
31 March 2014 For professional investors only.  Not suitable for retail clients 

 

 

 

 
Issued in January 2014 by Schroder Investments Limited. 

31 Gresham Street, London EC2V 7QA. Registered No. 1893220 England. 

Authorised and regulated by the Financial Conduct Authority. 

 

Issued in April 2014 by Schroder Unit Trusts Limited. 
31 Gresham Street, London EC2V 7QA. Registered No. 4191730 England. 

Authorised and regulated by the Financial Conduct Authority. 

 

Schroders 

Schroder UK Property Fund (SPF) 
Quarter 1 2014 Report 

 

Executive summary 

– 2014 has started where 2013 left off, with strong 

economic data giving rise to renewed optimism about 

the UK economy.  Employment numbers continue to 

strengthen, business surveys remain positive and a 

resurgent housing market is boosting consumer 

confidence.   

– UK commercial property is benefitting from the 

economic recovery and offering attractive capital and 

income returns.  We are therefore seeing flows from a 

diverse range of domestic and international investors.     

– During the quarter the fund acquired four properties.  

Adjoining offices in the West End of London (£31.9 

million), an office campus in Battersea (£35.0 million), a 

retail park in Chelmsford (£19.0 million) and a regional 

industrial park in Wolverhampton (£31.4 million).   

 

Performance 

SPF outperformed in the first quarter.  It is now ahead of its 

benchmark over one, three and five years.  As noted in last 

quarter’s report, underperformance in the final quarter of 

2013 appeared to reflect a delayed uplift in portfolio 

valuations.  This has been redressed in the first quarter.  

Key contributors to recent performance were:  

– Recent returns have been boosted by both sector 

and geographical allocations.  In particular, the 

valuations of our London office properties have 

performed ahead of the wider property market.  

Additionally, the other main outperformer has been the industrial portfolio where values have appreciated 

across the board.       

– Strong letting and transaction activity, again in the office and industrial sectors, have contributed to valuation 

uplifts.  

  

 
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 31 December 2013 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 £1,489 million 

Fund gross asset value £1,514 million 

Cash  £59 million 

Number of holdings 76 

Number of tenants 876 

Void rate
2
 7.3% 

Average unexpired lease2 6.6 years 

Debt (% NAV) 2.8% 

Net initial yield
3
 5.7% 

Reversionary yield
3
 6.7% 

Equivalent yield
3
 6.4% 

Distribution yield
3
 4.1% 

Performance
4
 Q1 12m 

3 yr  
(pa) 

5 yr  
(pa) 

SPF (%) 4.1 13.2 7.0 8.0 

Benchmark(%)
1
 3.3 11.9 5.7 7.5 
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UK property market commentary 

Economy 

– 2014 has started where 2013 left off, with strong economic data giving rise to renewed optimism about the UK 

economy.  Employment numbers continue to strengthen, business surveys remain positive and a resurgent 

housing market is boosting consumer confidence.  Furthermore, Consumer Price Inflation (CPI) fell in February to 

1.7% (source: ONS) in response to weaker growth in emerging markets and the strengthening of sterling versus 

the dollar, easing the burden on household expenditure. 

– The Chancellor announced a huge shake-up to the pension industry in the 2014 budget, allowing retirees to 

choose how to invest their pension savings instead of being forced into an annuity.  In the longer term we think 

this will boost allocations to income-producing ‘real assets,’ such as property.  There were also welcome 

measures to boost household incomes, including tax allowance increases, although a perceived lack of progress 

on business rates legislation proved frustrating to those in the property industry. 

Occupational market 

– ‘Knowledge economies’, particularly technology, media and telecommunications (TMT) is becoming an 

increasingly important source of  occupier demand across a number of markets.  The fastest growth has been 

recorded by broadcasting and computer programming businesses, with the latter accounting for 383,000 jobs 

outside of London (source: ONS).  These companies are choosing to take space in larger and more vibrant 

regional cities in order to attract and retain staff, leading to improved take-up in markets such as Manchester, 

Brighton and Reading. 

– An absence of bank lending and greater risk aversion has stymied new development since the global financial 

crisis, although this has left a number of markets looking increasingly supply constrained.  This shortage is 

particularly acute in multi-let industrials, where vacancy levels are falling sharply and putting upward pressure on 

rental values. 

Investment market  

– We are now seeing a far greater depth to the investment market.  One discernable trend in the early stages of the 

recovery was a narrow focus towards core income producing assets with long leases.  Over the last six months 

this trend has reversed, with a notable strengthening in demand for higher-yielding assets outside of these core 

markets.  This is starting to be reflected in valuations, with CBRE reporting that the prime/secondary yield gap 

narrowed from 5.9% to 5.6% between September 2013 and March 2014.   

