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PRESS CUTTINGS

BIG THEME

people needing care, the funds in this sector
beneht from a supply and demand imbal-
ance, pushing up the value of their asseis and
ensuring long-term income streams. And &
number look cheap relative to their history -
despite increasad appetite for the sector.

In the UK, a record £13bn was invested
in specialist property in 2015, according to
Knight Frank, a 60,6 per cént increase on the
previous year. Knight Frank defines specialist
property as hotels, healthcare, student
accommodation and automotive, Specialist
propesty also accounted for 18,3 per cent of all
UK commercial real estate investment in 201s,
far exceeding the previous consecutive highs
= 2013's 114 per cent and 2044's 13.9 per cent,

Closed-end advantage
Closed-end funds such as investment trusts
Rents for student accommadation are high, but demand is higher due to an influx of international students | are a good structure for investing in illiquid
assels such as property. Unlike open-ended
funds, investment trusts have a set number
- e of shares in fssue, which investors have to
Generate income via s
tors if they want to get out of them, They
cannot demand the trust gives them their
money back.

specialist property |t

i pay back investors taking their money out
of the fund. During the financial crisis when

From student halls to care homes, e commercial proertyseciorplummetd
Al & num! open-ended p ty were
specialist property funds are the way cuu;mmmﬂm“ m%m g
. . up with im 1
to go for defensive long-term income ekl e

property funds now generally retain a chunk
of their assets in cash to meet redemptions,
although this can be drag on returns.

Student accommodation
There are two specialist closed-end funds
Invested in the fast-growing prime, purposa-

KATE BETOLEY *In the UK. 3 following the outcome |
Pm‘pert'!.r funds typically conjure up images | e of the referendum on

of offices, distribution hubs and shopping | MR EELUN Britich membership of
centres - and the appealing income they | was invested the European Union,

offer. But care homes, student halls and big- in specialist Charles Cade, head of | built student property sector - a far cry from
box storage also offer the benefits of property prnpertr in investrnent company the rat-infested digs that student housing
investing, and are potentially less exposed to . research at Mumds, usually calls to mind. GCP Student Living
Brexit-related fallout. And some are trading at | FAdbClELL LI oo < ooking at (DIGS) and Empiric Student Property
lower premiums to net asset value (NAV) than | RUBGUSURIEULEN the listed real-estate | (ESP) invest in prime, purpose-built student
they have been in the past. a60.6 per tent investment trsis | properties featuring home cinemas and
Open-ended commercial property funds (e [Redis), the larger rooftop gardens. Rents for these buildings
have been in the spotlight recently after . . mare liquid names are high, but demand is higher due to an
altering the prices for investors selling the | Previous year such &s British Land | influx of international stedents, According
funds (see page 44). Henderson, M&G and (BLND) and Land to Wumis: “EL) students represent only 6 per
Standard Life Investments were among the Securities (LAND) cent of all full-time students in the UK, and

companies that aliered prices on their com- tvave seen the biggest declines (arund 2o per | therefore the rent roll Is ot dependent on
mercial property funds in response to a spike | cent). By contrast, those with a higher income | these students,”

in withdrawals from malnstream imvestors. refurm, such as the UK property income com- Mon-EU international students currently

But there Iz a less well-known group panies or those funds focused on healtheare account for 6o per cent of GCP Living's
of closed-end funds that invest in student property and student accommodation have | portfolio. In the past three to four years, |
property, healthcare and big-boot storage, fared better.™ according to Tom Ward, co-manager of the
which are less correlated to the broader Whether it's international students coming | fund, the number of international students

market and have taken less of a beating | o the UK or a growing population of oldar has been growing at a rate of 5-6 percent



FUNDS BIG THEME

¥ year on yeas, bui the *real issues are on the |
supply side, where not encugh good scoom-
maodation is being built”. That constraing ks
evidenced in the fact that all of GCP Shedent
Living's portfolio is currently fully ccoupied,

Hick Barker, co-mamager of GCP Student
Living, adds: “The removal af the student
cap for the 201516 scademic year has helped
Increase further the supphy/demand imbalance
in the sector. UCAS undespraduate acceptances |
Increased 3 per cent year on year o a record of
eround 532000, with 14 per cenl al studenls
coaning from oversens (6 per cent from the ELI
and B per cent outside of the EUL”

GCP, launched in May 2003, was the first
listed fund to inwest in student property
and, despite autperfarming Empiric by some
margin, ia now tracing at a discount 1o NAV
for the first time in three years, Bath fands
hawe driven up their share prices and NAY
per share dramatically since launch. GCP
has refurned mone than 40 per cent since
2013, while Empiric has returmed 17 per cent
since leumching two years ago in July 200
Empisic’s NAV has akio risen From 9B per
share at launch to 104.3p, but GCP's is higher
still at 134.1p per ordinary share, despite
having a smaller portfolio of assets.

