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Executive summary 
The UK economy appears to be in good health. 
Unemployment continues to decline, service sector output has 
improved and retail sales show increased consumer demand. 
Recent occupational figures reflect this optimism with a high 
take-up of space in both London and regional offices.  
 

Demand for UK commercial property continues to be extremely 
strong as capital appreciation and income deliver attractive 
returns. Transactional activity in the investment market is high 
and the Fund is seeing flows from a diverse range of 
international and domestic investors.  
 
During the quarter the fund acquired a portfolio of car 
showrooms for £22 million, complementing an existing 
exposure to this alternative retail sector. The Fund also 
disposed of St. Anne’s Court, Dean Street for £8.2 million and 
Fujitsu Office Complex in Manchester for £40.0 million. Recent 
sales have increased the cash balance which will be 
reinvested in line with strategy.  

 

 
Performance 
SPF was in-line with its benchmark in the third quarter and 
is ahead over one, three and five years. Performance has 
been broad based with capital values strengthening 
across the portfolio. 
 

Year-to-date, sector and geographical allocations have 
boosted relative returns. The valuations of our London 
office properties in emerging locations and our portfolio of industrial estates have performed ahead of the wider 
property market.  
 
Returns have also been driven by the active management of the portfolio. Recent examples include crystallising 
profit from the sale of an asset upon completion of its business plan (Dean Street), as well as improving the rental 
income and valuation of the portfolio by letting void space in office and industrial properties (Sutton, Greenford, 
Hartlebury, Battersea).  
 
Developments at Bracknell and Croydon have detracted from performance. We believe these will be important 
contributors to 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 September 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 £1,730.9 million 

Fund gross asset value £1,758.2 million 

Cash (incl. commitments) £142.0 million 

Committed cash £82.0 million 

Number of holdings 75 

Number of tenants 1,067 

Void rate
2
 4.5% 

Average unexpired lease
2
 6.9 years 

Debt (% NAV) 2.4% 

Net initial yield
2
 5.4% 

Reversionary yield
2
 6.5% 

Equivalent yield
2
 6.2% 

Distribution yield
3
 4.0% 

Performance
4
 Q3 12m 3 yr 

(pa) 

5 yr 

(pa) 

SPF (%) 3.9 17.9 9.0 11.1 

Benchmark(%)
1
 4.0 16.8 7.4 9.6 
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UK property market commentary 

Economy 

The UK economy currently appears to be in good health. GDP grew by 0.8% in the second quarter of 2014 

(source: ONS), lifted by an increase in consumer spending and by an upturn in house building and business 

investment. The one disappointment has been exports which have been held back by the anaemic recovery in 

the Eurozone. While consumer price inflation has recently been benign, running at 1.5% per year (source: 

ONS), Schroders nevertheless expects the Bank of England to raise interest rates in 2015 as a preventative 

measure to stop the economy from over-heating.  

Occupational market 

The improvement in the economy has started to ripple out from London, boosting demand for office space 
along the Thames valley and in certain regional cities. Manchester has so far been the most buoyant market 
this year with a number of large lettings to lawyers and other professional service companies, but there has 
also been a significant recovery in office demand in Bristol, Edinburgh, Reading and Sheffield (source: Knight 
Frank). We also see opportunities in some other locations with strong economies such as Brighton, 
Cambridge and Milton Keynes. 
 
The pick up in office demand is echoed in the industrial market. Industrial rents in London, the South East and 
Midlands are now rising by 2% per year (source: IPD) and there are also signs of improvement in northern 
England. Part of this is due to a cyclical upturn in demand from traditional occupiers such as builders 
merchants, but part is also due to the rapid growth in parcels (+5% in the past year, according to PwC), driven 
by online retail.  
 
Although retail sales grew by an impressive 4% (source: ONS) over the year to August in volume terms, the 
fact that prices for clothing, food and household goods are flat or falling is a reminder that many retailers 
continue to struggle. As a result we remain sceptical about the potential for widespread rental growth in the 
retail market and prefer either convenience stores, which are benefiting from the switch to “small basket 
shopping”, or retail warehouse units which provide retailers with efficient and affordable space. 