– The return of re-capitalised banks and the emergence of a number of new lenders, particularly insurers, has led to 

a notable increase in the availability of bank debt.  Anecdotally, we are seeing a narrowing of lending margins 

across a wide range of property assets, whilst the maximum loan size, relative to valuations are starting to rise.   

Whilst it is encouraging to see a return to a more orderly market, this does not look like a return to the boom 

conditions of 2005-7, with many property investors still actively reducing leverage. 

Outlook 

– Assuming the UK economy continues to grow, we expect returns of 8-10% pa over the next three years, based 

upon income returns of 5-6% and rising rents across commercial property sectors.  The risks in the short-term are 

now firmly skewed to the upside and given the momentum in the investment market there is a possibility that we 

may see yields fall more than originally forecast in 2014 and 2015.  Whilst this would boost performance in the 

short-term, returns could be more moderate from 2016.  London is expected to continue to record the strongest 

rental growth in 2014, although we believe higher yielding assets in the regions are well positioned to deliver 

strong returns over the next three to five years. 
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Strategy and key activities 
The UK economy continues to improve.   Unemployment at below 7% is the lowest level for 5 years.  In the 
property market we are seeing the impact of this with tenants becoming more confident about committing to 
new space which is supporting values and putting upward pressure on rents.  We believe this will continue and 
are forecasting double digit returns for 2014.  The Investment Property Forum (IPF) forecasts annualized 5 
year returns of 8.2%.   
 
The fund’s strategy is to have a balanced portfolio of good quality properties with strong underlying 
fundamentals.  We will continue to actively manage properties to drive additional value and rental growth.   
 
The fund has completed on £120 million worth of deals in Q1 which represent key themes the portfolio is 
looking to exploit:  

– To complement the existing portfolio of industrial estates, a number of which are located in prime south-east 

markets, the fund is investing in previously overlooked regional opportunities.  These assets benefit from a yield 

arbitrage over similar properties in the south east market and are also benefitting from a strengthening in 

occupational demand. 

– We are positive on the London office market given the capital’s status as a global city as well as ongoing 

occupational demand.  Here we are targeting emerging areas with affordable rents for potential occupiers and 

which are benefitting from infrastructure investment.  We prefer properties with asset management potential and 

those with flexibility around future usage.   

– Within retail we continue to hold a structural underweight position although we see significant differentiation in 

performance and outlook between towns.  We look to invest in schemes which meet current consumer and 

retailer demands.  Given the prevalence of internet/click and collect shopping, the schemes we favour are in 

convenient locations, have ample parking and large or affluent catchments.  

 
Purchases 
 

Fitzroy House, Telephone Exchange & Minerva House, Chenies 
Street, WC1  108 year leasehold of adjoining offices in the West End of 
London acquired for £31.9 million, reflecting a net initial yield of 5.4%.   
 
The properties are let off low base rents to Omnicom for 7 years.  They 
offer media-style accommodation with asset management potential.  The 
buildings are well located close to Tottenham Court Road tube station, an 
area which is set to benefit from the opening of Crossrail in 2018 
 

 
 
Battersea Studios, London SW8  The fund bought a 108,000 sq ft 
property comprising of two office buildings.  It paid £35.0 million at a 
net initial yield of 4.6% which will rise to 7.1% once the vacant 
space has been let up.  We currently have good interest for the 
units from both existing occupiers and new prospects. 
 
It is a strategy of the fund to invest in emerging London office 
locations where a mix of infrastructure change and affordability will 
replicate the growth in rents witnessed in London Bridge and Old 
Street where we have previously invested.  There is significant 
ongoing infrastructure investment in Battersea.  Developments 
include: the American Embassy, Battersea Power Station and the 
Northern Line extension which will transform the area and its accessibility to occupiers. 
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Meadows Retail Park, Chelmsford The fund paid £19.7 million to acquire a modern, purpose built retail 
scheme at the edge of Chelmsford’s town centre.  This reflects our strategy of acquiring convenient, in town 
retail properties with ample car parking facilities to meet the demands of consumers and retailers.  The price 
reflects a net initial yield of 6.0%.   
 
Chelmsford is well located in the south east with strong population growth and retailer demand.  Retailers in 
the scheme report solid trading levels, benefitting from the amenity of the car parking facilities which have 
supported strong click and collect performance.  The scheme is positioned to gain from development in the 
immediate vicinity with the arrival of a John Lewis store which will strength the town as a retail destination.   
 
