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UK Property 
Market 
Review 

The March Budget confirmed that the UK economy continues to be stuck in the 
mire, with weak tax revenues unable to match stubbornly high government 
spending requirements. In this light it is unsurprising that UK consumer spending 
and business sentiment remains subdued, and that UK commercial property 
rental values are likely to see little growth in most sub sectors in the year ahead. 
Despite this, industry participants have become more positive in recent quarters 
on future returns, with members of the Investment Property Forum (IPF) now 
expecting total returns of 5.2% in 2013 and 7.4% pa, compared to 6.4% pa from 
the same survey in 2012.   

The retail sector has suffered some big name casualties over the past twelve 
months, with Clinton Cards, Game, HMV and Blockbuster all going into 
administration.  Leisure spend, in contrast, has proven remarkably resilient.  
While consumers are increasingly buying music and films through online 
channels, cinema and restaurant operators have successfully embraced the 
internet by using vouchers and other special offers to entice new customers. 
  

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 March 2013 
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. 

 
Over the one year period to 31 March 2013, the Fund outperformed the 
benchmark by 1.5%.  It was also ahead of benchmark over two and three year 
periods.  Analysis of the Fund’s performance indicates the following factors 
contributed to relative returns over the past 12 months: 

 Income. While capital values across the UK continue to see some downward 

pressure, a growing income stream remains an important driver of total returns.  

 Asset allocation.  SPF’s sector and geographical positions have generated 

outperformance relative to its benchmark. Its position in central London offices, in 

particular, has boosted returns.  Elsewhere, retail underperformed other sectors 

over 2012.  While SPF is underweight, even dominant retail assets such as 

Monks Cross Retail Park in York were adversely affected by rising market 

valuation yields (and falling capital values). 
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 Active asset management strategies.  IPD report that SPF’s active letting and 

lease re-gearing strategy has performed ahead of the benchmark. Assets such as 

Woking Business Park, where two significant lettings were completed in the 

second half of 2012, have seen valuation uplifts. 

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 

Our strategy has been to improve the quality and quantum of SPF’s distribution 
yield. This can take time, particularly where new income streams are created but 
rent free periods are granted. The granting of a lease should protect and 
enhance value and the expiry of the rent free period will then trigger an increase 
in the distributable income. One example is the rent free period granted to QVC, 
occupier of 8 Chiswick Park, which expired in February 2013.  From March, the 
distribution yield will increase by an annualised 0.2%. 

 
Transactions 
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. 
 
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. 

 

An industrial unit in Birmingham was sold to an owner occupier for around £6.5 
million. The unit had not been occupied since 2009 following the tenant’s 
administration and there were limited future letting prospects. The proceeds will 
be used to invest in good quality income producing assets. 
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Outlook Most occupational markets are likely to remain subdued in 2013, with tenants 
waiting for signs of a sustained recovery in the economy before committing to 
new space.  Thereafter the key to performance will be positioning portfolios 
towards growth.  The central London office market is expected to deliver strong 
rental growth from 2014, whilst away from the capital we continue to favour 
areas of the market where rents have rebased and offer the potential for growth.  
With a shortage of available stock, an increase in debt and equity investors still 
active, we believe that money will start to switch away from prime, long lease 
assets and into growth assets. 

Asset 
Allocation 

 Fund 

31.03.12  

% 

Fund 

31.03.13  

% 

Benchmark* 

31.03.13 

% 

Market sectors    

Standard retail 10.4 10.1 14.1 

Shopping centres 1.9 1.6 6.0 

Retail warehouses 19.2 16.3 20.5 

Central London offices 16.0 16.5 13.8 

South East offices 16.5 16.6 8.9 

Rest of UK offices 5.9 5.6 4.5 

Industrial 17.9 17.6 16.3 

Other 8.2 9.1 8.7 

Cash 4.0 6.6 7.1 

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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