Investment market  

In total there were £20 billion of investment transactions in the first half of 2014, up 30% on the first half of 
2013 (source: RCA). Most of the increase in activity was in the regions, as both domestic and foreign investors 
have become less fixated on London. Consequently, property yields in most regions have fallen by 0.5% to 
1.0% (source: IPD) since the start of 2014, although spreads against London yields continue to look attractive.  
 
We believe that the vast majority of capital currently being invested is equity rather than debt. While the big UK 
banks have now worked through a lot of their problem assets and insurers and debt funds have stepped up 
their activity, lenders remain fairly conservative about the assets they will lend on and who they will lend to.  

Outlook 

The momentum within the UK economy is being matched by activity and sentiment in the property market. 
Growing occupational demand is radiating out of the capital into the regions, alongside high levels of 
transactional activity. We believe that this should result in strong total returns of between 15% and 20% in 
2014.  
 
Looking forward, we expect total returns to average 6% to 7% per year between end-2014 and end-2018 
based on an income return of 5% and steady rental growth of 2% to 3% per year, assuming the UK economy 
continues to grow. The big uncertainty in the short-term is investor sentiment. If the average property initial 
yield settles at around 5.25% in 2015 then annual total returns should be reasonably stable over the next few 
years. However, if investors bid down property yields aggressively by a further 0.5% in 2015, then there is a 
risk that increasing interest rates lead to falling capital values in 2016-2017. While the Scottish referendum is 
now over, the 2015 general election and the possibility of a referendum on EU membership will start to play on 
investors’ minds.  
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Strategy and key activities  
The Fund’s strategy is to have a balanced portfolio, providing a bedrock of income, complemented by capital 
growth opportunities. The Fund’s objective is to outperform its IPD benchmark by 0.5% over rolling three year 
periods. 
 
Over recent years we have recycled capital from prime assets to good quality secondary as evidence of an 
improving economy has fed through to increased occupational demand. This should enable us to increase 
portfolio income and benefit from capital appreciation as yields fall. Though these assets require management 
to bring them to ‘prime’, our underwriting standards are unchanged. Refurbishment, re-leasing and 
redevelopment offer the potential for value creation but fundamentally a property must be relevant and 
appealing to tenants.  
 
We emphasise the following elements of our strategy: 

 
– Non traditional sectors offer an attractive yield and a relatively resilient income stream that is less 

correlated to economic performance. This includes exposure to motor retail, care homes, student 
accommodation and leisure.  
 

– Industrials also offer attractive yields and valuations, with current pricing often below replacement 
costs. Supply and demand dynamics are also favourable with vacancies low and diminishing, while 
rents and consequently values are rising.  
 

– The portfolio has a large exposure to emerging areas of the London office market. With tenants 
more footloose than has historically been the case, locations offering affordability and accessibility are 
seeing occupancy rates and rents increase.  

 
– We are underweight to retail and see significant polarisation in performance. Our preferred exposure 

is to in-town, convenience schemes with large or affluent catchments which service traditional store 
purchases as well as online collections.  

 
– Cash levels have risen as properties have been sold. Cash will be reinvested in line with strategy, and 

into existing assets in the portfolio.  

 

Purchases 

Motor Retail Investment Limited Partnership, Gilbran Portfolio (SPF’s share of the purchase was £22.0 
million at a net initial yield of 7.1%). SPF bought half of the portfolio in a joint venture with other clients of 
Schroders.  

 
The Gilbran portfolio comprises 15 car dealerships 
and one body shop repair centre. It offers an 
attractive yield (all with either fixed or inflation linked 
uplifts) and is accretive to the Fund’s weighted 
average unexpired lease term (averaging 13.5 
years). It complements the existing Motor Retail 
holding by increasing exposure to the South of 
England and diversifies franchise concentration. The 
majority of the assets are prestige brands in prime 
locations with strong covenants.  
 