 

Steelpark, Wolverhampton In line with our strategy of allocating 
to higher yielding, regional industrial assets, the fund bought a 24 
hectare plot with 760,000 sq ft of accommodation for £34.1 million 
reflecting a net initial yield of 9.0%. 
   
The property is a single let distribution and manufacturing 
campus.  It comprises three industrial buildings and an office 
which, having been recently refurbished, offer good quality 
accommodation.  The yield is accretive to the fund’s income 
distribution while the shortage of supply supports the capital and 
rental outlook for assets such as this.  

 

Disposals 

– Hercules Unit Trust (HUT).  The fund continues to hold indirect exposure to large and specialist assets (e.g. 

West End of London Property Unit Trust and Unite Student Accommodation Fund).  It has otherwise been our 

strategy to decrease our indirect exposure and the redemption of the fund’s holdings in HUT should be seen in 

this context. The fund now has only 3 indirect holdings, equating to 5.6% of NAV. 

 
 
Asset Management Activity 

–  In addition to the fund’s strategic positioning, there has been significant asset management activity in the portfolio.  

Currently we are focused on developing a portfolio of care homes which look set to benefit from the UK’s 

changing demographic profile, providing us with a diversified income.  Developments at Bracknell and Croydon 

are also progressing.  These are designed to meet future occupational needs across retail, office and residential.   

– Letting activity has been busy reflecting the pick-up in occupational demand.  25 new leases were resigned during 

the quarter equating to nearly £900,000 of rent.  10 leases were renewed.  Take-up in the industrial and office 

portfolio, specifically Hartlebury Trading Estate in Worcestershire and AMP House at Croydon, has been 

particularly notable.   
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0-2.5m  0.6%

2.5-5m  2.3%

5-10m  8.2%

10-25m  21.3%

25-50m  48.1%

50-100m  19.4%

100-150m  0.0%

Tata Steel UK Ltd  3.8%

Fujitsu Services Limited  3.1%

Lloyds TSB Bank Plc  3.0%

Universal Music Operations Ltd  2.3%

Regus Ltd  2.3%

B & Q Plc  2.0%

Pendragon Property Holdings Ltd  1.8%

Sungard Availability Services (Uk) Ltd  1.5%

Marks & Spencer P.L.C.  1.4%

Homebase Ltd  1.3%

866*** other tenants   77.4%

Portfolio analysis 

Top ten holdings Sector % of NAV 

Bracknell Retail and Office 4.5% 

Acorn Industrial Estate, Crayford Industrial 3.7% 

Hartlebury Trading Estate Industrial 3.7% 

Mermaid Quay, Cardiff Leisure 3.4% 

West End of London Property Unit Trust (WELPUT)* Offices 3.3% 

Kensington Village, London W14 Offices 3.3% 

Davidson House, Forbury Square, Reading Offices 3.3% 

Matrix, Park Royal, London NW10 Industrial 3.3% 

Monks Cross Shopping Park, York Retail Warehouse 3.0% 

Lemon Quay, Truro Standard Retail 2.7% 

Lots size bands, by GPV** Tenant profile  

% contracted rent 

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

 

Segment SPF Benchmark 

Standard  Retail – South East 6.8 6.8 

Standard Retail – Rest of UK 6.3 7.2 

Shopping Centres 1.4 5.3 

Retail Warehouses 13.8 18.3 

Offices – Central London 16.5 13.4 

Offices – South East 13.6 9.1 

Offices – Rest of UK 4.9 5.2 

Industrial – South East 16.5 11.4 

Industrial – Rest of UK 6.6 7.7 

Other 9.6 8.8 

Cash 3.9 6.8 
 

Source: Schroders, 31 March 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 27.1% 
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Shareholder information   

Minimum investment £100,000 

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 

Total expense ratio (TER)
1
 0.81% 

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)
2
 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 42,954,451 

NAV per share £34.68 

Offer price per share £36.06 

Bid price per share £34.19 

Pricing methodology  Dual priced 

Offer spread  NAV +4.0% 

Bid spread NAV -1.4% 

Number of new shares issued – Q1 2014 1,621,632 

Number of shares redeemed – Q1 2014 Nil 

Number of shares matched – Q1 2014 86,450 
  

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 

 
 
 
 

 

  

 
 
 
 
 
 
 
 
 
 
 

 

 
1
 Calculated in accordance with AREF guidelines 

2
 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. 


