) (4,726)
{4,724) 1,603 (3,121) {1,988) {2,736) (4,724}
Debt due within one year
Securitised loan - (2,529) {2,529) - - -
Less cost of raising of finance - *340 340 - - -
Debt due after one year
11% Convertible Unsecured Loan (4,040} - (4,040) (4,040} — (4,040)
11.125% First Mortgage Debenture (12,500 - (12,500) (12,500} - (12,500}
11.625% First Mortgage Debenture (7,000} - (7,000) (7,000) - (7,000}
Mortgage: Lombard North Central (2,960) 2,960 - (4,067} 1,107 (2,960)
Mortgage: Bradford & Bingley Building Society (30,000} 30,000 - (30,000} - {30,000)
Bristol & West Building Society {10,000} 10,000 - (10,000) - {10,000}
Securitised loan - (114,830) (114,930} - - -
Bank loan =7 (18,357} (18,397} (5,500) 5,500 -
Less cost of raising of finance 435" *1,587 2,022 431 4 435
' {(66,065) (90,969) (157,034} (72,676) 6,611 (66,065)
Short-term deposits 2,332 9,092 11,424 4,228 (1,896) 2,332
Total (68,457) (80,274) (148,731} (70,436} 1,879 (68,457)

* Net of amortisation in year of £617,000

40 Workspace Group PLC annual report and accounts 2000




Accounting policies

31 March 2000

a Basis of consolidation and accounting
The Group acceunts include the accounts of the Company and its subsidiary undertakings to 31 March 2000, The accounts have

been prepared in accordance with applicable accounting standards. Compliance with SSAP 19 “Accounting for Investment Properties”

requires departure from the requirements of the Companies Act 1985 refating to depreciation and amortisation and an explanation
of the departure is given in Note ¢ below.

b Rental income
Rental income represents amounts receivable in respect of rents from investment properties situated in the United Kingdom.

¢ Investment Properties

in accordance with SSAP 19, investment properties are revalued annually and the aggregate surplus or deficit is transferred to
revaluation reserve, Na provision is made for depreciation of freehold properties or for amortisation of leasehold properties held on
leases having more than 20 years unexpired. This departure from the requirements of the Companies Act 1885, which requires all

properties to be depreciated, is, in the opinion ¢f the Directors, necessary for the accounts to show a true and fair view in accordance

with applicable accounting standards.

The depreciation or amortisation (which would, had the provisions of the Act been followed, have reduced profit for the year) is
only cne of the factors reflected in the annuat valuation and the amount attributable to this factor cannot reascnably be separately
identified or quantified. ’

Properties held in the course of development are included in the balance sheet at cost, including interest and other outgoings.
For this purpose, the amount of interest capitalised is calculated by reference to the actual interest rate payable on borrowings for
development purposes or, as regards developments financed out of general funds, by reference to the average rate paid on funding
the assets employed by the Company.

d Grants

Grants received in respect of improvements to investment properties are taken intc account in determining the surplus or deficit
on revaluation.

e Depreciation and amortisation

Depreciation is provided on equipment, fittings and motor vehicles on a straight line basis over their useful lives at a rate of 25%
per annum.

f Deferred taxation
No provision is made for the amount of taxation which would become payable under present legislation if the properties held as
investments were sold at the values at which they are stated in the financial statements.

Provision is made for deferred taxation on timing differences between the treatment of certain items for taxation and accounting
purposes, only to the extent that it is reasonably probable that such taxation will be payable in the foresesable future.

g Pensions

The cost of contributions in respect of defined contribution schemes and related benefits is charged to the profit and loss account
as incurred.
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Notes to the accounts

For the year ended 31 March 2000

1 Segmental analysis

Gross Gross

Turnaver Costs profit Turnover Costs profit

2000 2c00 2000 1999 1999 1599

£000 £000 £000 £000 £000 £000

Rental income 23,397 (802) 22,595 18,207 (674) 17,533
Service charges and other recoveries 4,609 (6,098) {1,489) 3,765 {5,213) {1,448)
Services, fees, commissions and sundry income 1,311 (709) 602 769 {184) 585
29,317 (7,609) 21,708 22,741 (6,071) 16,670

All business in the Group was continuing and occurred in the United Kingdom.

2 Surplus on disposal of investment properties

The profit arising on the sale of properties is calculated by reference to the book value at the date of sale. Book value comprises the
valuation as at 31 March 1999 plus additions at cost since that date. Surplus on disposal of investment properties inciudes the
excess of proceeds from insurance pelicies over costs, due allowance being given for the diminution in value of the property, following
the destruction of the buildings at Ferry Lane by fire. ’

3 Interest receivable

2000 1599
The following amounts were earned during the year: £000 £000
Short-term deposits ' 230 128
Cther 15 7
245 135

4 |Interest payable
2000 1999
The following amounts were payable during the year: £000 £000
11% Convertible Loan Stock 2011 444 444
11.125% First Mortgage Debenture Stock 2007 1,391 1,391
11.625% First Mortgage Debenture Stock 2007 g8l4 814
Mortgage interest 7.464 3,669
Bank and other interest on amounts wholly repayable within five years 995 R27
11,108 7,145
Interest capitalised on development properties (742) (730)
Charged to profit and loss account 10,366 6,415

Mortgage interest includes early redemption and other loan breakage costs of £993,000.
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5 Profit on ordinary activities before taxation

2000 1999
The profit for the year is stated after charging: £000 £000
Head rents payahble 802 650
Auditors’ remuneration 69 47
Non-audit fees paid to the Group's Auditors 85 137
Depreciation 485 462
Salaries 2,969 2,429
Social Security costs 285 250
Other pensions costs 196 213

Audit fees included in the Company’s accounts were £6,200 (1999: £9,400). In addition ncn-audit fees of £442,000 paid 1o the
Group's auditors have been capitalised within cost of raising finance and investment properties.

