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Foreword

The UK is leading the serviced office market globally,
outstripping its European and even US counterparts. It is
fitting' then, that London should be the centre of debate on
the valuation of the serviced office sector.

This report, Serviced Offices: A New Asset Class, offers a
valuable contribution to these discussions and important

insight into the sector’s growth and it’s potential,

Brought to the TTK in the

18708 from the Undted Siates,
gerviced offices have provided &
gependable alternative fop mobile
and changing buginess. Today,
more businesses than evep

are seeRing more flexibile

o dynamic workplaces

i§ is unsurprising then that the
wih af the serviced office
poctor in the UK has been so
rong. As the findings contained
ithin this report sugpest, the
rvth of the sector is set nol
ity to continue, butb accelerats,
ith optimistic suggpestions
Hing the sector's value in the
at £120 billion by 2020,

The pace of the sector's expansion
maloes 1 timely to reflect on

the way serviced offices are

- which inoludes how they
are valued.

LHETRR Y

This repart argues that

valuing servios] offices using

& conventional office lessing
model may not always give foll
wiight to the unigque services and
additionsl inoome that serviced
offices provide, putting the sector
ab risk of being undei-valued.
With such a bright cullook shead
lor serviced offices, pnsuring that
an appropriate market-acoepted
valuation method I8 agread acroas
il parts of the serviced offices
SeCLor is an isgue clearly worthy
of debate and discussion

s the serviced offlcse market
continues o grow, as this report
ponvinoingly predicts it will, this
research will form an important
piartl aof the conversation on the
valuation of gerviced offices — an
impariant gquestion (0 address,
lo ensure thet the sector is
embraced fully and that the
potential of the serviosd ofbBoe
BeCtOr I8 maximised

Meloinie Leech, Chiof Exesutive
Britigh Froporty Federation




Executive summary

Globally the United Kingdom’s serviced
office market is a world beater. By far
the largest internationally, the sector’s
pace of expansion is set to accelerate
further. As a result, serviced offices
are now being viewed by institutional
investors as a separate asset class.
However, they require a market-wide
accepted valuation, and this report,
for the first time, puts forward such

a valuation. It reveals how the United
Kingdom serviced office market is
potentially significantly undervalued
and offers institutions a framework

to help them fully embrace the sector
and serviced offices to maximise

their growth potential.



Durrantly, we estimate that the
Tinlbes Kingdom's serviced office
mnrkest is worth C18bn, using
the conventional office leasing
Blislness modsl. Howeayver, using
B dedicaied serviced office modal,
Bised on workplace rental income
plus the additional charges foom
BUPpplYIng & range of servioes

Ry pical to such offices, we estimalte
fhnt the sector is worth close Lo
IWenty per cent more at £18959n0

Wian thiz valuation will seem
reatrnlned based on the sectors
fature prowth, Hesed on cautious
Ioreoasts, we estimate that the
United HKinpgdom serviced office
Bibobor cowld ees ita value rise from
Wnder £o0bn to E820n by 2025,

S more optimietio projections it
PBeitild inoresse in mize ovar fivefaid
I b worth over £120bn, Thasa
"Relting predictions are based on
l puft of favourable trends and
hﬁlnpmemu that are having

g very positive impact on the
Wttor and making it o compelling

Mlivestment proposition,

-"thd.u;,. United Kingdom serviced
acoount finr around 36

||I ’ et of the world's aerviced

L ., With more serviced office

% than in the Americas, and

than 1o the rest of Europs,

B Middle East, Africa and Asia
Ho combined.

wm:rd offios centPas Dave
n by owver 30 per cent in
Unlted Kingdom minos 2008,
Bandon is by far the largest
S mosl mature market. with

Manchester the aaoond largest,
followed clossely by Birmingham
Most recent dakta for the LE.]'QBEI'-.
Britlalh oities sugpesta prowth
in the marlksat is acoelorating -
with Bristol, for example,
recently sesing an eight par
cent inerease in cenires.

While the serviced Offio® mMarket
in the United Kingdom I8 More
malure than other markests
globally, it is still young and
|-||!I|!|'|:'.|':'-.'4'-.i|'|r:-|?ﬂ1_ with large
|_.|||r|',J_|J_:-!_5-|I pofential for further
expansion, and there are
soind sconcmmic and business
bahaviowral reasons bo balieve
that growth in demand for
serviced offices will not onls
contnue but will accelerats
over the coming decade.