That is parthy due to the nature of GCF's
irnvestments. Although it has thime assots outside
Lemdem, the fund™s managers prefer prime,
large-Scade London imestments due to the
canstrained market and high demand for places,

Empiric has 75 properties across 29 cities in
the portfolio as well as a oumber of forward-
Funded projects.

The soaring demand far shedent property is |
demonstrated by the East pace of aoquisitions
and oversubscribed share issues undertaken
by both funds. In May 2006 GCP Stadent Living
exceeded 8 Esam fundraising target by mom
than 20 per cent, using the capital o fund a
new acquisition - a forwand-funded s8o0-bed
il in Wby,

Meanwhile, Empiric has been on an soguis-
tive binge this yeas, with an oversubscribed
Egam Rundraising resulting in a £120m issue
in Magch, which was used for new build-
ings asound the country, including in Leads,
Lesivester, 5t Andrews, Reading and Manchester.
Eroker Winterflood commented at the time:
“Empiric Student Property has performed
reasonably well since its launch and has grown
comsiderably, from £85m to its cusrent market
capitalisaton [Esq5m].

“However, the fund has significantly
undarperformed GCP Student Living, s closest
peer, which we suspect reflects hnow acquisitive
Empiric has been and its foous an universities
outside London, Neverthebess, the 5 per cent
Mﬁﬂwmumemmgumﬁnu'|

Thee surge in online shopping has meant a surge in
demand for vast warshouses for the rafi of goods |
Eeing delhvered all over the UK. Masshe logistics
warehcuses, however, am in short supply, making
Tritace Big Boo RETT (BEBC) an excelient [mvectment
prapasition,

The truss, which is In the Assodation of invest:
ment Comganies (AIC) Property Spedialist sector,
was the first lisbed fund to imvest In UK big baxes
and has growm astronomically since its Inbtial puklic
affering {IP0) in 20113, It now owns 18 assets and
has reached a size of £1.3bn. The maim boon fer the
trust is the difficulty of sourdieg new warehouses
and its ahility to lewy rent increases as a result

The brust |s yielding 4.8 per cent and it is trading
ata premiem of 1 per ceat. That is reflactive of ks
highty pasithe 2005, wiich saw it meet its Emget
of a filly cvered Gp dividend and rebum 24.15 per
cent, far esceeding its target of 9 per cent a year.
Thee issu for this tnast will be whether or not it is
ahle bo continue growing at this pace. Stifel says:
“The shares are trading at @ pramium (o KW despite
| groweh potentlal, which we befieve is due b the
dividend yield jof 4.8 per cent), mnsiderably abewe
thie Relt average of 3.4 per cenl.”

Itwill also face issues if desmand for big beses
wanes in favour of smaller, meee dispersed hubs
located herther inbo city cenbres, However, Titax
boasts 8 100 per cent let portfolio with lasg une-

pired leases and hes consistently sanaged to buy
21 higher tham market yields by buying o mariet.
M has sbsn Been sddog da i parthalia in recent
manths follewing an eversubscribed share iste in
Fewruary, which raised E300m,

Stifel seys: “We expect it to continue growth
thressgh soquisition & in the past, without dilution
of MAY 2nd in BN eamings-socnelive manne.”

GCP s traulineg at a 1.9 per cent discount to
RAV - its 12-manth sverage is a 4.2 per cent pre-
mitem ~ while Emgiric is trading on a premium |
of 4.3 per cent. Empiric has a higher yvield, butin |

| the half-year io December 2005 had declared or

pid dividends equating ta 3p, comparahle with
GCP's 2.82p. And Empiric’s sham price i lower,

- - -

‘The UK has a severe lack of eppropriate medical
and care home buildings at a time when the
section of the population most in need of

primary care is mushrooming. The number of
over-855 Is sef o double in (e next 20 years

| and nearly treble (n the next 30 years, while the
| stock of bufldings fit for parpose ks shrinking.

