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Executive summary 

– We are at the early stages of a re-allocation to property 

with property funds starting to see substantial inflows, 

UK REITs raising capital, the return of generalists to the 

sector and global participants still very active.  

– The recent pick up in economic activity is having a 

positive affect on occupier markets, boosting the 

prospects for UK property in the near term.  The rental 

recovery has thus far been mainly confined to London, 

although we are starting to see rental growth in some of 

the stronger regional office and industrial markets.    

– During the quarter, Building 8, Chiswick Park, London, 

82 Dean Street, London and Europa House, Cranford 

were sold for an aggregate £97 million.  Jubilee House, 

Stratford, London was bought for £12 million. 

Performance 

The principal drivers of total returns during the quarter were 

the sale of three properties at above valuation and the 

continued strong performance of a number of indirect fund 

holdings. Over the past twelve months, SPF’s performance 

has been driven by: 

– Sector allocation and regional bias has boosted 

relative returns.  The valuations of our office and 

industrial properties in the South East performed ahead 

of the wider property market, while our structural 

underweight to retail was also a positive.   

– Transactions.  The sale of assets at above valuation, coupled with the purchase of typically higher yielding assets 

at attractive prices has benefited performance.  Our strategy of generating a higher proportion of returns from 

income is starting to be reflected in the distribution yield.  The SPF spot quarterly distribution yield is now 4.5%. 

– Asset management.  Strong letting activity and lease renewals have helped maintain and increase values across 

the portfolio. 

– Properties that require investment to realise their full potential, such as Bracknell and Croydon, have detracted 

from returns.  As we manage these projects into an improving economy we expect these ‘future core’ investments 

will be accretive to returns.  

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

2
 Look through analysis; 

3
 Includes all directly held properties, all joint ventures plus the quoted initial yield on the indirect funds. Excludes land and development. 

4 Distributions payable in the twelve months to 30 September 2013 as a percentage of the net asset value per unit (NAV); 
5
 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 £1,318 million 

Fund gross asset value £1,346 million 

Cash  £137 million 

Number of holdings 68 

Number of tenants
2
 906 

Void rate
3
 6.4% 

Average unexpired lease2 7.1 years 

Debt (% NAV) 4.8% 

Net initial yield
3
 6.0% 

Reversionary yield
3
 7.0% 

Distribution yield
4
 4.0% 

Performance
5
 Q3 12m 

3 yr  
(% pa) 

5 yr  
(% pa) 

SPF 2.7 6.0 5.9 1.5 

Benchmark
1
 2.4 4.2 4.4 1.2 
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UK property market commentary 

 

Economy 

– The UK economic recovery continued to gain traction in the third quarter of 2013, with the composite Purchasing 
Managers’ Index reaching a record high in August.  Whilst services continue to lead the way, we are also seeing 
encouraging signs of a rebound in manufacturing activity.  The UK’s largest trading partner, the eurozone, recorded 
GDP growth after six consecutive quarters of contraction and this is contributing to a pick up in UK export orders. 

– Despite the improvement in the economic outlook, the Monetary Policy Committee (MPC) has been at pains to 

talk down the prospect of a short term rise in interest rates.  One of the first actions of the new Governor of the 

Bank of England, Mark Carney, was to introduce ‘forward guidance,’ stating that interest rates will not be 

increased until unemployment falls below 7%.  Whilst the MPC anticipate this occurring in 2016, the markets have 

priced in the first rate rise in 2015. 

Occupational market 

– To date the recovery in office markets has been largely confined to central London although we are starting to see 
some signs of an improvement in the provincial office markets.  According to forecaster Property Market Analysis 
(PMA), take up in South East offices was above its 10 year average in the first half of 2013.  Demand also appears 
to be picking up in some regional markets, particularly in those towns and cities with differentiated industries, 
constrained supply and a good match between skilled jobs and an appropriately qualified staff base. 

– The growth in online shopping is diverting sales away from the high street, but creating additional demand from 
online retailers for logistics units.  Internet retailers, such as Amazon, are moving their focus away from national 
distribution hubs towards smaller, local hubs that allow them to service customers directly.  Supermarkets have 
also introduced ‘dark stores’ (dedicated stores for online sales) and are taking space in warehouses with close 
proximity to major conurbations.   

Investment market  

– The yield gap between UK commercial property and long dated gilts peaked at the end of 2012, although with 10 
year gilt yields rising by approximately 1.2% over the past year this gap has started to narrow.  However, the 
spread between property yields and 10 year gilts is still c.3.4%, comfortably above the long run average (c.2%) and 
should be able to absorb any further rises in the near term.  We are more cautious about low yielding, long lease 
assets, often bought as a proxy for fixed income by investors and vulnerable to a re-rating. 