In the 1980s, businasses
generally only had the option
of 8 26 yoar lease 10 seoure
offios space. Bul now workers
are mobile and can work away
from i cenbeal office hub. Emall
and conference call facilities
maks a fized centralleed office
Inss important, Alse office based
start-ups reguire more flexible
contracts, while establishad
asinesEses Ir’;l.'n?ﬂ.B]J.‘l.ﬂ'h" (NE=2]
salellite

aifioes or TRMpOrary Epaces

to aecomimadate expansion

Our growth forecsts rieflent
this changing reality of modern
buginess, Berviced offices ara

an attractive option lor o wide
variety of [rmA - not just new

BlArt-UpSs or &im Al GOIMpEnieg,
brat miso kar Fer eniprprlses
I-:_H_:ul-:|r'=;_z L0 malniain a
pressiog i dgtant marksts
ar cstphlish a project office -
oy '...'H"'.'k.' offer servioer and
ocontractual térme that canmod
be malohed hy conwentional
oommernial appormmodation.

We have identifled three core
growth drivers underpinning
the sector's expansion. Firat
growth in small frms and
businesss start-ups, which
comprise a disproportionately
hifh share of current serviced
offioe users, It forecast that
mare than 4.5 milion new amall
businesses will be established
oRer the coming decade, helping
to fuel strong demand for
garvrioed of fices,

Eecond. the abowe avirage
growth,
projectod for the |
a whole
gecbors such as communisations,

roughly double Lhat
MDY AR

Jwihich s l':r.|::||'|.'1|."|i in hey

information, professional
scientific and lechnical services,
whers use of seevicsd offloes is
mast coneeniraied,

Lastly, we expect & more [oolldcss
globalised workfores and
ohanging working practices Lo
encourage buginssses o shift
away from sonventional egaedd
gpaca; for gxampls, Just as

trping pools are now hislory,

the mainstay of corporate HES,
bulk administration, & heoormang
automated and outsourced

=}




Clearly, the serviosd office seotoe
hanm the soale and prospects to be
oconsidered a8 a property asaet
class in itk own right, OF course
our top-down valuation of the
Industry is not & replasement
for site-specific valuations and

it 18 lmportent that individoaal
valustions of serviced offices
have i framework that properly
reflecis their value &8 an assat

As part of this report, Professors
Notl Dunse and Michas] While
of Herlot-Watt and Nottingham
Trant Universitics have employod
n &l ta-gpecific valuation
framework, which should el
tha industry and inatitutional
Imvestors take full sooount of
servicod office assets and is
ocngistent with the top-down
valuation approach that we have
taken in our research

The Red Book, published by the
Royal Institute of Charterad
Aurveyors {RICS). which i

Lhe suthority oo United Kitigmiom
tommertial property valuations,
does not currently provide

specific advios for esrviced offices,

Although some valuation
Agenia are more long-aiglited,
many wrongly consider ths
Barvioed offices no differently
to conventionnl space. whiles
others may heavily discount
future serviced office inoome
from the variety of services that
they typioally provide based on
lnacourate perceptlons of the
business modal

As the sector increases in size,
Ereaber coanparable evidenos
will become available leanding to
grester aopuracy in valuation,
which will be reflected in wvields,
Higher transparency within

the sootor {tsslf will also
increase ita attractiveness to
inatitutional investors,

The framework employed by
Frofessors Dunss and White
enables a professicmal valuer Lo
carefully assess the variety of
risEh flows of 8 servined offios
operation and analyse the rigk
associated with sach component
1o deliver a conmistent, detailed
and air valuation

They consider this approach,
which explicitly oonsiders
income streams within the
discounted flow valuation, to be
e most appropriate and is an
application of the investment
mrthod, the main methodology
for valuing such assets as
tommerclal properties, bt
adapted to e acoount of

the unigque character|stics

of sarviced offices.

—
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“We estimate

that the United
Kingdom serviced
office sector could
see its value rise
from under £20bn
to £62bn by 2025.”
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merviced offices today —
a British success story

e Unoted Kingdom is the counminreial acoommaodation
Wil largest marke| for

svined offices: 1 io a British But, althoogh there has besn
R e, recent strong growth, tha

markst is gtill in its Infancy
[T wbor & prowlth reflects the
abss npin e rendl tes o nesdern oclay the country’s 2,300
Wetnasas, and the peed for cost aervived office cenlres provicde
iRt Dol lity and scalability workatations, meelhig Pooms,
Marvioed of floes are an atirackive elftoe Tacilities and services
ipion Tor o variety of firms - for arcund 1.8 per cenl of all
wirkers dn the United Kingdom
D eatidis, but also I per Looking to the Muwlure, there s the
pilorprises fooddng to maintnin potential far i do the same for
W premerine i distant marckels MANY MCe.
" pmlanlenh & project oliiee
i Ly cfTer servines and
poptrnotieal werme that sannat
Bl bl s by ookpyveritiona)

N sl meewr sy .||rE:1‘jr$r||.uI]




The United Kingdom is the world’s

largest market for serviced offices —

the sector is a British success story

Tha servioed office musrknt

ifi i Brittahh muccess stag

The United: Kingdom ia the
largest pational servicad office
margel. According to dats from
& giobal office broking BEENOY,

