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Executive summary 
The momentum of economic recovery shows no signs 
of slowing.  2014 UK GDP growth is forecast to be 
around 3.4%, its strongest year since 2007, while 
employment also continues to strengthen.  In 
commercial property, this has translated to improving 
occupational demand, underpinning a still strong 
investment market.   

 
UK commercial property continues to attract both 
domestic and international investors searching for 
attractive income returns with the potential for capital 
growth.  Demand is increasingly broad based, with 
activity picking up in regional markets, in addition to 
London and the South East.   
 
During the quarter the fund acquired City Tower in 
Manchester, a multi-use and multi-let asset.  The fund 
also disposed of two non-core assets. 

 

Performance 
SPF outperformed in the second quarter and is ahead 
of its benchmark over one, three, five and ten years.  
Performance was broad based with capital values 
strengthening across the portfolio.    

 
Recent returns have been boosted by strategic positioning of sector and geographical allocations.  The 
valuations of our London office properties, in established as well as fringe markets, have increased.  Our 
industrial portfolio has also seen values improve, particularly those assets around London and the South East 
where there is a shortage of quality supply.   
 
Strong letting activity has seen void rates fall across the portfolio.  In the industrial sector there is embryonic 
evidence of small pockets of rental growth in deals that have been completed at Hartlebury Trading Estate, 
Electra and Matrix, Park Royal.   
 
The construction of five Suffolk care homes is now nearing completion and valuations have increased as these 
become income producing assets.  The other development assets at Croydon and Bracknell have lagged the 
overall portfolio returns though are progressing and should be important drivers of future returns.   

 
1
 AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Weighted Average. 

2
 Includes all directly held properties, all joint ventures plus the quoted initial yield on the indirect funds. Excludes land and development. 

3
 Distributions payable in the twelve months to 30 June 2014 as a percentage of the net asset value per unit (NAV); 

4
 Performance is calculated on a net asset value (NAV) to NAV price basis plus income distributed, compounded monthly, net of fees, 
gross of tax and based on an unrounded NAV per share 

Databank 

Fund Objective 

To outperform its 
benchmark

1
 by 0.5% per 

annum, net of fees, over 
rolling three year periods 

Fund net asset value £1,623 million 

Fund gross asset value £1,654 million 

Cash  £68 million 

Number of holdings 75 

Number of tenants 1,017 

Void rate
2
 5.7% 

Average unexpired lease
2
 6.9 years 

Debt (% NAV) 2.5% 

Net initial yield
2
 5.6% 

Reversionary yield
2
 6.5% 

Equivalent yield
2
 6.2% 

Distribution yield
3
 4.1% 

Performance
4
 Q2 12m 3 yr 

(pa) 

5 yr 

(pa) 

SPF (%) 5.2 16.5 8.2 10.7 

Benchmark(%)
1
 4.3 15.1 6.6 9.1 
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UK property market commentary 

Economy 

There is now firm evidence of a sustained and broad-based economic recovery in the UK, with the growth in 
domestic demand and household consumption stronger than many expected. Falling unemployment and 
further business investment as firms respond to increased demand from home and abroad, should help to 
sustain productivity over the second half of the year.  

 
In his Mansion House speech in June, Bank of England Governor Mark Carney warned that the first rise in 
interest rates may be sooner than the markets currently expect. Schroders has brought forward its interest rate 
forecast to February 2015, raising the end-2015 forecast to between 1% and 1.5%. With inflationary pressures 
benign, the Monetary Policy Committee may find it hard to justify anything more than a gradual rise in official 
rates in the near term. However, the measures announced in the latest Financial Stability Report targeting the 
residential market suggest the Bank remains cautious over the vulnerability of house prices. 

Occupational market 

Many property sectors are now benefitting from improving occupational demand. For example, the evolution of 
parcel delivery networks and growth in services manufacturing is driving take-up in the industrial sector. 
Current market conditions in central London are helping to break down traditional location boundaries, with 
occupiers increasingly footloose and willing to migrate to more fringe office locations to access suitable space. 
  
The development cycle has reached a low, with continued reluctance to lend on speculative builds and rising 
construction costs holding down the level of new starts across most sectors. The cycle may start to accelerate 
again given rental expectations but the development lag will benefit owners of existing property, particularly 
those with flexible space that meets the evolving requirements of the tenant base.   