& Employees and Directors

. ) ) 2000 1999

Staff composition on the last day of the financial year was: Number Number
Executive Directors ‘ 4 5
Financial division staff . 28 18
Marketing division staff 8 5
Estates division staff 12 7
Central Administration staff 8 10
60 45

Service charge recoverable staff 70 37
130 82

The average number of persons employed during the year was 106 (1999: 82).

The remuneration of the Executive Directors is determined by the Remuneration Committee of the Board. A table of the Directors’
emcluments is included in the report of the Remuneration Committee on page 27.

The Company operates a bonus scheme for all Executive Directors and senior managers based on annual profit targets.
The structure of the scheme and the level of bonus payments is determined by the Remuneration Committee.

Details of Directors' beneficial interests in the shares of the Company and in options to acquire shares in the Company are given
in the Report of the Directors on page 30.

7 Taxation
2000 1999
£000 £000
Corporation tax at 30% (1999 31%) 2,238 1,780
Prior year adijustment - -
2,238 1,780

The taxation charge for the year ended 31 March 2000 was £2,238,000 representing an effective rate of 25.5% {1999: 21.4%).
Effective tax rate excluding property disposal amounted to 24,3% (1999: 23.8%).

The increase in the rate of taxation is due principally to the non-availability this year of ACT previously written off and brought
forward losses (trading or capital) to offset against current tax liabilities.
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8 Dividends
2000 1999
£000 £000
Interim dividend of 6.0p (1999: 5.5p) per ordinary share 941 873
Proposed final dividend of 15.0p (1999: 13.5p) per ordinary share 2,357 2,116
3,298 2,989

The interim dividend was paid on 1 February 2000 and the proposed fina! dividend is payable on 1 August 2000 to shareholders

on the register at the close of business cn 7 July 2000.

9 Earnings per share and net assets per share

The following table shows a reconciliation of profit used in calculating earnings per share.

Earnings Earnings
Profit Profit per share pet share
2000 1999 2000 1992
£000 £000 pence pence
Profit for the year attributable to shareholders
used for calculating basic earnings per share . 6,523 6,536 41.6 41.2
Other items . (217) (1,231) (1.4) {7.8)
Profit for the year attributable to shareholders used for calculating
earnings per share excluding other items 6,306 5,305 40.2 33.4
Reconciliation of profit used in calculating diluted earnings per share.
Earnings Eamings
Profit Profit per share per share
2000 1993 2000 1998
£000 £000 pence pence
Profit for the year attributable to shareholders
used for calculating basic earnings per share 6,523 6,536
Interest saving net of taxation on
11% Convertible Loan Stock 311 307
Profit for the year attributable to shareholders used in calculating
the underlying diluted earnings per share 6,834 6,843 41.0 40.9
Other items (217) (1,231) (1.3) (7.3)
Profit for the year attributable to sharehclders
used in calculating the diluted earnings per share
excluding other items 6,617 5612 39.7 33.6
The following table shows a reconciliation of the weighted average number of shares used for calculating the basic and diluted
earnings per share.
2000 1999
£000 £000
Used for calculating basic earnings per share 15,684,658 15,867,911
Dilution due to Share Opticn Scheme 166,574 59,779
Dilution due to Convertible Loan Stock 808,000 808,000

Used for calculating diluted earnings per share

16,659,232 16,735,690

Net assets per share have been calcufated by dividing net assets of £143,018,000 less investment in own shares of £1,015,000
(1999: £108,453,900) by 15,713,815 (1999: 15,876,268) heing the number of shares in issue at 31 March 2000 less

investment in own shares of 200,000,
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10a Investment properties — Group

Mainly Long Short

Freehold freehold leasehald leasehald Total

£000 £000 £000 £000 £000

Balance at 1 April 1999 133,278 12,900 39,800 - 185,978

Additions during the year 53,047 35,014 4,085 - 92,146

Dispesals during the year (4,675) - {(410) - (5,085}

Revaluation during the year 26,838 421 3,950 - 31,209

Balance at 31 March 2000 208,488 48,335 47,425 - 304,248
The historical cost of investment properties

Balance at 1 April 1999 85,046 10,736 33,146 7 129,935

Balance at 31 March 2000 134,904 45,750 36,725 7 217,386

The total of investmeant properties at £304,248,000 (1999: £185,978,000) includes £10,903,000 in respect of work in progress
on the Union Street development {199%: £5,080,000 on the Union Street and Helix Business Park developments). As work in
progress these properties have not been included in the accounts at valuation. The Directors are advised that the value of the

properties at 31 March 2000 was not less than their book cost (§ee Note 10c).

Additions during the year are stated net of £129,800 relating to grants receivable (1999: £594,500) and include capitzlised

interest, gross of tax element, of £742,000.

10b Investment properties — Company

Mainly Short

Freehold freehold Leasehold ieasehold Total

£000 £600 £000 £000 £000

Balance at 1 April 1999 48,523 12,000 8,998 - 62,521

Disposals - (380) - (410} - (1,390)

Transferred to subsidiary undertakings (27,672) - (2,425} - {30,097)

Additions during the year 1,422 1,642 - - 3,064

Revaluation during the year 3,027 (1,667) 337 - 1,697

Balance at 31 March 2000 24,320 11,975 6,500 - 42,795
The historical cost of investment properties

Balance at 1 April 1595 29,789 9,811 6,817 7 46,424

Balance at 31 March 2000 15,102 11,453 4,439 7 31,001

10¢ Valuation

The Group’s investment properties were valued by Insignia Richard Ellis, Chartered Surveyors, at 31 March 2000 on the basis

of open market existing use value and in accordance with the guidance notes issued by the Royal Institution of Chartered Surveyors.
The valuation at that date amounted to £312,385,000 {1999: £187,108,000) including £350,000 (1999: £210,000) in respect
of the Company's short leasehold interest (expiring 11 February 2011} in the Alpha Business Centre, Walthamstow and
£18,890,000 in respect of developrent property at 1-10 Union Street, Southwark SE1. For accounts purposes, as the unexpired
term of the leasehold interest in Alpha Business Centre is less than 20 years, the valuation of the property has been retained at a
nominal £1. The Union Street development has been valued at bock cost £10,903,000. After these adjustments the aggregate

valuation for accounts purposes is £304,248,000 {1999: £185,978,000).