It accounty for 36 per cent of the
World's serviced offlons - wilh
mare Asrviced office contires Lhan
iti the Armoricas, sod more then
in the rest of Europe, the Middle
Biast, Alricn and Asdd Pacific
tombined. Ramidus Consulting,

in & report for the City of London.

bimates that (hers are oves
3000 centren oparad InE I oV
100 pountries around the weorld
Jusl B0 cities ancount for 48 (KI5
cent of the total global market:
of thigae 50, twelve are o the
Unibesd Kingdom

T Tl bedd States (8 the second
brgesd marioot, but wtill laps
bahingd Lhn development sean
Lliks mides o’ Al Atlmnitio

i

Unitod Kilogdom

s Laondon
* Manchesisr
L] E]I"|I||.||.|__f|'_.;1|.1_5.

s Hrigtal

« Mew York

* Lag Angeles
= Atlants

# T llas

EMEA
* Pairis
# Dhitilin
¢ Madrid
¢ Munleh
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There has been strong growth recently,
but it is still a market in its infancy with
clear and sizeahle untapped potential,

Alfhough Britain isahesd of
iom potitors abipskad, e
serviced offlos market
romuins in i inlaeoy

We estimate that there wars
aronnd 2300 seryviced offios
cantres in the United Kingpdom
in 2014 - accounting for
approximataly two e cenl

of the total office spana

siquare footaire nationally.

BFervicnd offico market

Lthe TTnited Hingdom,. 2014
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B, the market has grown
s#trongly in recent years

Although the conosept of serviced
offiees st ermerged o the 19708,
it s only i the last denade that

t i meeyviced] office market has
gLarted to metks Inroads into the
piranveEn Lionsl offlce market and
imstanlish 1tsalf a5 an important
westinor in s own righl
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The labiesst Dlbedl troffoal ) deta
ahoers Lal Lhe number of ssrvioed
office: pentres s grown byl p
gofl ainen 2008 whinh FEpregEnts
4.6 P porl Arkriaad H:l'l‘.ll.l.l'tl'l.

London is by far the largnst
and maost metiern markasd,
and comprised 34 per conl of
ths natiomal market in 2014
Manchester s the ssoond
lrgest markaet for serviced
offices followed oloscly

by Birmingham

The maat recent data for the
barges) Breitish pities sugpests
growth in the markst is
accelarating — with Hristol,

for example, seeing an eighieon
per cent inorease in the numbor
of pentres between 2013 @nd 2014
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St The sector's growth reflects the changing realities

THRUTTL
F A1 p ol mocern businesses, and the need for cost
l"““”“' iiticient flexibility and scalability.
, Haipenl lrong growth ia since then. Workers are more satellibn offices,; as well
ML rrinln g, as - sorvioetd miobiie and can pennrmlly work iR temparary. gpaces to
’ Wiloss proyido the Hexibility remotely away from o contral acnommodate expansion
2 B mollabdlily. needed by office hub, With Lha adsanoe of
- T &
. Bonaw | s 10 1hue msiinrn ln'.i.l]'l].l.“Ul]li“ir.lt'll'l._ﬂ suil s email Whanthor th" (R RER ] Ty 15 @
il volitile eoonomy and conference cill facilities, b hukinoas makdng it
o large, fixed oentradlssd olflos flyst commitment W property
i Bios 110s, businesses i 1esa fmportanl, Whist's mors, ar o large corporata boainess
pnnisrilly only hod the option of office hased start-up businessss taking project or overflow space,
z M B6 yonr leaso to procurs office require more fexible contracts o S0rviced affices have responded
- M, il osinesseg le]'}l:lil'lg. ensurs they do not overormmit, L -;.-h.uu:rin.g markst condilions
Prsctions, nesds and technologies while more establighed hugineages 0¥ providing Dexible, oftan casl
fimwis ofmrged marleodly are increasing their nse of effootive and practical saluticns
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Why serviced offices?

Instantaneous
availability

The typoal-gervioed office

ig BvaAilnbld al shirt mobios.
meating the demunds of
bumesses with Hniitad Hme
oomnstraints [t ean peovidn 8
fiilby Fumclions] offoe within
n matter af hours or days

Flexibility to grow
and contract

PFrovidore 0f sarvlond ol tion
aohormmcKEETION KAl many
nerw gtart-un husinessen, and
1.k
expnElon withoont redocating
iR A prorEyY f0r Lieae growinge
NIV Tt

patEntial Toe ovarndghl

Low establishment
costs

A pervicedofloe tenant mey

b= paEbriobed in e Snnmoil
resoiTees availabin, Espettally

in the infiency. of i relalively

e Businicsss or whore
istahlighel onlerprises wint

to tesl Dow mMAEKEE, Thisfs s
sdvenRes Tor Ehiss tonknts 1o bo
et Do shatite high valoas
IrfEst ol ure for an afMfordables
t T Thesa tefuin e onn LEsle aarn
gy nunl e abie 10 atiord aoress
(ERR AT q'l.l:-lll._\.' i [ |u||:ll|1f‘|:|.|||+'

of equipument provided by the
syt alTins, el a TEIECIT
eyatams, printevs. Hopiers, o
internet

Pay-as-you-use
system

A sarwiced oifice tennmtomly pays
for semrices AN perannnel whemn
required. rather than supporting
the ongoing permanént noet of
these itema.

