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Over the last year the recovery in the UK economy has gathered pace.  
Employment continues to strengthen, business surveys remain positive and a 
resurging housing market is boosting consumer confidence.   

In the commercial property market a revival in investment activity has led to 
strongly rising valuations – not just in core income producing assets with long 
leases but more recently in higher-yielding assets outside of these core markets.  
London has led the revival though, over the last couple of quarters we are also 
seeing improvements in occupational markets away from the capital.  Tenants 
are becoming more confident about committing to new space which is 
supporting values and putting upward pressure on rents.   

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

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

Total returns 3 months 

% 

12 months 

% 

3 years 

% p.a. 

5 years 

% p.a. 

Portfolio 4.1 13.2 7.0 8.0 

Benchmark
1
 3.3 11.9 5.7 7.5 

Difference 0.8 1.3 1.3 0.5 
Source: Investment Property Databank (IPD) UK Pooled Property Fund Indices, 31 March 2014 
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.  

 
Over the one year period to 31 March 2014, the Fund outperformed the 
benchmark by 1.3%.  It was also ahead of benchmark over three and five year 
periods.  Analysis of the Fund’s performance indicates the following factors 
contributed to relative returns over the past 12 months: 

 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.    We 

maintain our underweight position to retail which has been a further benefit to 

performance.   

 Strong letting and transaction activity – particularly in the renovation and ensuing 

disposal of Dean Street and Chiswick Park have seen us realize value in 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.   
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Key Activities A new approach to monitoring and managing risk 

From the beginning of 2014 we have changed the way in which we monitor and 
manage the Schroder UK Property Fund’s (SPF) sector exposure. The new 
approach analyses the aggregate weighting to 13 market segments, and 
replaced the previous four sector risk control. Under this arrangement a 
maximum absolute load difference of 50% is permitted relative to benchmark. It 
also limits the divergence on central London and alternative sectors to +/- 10% 
of fund gross asset value (GAV). Previous controls permitted 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..  

Asset Management 

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.  
Take-up in the industrial and office portfolio, specifically Hartlebury Trading 
Estate in Worcestershire and AMP House at Croydon, has been particularly 
notable 

 
Transactions 
Purchase Q2 2013 – Hartlebury Trading Estate, Worcestershire 

A large multi-let industrial estate in Hartlebury, West Midlands, was bought for 
£46.2 million.  The property is located on over 180 acres in an affluent area of 
the Midlands.  The property was acquired at a net initial yield of 10.1% which is a 
significant yield advantage compared with South East industrials.  In addition to 
income, there are capacity constraints with regional industrial assets which are 
supportive of capital and rental values.    
 
Purchase Q2 2013 – Dickens World, Cinema and Leisure Attraction, 
Chatham 

A leisure scheme in Chatham was bought for £12.9 million.  It is anchored by an 
Odeon cinema and also has a number of well known restaurant operators.  The 
purchase increases exposure to the leisure sector which we believe offers 
attractive income and growth characteristics. The purchase price reflected a net 
initial yield of 8.1%. The property also offers good active asset management 
strategies through re-lettings and improving the commercial aspects of the 
scheme.  
 
Purchase Q4 2013 – Lemon Quay, Truro  

£40 million paid, at a net initial yield of 6.7%.  The property is the town’s main 
shopping destination and enjoys strong occupier demand.  The city is the 
principal retail centre for Cornwall and as such has an extensive retail 
catchment. It also benefits from fundamentals such as strong tourist and holiday 
demand as well as limited retail supply.  Tenants of the scheme include 
Cornwall’s premier Mark’s & Spencer’s store, which along with Debenhams 
represents 42% of the scheme’s rental income.   
 
Purchase Q4 2013 – Holland Market & Winfrey Avenue retail parks Spalding.   

These adjoining multi-let retail parks on the edge of Spalding town centre were 
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acquired for £21 million, a net initial yield of 6.2%.  The units are modern and 
flexible and are well positioned adjacent to a large Sainsbury’s and the town’s 
main railway station.  Current low rents offer reversionary potential while there is 
also the possibility of exploiting the space offered by the large car park for 
alternative uses to increase revenue.   
 
Purchase Q4 2013 – Centric Parade, Loughton.  

 A well-located parade of shops in Loughton, an affluent suburb of London, was 
bought for £6.7 million at a net initial yield of 5.85%.  The asset is adjacent to an 
existing parade in the town which we own.  The units are well-configured and 
sized appropriately for occupational demand.  Asset management potential 
includes developing residential above the single storey units (subject to planning 
consents). 
 

Purchase Q1 2014 - Fitzroy House, Telephone Exchange & Minerva House, 
Chenies Street, WC1   

We acquired an 108 year leasehold of adjoining offices in the West End of 
London 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 
 

Purchase Q1 2014 - 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.  Battersea offers affordability and is 
set to benefit from significant infrastructure investment which will transform the 
area and its accessibility to occupiers. 
 

Purchase Q1 2014 - 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.  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.  

 

Purchase Q1 2014 - 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.  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.  
 
Sale Q2 2013 – 81 Dean Street, London, W1 

81 Dean Street was unconditionally exchanged for sale for £11.1 million.  The 
sale enabled us to capitalise on strong interest from residential developers to 
convert offices to residential in central London.  The sale price was significantly 
ahead of the building’s prior valuation. 
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Sale Q3 2013 – Building 8, Chiswick Park, London W4 

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.  

 
Sale Q3 2013 – 82 Dean Street, London W1  

Sold for £24.0 million following a complete refurbishment to a high specification 
in 2011.  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.  The IRR of 82 Dean Street since the refurbishment project started in 
2010 was 29% p.a. 

 
Sale Q3 2013 – Europa House, Cranford 

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 for £6.6m, allowing us to book a £2 million uplift 
(compared with prior valuation) and reduce SPF’s holdings in land.   

 

Sale Q1 2014 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. 

 

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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Asset 
Allocation 

 Fund 

31.03.13  

% 

Fund 

31.03.14  

% 

Benchmark* 

31.03.14 

% 

Market sectors    

Standard retail 10.1 13.1 14.3 

Shopping centres 1.6 1.4 5.4 

Retail warehouses 16.3 13.8 19.7 

Central London offices 16.5 16.5 13.6 

South East offices 16.6 13.6 8.7 

Rest of UK offices 5.6 4.9 4.9 

Industrial 17.6 23.1 18.0 

Other 9.1 9.6 9.0 

Cash 6.6 3.9 6.5 

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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Important information 

 

For professional investors only. Not suitable for retail clients.  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. 