  

  
Exeter - Mercedes-Benz 
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Disposals 

St. Anne’s Court, Dean Street, W1 was sold for £8.2 million. Following the complete refurbishment and sale 
of 82 Dean Street in the third quarter 2013, a unit within the building was carved out for its asset management 
potential. The asset was let to The Revolution Vodka Bar with a lease expiry in December 2013. Burger & 
Lobster were signed up as a replacement tenant for 25 years which completed the business plan. As with 
earlier sales at Dean Street and Chiswick Park, our analysis of forecast returns suggested that the best option 
was to sell the asset at a premium price and crystallise the project’s profit. The asset was sold at a significant 
premium to valuation reflecting the marriage value to the purchaser. 
 
Fujitsu Office Complex, Central Park, Manchester, was sold 
for £40.0 million, in line with valuation. The property comprised 
three standalone office buildings in a business park to the north 
east of Manchester. The asset was bought in 2010 for £37.9 
million at a time when the strategy of the Fund was looking for 
additional long-term income. In the current market, alternative 
income opportunities are more attractive, especially as the value 
of this holding could be vulnerable as its lease length shortens.  
 
Though we are positive on the Manchester market, our preferred 
exposure is to the city centre where a shortage of good quality 
prime office space is supportive of the rental outlook. We 
acquired City Tower in our preferred central location last quarter.  

 

Asset Management Activity 

– At the Kimpton Industrial Estate in Sutton, 130,000 sq ft of pre-let and speculative development 
were completed. 70,000 sq ft had been pre-let to Designplan Lighting, a local manufacturing company, 
at £10.50 psf. Three additional units were speculatively developed, of which one has been let. In the 
last quarter the value of the asset has increased by nearly 10% as the project completed.  

 

– The refurbishment of the Tetris Building, Greenford was completed. With the administration of the 
previous tenant, Entertainment UK, it had fallen into disrepair. Subsequently, in 2013, it was Grade II 
listed by English Heritage as an early work of Norman Foster and Partners. Following short-term lets, 
a thorough refurbishment of the building was completed and a 10 year lease agreed with Royal Mail 
which will add over £1 million income per year.  

 

– Valuation uplifts have come from the development of five care homes in Suffolk which are nearing 
completion. Though not yet accretive to returns, developments at Bracknell and Croydon are also 
progressing.  

 

Lettings:  

– At Hartlebury Trading Estate the largest tenant, Forest Garden, has extended its lease by five years 
and swapped a proportion of their warehouse accommodation for vacant yard area. The two units 
which they no longer occupy will be refurbished and re-let.  
  

– At Battersea Studios, an asset that was bought with c. 25% vacancy in Q1 2014, now has <10% 
vacant. At the same time rents have been increasing – from £21.50 psf at acquisition to £27.50 psf . 
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Other Fund matters  

Accounting policy change from 2015  

From 1 January 2015, the Manager will adopt the new UK GAAP accounting policy when calculating the 
Fund’s net asset value (NAV). The main impact of the policy, otherwise known as FRS102, will be to include 
the mark-to-market valuation of derivatives (principally interest rate swaps used to hedge against the 
possibility of rising interest rates on floating rate debt) into the net asset value.  
 
As the Fund does not currently have any direct derivative exposure, the impact of this will be negligible. This 
approach is widely used in other countries which use International Financial Reporting Standards (IFRS) 
accounting policies and has been adopted as best practice by the Association of Real Estate Funds (AREF) of 
which the Fund is a member. 

 

Global Real Estate Sustainability Benchmark (GRESB)  

A submission was made to GRESB on behalf of the Schroder UK Property Fund for the third successive year. 
We are pleased to report that the Fund improved its score on previous years and outperformed its peer 
average in managing and implementing sustainability policy.  