User friendly
licenses

Buather' | han dialiog wirh comp]
firch At cite npas o i ts "
flter Inbolving legal dusi@anis

oY pLOaT serviosd of Tios
aprradiment i SN W R Dkl
rmal It 1§ degiomes] i e e
_r|"1|'|||lll'." Wi Blvnidl unnPeEREATy
Lot dnd admnses Teplonlby foom el
1 onnrnern i offiee e |

Short-term

#
|
agreements ,
I direst confrast o a typloal 1
affios jeane Alracture over 1

multmple years, &n agreemeEnt for )
aervioed office Apcommaodstion
can = ower muich shortan perindss

1
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Serviced offices
are an attractive
option as they
offer services
that cannot be
easlly matched
by traditional
commercial
accommodation







8l 'owerful drivers spur
il sector’s growth
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There are three sound
reasons to expect strong
growth in demand for
serviced offices.

1 Urowth in small firms
Economic Drivers

2 Urowth in key sectors

Changing business
Behavioural Driver 3 practice

and behaviour
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1: Growth of
small firms.

Crver e coming decads, 4.6
o ow bhusinscses will starl
np fwhike 27 milbon established
cines will fwdl) cresling dein e
Tor fexiblo workspace wihioh
manmol e i klefied follv in (e
conventconil leaaine markcet

dmall frme are this Lo geest idppele
group among serviosd alTlon
vgars. Thore is o nationwide
dita ko illustrate the point, bul
nrovind T por oent of seevioied
oflios space in London is
curreintly ocoupied Dy biisl e
with fower than 250 atadf

Servioad offices proande Mexibility
for small businesses, who raraly
grow in o lmear faskhion and, in
many cases, wolld nob want to
be tied infto a long convintional
fepse. They offer buRinaeses tho
Flexibility to grow without the
need to pay large sunk onsts
soch ne rencovation, furniturs
arvd egquipmeant that cannol b
rcovored. The 4.5 milliom seil
omployed are alao &an imporfant

morkal for serviced office growth,

Borviced offices proside excibality
for tho self-amploved and can be
usdd a8 g launch pad for a ey
compiiny, while also baing nble

Lo regpond o changing work
pualliprne and offer the option of
roam [or expansion it and

wihien Lheir Dusginese prows,

Crronwrkhs im serviced offioes will
L bied, in Jarge part, to Mk
tredls in the numbere. size aned
porformance of Britain's smalise
Dusinesses. We expeot strong
growlh in the number of small
firme, mod in the number of
ek ampayed by them




Small firms are the
backbone of current
serviced office demand.
and their numbers

are expected to grow
strongly in the
coming decade,
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sShare of businesses in the United Kingdom

private sector and their associated
employment and turnover, by size of
business, start of 2014 (per cent)

small and
medium sized
businesses make up

99.9%

of businesse and Bk
.

; 60.1%
of i'.fll"l}}ll;}j;’ l'?l{_’.‘l'l t 39.9 o
in the UK. Ao
_ A0
i A0

- - X0 : RO
i Medium (50 to 249)
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In the modern economy, ll
small really is beautiful. m
|
Trelinology has (orn Aown many Change in the numbear of Tnited Kingrom private spolo "y
of the harriers toanlecy’ for
mrrill boEiness tn A wide PRLEE [l
markEsts and rociyesd e erl e o

thie sermeamies Oof sdlie enoyed by

E 3

businesses by number of employees (index, 2000=100] B
10

bigger enterprises. The nternal 14600 =
for example; has provided
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bip and gmall alike. Meanwhlles
pompatation aullhor tes arodnd
Il webed Jimes Touand thely testh

il wm PR L aftl-tFList antions
wrikh moar vigoar And, of oolrae
pavernmenis and requlntora ave
learped o aalutary lesson from

e bndes that were oo bl to

(il during the finsnomal orash

Mk, ewen more Mndamental
Lhers e an cngoing ahift in where
viklue lles in the Unoited Eingdom
geundmy - away from produotion

wid bowards creativity. which
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i Cirowth in key sectors,

W aies, 87 million jobs will Thess sectors will mes sngmfican

=

ik il liinisisgd compnred Lo 8.7 grrorwih o ernployinent e
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M wectors that use serviced offices most
will b among the fastest growing parts
al Lhe economy, bolstering demand for
¢ibhlo workspace