Investment market  

The profile of investors into UK property is changing, with more domestic institutions bidding for assets, 
consultant-advised investors back in the market and increased allocations to real assets from traditional fixed 
income investors. International purchasers continue to target larger lot sizes in central London, but are also 
moving into regional markets. Investment volumes outside London are beginning to recover, particularly in 
cities such as Manchester, Leeds and Cambridge, where investment demand from buyers outstrips supply 
from potential vendors.   

 
The demand for good quality assets across the UK market is pushing down yield pricing.  At the same time the 
yield spread is narrowing between prime and secondary assets. This is being facilitated by an expanding 
group of lenders and a widening range of loan terms for those investors that need to access bank finance.       

Outlook 

The UK commercial property market is now entering the stage where capital values are being supported by 
rising rental values. We are forecasting total returns of between 7% and 9% per annum out to 2018, with an 
income return of around 5% per annum and capital growth of c. 3% per annum. Rental growth of between 2% 
and 5% should compensate for any rise in interest rates in the short term. 

 
The changing political landscape presents one risk to our forecasts, whether that be volatility after a ‘Yes’ vote 
in the Scottish referendum or the uncertainty around the UK’s membership in the EU. There is also a risk that 
if the market moves too quickly in 2014, performance may become more front loaded than expected. 
However, the 5% to 5.5% income return from property continues to look defensive. 
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Strategy and key activities 
Prospects for the fund and the UK commercial property market are encouraging.  Investors’ continued demand 
for yield is driving capital appreciation across an increasingly broad base of geographies and sectors.  Our 
strategy is to have a balanced portfolio which provides a bedrock of solid income and is complemented by 
capital growth opportunities.  During the last year we have rotated exposure from prime assets to good quality 
secondary as evidence of an improving economy has fed through to occupational demand and return 
expectations.  What has not changed are the underwriting standards across the portfolio, which continue to 
insist on the strong fundamentals of each asset in remaining relevant and appealing to tenants.   
 
Active management is an important driver of returns, unlocking additional value and rental growth.  Looking 
ahead refurbishing, re-letting and redeveloping opportunities provide additional capital return potential.  
 
The fund completed on one purchase in Q2 for £66.0 million, acquiring a mixed use scheme in a prime 
Manchester city centre location.   Though predominantly office use, the property also combines leisure and 
retail offerings. 

 
Office exposure is concentrated in London where we target emerging areas with affordable rents benefitting 
from infrastructure investment.  The Manchester acquisition in Q2 complements the overweight position in 
South-East offices and provides exposure to the largest UK economy outside the capital.  
  
We continue to favour higher yielding sectors for both income and, as investors’ risk appetite increases, for 
capital appreciation potential.   Industrials continue to offer attractive yields and are benefitting from strong 
investor demand.  Good quality assets are supply constrained and are consequently seeing diminishing void 
rates and embryonic rental growth.  In retail, our exposure is selective and favours convenient ‘in-town’ 
locations which have ample parking for ‘click and collect’ shoppers as well as large or affluent catchments.  

Purchases 

City Tower, Manchester (SPF’s share of the purchase was £66.0 
million at a net initial yield of 7.0%).  SPF bought half of the property in 
a joint venture with two other Schroders property funds.  This is now 
the largest asset in the fund’s portfolio. 

 
According to Knight Frank, regional property has accounted for the 
majority of investment in the UK for the first time since 2011.  With the 
economic recovery firmly established outside of London, the gap in 
yields between the capital and regional cities provides investors with an 
attractive arbitrage opportunity.   

 
City Tower is a mixed use scheme in a prime Manchester city centre 
location.  Its principal use is for offices.  Units are well configured and 
flexible and are let to multiple tenants off low base rents (£17 per sq ft against an estimated rental value of 
£21).   
 
Occupational take-up in the central Manchester market this year has been nearly double its five-year average.  
Against this backdrop and given the supply constraints of the local market, the low level of void rate in the 
property provides a platform for rental growth.      

 

Disposals 

There were two sales in the quarter, both of non core assets which were realised at a premium to valuation.   

 
Deykin Avenue, Birmingham.  This 85,619 sq ft warehouse was let to a tenant which went into liquidation in 
2012.  It had been a problem asset for the last three years, standing vacant.  It was sold for £6.1 million to an 
owner occupier who has existing holdings in the area and requires additional space.  The sale was realised at 
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a price ahead of valuation and above the returns we might have expected from the successful execution of the 
building’s business plan. 