Workspace Group PLC annual report and accounts 2000

45




] T 0| BT | A A

1NN 1)

MNotes to the accounts

11la Other fixed assets — Group

Motar Equipment
vehicles and fixtures Total
Cost £000 £000 £000
Balance at 1 April 1999 368 2,118 2,486
Additions during the year 107 352 459
Disposals during the year (93} {2) {95)
Balance at 31 March 2000 382 2,468 2,850
Depreciaticn
Balance at 1 April 1999 164 1,143 1,307
Charged guring the year 87 398 485
Disposals during the year (57} (2} (59}
Balance at 31 March 2000 194 1,539 1,733
Net book value 31 March 2000 188 929 1,117
Net book value 31 March 1999 204 G75 1,17¢
11b Other fixed assets — Cf)mpany
Equipment
and fixiures Total
Cost £000 £000
Balance at 1 April 1999 688 688
Additicns during the year 29 29
Transferred to subsidiary undertakings (119} (119}
Balance at 31 March 2000 598 598
Depreciation
Balance at 1 April 1999 265 265
Charged during the year 160 160
Transferred to subsidiary undertakings {73) (73}
Balance at 31 March 2000 352 352
Net book value 31 March 2000 246 246
Net beok value 31 March 1999 423 423

12

Investment in own shares

The Company has established an Employee Share Ownership Trust ¢ purchase shares in the market for distribution at a later date

in accordance with the terms of the 1993 Share Option Scheme. The shares are held by an independent trustee and the rights

to dividend on the shares have been waived. At 31 March 2000, the number of shares held by the Trust totalled 200,000 shares
{1939: 200,000} with a nominal value of £20,000 {199%: £20,000) and the book value of the shares amounted to £1,015,000
(1999: £1,024,000). The shares, whilst legally not the property of the Company, have been included in fixed asset investments.
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13 Debtors

Group Graup Company Company
2000 1999 2000 1999
£000 £000 £000 £000
Amounts falling due within one year:
Trade debtors 3,175 1,270 - -
Amounts owed by subsidiary undertakings - - 118,400 51,389
Prepayments and accrued income 1,594 977 - 415
Deposits on investment acquisitions 240 - - -
Corporation tax - payment on account - - 1,311 -
5,009 2,247 119,711 51,814
Amounts falling due after one year:
Advance Commissions 227 267 - -
Total debtors 5,236 2,514 119,711 51,814

14 Investments

Investments of £11,424,000 (1999: £2,332,000) comprise short-term deposits with an original maturity date of tess than

three months. £1,991,000 of investments were in the hands of the Trustees to Debenture Steck-holders following the sale of a
property, to be released to the Company upon lodgement of adequate security. The balance of £5,433,000 comprised deposits held
for debt service and other costs under the securitised loan facility with WestLB of £3,691,000 and cther short-term deposits of

£5,742,000.

15 Creditors: ameunts falling due within one year

Group Group Campany Campany

2000 1999 2000 1959

£000 £000 £000 £000

Secured mortgage borrowings (Note 16) 2,189 175 - 188
Bank lcan and overdraft {secured) 3,322 4,726 - 4,000
Trade creditors 2,126 846 - -
Amounts owed to subsidiary undertakings - - 46,037 12,429
Taxation and social security 1,107 1,200 222 220
Deferred income — rent and service charges 4,294 2,344 - -
Jenants' deposits 2,595 1,662 - -
QOther creditors - 1,024 - 1,024
Accruals 6,537 3,126 28 13%
Corporation tax payable 851 1,172 - 105
Advance corporation tax payable - 218 - 218
Dividends 2,357 2,116 2,357 2,116
25,378 18,709 48,644 20,439

See Note 16 for details of security in relation to the bank loans and overdraft.
Other creditors in 1999 represent amounts owing relating to investment in the Company's own shares purchased for the Employes

Share Ownership Trust (Note 12).
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16 Creditors: amounts falling due after more than one year

Group Group Company Company
2000 1999 2000 1999
£000 £000 £000 £000
Long-term borrowings consist of:
Unsecurad:
11% Convertible Loan Stock 2011 4,040 4,040 4,040 4,040
Secured:
11.125% First Mortgage Debenture Stock 2007 12,500 12,500 12,500 12,500
11.625% First Mortgage Debenture Stock 2007 7,000 7,000 7,000 7,000
Other secured loans 133,494 42,501 12,266 2,776
157,034 66,041 35,806 26,317
Less: amount falling due within one year (2,189) (175} - (188)

154,845 65,866 35,806 26,128

The secured loans are secured on properties of value £297 555,000, Interest on the Debenture Stocks is payable on 31 March and
30 September in each year. Interest on the 11% Convertible Unsecured Loan Steck 2011 is payable on 30 June and 31 December
each year. Other secured loans carry interest at a margin ranging from 1.10% to 1.50% over LIBOR/base rate.

Workspace Holdings Limited, the subsidiary company used for the WestLE financing, holds an interest rate collar on £120.1m
which has a cap of 9% until 16-July 2001, falling then to 8% until 15 July 2009, and a floor of 5% until 16 July 2001, falling to
4.5% until 15 july 2009.

The 11% Convertible Unsecured Loan Stock 2011 holders have the option to convert in each year on the basis of 10p nominal
of ordinary share capital for every £5 of stock held.