Key industries for future
growth in gerviced o fice
domand and their share
af gerviesed office centre
businesses, 2014
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Employment rates in

key sectors for serviced

offices will be growing

at double the rate for

the economy as a whole. 203

® Overall growth in jobs across 1.0
the whole economy annually :

Information and
communications sector

Professional, scientific and
technical activities sector 0.5

Administrative and support
gorvice activities sector

Finanoial and insurance
activities ssgtor 0




The annual growth in employment in
the different sectors versus the overall
growth in jobs across the whole economy:.

ot (M
1.8%
1.7%
1.0%
wi 1N on and Professional, Administrative Financial and
B L tions scientiflc and and support service insurance activities
alb witor technical activities activities sector sector
7 Boctor
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Key sectors for
serviced offices
are also less price
sensitive to office
costs than the
national average.
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Maximise flexibility to respl t
Manage costs in a less predbl
Access new and distant mals
Greater mobility of technol
Satellite offices in globalisin
More mobile workforce
Provide greater work flexiy
Overflow space for growingr
Companies with project-basi
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scenario analysis reveals
untapped potential




We have developed four scenarios
for growth to 2025.

Honnnrios for the ssrvioed office markest to 2025

Benchmark ‘organic’
growth scenarios

Behaviour change
scenarios

| |
2. Orpanin dhan ge

1. Btuck in the past ezl

Stuck in the past
Conventional office performance

Organie change

Eeonomic drivers grow market

A more flexible future
Modest shift in Airms” behaviour

Towards a new office paradigm
More wholesale change

4, Towards a new of e parndipn
I 16§
(I ATRT Bij 2l

3. A more flexible future — i:




1| Bluck in the past. O 3

| prrowtih of the serviced office sector under
i ik in the past’ spenario, 2014 and 20235,

ey CAGR
udip i 2014 - 2025 2014 - 2

Monthly rates per
workstation




2: Organic change. : ' b/
. Pl

Brale and growth of the serviced office sector under the
organic growth' scenario, 2014 and 2025

Frowth
2014 - 2

Mumber of workstations

Monthly rates per
workstat




I A more flexible
r.|||||

rrowth of the serviced office sector under
e flexible future' scenario, 2014 and 2025

by ol
med olfioes

il workstations

1 ."l ratos peEr

On cautious
assumptions of
behaviour change,
we anticipate eighi
per cent annual
growth in demand
for serviced offices.

CACGH

2014 - 2025




4: Towards a new
, office paradigm.

acale and growth of the serviced office sector under the
towards a new office paradipm” scenario, 2014 and 2025

rLis

B35 Growth CACH

204 - INE

ir of worketetions

Mot ||'.;'r' rites par

workwtation




The next decade

: 1(13011:1_le easlly be :

the tipping poin
for tﬁle) se%viced

ifice market — in

Which case annual

growth should
exceed 10%.







4

Serviced offices emerge
As an asset class
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There are marked and lucrative differences
between the serviced office model and
conventional office leasing:.

Cilvon Lhe strong prospoots for
thip sorviood affice mnrked. 1fs
Lime (et Lhe ssctor s fromted
like ihe sorions investmicnt
epEEtaniky il if s

Domrventional offices sTe
Lraditiomally viswsd ps delivering
i stakile moome stream with the
benefit of lengihy nomtractosl
terms: a8 ‘asteady banker’ assel
Hut the ecenomic snd
environmeriial trends we disruss
in this repori are making this
legs of a reality - with the
ierage leade period fallinge
froan 11.56 vears in 2008 t4 9.8
yinry in 2014, and Lhe aeers g
mctual length Of tenancy lasling
B0 yonrs hegaoisn of sarly
birminalions.

ﬂ'_}|||.l1.-' s smirrviees] alflos Lepmn s
.-ii_gu 81] bir st Er_'lltr;l.lhll.' pon Lraots
liowever some sruroes Lo lcate
LIeil Lesrpnmesss s ]I_—:I_I!{l]ll—hi!l_lf'_'
sipgnilivanlly b Landon and

RO CPEFLOTS N8 BXPEriEnDIng
leiiires ol up 1o five years

And, piven thoar more frequen
turmover, one might axpect higher
vioanicy rates in serviced (han
ponwanbinnal offices fullhouagrh
convartional offices can e empey
for prolnpgead o Vi)

Conwventional veraus
agerviced offloes businoss
molels

Conventional offices

l

Underlying property
asset

Stabla rental income

ik, vk L conveinbbonal
el sl afflde providaens
silEn hias eoess to Dees o
aervices, Many of theas arg
RECEY © siahle gontractsn ool
lke rents, for furmiturs, I'T
suppart, telephone and inbeene
anid recaption feoilities. In
addition, thers are more varialidi
imoome streame from 'pay-as-
Vg’ gRrvices inelode miestiog
and conference rocansE. recapiicin
rRiAff and saeratarial fonokions
and conmiargd. Thiess additions]
ineomes Jre alreaady bypically
wiorth GO-T0 per cant of the hasid
workatatbon rant,

Serviced offices

Underlying property
sl

Slanhle rental incorme

]

Contracted service feas

Pay-as-you-go
SEIVIOE Inoonie
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vl office business model is currently worth

which is sixteen per cent higher than
able conventional otfices.
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If there is a shift in the way businesses operate,
the serviced office sector has a potential market

value of £126 billion in 2025.