Target Healtheare REIT (THRL) and MedleX
Fumd (MXF) invest in care homes and primary
healthcare properthes, respectively, which ber-
afit from very long-term and often government-
backed contracts. It means both have delivered
steady long-temn retumns and high yields
cansistently since lunch, yet both are rading
at bebow their sverage premivims.

MedleX lmvests in purpose-built prismary
healthcare properties leased to GPa, who ane at
the centre of the govenment®s agenda to over-
el the NHS and are under pressare io find
mew ways of warking, Primary health centres
are s |o take an an increasing burden of cane
in the Butune, meaning Medick's partfolo is
henefiting from East rental growth and grawth
In propesty vakies, as desnand fof those kinds
af properties ncreases. In the six months o
March 2006, Medick's rent intale increased by
6.6 per cenl o £13.7m and its portfolio apprec-
aled by E4.am, resulting in a yield of 5.36 per
cent in March, which has since risen to 7 per
cenl. [t is ane of the longest-running funds in
the specialist sectar and has retumed 54.49 per
eent aver five years.

The fund does not forward fund or develop
projects, meaning it mainty collects rent fiom
already occupied and swocessful assets with
income streams, it has ramped up dividends
by 19 per cent since inception, paying out a
todal of 5.9p per shame in 2005. However, itz
current dividend &s not fully covered, at &3 per
cend, and it i5 aiming to increase that cover In
the newt three years. The maln downside 1o
this Fund is its eye-watering premium to MAY
af 15.1 per cemt,

Target Healtheane REIT, which imvests in
high-spec care homes with very long leases,
often mnning up to 30 years, ks rading at &
histarically bow premlum of 6.8 par cent. [t

| Hsted in March 2013 after raising £y 6m and

now has 8 market cap of Expgm. Its group of
high=guality, purpose-budlt care homes besst
contracts often Linked o infkation, meaning it is
able to consistently raise rents and drive ugp the
walbue of bts portfalko.

The fumd only invests in modern cue homes
with strong reatal cover, and the partfolio has
a low loan-to-value ralio of 18.8 per cent. In

| the six mondhs o December 7015 it pushed

up iis nent pall by o per cent from Exm in
2004 bo Exzgm at the end of last year, and total
dividends were boosted o 3.09p, up from 3.06p
im the previous year.
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Target Healthcare RENT & not fully imwested, |
bt whvem it 5 its dividends will be fully cowered
by its emrnings. Af the mament its dhidends ame

In Apell, wiich rafsed E80en, and since then has
announced four new investments in Northern
Trelard, Merseyside, Essex and West Yorkshine,
Broker Stifel upgraded its mting from suspended
t0 bitiy if Meary, om the basis that the fund's recend
fundraising gives management “extra frepower”
o expand. i is yielding 57 per cent.

Wumis argies that the healthcare property
sectar deserves the premium it frades on. The
Tbroker says: “In our view, the wider premliam
versus commescial property can be justified by
the lower volaclity of asset vahwes and relatively
high dividend yields ar afer.” |

Bumis adds that the sector has “strong
income characteristics and a relatively defenstwe
assef base compared with genesal commercial
property. The market alse Envours the suppart
of a govemment covenant, a feature of the

As a msult, we expect the primary health
progerty fands to remain in demand while we
Temain in & low Endecest mte environment.™

Understanding property fund charges
Property funds are excellent income payers, bat
they can be expensive. And perhaps a bigger
issue than the price you pay is the diffculty in
uniderstanding what that price {5, Open-ended
funds have an easy-to-find angoing charge in
their investment documents, bt closed-ended
property funds do not, and thers is no easy way
t compare like with like when it comes to what
you are charged. |

You are likely to come across many
different annual charge figures and many
different names for those,

The maln divesgence is between:

® Those who argue that the ongolng costs
assactated with running a property portialio,
including site, utility and cleaning coats,
should be counted on the cost fgure guated |
o investors,

& Those who argue that these are not really
the costs of runming the fund and say these
costs should not be counted.