17 Borrowings and financial instruments

i Policies -
The Group finances its operation through a mixture of retained profits and borrowings. The Group borrows at both fixed and floating
rates of interest and then uses interest rate swaps and caps to generate the desired interest and risk profile. During the year and as
part of the arrangements for the refinancing provided by WestLB the Group assigned its £20m interest rate cap and £20m interest
rate swap to WestLB for incorporation in a new £122m amortising interest rate collar. No premium payment was made for this collar
which is financed by a 0.22% adjustment {o the interest rate margin paid on the horrowing.

The Group's policy is to fix or cap at least 50% of its borrowings. At the year end 15% of the Group's borrowings were fixed with
a further 74% sublect to 2 collar.

The Group's policy is to ensure that at least 50% of borrowings have a maturity in excess of five years. At 31 March 2000 82%
of the Group's borrowings mature after five years or more.

The Group has taken advantage of the exemption for disclosure of short-term debtor and creditor balances.

ii  Financial assets

_ ) 2000 1999
Financial assets comprised: £000 £000
Cash at bank and in hand 20 2
Cash on deposit 11,424 2,332

11,625 2,334
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iii  Financial liabilities
All of the Group’s financial liabilities are denominated in sterling. The interest rate profile of the Group's financial fiabilities at
21 March 2000 was:

2000 1999

£000 £000
Fleating rate financial instruments 138,838 27,686
Fixed rate financial liabilities 23,540 43,540

162,378 71,226

As noted above (Note 16) the Group has the benefit of an interest rate collar until July 2009.

For its fixed rate financial liabilities:

Weighted average interest rate 11.25%
Weighted average period fixed 7.69 years

Floating rate financial liabilities comprise mortgages that bear interest at rates based upcn one, three, six of 12 month LIBOR.
The average margin on these borrowings at 31 March 2000 was 1.03%.

iv  Maturity of financial liahilities

Group Group Company Company

) ) L 2000 1599 2000 1999

A maturity analysis of loans is shown below: £000 £000 £000 £000
Less than one year 5,611 4,901 - 4,188
Between cne year and two years 15,124 227 12,300 227
Between two years and three years 9,658 246 - 246
Between three years and four years 3,561 2,934 - 268
Between four years and five years 3,571 2,958 - 291

in five years and more 124,953 53,960 23,540 25,268

162,378 71,226 35,840 30,488
Less cost of raising finance (2,022} {4358) (34) (172}

160,356 70,761 35,806 30,316

v Borrowing facilities
At 31 March 2000 the Group had undrawn borrowing facilities of £19,000,000 on which conditions precedent had been met.

vi  Fair value of financial liabilities
Book and fair values of financiat liabilities are:

2000 2000 1999 1999
Book value Fair value Book value Fair value
£000 £000 £000 £000
Primary financial instruments
Short-term liabilities {5,611) {5,511) {4,901) (4,901)
Long-term borrowing (154,845) (163,828) {66,305) (79,425}
Financial assets 11,625 11,625 2,334 2,334
Derivative financial instruments
Interest rate swaps - - - (1,022)
Interest rate cap/collar 3561 (1,076) 415 102

(148,370} (158,790) (68,457) (82,912)

The fair value of the interest rate cap/collar have been determined by reference to market prices and discounted cash flows
at prevailing interest rates. All other fair values have been calculated by discounting expected cash flows at prevailing interest rates.
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18 Deferred taxation

2000 1999
£000 £000

Potential deferred taxation on:
Corporation tax payable if the investment properties were disposed of at their revalued amounts 24,456 14,932
Other short-term timing differences (173) (16}
24,283 14,516

Provision made - _

Deferred tax on the revaluation of investment properties and industrial building allowances has not been provided for because in the
Directors’ opinion the properties are held for iong-term investment purposes and not for resale.

19 Share capital

2000 1999
Number Number
Authorised:
Ordinary shares of 10p each i 21,500,000 21,500,000
£ £
1ssued:
Fully paid ordinary shares of 10p each 1,591,382 1,587,627

During the year 37,547 shares were issued. 35,000 shares were issued at a price of £3.50 on exercise of options under the
Executive Share Option Scheme and the Employee Share Option Scheme (30,000 on 14 February 2000 and 5,000 on 6 July
1999). The market price of Workspace Group ordinary shares on these days was £7.85 and £6.38 respectively. 2,547 shares were
issued at a price of £3.25 on 1 December 1999 under the Save As You Earn Share Option Scheme. The market price of Workspace
Group ordinary shares on that day was £7.60.

At 31 March 2000 there were 837,425 (1999: 775,312} share gptions exercisable on the Company’s ordinary share capital.
0f these, 533,985 are Directors’ share options and are disclosed in the Report of the Directors, and 122,688 options are held
by employees who are not Directors and these are analysed below:

Employee Share Option Scheme

Granted during Exercised/lapsed Exercise price Normal exercise date
At31.03.99 the year during the year At 31.03.00 £ From To
1991 Share Option Scheme 10,000 - (5,000 5,0C0 350 21.10.1884  20.10.2001
1993 Share Option Scheme 12,280 - - 12,290 3.20 7.1997 7.12.2003
14,976 - - 14,976 3.25 7.1997 7.12.2003
10,578 - - 10,578 3.40 25.6.2000 24.6.2004
17,648 - - 17,648 3.40 25.6.2000 24.6.2007
15,000 - {2,172) 12,828 4.51 29.6.2001 28.6.2005
- 15,508 {6,000) 9,508 4.995 1.4.2002 1.4.2006
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Save As You Earn Share Option Scheme

Granted during Exercised/lapsed Exercise price
At 31.03.99 the year during the year At 31.03.00 £ Normal exercise date
1,827 - - 1,827 3.20 1.1.2001
1,074 - - 1,074 3.63 1.7.2001
2,547 - {2,547) - 3.25 1.12.1999
11,078 - (418) 10,660 3.30 1.9.2002
3,545 - - 3,545 3.30 1.9.2004
7,218 - (405) 6,813 4.25 1.9.2003
- 16,375 (1,250 15,125 5.40 1.9.2004
- 816 - 8le 5.40 1.9.2006

The exercise of all options, other than those obtained under the Group's Save As You Earn Share Option Scheme, is dependent upon
the Group achieving specified performance targets. The prescribed targets have been met in respect of all options granted in 1994
and earlier years, amounting to 110,999 ordinary shares.