Lk lng ko the ot serviosd
ol Boes will be n subateniind nssel
olikms in ita own rignd

tinder the cantions sssimptions
oof ‘i mors (lesnble Tutures
popnario, our modslling sugge-ty
bt Lhe seiviced office industry
in Ehe United Kingdom ovald be
worth B0 Billon in n deonde

I future growth & more ke our
townris & new offios paradigm’
the vadae will be moch hagher il
v 120 biltion

To provide context, the value of
{le entire United Kingdom affice
mariet is £183 billion today

and global petroleum gisnt, BR
is ligted on the London Stock
Exchange for under £80 billion

Discounted cash fow valuation of serviced office sector
including underlying property assets (£ billion)

130

Al

Pl -

]

ElERmanssagemm=ian

FaarganEd

With greater domand and
higher rental growth, The angko
will subrbaniially oulstrip Lhno
performance of Hhe conventional S
oo marksl. 1T oday's sorviced
affioe market simply mustcled
thie Erowhh of its traditionod
con erparia, it wioneld bo worth
just under £25 billon by 2035

1 M

Conventionsl offipes
=ease  Cinchk in U past
sesss  Organic change

A more fexible fulurs

Towwaut'ds 5 nisw offloe
paradigm
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males and prospects demand
an accepted valuation




‘What is the case for a
10D Guidance Note?

P merviced affice sector has
i ponly and prospects o be
gudiicieend] na o proporty assel
wiliie An i owm right. 1t hos

L phecteristios of property
ypes that are commonly vl ued
by referenee to their trading.
mimilnr to student accommaodation
and hotels, The RICS Guidance
Note dealing with “Trade-related
wluations and goodwill” provides
guidanes on the valuation of
property Tully equipped os &
operational ontity. However the
use of this melhod s restricted

o property types wherd Lhere

4 i limited use (Lo, the space
Nz limited fexinility and has
bty degigrmand for specilic uses).
Thik is not the pase wilh serviced
offioes == Lthey are Iocated within
gtmndard of o oildings.

Sorvieed offices fall betwoon two
statsdnrd valuation PR
tradde pvilnted valuations nid
goodwill, and the investmient
methxd, and therefore there Ls
n mtrong case for the RICS to
produce s Guidance Note for

What approach to
valuation should
be adopted?

What we should congidor
whem valuing & serviced
office, a8 Tully egquippet
operational eptilles, having
mgard to trading potential:

The seryiced of i operator has
tare miiln assels: the angibbe
property asset and the intangibls
business cornponasnt. Both ars
symbiotically Hinked but are
soparsble from 4 valuaticn
perepective. Thus, the srrviced
office iR unfike i botel, public
hones or nuding home, for
pxpmple whore the buildings
are designed for Thiss speclfc
Florotions.: A serviced odThos-san
pasily beoome i standard office
ane an offive bullding easily
divided botween servicosd and
poin-earviced offtoe providers
Serviced offlos operalols e
bidding for standart office spHos
in the opin markel wilth other
potantisl cooupiers and therelore
the value of & serviced office as An
operational entity should be splld
hetwesn The propérty (the office

building ) and business {additional

gupport seTvices (o the servioed

offtoe dser). However, the valuer
mugt carafullty conglder the risk
anboelated with each trancle of

i afa zinpl

The valuation is challengimg
for the valuer by having to
dectde what propartion of tho
intangihle business componstil
attaches Lo the property and
which companents atinch o
the business. The lioense e
i5 a “gquust-lease” contract
and mitachis to the property,
Inoome assnciated with other
buginess servioes — auch as
IT. administrative support,
commuiiications, meeting
rooms and catering — doono
attach although they may oreato
gignificant profit and are variais
Huowever, it has to be borne in
mimel that the level of Lhase
pontracted and variahle fees will
bir dhspendent upon the avallabilil)
and guakity of additional saervices
nviidlable 1o khe licenses, Glven
ke plose inter-ralationshin with
this conponent of Ehe inoomae,
{hay should perhaps be treated
toprethar when considering the
traing potential of the servicod
piffiee opralion. Also ramember
that o Inrge percontage of this
inocme 18 in fect contracted.




What are the key
vuluation stages?