 
The Global Real Estate Sustainability Benchmark (GRESB) is sponsored by institutional investors to improve 
sustainability transparency and has become the leading industry benchmark. The 2014 survey comprised 
56,000 assets, with an aggregate value of USD 2.1 trillion. Please see www.gresb.com for more information. 

 

Fund notification 

Further to recent regulations introduced under the Alternative Investment Fund Managers Directive, 2011/61/EU 

(“AIFMD”) regarding the management, administration and marketing of alternative investment funds, Schroder Unit 

Trusts Limited, the Authorised Corporate Director (ACD) of the Schroder UK Property Fund, is authorised by the FCA 

as a UK Alternative Investment Fund Manager. In accordance with disclosure requirements required by this regime, 

any changes to the fund will be posted on the Schroder UK Property website under “Fund Change Corner” – a link to 

which will be available at http://www.schroders.com/spf/home. 
  

http://www.schroders.com/spf/home
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0-5m  2.1%

5-10m  6.7%

10-25m  21.2%

25-50m  37.6%

50-100m  32.4%

Tata Steel UK Ltd  3.5%

Lloyds TSB Bank Plc  2.9%

Government   2.4%

Universal Music Operations Ltd  2.3%

Regus Ltd  2.1%

Pendragon Property Holdings Ltd  1.9%

B & Q Plc  1.9%

Sungard Availability Services (Uk) Ltd  1.4%

Royal Mail Group Limited  1.4%

Marks & Spencer P.L.C.  1.3%

1,057*** other tenants   79.0%

Portfolio analysis 

Top ten holdings Sector % of NAV 

City Tower  Offices 4.1% 

Bracknell Retail and Office 3.4% 

Acorn Industrial Estate, Crayford Industrial 3.4% 

Hartlebury Trading Estate Industrial 3.4% 

Kensington Village, London W14 Offices 3.2% 

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

Matrix, Park Royal, London NW10 Industrial 3.1% 

Davidson House, Forbury Square, Reading Offices 3.1% 

Mermaid Quay, Cardiff  Other: Leisure  3.1% 

Monks Cross Shopping Park, York Retail Warehouse 2.6% 

Lots size bands, by GPV** Tenant profile  

% contracted rent 

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

 

Segment SPF Benchmark 

Standard Retail – South East 5.7 6.6 

Standard Retail – Rest of UK 6.2 6.9 

Shopping Centres 1.0 4.2 

Retail Warehouses 12.2 18.3 

Offices – Central London 15.9 13.7 

Offices – South East 13.0 9.7 

Offices – Rest of UK 6.2 5.6 

Industrial – South East 16.5 12.2 

Industrial – Rest of UK 5.8 8.1 

Other 9.3 8.9 

Cash 8.1 6.0 
 

Source: Schroders, 30 September 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 25.8% 

 

-0.9% 

-0.7% 

-3.2% 

-6.1% 

2.2% 

3.3% 

0.6% 

4.3% 

-2.3% 

0.4% 

2.1% 

-10% 0% 10%
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Shareholder information   

Minimum investment £100,000 

Total expense ratio (TER)
5
 0.79% 

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
 4.0% 

  

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 46,648,511 

NAV per share £37.10 

Offer price per share £38.69 

Bid price per share £36.58 

Pricing methodology  Dual priced 

Offer spread  NAV +4.3% 

Bid spread NAV -1.4% 

Number of new shares issued – Q3 2014 1,634,301 

Number of shares redeemed – Q3 2014 Nil 

Number of shares matched – Q3 2014 233,825 

  

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 (gross) 

GB00B8215Z66 

Schroder UK Property 
Fund (net) 

Schroder UK Property Fund 
Feeder Trust 

ISIN GB00B8215Z66 GB00B8FPXR30 GB00B8206385 

Sedol B8215Z6 B8FPXR3 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.  

 

Issued by Schroder Unit Trusts Limited, 31 Gresham Street, London EC2V 7QA. Registration No. 4191730 England. 

Authorised and regulated by the Financial Conduct Authority. PRO00134 

 


