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UK Property 
Market 
Review 

The global economy picked up in the second half of 2012, boosted by the belief 
in the reduced risk of a eurozone break-up, US fiscal cliff and Chinese hard 
landing.  We now expect the eurozone to muddle through in 2013 although 
austerity is expected to continue to hold back growth in the short term.  UK GDP 
growth is likely to remain sluggish in 2013 although we are starting to see more 
positive signs in recent months such as an improvement in consumer confidence 
and encouraging employment data. As UK corporates still have cash on their 
balance sheets this improved sentiment could lead to further business 
investment in 2013.  
 
The spread between commercial property and government bonds in the UK is 
currently over 4%, some way above the long term average of around 2%.  With 
fixed income investments looking increasingly expensive, a growing number of 
investors have declared their intention to move up the risk spectrum into higher 
yielding growth assets, such as real estate. 

Performance The table below shows the performance of The Schroder UK Property Fund 
(SPF) for a range of time periods.    
 

Portfolio 

Benchmark  

Former 
b’mark

2
 

Difference 
Source: Investment Property Databank (IPD) UK Pooled Property Fund Indices, 31 December 2012 
Performance is calculated on a net asset value (NAV) to NAV price basis plus income distributed, compounded monthly, net of 
fees and based on an unrounded NAV per share 
1
Benchmark shown is the AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Weighted Average. 

2
AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Median. This was the Fund’s benchmark until 

conversion to a Property Authorised Investment Fund on 31 July 2012. The Fund benchmark has changed over time and a 
composite for 10 years is available upon request.  The fund was formerly known as the Schroder Exempt Property Unit Trust -
prior to its conversion. 

 
At the end of 2012, the Fund had outperformed over the one, two and three year 
periods.  Key drivers of performance included: 

 Alternative investments. Investments in leisure, student accommodation 

and car showrooms have generated market beating returns. The combination 

of an attractive income return and inflation linked uplifts has outperformed the 

wider property market.  

 Active asset management strategies. Over 2012 IPD report that capital 

values have decreased by 4.2% across the UK commercial property market. 

While yields have also moved out across the SPF portfolio, active asset 

management, such as the refurbishment and re-letting of Dean Street, 

London W1, have mitigated the impact of market movements. Overall SPF’s 

portfolio fell by around 2% over 2012, although this has varied across assets.  

 Asset allocation. SPF’s underweight position to retail and its office and 

industrial bias to London and the south east have proven more resilient than 

the sector / geographical allocations of the Benchmark. SPF’s best performing 

sector has been its office investments in central London.  
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 Low yielding and non income producing assets. Over 2012, income has 

been the main driver of returns. Investments which are not generating income, 

such as potential developments, have underperformed the market.   

Key activities Following investors and the Financial Services Authority (FSA) approval to 
convert Schroder Exempt Property Unit Trust (SEPUT) to a Property Authorised 
Investment Fund (PAIF), the fund converted on 31 July 2012 and was renamed 
Schroder UK Property Fund (SPF). 
 
Asset Management 
Bracknell 

Following the successful opening of the Waitrose supermarket in Bracknell town 
centre, Marks & Spencer and Cineworld have also exchanged conditional 
contracts to become anchor tenants for the regeneration scheme. These lettings 
are a major step forward in the redevelopment of the scheme and we expect 
other large retailers will also confirm plans to take space.  
 
Transactions 
Purchase Q1 2012 – Shepherdess Walk, London N1 

Two adjoining office buildings were acquired from a distressed vendor for £18.5 
million (9.5% net initial yield).  Shepherdess Walk offers an attractive income 
return and is located in an emerging technology hub, colloquially known as 
Silicon Roundabout. The strategy for this property is to seek income security 
either by refurbishing and re-letting the space or renewing existing leases. 
Current rental levels are eminently affordable for this popular and emerging 
location. 
 

A freehold parade of five shops was acquired in the affluent London suburb of 
Kingston upon Thames for £4.1 million (8.0% net initial yield). It is fully let off 
affordable rents with 7.8 years unexpired lease term to break.  

The location is popular with retailers thanks to its close proximity to the station 
generating passing trade. The acquisition complements our investment strategy 
which seeks to target affordable convenience retail locations throughout the UK. 
 
Purchase Q4 2012 – Suffolk Care Homes 

SPF has agreed to fund five new care homes in Suffolk for around £28 million. 
The care homes will be located on freehold sites in Framlingham, Haverhill, 
Mildenhall, Lowestoft and Ipswich. These are affluent areas in the UK with an 
ageing population. The care homes will be state of the art 60 and 80 bed care 
homes let to Care UK, one of the leading providers of health and social services 
in the UK. They are the outsourced providers of Suffolk County Council’s elderly 
care provision. Care UK will have 30 year leases on the care homes which will 
be index-linked. 
 
Sale Q2 2012 – Parker Tower, London WC2 

Parker Tower was sold for £31 million (£596 capital value per sq ft). The 
property comprised 55,000 sq ft office space which was located in Holborn in the 
mid town area of central London. It was let to British Telecommunications Plc 
until September 2012.  

The property accounted for 2.2% SEPUT’s net asset value and therefore would 
have created a significant void later this year. We considered a number of asset 
management initiatives, such as refurbishing the office space or converting the 
property to residential accommodation. However, in the current market 
environment we did not believe the risks associated with these initiatives were 
justified or profitable compared to the sale price achieved. 
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Sale Q4 2012 – Henderson UK Retail Warehouse Fund 

SPF sold units valued at £16.2 million in Henderson UK Retail Warehouse Fund 
as part of its ongoing strategy to reduce indirect investments, which now only 
represent 8.0% net asset value (NAV). It also reduces Fund level gearing to 
5.1% NAV and from a sector perspective, the Fund is no longer overweight to 
retail warehouses. Proceeds will be reinvested into good quality directly owned 
property. 

Outlook Returns in 2013 are forecast to follow a similar path to 2012, with capital values 
for prime assets staying firm and secondary property values likely to bottom out 
over the course of the year.  Whilst the polarisation between prime and 
secondary and London and the rest of the UK has been a persistent theme since 
2009, we have some reservations about whether this trend will continue in the 
longer term.  Whilst we expect London’s strength relative to the UK to continue, 
we believe that going forward ‘good secondary’ properties will start to outperform 
prime.  Whilst traditional, income-secure real estate is starting to look expensive, 
we prefer good quality assets maybe with shorter lease structures, where there 
are asset management opportunities to protect and drive income going forwards. 

Asset 
Allocation 

 Fund 

31.12.11  

% 

Fund 

31.12.12  

% 

Benchmark* 

31.12.12  

% 

Market sectors    

Unit shops 10.2 10.4 13.9 

Shopping centres 1.9 1.7 5.9 

Retail warehouses 19.8 16.4 20.6 

Central London offices 14.4 15.4 13.9 

South East offices 16.2 16.9 9.0 

Rest of UK offices 5.9 5.6 4.5 

Industrial 18.0 18.1 16.4 

Other 8.1 8.9 8.8 

Cash 5.4 6.6 7.0 

Total  100.0 100.0 100.0 
*AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Weighted Average. Data subject to 
rounding 
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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. 
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