1. Prupare &n estimade of the fair
minintsinable rading potential
(ERITDA] of the serviced
oifice operation - lhense Tees,
lul ness services, properly
poata and operilicnal oosts

& lacln Inccme: babwieen
olfnctive Market Hent and the
varinhin and contracted Inoome

Apply an appropriote valuation
mithiod to determins the valoe
o the gervicmd office, as Milly
pippped operational enlilies,
hoving regrrd to s trading
nintentind

How are the
inputs determined?

Thie valuer should use standurd
mariket based teohiniques. Marlos
rent, property vields and Croding
notential oikn be determined Dy
analysis of comparisons and
historie bracdlng data: Haliss

of return for the business
camponemt should be determinsd
by appropriate bumness appraisal
teahnigques reflecting tho Fisk.
tranaforability, deprooiation,
growth and sustamability of this
income strenm. Tho ohollenge

ig o understand the risk-return
charnoteristics of thos inoomses
giroam and should be wundartslcen
by an appropriately qualified
professional with in-depth
knowiedge of the seotor,

Thure is likely to be a lendenay
for Lhe valuer to view this inoome
piream consarvobively aod
imeresae the yield

Althouph only some sorvieed
office tenants sign up o lengihy
poniragis, Aome sonaroes | noloate
that lenires are leoplhening
significantly in London and
BomE GEEEIOTE 809 CEHTIETHITE
temures of up to five vewrs and
the impoot of one tenant yacaking
ig thorelnie considoranly leRs
I::,r||||!||:1;|| i Lo Chas (nddrm e ELMEENIT
Bo srield dhoics e crockal.

What is the

Fewe vadundlooy off Biware

pirsl ey et e it
approprinte method of valaation
ik Lo vt oisthiosd |

aither vEmng f oonyantioml

e combempornry DO i
approanh A exnmpli of sk

is {1lusirabed an the nexl pagee,
uging the gamumptions on Wie el

ar




Assumptions/Inputs:

|'||.| TR] R

Property: Frochold 58,000 sqg. ft grade A offios located in contral Londan
Effeative Market Esnl:
Eguivalent ¥ield

BEgunted Yield:

]'_|:|_'|!,||_|12||_'| Growih Hata:

HsIneEss

Ocoupancy Rate:

Miimber of Workstations

Average InoHEe per work station:

Targst Hate of Return
{Conventional)

Target Rate of Return
{Con temporary )

Inaaite Growth Hate

Lbsniain

Blikiaiia B
i

Tl el
B b b

| et

L

Vosbaaji B
Wil
LI TIEYIT

| L LR

s |iss
i
LM
Wjane

| Mistin




{ ‘onventional Valuation
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Conventional Valuation (Continued)

Fixed Property Expenses I

Hant

FPropariv, Agent & Myt Fees
Kalea

In=aranc

Todal

Adjusted Net Profit EZR3, 248
Viluation of Offtee Building I

Morket Kent

TP porp @F 4.3%

Cipital Valdne B, GET, 00T

Contracted and Variable Servicns

EBITDA - Markat Rant

bl perp i B

Falus IS0, HTHE
Proparty Wil
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The serviced office |

sector has the scale |
and prospects to

be considered as a

property asset class
in its own right.
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| Contemporary Valuation




Contemporary Valuation (Continued )




SUMmMAary

A8 noted in this report,

the serviced offica soctor is
developing as a proporty asse
class in ita cgwn right, As wilth
manly new properiy imbialives the
valuntion professiol oan sl egis
o Keop paee with changes and
bemds to be risk averse whern)
facod with unusual cash lows

The fact that the variabis
components to the inoome
gitream for the eervioed office
oparalon are largely predictable
manns that 1o eesenes their
vartabiliby 18 small as &
proportion of the revenus Lhey
penerate. Thia cresbed merd
certainty in faloilnling: this
meome skream and herds this
atement of L |||_;||'-.'u|l.||"5-. LT
wionbd attiact & owes ol

in valimbion

The nature of & ‘mAceo’ estimats,
which asse==as the value of the
antire yalue of the industry using
dpgregated data, means it will
naturnlly be less detailed than a
site-gite specille 'micn’ approach
However, the two methods we
have lestid comme e with vory
sbilar villoa bons

'l ponddrEmbive conventiconal
valuation suggesis o olnes bo EH%
inoiesue i all the inoremantal
sarvices are socoonted [or, while
the oontemporary DEF aned bosd
produces g valuaksin ' Hal
Aupgpesie n oloss Lo 2000 uplif

The value of the servioed offiée ns an operational entity
with trading potentiol ik £43 million pounds
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Towards A Guidance
Note for the Valuation
of Serviced Offices

A ,-:Lml-nm-u nole ||||'|'|-|.i:|--|
recrmmendations for A i
tazke to be conducted bt Ly
viluer reflecting the higlioel
atandard of profeesinnal
oompetance . Lo, besl praddhis