– We are at the early stages of a re-allocation to property with property funds starting to see substantial inflows, UK 
REITs raising capital, the return of generalists to the sector and global participants still very active. Whilst the 
volume is increasing, the type of assets they are targeting appears to be changing.  The PMA investor preference 
survey revealed a switch in sentiment away from core, defensive markets towards growth assets and higher 
yielding sectors such as industrials and regional offices. 

Outlook 

– The recent pick up in economic activity is having a positive affect on occupier markets, boosting the prospects for UK 
property in the near term.  The rental recovery has thus far been mainly confined to London, although we are starting to 
see rental growth in some of the stronger regional office and industrial markets, particularly those where rents have 
rebased to a more sustainable level.   This is encouraging investors to look further afield and we anticipate that this will 
support a move out of prime, long lease assets into growth assets.  Prospects for UK property continue to improve and 
the IPF consensus forecasts are now anticipating returns of 7.6% p.a. over the next five years. 
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Strategy and key activities 
Overview 

– Our broad view of the main commercial property sectors is unchanged since our last report; we continue to 
emphasise an underweight position to retail and an overweight to office and industrial property.  Retail occupiers 
remain focused on expanding in the convenience (ie local) sector and this is most evident from recent 
announcements of the major supermarkets such as Tesco and Sainsbury’s.  There is also strong occupier demand 
for space in large, ‘experience’ destinations which increasingly have a large leisure element.  Investors have 
followed these trends and generally avoided traditional high street shops.  Although there are strong structural 
trends at play, we can expect opportunities to emerge in the retail sector in the coming years.  Separately, the 
affordability of office and industrial rents helps underpin demand as the economic recovery gathers pace, although 
other than in central London offices there is little rental growth.  

– With fresh capital available to us from a combination of investor subscriptions and asset sales, noted below, we 
have an excellent opportunity to invest in the existing stock of properties and a pipeline of attractive new 
investments.  We believe that the ability to invest in promising assets within the portfolio is an efficient and effective 
way of recycling capital to provide tomorrow’s core investments, when managed in a risk-controlled manner.  We 
expect these assets, which include Bracknell and Croydon, to have the ability to provide the bedrock of future 
income which will underpin long-term returns for investors. 

Sales 

– The past quarter was notable for the sale of two London office properties into a very strong investment market.  
While we were reluctant to sell both properties, the prices agreed represented a significant uplift on valuation.  
Instead of selling, we could have taken gains on the valuation at which assets are held, but our analysis showed 
that the forecast returns over the next three to five years had fallen below our required rate of return.   

– Building 8, Chiswick Park, London W4 was sold for a net £67.1 million to a long lease property fund at a net 
initial yield of 3.4%.  We developed this property in 2010 with a lease in place to QVC, the TV shopping channel, 
for a term of 21 years.  At the time the income profile of this property, coupled with its prime character, was 
particularly important to SPF’s portfolio.  Since then SPF’s income profile has become more robust and this has 
allowed us to take capital gains which can be recycled into new acquisitions and the existing portfolio.  The internal 
rate of return (IRR) over SPF’s three year ownership was 25% p.a.  

– 82 Dean Street, London W1 was sold for £24.0 million.  Following a complete refurbishment to a high 
specification in 2011, the building has been relet to tenants at rental levels of over £50 psf, which was above our 
original expectations.  With the business plan substantially complete, our ability to add further value to the property 
was limited.  Investor demand was such that the property was sold at a net initial yield of 3.8% on an average 
unexpired lease term of four years.  As with QVC, our analysis of forecast returns suggested that our best option 
was to sell the asset at a premium price and recycle the proceeds of sale.  We have retained a portion of the 
building, currently housing The Revolution Vodka Bar, as this offers additional asset management potential.  The 
IRR of 82 Dean Street since the refurbishment project started in 2010 was 29% p.a. 

– One smaller property was sold during the quarter: Europa House, Cranford, for £6.6 million.  This non-income 
producing site was formerly a redundant 1970s office building near Heathrow Airport.  Having obtained a change of 
planning use it was sold to a budget hotel operator and allowed us to book a £2 million uplift (compared with prior 
valuation) and reduce SPF’s holdings in land.   

– A redemption was submitted on SPF’s entire holding in Hercules Unit Trust, a specialist fund which provides 
exposure to dominant retail warehouse parks across the country.  This Schroder-managed fund has up to three 
years to either match units at bid price or to return capital.  This redemption is in line with our policy of reducing 
exposure to unlisted funds over which we have no management control. 
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Purchases 

– One purchase was made in the quarter: Jubilee 
House, Stratford, London E14, for £11.9 million at a 
net initial yield of 7.85%.  While the property is currently 
let to the Department for Communities and Local 
Government, its principal attractions are the options 
available in the next two years when the current lease 
expires.  Following significant investment in the area 
(the building is 200 metres from the main Stratford 
transport hubs, including Eurostar terminal, and the 
Olympic Park) occupier demand for this location is 
improving.   In many ways, this property offers similar 
opportunities to the office building purchased in 2012 at 
Shepherdess Walk, near Old Street in central London.  Both are emerging technology hubs and both are under-
rented.  Importantly, both are also excellent investment opportunities where we have the potential to enhance value 
through creating tomorrow’s core properties through active management strategies, or renew with existing tenants, 
subject to an appropriate risk analysis. 