20 Other reserves ’
- Group Group Company Cornpany
2000 1959 2000 1999
£000 £000 £000 £000
{a) Share premium account
Balance at 1 April 1993 39,668 39,651 39,668 39,651
Additions 127 17 127 17
Balance at 31 March 2000 39,795 39,668 39,795 39,668
(b) Revaluation reserve
Property valuation surplus:
Balance at 1 April 1999 56,043 34,309 23,097 17,252
Disposal (840) {109) (13,002) (1,864}
Year-end revaluation adjustment 31,209 21,843 1,697 7,709
Balance at 31 Marrch 2000 86,412 56,043 11,792 23,097
(c) Profit and loss account
Balance at 1 April 1999 11,155 7,499 12,635 2,663
Retained profit for the year 3,225 3,547 2,516 1,108
i Transfer from revaluaticn reserve 840 109 13,002 1,864
Balance at 31 March 2000 15,220 11,155 28,153 12,635

Workspace Group PLC has not presented its own profit and loss account as permitted by Section 230(3) of the Companies Act 1985.
The consolidated profit attributable to the shareholders dealt with in the accounts of the holding company was £5,814,000
(1999: £4,057,800).

21 Reconciliation of movements in shareholders’ funds

Group Group Company Company

2000 1999 2000 1999

£000 £000 £000 £000
Profit for the financial pericd 6,523 6,536 5,814 4,097
Dividends (3,298) (2,989) (3,298) (2,989)
Unrealised surplus on revaluation of properties 31,209 21,843 1,697 7,709
Issue of shares 130 19 130 19
Net addition to shareholders' funds 34,564 25,409 4,343 8.836
Opening shareholders’ funds 108,454 83,045 76,988 63,152
Closing shareholders’ funds 143,018 108,454 81,331 76,988
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22 Capital commitments
At the year end the estirmated amounts of commitments for future capital expenditure were:

Group Group
2000 1999
£000 £000
Under contract 8,799 1,156
Board authorised but not contracted 6,284 4,317
23 Pension commitments
The Company cperates a defined contributicn pension scheme. The assets of the scheme are held separately from those of the
Company in an independently administered fund. The pension cost charge for the year represents contributions payable by the
Company to the fund.
The Company's commitment with regard to pension contributions is equivalent to 10% of an employee’s salary provided the
employee contributes a minimum of 5%. For the Executive Directors and Divisional Directors the contributions are 16.5% and
6.5% respectively, The pension scheme is open to every employee after six months’ qualifying service.
24 Subsidiary undertakings
The Company wholly owns the following subsidiary undertakings incerporated in the UK and registered in England, all of which are

consclidated in the Group accounts:

Name

Nature of busingss

Share capital

Workspace 1 Ltd*
Workspace 2 Ltd

Workspace 3 Ltd*
Workspace 4 Ltd*
Workspace 5 Ltd*
Workspace 6 Ltd
Workspace 7 Lid

Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment

2 shares of £1 each
1 share of £1
2 shares of £1 each
2 shares of £1 each
2 shares of £1 each
1 share of £1
1 share of £1

Sussex Workspace Lig*

Midlands Workspace Ltd*

Redhill Workspace Ltd

The Olde Corporation Ltd

Exoport Ltd

Workspace Holdings Ltd

London industrial (Kingsland Viaduct) Lid
LI Property Services Ltd

Workspace Management Ltd

Enerjet Limited

Dormant

TProperty investment
Property investment
Property investment

tProperty investment
Holding company
Property investment
Insurance agents
Property management
Energy supply

1 share of £1
1 share of £1
1 sharg of £1
1 share of £1
2 shares of £1 each
2 shares of £1 each
1 share of £1

Z shares of £1 each
1 share of £1

100 shares of £1 each

The Company also owns, through Midlands Workspace Ltd, 0% cf the issued share capital (6 shares) in a dormant estate
management company, Barrington Court Management Ltd,

*The share capital of these subsidiaries is heid by other Group companies

tCeased trading prior to the year end.

25 Subsequent Events

An investment property, Scuth Block Westminster Business Square, Lenden SE1, which was held in the books at a valuation of

£1,230,000 was sold on 19 April 2000 for a consideration of £1,235,000. At the same time an option agreement was entered with

the purchaser for the sale of some vacant land adjacent to the property for a consideration of £500,000.
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Key property statistics

31 March 31 March 31 March 31 March 31 March
Key property statistics 2000 1999 1998 1997 1996
Number of estates 94 73 75 71 64
Lettahle floorspace (sq ft) 5,677,521 3,824,913 3,721,827 3,297,434 2,864,766
Number of jettable units {units} 3,623 2,696 2,620 2,514 2,177
Average unit size (sq 1) 1612 1,412 1,421 1,312 1,316
Number of units cccupied (units) 3,079 2,311 2,272 2,111 1,757
Number of units vacant (units) 444 385 348 403 420
Rent roil of occupied units £25,855,226 £17,361,828 £16,917,861 £14,757,424 £12,596,457
Average rent per sq ft* £6.21 £5.20 £5.18 £5.23 £5.28
Cverall occupancy™t 87.35% 87.31% 87.71% 85.52% 83.85%
* These figures are influenced by acquisitions and disposals.
t Includes floorspace withdrawn for refurbishment.
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Investment properties owned by the Group