 
Upper Richmond Road, East Sheen.  This retail parade, located in the prime pitch of East Sheen (an affluent 
borough between Richmond and Putney) was sold for £5.5 million.   It is an asset which has been intensively 
managed over the last year, with the negotiation of lease renewals and extensions.  Nevertheless, the outlook 
for income from the property was negative and it was therefore decided to exit the asset while planning 
permission for residential development on the upper parts remained in place.   

 

Asset Management Activity 

Development: The development of a portfolio of five care homes in Suffolk is nearing completion and is 
driving significant valuation uplifts, as well as providing a strong and inflation linked income of over 7%. 
Though not accretive to returns, developments at Bracknell and Croydon are also progressing.  These are 
designed to meet future occupational needs across retail, office and residential.   
 
Lettings: Void rates in the portfolio are falling as letting activity continues, particularly in industrial assets 
where there is embryonic evidence of rental growth coming through.  Deals negotiated in the quarter include 
new lettings and lease renewals at Matrix Park Royal, Electra, Woking Business Park, Acorn Industrial Estate 
and Hartlebury Trading Estate.  At Electra, the most recent deal was for £12.00 psf versus £9.25 psf 
previously and ahead of the estimated rental of £10.00 psf.   
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0-5m  2.2%

5-10m  7.8%

10-25m  19.5%

25-50m  38.2%

50-100m  32.4%

Tata Steel UK Ltd  3.6%

Fujitsu Services Limited  3.0%

Lloyds TSB Bank Plc  2.9%

Universal Music Operations Ltd  2.3%

Regus Ltd  2.2%

B & Q Plc  1.9%

Pendragon Property Holdings Ltd  1.8%

Marks & Spencer Plc  1.5%

Sungard Availability Services (Uk) Ltd  1.4%

Cable & Wireless U.K  1.4%

1,007*** other tenants   77.9%

Portfolio analysis 

Top ten holdings Sector % of NAV 

City Tower Unit Trust Offices 4.3% 

Bracknell Retail and Office 3.8% 

Acorn Industrial Estate, Crayford Industrial 3.5% 

Hartlebury Trading Estate Industrial 3.4% 

Kensington Village, London W14 Offices 3.3% 

Mermaid Quay, Cardiff Other: Leisure 3.3% 

West End of London Property Unit Trust (WELPUT)* Offices 3.2% 

Davidson House, Forbury Square, Reading Offices 3.2% 

Matrix, Park Royal, London NW10 Industrial 3.2% 

Monks Cross Shopping Park, York Retail Warehouse 2.8% 

Lots size bands, by GPV** Tenant profile  

% contracted rent 

Relative Segment Positions, %**** Absolute Segment Positions, % 

 

Segment SPF Benchmark 

Standard  Retail – South East 6.0 6.6 

Standard Retail – Rest of UK 5.8 6.9 

Shopping Centres 1.2 4.9 

Retail Warehouses 12.8 17.7 

Offices – Central London 16.4 13.7 

Offices – South East 13.2 9.3 

Offices – Rest of UK 8.7 5.5 

Industrial – South East 16.3 11.8 

Industrial – Rest of UK 6.0 8.0 

Other 9.5 8.5 

Cash 4.1 7.0 
 

Source: Schroders, 30 June 2014, figures subject to rounding.  *In house fund; **GPV: gross property value; ***look 
through analysis; ****Positions relative to AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund 
Index Weighted Average. Absolute deviation vs. benchmark is 31.0% 
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Shareholder information   

Minimum investment £100,000 

Total expense ratio (TER)
5
 0.80% 

Annual management charge (AMC) 0.30% per annum of the Fund’s Net Asset Value 
0.40% per annum on the Gross Value of direct holdings and capital cash 

Frequency of pricing Monthly 

Valuation point 8am on the first business day of each calendar month.  

