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A different approach

As we approach the end of 2019, a year that has been marked by 
political uncertainty and upheaval in the Retail sector, we wanted to 
reflect on the BMO UK Property Fund’s differentiated and defensive 
approach, and how this continues to position the fund favourably in 
what has been a more difficult market. 

Liquidity really does run to the heart of this fund, and it has been established and 
grown with this in mind. We have a diverse and knowledgeable investor base 
who understand the fund strategy and are investing in property for the long term. 
Additionally, the fund invests in core, quality assets at smaller lot sizes, which tend to 
be more liquid as they appeal to a wide range of investors. 

Over the course of the year, while the political uncertainty continued, we have been 
maintaining a cautious approach to cash levels, holding cash above our long-term 
target. However, to ensure that investors are not penalised by this more prudent 
approach we have had a fee rebate on all cash held over 15%. Cash is currently c. 24%, 
which is overly cautious now the political situation has clarity.

Targeted acquisitions

We are looking to reinvest up to £50m into the market. So what have we been bidding 
on and looking to buy?

 Urban logistics – continued rental growth 
 Mixed-use and office assets in Greater London – higher yield than core London 
  Long-let hotels and serviced apartments in good-quality locations – long 
income with fixed uplifts 

 Regional offices in towns and cities – yield advantage and future rental growth 

In Q1 2020 we will advise you what we have bid on and potentially acquired.

Appropriately positioned

Another key part of the BMO UK Property Fund’s differentiated strategy is a highly 
selective exposure to high street retail assets and retail warehousing. The fund has one 
of the lowest weightings to these assets across the peer group and additionally has 
no exposure to shopping centres, department stores or large retail parks where capital 
values and historically high rents are coming under significant pressure and there is 
very limited liquidity. 

Continued

Key risks

Past performance is not a guide to 
future performance. 

The value of your investments and 
any income from them can go down 
as well as up and you may not get 
back the original amount invested. 

The value of directly-held property 
reflects the opinion of valuers and 
is reviewed periodically. These 
assets can also be illiquid and 
significant or persistent redemptions 
may require the manager to sell 
properties at a lower market value 
adversely affecting the value of your 
investment. 
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Sector analysis

As well as limited exposure, we believe that the fund’s retail 
assets are well placed to remain defensive in the current 
market. All are located in affluent towns and cities with 
resilient consumer spend. Furthermore, 43% of the fund’s retail 
warehousing assets are located in Greater London, and 86% 
are located in the South of England, where tenant demand 
is more robust, and sites are potentially underpinned by 
residential values. 

Keeping the fund fresh

As a fund constructed since 2010, we have bought resilient 
long term assets but importantly do not have legacy assets 
which can drag on performance. However, it is important that 
we respond to changes in the market, reviewing the future 
performance prospects of each asset, and we do this annually 
as part of the business plan process. With the fund nearing its 
10-year anniversary, some of its assets are coming to the end of 
their business plans following completion of asset management 
initiatives to maximise value, and had been identified by our 
asset management team as potential sales. We therefore 
adopted good sales discipline and crystallised the upside for five 
assets in the fund, achieving sales prices at or above valuation 
and crystallising an average return of 10.5% p.a. across the five 
assets. We will continue to ensure that we uphold good sales 
discipline and, where considered appropriate, recycle capital into 
assets forecast to deliver superior performance. 

Sticking to our strategy

The core principle of the investment strategy of this fund is to 
invest in sustainable locations where the income stream from 
an asset is underpinned by a resilient occupational market, and 
often also a change to an alternative use. It has never been the 
intention of this fund to compromise on building quality and 
invest in riskier assets to move up the yield curve, as the fragility 
of the income from these types of asset can often undermine 
the slight premium in yield. 

Investing in core assets in good-quality locations not only helps 
to preserve the income stream in more uncertain times – it also 

enhances the liquidity of the asset as there is more likely to be 
sustained investor demand for core buildings in more difficult 
markets. For example, we have received a bid above valuation 
for the Homebase unit in East Grinstead from a supermarket 
owner-occupier, demonstrating that there is still liquidity for 
assets in good quality, core locations, even in the retail sector! 

2020 – tempered optimism

We remain positive for a bounce-back in the market once a 
resolution on Brexit is reached and there is more certainty in the 
property market and the wider economy, encouraging greater 
investment activity. UK property offers an attractive income 
premium for investors in a world starved of yield, which is set 
to continue with the increased likelihood of a ‘lower for longer’ 
outlook for bond yields. In addition, when compared to yields 
in cities across Europe, the UK still looks good value, supporting 
continued foreign investment into the UK market. 2019 has been 
another significant year for fundraising across European and 
Global property funds, and with Brexit uncertainty abated it is 
likely some of this money will start flowing into the UK.

Our house forecasts, along with all other forecasters, are 
predicting positive returns from UK commercial property in each 
of the next four years, assuming a Brexit deal is reached. The 
pattern of expected returns is more muted in the shorter-term, 
primarily as a result of negative returns from shopping centres 
(to which the fund has no exposure) and weaker returns from 
high street retail and retail warehousing holding back the overall 
market. The pick-up in returns is forecast to start in 2020, with 
returns expected to pick up to 5%+ from 2021 onwards, with 
capital growth returning across most of the market supported 
by rental growth rather than significant yield compression. Our 
house forecasts are included in the chart below.
 
Components of BMO REP Forecast All-Property Total Returns 
– per cent

The BMO UK Property Fund is well-positioned to deliver future 
performance, with a 35% weighting to Industrials and a 33% 
weighting to regional Offices, sectors which are forecast 
to outperform.

Continued

Industrial  34.4%
Offices  32.5%
Retail Warehouse  18.8%
Standard Retail  6.7%
Car Showroom/Hotel  6.7%
Leisure  1.0%

Source: BMO Real Estate Partners as at December 2019

Source: BMO Real Estate Partners as at December 2019
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Guy Glover 
Director, Fund 
Manager

Emma Gullifer 
Assistant Fund Manager

Thank you very much for your continued support of the fund for 
what has been a difficult year for the UK economy, property and 
us as managers, but are looking to grow the fund further with 
yourselves over the next period.

Multi-let office asset in Richmond-upon-Thames with asset 
management opportunities.

Greater London urban logistics/industrial asset comprising 
two units with rental growth potential.

A long-let car showroom located in Milton Keynes, providing 
RPI-linked income until 2034.

Below are three examples of our holdings and the opportunities they offer.