London and South East portfolic

Lattable Numiber
Nams of praperty area sq ft of units Description Tenure
Aberdeen Centre, Islington, London N5 64,875 144 Business centre Freehold
Acton Business Centre, London NW10 49,809 96 Business centre Freehold
Aipha Business Centre, Walthamstow, London E17 22,827 51 Business centre Short leasehold
Alscot Road Industrial Estate, Bermondsey, London E17 6,370 3) Single storey light industrial estate  Freehold
Archer Street Studios, Archer Street, London W1 14,200 24 Business centre Freehold
Arches Business Centre, Southall, Middlesex UB2 40,725 20 Business centre Freehold
Artesian Close Industrial Estate, Brent, London NW10 22,747 16 Single storey light industrial estate  Freehold
W The Barley Mow Centre, Chiswick, London W4 80,764 223 Business centre Freehold
Belgravia Workshops, Islington, London N9 33,757 53 Business centre Freehotd
W Boundary Business Centre, Woking GUZ21 45,3561 25 Light industrial and Bl office estate Freeho!d
B Bow Enterprise Park, London E2 63,791 31 Single storey light industrial estate  Freehoid
@ Brockway Trading Estate, Newbury, Berks RG14 17,5619 10 Single storey light industrial estate  Long leasehold
® Bu:zzard Creek Industrial Estate, Barking, Essex 1G11 45,000 18 Singfe storey light industrial estate  Long leasehold
Canterbury Industrial Estate, Lewisham, London SE15 18,283 13 Single storey light industrial estate  Freehold
Cremer Business Centre, Shoreditch, London E2 41,362 41 Flatted industrial Freehgld
Ensign Court, Wapping, London E4 19,552 12 Flatted industrial Freehald
Ferry Lane Industrial Estate, Rainham, Essex RM13 34,635 4 Cleared site Freehold
® Glenville Mews industrial Estate, Kimber Road SW18 44 968 32 Single storey light industrial estate  Long leasehold
B Grand Union Centre, North Kensington, London NW10 50,798 35 Business centre Freehold
Helix Business Park, Camberley 19,6845 20 Business centre Long leasehold
Highway Business Park, Wapping, London E1 20,008 24 Single storey light industrial estate  Freehold
Holywell Centre, City of London ECZ2 22,166 31 Business centre Freehold
Haoley Lane Goods Yard, Redhill, Surrey RH1 N/a 16 Single storey industrial and
open storage land Freehold
W Kingsland Viaduct, Hackrey, London E2 301,966 172 Railway arches Long leasehold
B The Leathermarket, Bermondsey, London SE1 125,098 148 Business centre Freehold
Leroy House, Islington, London N1 51,991 98 Business centre Freehcld
Long Island House, Acton, London W3 26,580 18 Business centre Freehold
Magenta House, Whitechapel, London E1 11,930 11 Offices Freehold
® Maple Industrial Estate, Feltham, Middlesex TW13 18,268 18 Single storey light industrial estate  Long leasehotd
The Microcentre, Reading, Berks RG2 12,658 12 Single storey light industrial estate Long leaseheld
W 3 Mills Estate, Stratford, London E3 595,355 122 Industrial estate film studios Part freehcld, part
long leasehold
W Pall Mall Deposit, North Kensington, London W10 51,327 G5 Business centre Freehold
B Park Avenue Trading Estate, Luton, Beds LU3 203,185 34 Single storey light industrial estate  Freehold
Parmiter Industriat Estate, Bethnal Green, London E2 35,665 31 Single storey light industrial estate  Freehold
Pensbury Industrial Estate, Wandsworth, London SW8 19,971 20 Single storey light industrial estate  Freehold
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Londen and South East portfolio continued

Lettable Number
Name of property area sg ft of units Description Tenure

Rainbow [ndustrial Park, Raynes Park
London SW20 . 37,724 18 Single storey industrial and open  Freehold
storage land

Redkiln Close Trading Estate, Horsham

West Sussex RH13 36,741 13 Single storey light industrial estate  Long leasehold
Saffron Court Industrial Estate, Basildon, Essex SS15 58,232 41 Single storey light industrial estate  Freehold
Seax Centre, Basildon, Essex SS15 128,658 28 Single storey light industrial estate  Freehold

Shaftesbury Business Centre, North Kensington

London W10 11,012 30 Business centre Freehold
Stevenage Enterprise Park, Stevenage, Herts SG1 29,605 30 Single storey light industrial estate  Freehold
Sugarhouse Business Centre, Stratford, London £15 23,118 20 Business centre Freehold
Sugarhouse Lane (20, and 107 High Street) 47,560 ', 17

Stratford, London E15 Offices and warehouse Freehold

Thurston Road Industrial Estate, Lewisham

London SE13 346,916 16 Single storey light industrial estate  Freshold
Union Street (1-10), Southwark, London SE1 g5,281 1 Vacant building

undergoing refurbishment Freeheld
Union Walk, Shoreditch, London E2 26,691 21 Railway arches Long leasehold
Watchmoor Park, Camberley, Surrey GUL5 8,060 5 Single storey light industrial estate  Long leasehold
Whitechape! Technology Centre,
Whitechape!, London E1 36,272 36 Business centre Freehold
Total London and South East 2,819,126 1,998
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Investment properties owned by the Group