The metric most frequently cited by trusis
themselves is the total expense ratio (TER),
defined as the annual costs of running the
Funed divided by the fund's total assets,
Those annval costs can include adminis- ‘

trative costs, staff costs and management
Caosts. However, the figure does not include
performance fees, which are often charged
by these funds and can push up the price, or
other ongoing property costs.
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Annual costs

Ron-ooverabie Memtiees/ Performancs Otherepessting  Latestreporind  Oisgoing charpe Ongoing dharge
Funds fees admiy fe et opess A aenpe inclmisc mss e misc, et
Empifc Sudent Propeity 2 fELD] ] {26m E265,35m 1¥% 1%
GFSudestleg  £2.53m E2m ] ™ E1amm 365% 151%
Target Heafthoare M fliem 047 £0.88m f115.5m 1.7% 17
Medior fnsm  £45Tm ] £0.94m ol 16% i
Tritan Blg B REIT o Ladm 5 £1.5mm £MnLin 11% L1%
Scurte: Wb, bt pa st pubibied compary eparts, 2521 21 e 16
Premium, discounts and yields

Premiuny dismont (%) 12-ment reerage(®]  Yield (W) MAV(E)  Dividend aner %)

Enpiric Shudient Fropery L% 1 57 1043 G5
GCF Sudent Living 1.9 43 ig 1341 n
Medic 191 14 7 5.7 n
Terget Healtcany 63 115 57 1006 &
Tritae Big B RETT 1 6l A& 1284 100
Saurce: Wiskerlood, i 1 27 fim 3006, Onvidiers comer: W, s i 1% b 2014
Performance: total cumulative return (%)
furd tm M 6@ Iyt g Sy
Empiric Shudont Propety 18 11 A6 51
GO Smdent Living 38 35 33 48 s
Medick 51 35 43 BS. 31T sS4
Target Hralniare 0.1 21 07 87 153
Trita Blg Buane REIT 9.1 64 02 134
N Property Spacialisl seciar averge a3 30 11 154 1E 07
ST PR, i i T jen 3936

Matthew Read, senior analyst at Martan
& Co, argues that the TER is a fair figure to
use. I think the actual east of running the
proparties 15 & separate discussion, it's not
really the cost of running the fund,” he says.

We asked Numis to compile cost Rgures
for each fund based on their last published
anmual reports, one

_Medlr_}l: Imresl_s inchuding pro
in purpose-built [ mﬂﬂmlmm'
(QUELEE] B operating expenses,
care properties =;;];:; mﬂ&:e
Tl § out,
leased to GF;,: P
who are at the e
centre of the but not performence
government's ﬁ ﬁﬁmm
= | rediice as
agenda to uw-:-r- i St
il haul the NHS fund Increase - Tritax
recefves 1 per cent
up to and including
£5oom and o.B per cent above Ersom.

GCF, Tritax and Empiric do not charge
performance fees, but MedicX and Tasget
Healthcare do, Target Healtheare chasges
an annual perfermance fee of 10 per cent
of the amount by which the toal reiwrn of
the fund's partfolio is in excess of the total
retrs af the IPD Healthcare ndes.

Tritax has the lowest ongoing charge

fkgure, at 1.1 per cent when miscellanpous
coats are stripped out, and Empisic is also
low, &t 1.3 per cent; howewver, that rises to

‘ 2.2 per cont if miscellanecws costs listed in
the balance sheet are included, according
1o Mumis,

‘ Bear in mind that these costs are based
on last published nat as3sts and do not take
accaunt of the speedy rates of acquisition
undertaken by marny of these trusts.

Dividend cover
Dividend cover is lmpontant if you want to
| besure that your assets will keop paying
| aut. Trasts with dividends well covered by
eamings will be able to keep paying out
while others might look shakier, Agadn,
| this is not easy to work aut for trusts with
growing asset books. Colette Ord, irvestment
director at Numis, says: “Medic have for-
ward funded assets that they*we commited
tor amvd willl develog, so 1 have given them
the benefit of forward fundied assets in the
dividend cover number, as well as for Tritax
| and Empiric.
“Bewary of figures on earnings cover
| because some of these are new and in
growth phese, so Empiric’s historic cover is
30 per cent but ferward Funding and seigisisi-
tions will mean that the full-year dividend is
| Hkely to have & much higher cover.”