Distribution frequency Monthly paid last business day   

Distribution yield (% NAV)
6
 4.1% 

  

Shareholder dealing  

Subscriptions Monthly 

Redemptions Quarterly, subject to 3 months’ notice at quarter end 

Dealing cut-off 12 noon on the last Business Day of the calendar month 

Secondary market dealing Please phone Olivia Pember on +44 (0)20 7658 3552 

Number of shares in issue 45,014,210 

NAV per share £36.06 

Offer price per share £37.56 

Bid price per share £35.56 

Pricing methodology  Dual priced 

Offer spread  NAV +4.1% 

Bid spread NAV -1.4% 

Number of new shares issued – Q2 2014 2,059,759 

Number of shares redeemed – Q2 2014 Nil 

Number of shares matched – Q2 2014 506,716 

  

Fund literature   

Responsible Property Investment http://www.schroders.com/property 

SPF Prospectus http://www.schroders.com/spf 

Audited Annual Report and Accounts http://www.schroders.com/spf 

Dealing forms http://www.schroders.com/spf 

   

Fund codes Schroder UK Property Fund Schroder UK Property Fund Feeder Trust 

ISIN GB00B8215Z66 GB00B8206385 

Sedol B8215Z6 B820638 

  

 
5
 Calculated in accordance with industry standard Association of Real Estate Fund guidelines which include fees charged by the 
Investment Manager, Property Adviser, Depositary, Registrar, Auditor, Legal Adviser and Valuation Agent 

6
 Calculated gross of tax, net of fees and expenses. Distributions are paid monthly on the last business day of each calendar month 

http://www.schroders.com/getfunddocument?oid=1.9.678022
http://www.schroders.com/getfunddocument?oid=1.9.1485859
http://www.schroders.com/staticfiles/Schroders/Sites/property/pdf/SPF-Annual-Report-and-Accounts-31032013.pdf
http://www.schroders.com/spf/investor-information/investor-forms
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Further information 

Olivia Pember 
Product Manager 
For general enquiries and placing trades 
Phone +44 (0) 207 658 3552 
olivia.pember@schroders.com 

Northern Trust 
Registrar 
For all fund servicing queries 
Phone +44 (0)870 870 8059 
schrodersenquiries@ntrs.com 

  

 

 
Important information 

For professional investors only. The Schroder UK Property Fund is authorised by the Financial Conduct Authority (the 

"FCA") as a Qualified Investor Scheme ("QIS"). Only investors to whom a QIS can be promoted, as specified in COBS 

4.12.4R of the FCA's Handbook, may invest in Schroder UK Property Fund. A QIS may not be promoted to a member of 

the general public. 

 

Investors and potential investors should be aware that past performance is not a guide to future returns. No warranty is 

given, in whole or in part, regarding the performance of the Fund and there is no guarantee that the investment objectives 

of the Fund will be achieved. The price of shares and the income from them may fluctuate upwards or downwards and 

cannot be guaranteed. Property-based pooled vehicles, such as the Fund, invest in real property, the value of which is 

generally a matter of a valuer's opinion. It may be difficult to deal in the shares of the Fund or to sell them at a reasonable 

price because the underlying property may not be readily saleable, thus creating liquidity risk. There is no recognised 

market for shares in the Fund and, as a result, reliable information about the value of shares in the Fund or the extent of 

the risks to which they are exposed may not be readily available 

 

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is 

not intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. 

Potential investors are advised to independently review and/or obtain independent professional advice and draw their own 

conclusions regarding the economic benefit and risks of investment in SPF and legal, regulatory, credit, tax and accounting 

aspects in relation to their particular circumstances. 

 

Any investment in the Fund must be based solely on the prospectus, or any other document issued from time to time by 

the Manager of the Fund in accordance with applicable laws. 

 

The information and opinions have been obtained from sources we consider to be reliable. No responsibility can be 

accepted for errors of fact or opinion. Reliance should not be placed on the views and information in this document when 

taking individual investment and/or strategic decisions. A potential conflict with the Manager's duty to the shareholder may 

arise where an Associate of the Manager invests in shares in the Fund. The Manager will, however, ensure that such 

transactions are effected on terms which are not materially less favourable to the shareholder than if the potential conflict 

had not existed. 

 

Use of IPD data and indices: © and database right Investment Property Databank Limited and its Licensors 2014. All rights 

reserved. IPD has no liability to any person for any losses, damages, costs or expenses suffered as a result of any use of 

or reliance on any of the information which may be attributed to it.  

 

For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply is 

Schroder Unit Trusts Limited (“SUTL”). Personal information you supply may be processed for the purposes of investment 

administration by any company within the Schroder Group and by third parties who provide services and such processing 

and which may include the transfer of data outside of the European Economic Area. SUTL may also use such information 

to advise you of other services or products offered by the Schroder Group unless you notify it otherwise in writing.  

 

This document is intended for the use of the addressee or recipient only and may not be reproduced, passed on or 

published, in whole or in part, for any purpose, without the prior written consent of Schroder Unit Trusts Limited. 
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