Midlands portfolio

Lettatyle Number
Name of proparty area sq fi of units Description Tenurg
@ Aston Fields Trading Estate, Bromsgrove, Worcs 69,916 35 Single storey light industrial estate  Long teasehold
Barrington Court, Brackley, Northants 10,690 6 Single storey light industrial estate  Freshold
@ Belfont Trading Estate, Halesowen, West Midlands 24 857 15 Single storey light industriat estate  Long leasehold
Bentley Lane, Walsall, West Midlands 56,515 18 Single storey light industrial estate  Freshold
® Bockvale Trading Estate, Witton, Birmingham 38,807 22 Single storey light industrial estate  Long leasehold
Bradfcrd Court, Digbeth, Birmingham 22,916 52 Business centre Freehold
Brook Street, Tipton, West Midlands 32,763 93 Business centre/
light industrial estate Long leasehold
Caxton Court, Milton Keynes, Bucks 43,964 32 Single storey light industrial estate  Freehold
Deansbank Centre, Walsall, West Midlands 4,360 4 Single storey light industrial estate  Freehold
@& Derby Trading Estate, Derby 52,340 26 Single storey light industrial estate  Long leasehold
Enterprise Park, Newark, Notts 21,756 12 Single storey light industrial estate  Long leasehoid
® Federation Road Trading Estate, Stoke on Trent, Staffs 34,752 5 Single storey light industrial estate  Long leasehold
Jewellery Business Centre, Hockley, Birmingham 33,621 69 Business centre Long leasehold
Keys Court, Digbeth, Birmingham 8,212 29 Business centre Freehold
W Leyiand Trading Estate, Wellingborough, Northants 246,933 135 Single storey light industrial estate  Virtual freehold
® Long Lane Trading Estate, Blackheath, W Midlands 21,183 20 Single starey iight industrial estate  Long leasehold
@ Fark Trading Estate, Hockley, Birmingham 15,868 10 Single storey light industrial estate  Long leasehold
@ Primrose Hill Trading Estate, Netherton, W Midlands 43,939 21 Single storey light industrial estate  Long leasehold
® Royal Cak Trading Estate, Daventry, Northants 45,420 31 Single storey light industrial estate  Long leasehold
St David's Square, Peterborough, Cambridgeshire 53,007 29 Single storey light industrial estate  freehold
® Small Heath Trading Estate, Birmingham 48,771 28 Single storey light industrial estate  Long leaseheld
® Stechford Trading Estate, Birmingham 35,231 20 Single storey light industrial estate  Long leasehcld
@ Tile Cross Trading Estate, Marston Green, Birmingham 34,271 20 Single storey light industrial estate  Long leasehold
® Two Woods Trading Estate, Brierley Hill, W Midlands 16,728 10 Single storey light industrial estate  Long leasehold
® Vauxhal! Trading Estate, Saltley, Birmingham 17,848 10 Single storey light industrial estate  Long leasehold
® Vernon Trading Estate, Blackheath, West Midlands 20,206 12 Single storey light industrial estate  Long leasehold
Total Midlands 1,054,874 767
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Tonex portfolio

Lettable Number
Name of property area sq ft of units Description Tenure
= Arklow Road Trading Estate, New Cross, London SE14 73,583 7 Single storey office and Freehold
light industrial estate
*  Ashburton Grove, Highbury, London N7 63,066 5 Single storey light industrizl estate  Leasehold
* Faircharm Trading Estate, Gresnwich, London SE8 107,540 64 Industrial estate rreghold
* Faircharm Trading Estate, Leicester 217,240 59 Single storey light industrial estate  Mainly freehold
* Great Guildford Business Square, Southwark
London SE1 92,995 63 Business centre Freehold
*  Greenheath Business Centre, Bethnal Green
London E2 59,404 a7 Industrial estate Mainly freehold
* Hatton Square Businass Centre, Clerkenwell
London EC1 43,274 55 Business centre Freehold
* Lea Road Trading Estate, Waltham Abbey, Essex 56,471 15 Single storey industrial estate Freehold
* Mare Street Studios, Bethnal Green, London EB 41,146 23 Business centre Mainly freehold
*  Parkhall Road Trading Estate, West Dulwich
London SE1 136,267 42 Industrial estate Freehold
* Payne Road Studios, Tower Hamlets, London E3 19,776 14 Business centre Freehold
* Phoenix Business Centre, Tower Hamlets, London £3 22,916 13 Business centre Freehold
*  Riverside Business Centre, Earlsfield, Lendon SW18 82,516 Q0 Business centre Freehold
*1 South Block Westminster Business Square,
Lambeth, London SE11 8,254 1 Business centre Freehold
*Ml Tower Bridge Business Complex, Bermondsey Fart freehold
London SE16 424,128 102 Business centre part ieasehold
*  Waterside House, Hackneay, London N1 7,735 5 Office Freehold
*W Westminster Business Sguare, Lambeth, London SE11 63,472 48 Business centre Freehold
*  Wharf Road Trading Estate, Hackney, London N1 36,345 16 Industrial estate Freehold
*  Wingate Trading Estate, Tottenham, London N17 131,183 54 Two storey light industrial estate Mainly freehoid
* The Chocolate Factory, Wood Green Part freehold
London N22 116,210 35 Business centre part leasehold
Tonex total 1,803,521 758
Portfolio total 5,677,521 3,523

-+ e

Denctes those properties that were acquired during the year ended 31 March 2000.

Denotes properties held on 999-year lease with option to purchase the freehold.

Denotes properties with a value in excess of £5m at 31 March 2000.

Denotes property sold after the year end.
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Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the 14th Annuat General Meeting of Workspace Group PLC will be held at the offices of WestLB
Panmure Limited, New Broad Street House, 35 New Broad Street, London EC2M 15Q on Monday 31 July 2000 at 11.00 am for
the following purposes:

As ordinary business

1

To receive and adopt the Company's accounts for the financial year ended 31 March 2000 and the reports of the Directors and
the Auditors thereon.

To declare a final dividend on the ordinary shares of £2,387,073 (15.0p per share) in respect of the year ended 31 March 2000,
payable on 1 August 2000 to shareholders on the register on 7 July 2000.

To elect as a Director Dr C Pieroni whe has been appointed as a Director since the last annual general meeting.
To re-elect as a Director Mr P B Rhodes who retires by rotation and, being eligible, offers himself for re-etection.
To re-elect as a Director Mr J P Marples who retires by rotation and, being eligible, offers himself for re-election.