Thear recommesticled good prmetio
in the Euiclanoe tiokbe W nor i lly
foliivwed by competant and
ponsclsmiious pract onars
IralReakly Lhe socps of ol puned
terms of engapreonen b sedild bis
ounslberecl. For exsrpie, e
ariupe of work to e uncerta g
winild be apreed betwsen vl i
gl cllent. The aeset o b
vialued shonld be recorded (o g
Brrinibary ey Op Go), Tin L (s
of serviced offices, we oullined

L gl ;
[ [Tl I ST
i pirEY e |'.*|'r';I = [11]
A L [ ERE
| hatnin | a1
i dkE 1
| IPEL | e N EEIT]
i e ST s
| [EETE ) | GARE
PRl = i TR [EELRT =d

Pybejmrny ¥ilue | £20 a7 D00

alsrve. m valuation must bo

RIREE tileidl Jom B h'nlljl'JIl'J,F; e ie |

L1t Dl piess JF1VITLE CONEIORTILLID
i Ahe rinks pssoniated with
Thopie o reflected in the
nEampie valustions provided
mliivve Lo wiilah we sat out - the loy
mtagron of the valuation process
mpd cogislider oy the valoes of
inpubs haye been determined

A with bsiness valuations in
guneral, bhe valuation for the
pirviiod office company progoibed
tiaro dopends upon informati
reced ved by Lhe sorviced ofThios
oporator, Waloers musi take the
reliatrility and appropridlenass
af puch informadion into
ooriEicleraiion
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In addition while the valuation
i based vpon Ehe information
reciived, standard prasciiog pnd
griidanne reflecta the faot Lhel
values cliange whith dcomons
viroumetances and as suoh
shicinld be reflectod as accurataly
=6 posgible, [n the ceee of the
espviced offioe nxnmple, new
nfarmation Peorn Lhe operatoe
indicated thatl ental values
e imereaod whinh bag heaen
ineleded i Lae valoation and
impackxl on the ealonlated capiial
value. The valuaton has mken all
Enowr imeoans pnd coat girenms
nto eepElderathion ot the veloation
dote (hased upon the date of the
infoermalion Mom the -:pera:-:lr'l

The nformation usec abes
curraspoids o the b of
information normalily sed

i valuing as propedty mad o
husiness. This mloemdtion Has
iletailed the aotvitles of the
huglness, provionls valuatlon
paparks, wnd procdyoee and
eervices. Valuers gholld also
vriwy pensideratlen to strengths,
waslineEsses, cppRriunities and

presls (BWEIT) for the business.

s e 1n part reflected in
ik --l:]]l[:lt.]l'_'HE: LERN] 11."|'.!|IF1|\-|-|: Losry
iteg, mumbers af workatationes
i mvera o workabanticnl rales
Valuerd alao consider brends
vid oynlas in Lhe micelost plane,
i changes W Lhe husiness
cimpared wills Lie arevios
wernun bing dide

Lo bhn b cxnmmplos tho DOF
o s of the information
prowided by Wie seeyvioeo off ko
aperator. The bype of information
prrovidedd worildl be whint will

The contemporary . vell s Lo
shown above providos detaldy of
the key cost mod roveiue fbrsim
glements that are essential Tor
aalculating capital Yl

normally bo expected and a
Ezxamining the goidanos nobo o grusticion nobe may brosdly
pommercinl nvestment proporiy ot much Anformakion

voluation methods, the RIS
indloates that TOF techiig i
pre partioularly suited for the
analyais and valuation of Inoome
and leasshold interssts in compliex
caah flows. Whilst not all servioed
affipea are loased but buildivgs
ey be ownod by oparabors, 15
probably the majority of cases
tlrey will be lefanhold intereats.
In addition ms the serviced office
opsrating compomy must pay
rent to the building owner

which, from an acooanting
porepeciive, will be an on-going
cogt from o valuolion Fﬂ‘:‘fﬂpﬁﬂﬂ\"ﬂ
and must be considersd as sunh
in DCF models,

The DOF permits the infornad

rite of return (TRE} of o feaseiokd
investment to bo ealealaisd by
referanos o he @ill market with a
riak adjustment for the additionl
riak of Tenl sstals Investmenis
Therefore it s posgibie o value
guch property investments when
there is littho of no evidenee of
recent sile. The DUV explioitly
malkes nse af fundamentals to the
inoome slroam o oiloalate capital
wilue wnd doess not ineretore

need Lo ey on benohmark
oomparisons, which my be more
lirmitsd currenkly in the case af
garvioed ol tioes
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Notes




“The United Kingdom serviced office
sector could see its value rise from
under £20bn to £62bn by 2025; on

more optimistic projections it could
increase in size over fivefold and be
worth over £120bn.”