Other matters 
A new approach to monitoring and managing risk  
From the beginning of 2014 we will be changing the way in which we monitor and manage the Schroder UK 
Property Fund’s (SPF) sector exposure.  A new approach, which analyses the aggregate weighting to 13 
market segments, will replace the current four sector risk control.  Under this arrangement a maximum 
absolute load difference of 50% will be permitted relative to benchmark.  It will also limit the divergence on 
central London and alternative sectors to +/- 10% of fund gross asset value (GAV).  This compares with the 
current controls which permit divergence from the benchmark in the retail, office, industrial and other sectors to 
+/- 15% GAV.   
 
We believe this is a better way of measuring and controlling risk while allowing the fund manager sufficient 
latitude to manage the portfolio to achieve SPF’s investment objective. Investors need take no action as 
investor approval is not required.  These refinements of our risk management process similarly require no 
change to SPF’s Prospectus.   
 
 
Automatic reinvestment of income into Schroder UK Property Fund 
Shareholders may wish to take advantage of the ability to reinvest monthly distribution payments automatically 
each month end.  Investors who choose this option will receive a contract note following each month end 
showing the number of new shares purchased with their income payment.   
 
We believe this is a convenient way of reinvesting income and which enables target allocations to property to 
be maintained.  Please get in touch with your usual Schroders contact for more details. 
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0-2.5m  0.7%

2.5-5m  3.0%

5-10m  8.4%

10-25m  24.2%

25-50m  53.8%

50-100m  9.7%

100-150m  0.0%

Fujitsu Services Limited  3.6%

Lloyds TSB Bank Plc  3.3%

Universal Music Operations Ltd  2.6%

Regus Ltd  2.6%

Pendragon Property Holdings Ltd  1.9%

B & Q Plc  1.8%

Sungard Availability Services (Uk) Ltd  1.7%

Homebase Ltd  1.5%

Cable & Wireless U.K  1.5%

SOS For Communities and Local
Government  1.3%
896*** other tenants   78.2%

Portfolio analysis 

Top ten holdings Sector % of NAV 

Bracknell Retail and Office 5.1% 

Mermaid Quay, Cardiff Leisure 3.8% 

Acorn Industrial Estate, Crayford Industrial 3.8% 

Matrix, Park Royal, London NW10 Industrial 3.6% 

Hartlebury Trading Estate Industrial 3.5% 

Davidson House, Forbury Square, Reading Offices 3.4% 

Monks Cross Shopping Park, York Retail Warehouse 3.4% 

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

Kensington Village, London W14 Offices 3.1% 

Fujitsu, Central Park, Manchester Offices 2.9% 

   

Lots size bands, by GPV** Tenant profile  

% contracted rent 

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

 

Segment SPF Benchmark 

Standard  Retail – South East 6.7 7.1 

Standard Retail – Rest of UK 3.6 7.4 

Shopping Centres 1.6 5.6 

Retail Warehouses 15.7 20.0 

Offices – Central London 14.2 13.5 

Offices – South East 11.8 8.8 

Offices – Rest of UK 5.4 4.2 

Industrial – South East 16.7 10.5 

Industrial – Rest of UK 4.2 6.7 

Other 10.1 9.2 

Cash 10.2 6.8 
 

Source: Schroders, 30 September 2013, 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.  

-0.4% 

-3.8% 

-4.0% 

-4.3% 

0.7% 

3.0% 

1.2% 

6.2% 

-2.5% 

0.9% 

3.4% 

-10% 0% 10%
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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
 0.80% 

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
 4.0% 

  

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 Tom Dorey on +44 (0)20 7658 3020 

Number of shares in issue 40,149,636 

NAV per share £32.83 

Offer price per share £34.18 

Bid price per share £32.27 

Pricing methodology  Dual priced 

Offer spread  NAV +4.1% 

Bid spread NAV -1.7% 

Number of new shares issued – Q3 2013 1,676,394 

Number of shares redeemed – Q3 2013 Nil 

Number of shares matched – Q3 2013 1,947,866 
  

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 

Tom Dorey 
Head of Property Product   
For general enquiries and placing trades 
Phone +44 (0) 207 658 3020 
tom.dorey@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 (“the Fund”) is authorised by the Financial Conduct 

Authority (the “FCA”) as a Qualified Investor Scheme (“QIS”). Only investors that meet the requirements for eligibility to 

invest in a QIS, as specified in COLL 8, Annex 1 of the FCA’s Handbook, may invest in the Fund.   

 

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 2013. 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 Investments Limited, 31 Gresham Street, London EC2V 7QA. Registration No, 2015527 England. 

Authorised and regulated by the Financial Conduct Authority. 