To re-appoint PricewaterhcuseCoopers as Auditors of the Company for the ensuing year and to authorise the Directors to fix their
remuneration. .

As special business
7 To consider and, if thought fit, to pass the following resolution as an ordinary resolution, namely:

THAT:

8

a the Directors be and they are hereby generally and unconditionally authorised, in accordance with Section 80 of the
Companies Act 1985 (the "Act”), to exercise all the powers of the Company to allot relevant securities, up to an aggregate
nominal amount of £530,460 during the peried commencing on the date of the passing of this resolution and expiring on
30 July 2005 (kotir dates inclusive), but so that this authority shall allow the Company to make offers or agreements before
the expiry of this authority which would or might require relevant securities to be allotted after such expiry and
notwithstanding such expiry the Directors may allot relevant securities in pursuance of such offers or agreements;

b all authorities previcusly conferred under Section 80 of the Act be and they are hereby revoked, provided that such revocation
shall not have retrospective effect; and

¢ words and expressions defined in or for the purposes of Part IV of the Act shall bear the same meanings in this resclution.
To consider and, if thought fit, to pass the following resolution as a special resolution, namely:
THAT, subject to the passing of the resolution numbered 7 set cut in the notice of this mesting:

a the Directors be and they are hereby empowered, pursuant to Section 95 of the Companies Act 1985 (the “Act”), to alfot
equity securities pursuant to the authority given in accordance with Section 80 of the Act by the said resolution numbered 7
as if Section 89(1) of the Act did not apply to any such allotment, provided that this power shall be limited to the allotment
of equity securities:

i in connection with or the subject of an offer or invitation, open for acceptance for a period fixed by the Directors, to holders of
ordinary shares in the Company, to holders of 11% Convertible Unsecured Loan Stock 2011 of the Company and to holders
of such other equity securities of the Company as the Directors may determine in propertion (as rearly as may be) to their
respective holdings on a record date fixed by the Directors or (where applicable) in accordance with the rights for the time
being attached to such stock or equity securities {including equity securities which, in connection with such offer cr invitation,
are the subject of such exclusicns or other arrangements as the Directors may deem necessary or expedient to deal with
fractional entitlements or with legal or practical problems under the laws of, or the requirements cf any regulatory body or any
stock exchange, in any territory or ctherwise howscever);

i in connection with the terms of any share option scheme for the time being operated by the Company; and

iii otherwise than pursuant to sub-paragraphs (i) or (i) above, up to an aggregate nominal amount of £79,569,
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and shall expire on 30 July 2005, except that the Company may before such expiry make offers or agreements which would
or might require equity securities to be allotted after such expiry and notwithstanding such expiry the Directors may allot
equity securities in pursuance of such offers or agreements;

b all powers previously conferred under Section 95 of the Act be and they are hereby revoked, provided that such revocation
shall not have retrospective effect; and

¢ words and expressions defined in or for the purpeses of Part [V of the Act shall bear the same meanings in this resolution.
9 To consider and, if thought fit, to pass the following resolution as a special resolution, namely:

THAT the Company be and is hereby generally and unconditionally authorised in accordance with Section 166 of the Companies
Act 1985 (the “Act”} to make market purchases (within the meaning of Section 163(3) of the Act) of ordinary shares of 10p each
in the capital of the Company (“ordinary shares” on such terms and in such manner as the Directors may from time to time
determine, provided that:

a the maximum number of ordinary shares hereby authorised to be acquired is 1,591,381, representing 10% of the
Company's issued share capital;

b the minimum price which may be paid for an ordinary share is 10p;

¢ the maximum price which may be paid for an ordinary share is an amount equal to 105% of the average of the middle
market quotations for an ordinary share (as derived from the London Stock Exchange Daily Official List) for the five business
days immediately preceding the day on which that ordinary share is contracted to be purchased;

d the minimum and maximum prices per ordinary share referred to in sub-paragraphs (b) and (c) of this resolution are in each
case exclusive of any expenses payable by the Company;

e the authority conferred by this resolution shall expire on 30 July 2001, or at the conclusion of the Annual General Meeting of
the Company to be held in 2001, if earlier, unless such authority is varied, revoked or renewed prior to such fime by the
Company in general meeting by special resolution; and

f the Company may enter into a contract to purchase ordinary shares under the authority conferred by this resolution prior to
the expiry of such authority which will or may be completed wholly or partly after expiry of such authority and may make a
purchase of ordinary shares in pursuance of any such contract.

Registered Office:
Magenta House, 85 Whitechapel Road, London E1 1DU

By Order of the Board
R Mark Taylor, Secretary, 28 June 2000

Notes

1 Only holders of ordinary shares on the register of members of the Companyat 11.00 am on 29 July 2000 shall be entitled to
attend and vote or to be represented at the meeting in respect of the shares registered in their name at that time. Changes to
entries on the register of members after 11.00 am on 29 July 2000 shall be disregarded in determining the rights of any person
1o attend and vote at the meeting.

2 A member of the Company entitled to attend and vote at the above meeting may appeint one or more proxies to attend and, on a
poll, vote instead of him. A proxy need not be a member of the Company.

3 To be valid, an instrument appeinting a proxy in respect of the meeting and the power of attorney or other authority {if any) under
which it is signed, or a copy of such authority certified notarially, must be deposited at the registered office of the Company at
least 48 hours before the time appcinted for the holding of the meeting.

4 The appeintment of a proxy will not preclude a member from attending and voting in person.

5 The Directors’ service contracts, the register of Directors' interests in shares and the rules of the long-term bonus incentive scheme
are available for inspection at the Company's registered office and will be available for inspection at the place of the meeting from
15 minutes prior to the commencement of the meeting until the conclusion thereof,
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