Custodian REIT
Update January 2015
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Overview
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Highlights
REIT

• £164.43 1 million REIT listed on LSE Main Market
• Target distribution yield of 6.25% 2
•
•
•
•

5.25p year one dividend, 6.25p year two
Fully covered from income, paid quarterly
1st & 2nd quarter dividends distributed at 1.25p per share
Third quarter distribution 1.25p per share
(payable 31 March 2015)

Portfolio

• Diversified UK commercial property
• Small lot sizes (£2-7.5m)
• Conservative gearing (maximum 25% LTV)

Opportunity

• Access to a high quality portfolio
• Attractive dividend yield
• Differentiated property exposure, with low void rate

1.
2.

As at 28th January 2015
The target distribution yield and total return target are not forecasts and should not be seen as an indication of REITs expected or actual results or returns
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Fund Manager
Custodian Capital Limited
•
•
•
•
•
•
•
•

12 year track record of property
syndication
Acquired 89 properties in last 13 years
Authorised and regulated by the FCA
Full permission to operate as an
Alternative Investment Fund Manager
(AIFM)
Established market presence
Experience in small lot sizes
Proven track record of asset
management
A subsidiary of the AIM listed Mattioli
Woods plc

Richard Shepherd-Cross BSc MRICS
Managing Director, Custodian Capital

• 20 years of experience in the commercial
property market
• Board director of Custodian Capital Ltd
• Formerly a director at JLL in London
leading the portfolio investment team
• Responsible for developing the service of
the Mattioli Woods property business and
for establishing Custodian Capital in 2011
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Activity since IPO
•
•
•
•
•

£91.5m of new property acquisitions
34 properties, 38 separate tenancies
2 disposals amounting to £1,785,000
Average net initial yield on acquisitions of 7.56%
All net cash from IPO and the £25 million placing in September has
been invested
• £31 million of debt has been deployed giving a current loan-to-value of
16.5%
• Net Asset Value increase:
NAV per share (p)

Dec 2014

Sept 2014

100.2

99.6

Jun 2014 Mar 2014
99.2

98.2

• Dividend of 1.25 pence per share paid on 30th September 2014 and
31st December 2014
6

Funding
• £20 million term debt facility drawn and invested
– Lloyds Banking Group
– interest only, 195 bps over 3 month libor, expiring October 2019

• Next purchases will be funded using the pre-arranged debt facility
– £25 million revolving credit facility with Lloyds Banking Group
• £14 million available as £11 million already deployed
– 245 bps over 3 month libor
– Secured over a discrete pool of assets
– Flexibility of the facility helps to minimise cash-drag

• Pipeline of £4.9 million of properties under offer
• Gearing at 16.5% increasing to 19% on completion of pipeline
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Shareholders
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Shareholders

• 2 institutional cornerstone investors
– F&C Asset Management
– Investec Wealth & Investment

• A broad base of private investors and wealth management clients
• A diverse shareholder register
– 1,500 separate investors
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Share price
• 155.86 million shares issued
• Average share price of 108.4 pence since IPO

116
Daily Open Price (pence)

Entry to the FTSE All Share Index
2,949,237 traded

NAV

114
112
110
108

Pence per share

106
Ex-dividend date 1st
payment

104

Ex-dividend date 2nd
payment

102
100
98
96
94
92
90

26-Mar-14

26-Apr-14

26-May-14

26-Jun-14

26-Jul-14

26-Aug-14

Date from IPO

26-Sep-14

26-Oct-14

26-Nov-14

26-Dec-14
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Investment objectives and strategy
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Investment objectives,
policy and strategy
Objectives & Policy

Strategy

•

•
•
•

Long term, secure income
•

•

•
•
•
•

1.

Target distribution yield of 6.25% per
annum paid quarterly (5.25p year 1,
6.25p year 2)1
100% cover from income

Portfolio diversified by tenant, region
and sector
£2 million – £7.5 million lot sizes
Maintain an unexpired lease term of over
5 years
No one tenant or property accounting for
more than 10% of the rent roll

•
•

Low obsolescence
High residual values
Strategic use of alternative
property classes
Minimisation of cash drag
Long term NAV growth

The target distribution yield and total return target are not forecasts. The targets should not be seen as indications of REITs expected or actual results or returns. Accordingly, no reliance should be
placed on the target distribution yield or NAV growth target when making a decision to invest in the REIT.
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Market opportunity
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Look back at 2014
• 2014 will have been a bumper year for investment transactions
forecast to top £50 billion for the first time since 2007
• Demand from all sectors of the market with a particular focus on
larger lot sizes driven in part by huge inflows to open ended funds
• Supply increased markedly in Q4
• Yields hardened as shown in these extracts from CBRE’s Q3 Prime
Rent and Yield Monitor report
Equivalent Yields
Q3

Yield Shift
Q3 2013-Q3 2014

All Property

5.65%

-43 bps

Rest of UK Retail
Rest of UK Retail Warehouse

6.45%
5.36%

-33 bps
-94 bps

Rest of UK Offices
Rest of UK Industrial

7.39%
7.28%

-57 bps
-80 bps

Sector
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Impact of 2014 on
Custodian REIT

• Despite the price inflation across the market this was mainly focused
on £10 million plus lots
• Custodian REIT acquired 30 properties for £81.2 million reflecting a
net initial yield of c.7.5% and an average price of £2.7 million per
property
• These acquisitions will support fully covered target dividends
• Strength in the occupational market has led to lower vacancy rates
and rental growth across all sectors
• Forecast rental void in the portfolio for 2015 has all but been
eliminated as a result of active management and working closely
with tenants to renew leases and manage out break clauses (subject
to deals in solicitor’s hands)
15

2015 Forecast

• A return to steady growth in capital values
• Income will make up a larger proportion of total return
• Prime London to remain an important market but a greater focus
on the regions
• Rental growth in all sectors particularly industrial and office sectors
where there is a supply side shortage, but watch poor secondary
high streets
• Continued low interest rates making property yields look attractive
• There will remain a weight of money tracking the sector
• Election uncertainty
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Opportunity in 2015
• We expect that larger funds will continue to sell their smaller lots
– Pipeline of institutional grade assets
– We have already completed £10.3 million of transactions since 1st Jan 2015

• We expected that our experience and track record in small lot sizes
would provide strong deal flow
– £51.2m (56%) of new acquisitions have been agreed ‘off market’ or following
only a restricted marketing – demonstrating the market’s confidence in our
ability to perform
– We have secured over 50% of the opportunities on which we have bid

• We expect smaller lots will show ‘value’ relative to larger lots in
terms of income returns
• We expect to achieve a high income return from targeting good
quality secondary regional property
• Rental growth is still not “priced in” to many deals
17

Portfolio review
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Portfolio review
Diverse UK commercial property
investment portfolio
•
•
•
•
•
•
•
•

Current portfolio circa £189 million
80 assets
Nationwide portfolio
All major property sectors
126 separate tenancies
Average unexpired lease term 7.62
years to first break
Void rate less than 1%
7.4% gross rental yield*

*As at January 2015
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Diverse portfolio with
long leases
Regional split by income

Sector split by income

North-West
15%

Other
20%
Retail
Warehouse
7%

Industrial
43%

South-East
21%

North-East
11%

East Anglia
7%

Scotland
5%

Retail
17%

1,800,000

Office
13%

East Midlands
15%

Wales
1%

South-West
9%

West Midlands
16%

Lease expiry profile

1,600,000

Pipeline

1,400,000
1,200,000
1,000,000
800,000

Existing Portfolio

7.62 years weighted
average unexpired
lease (to first break)

600,000
400,000
200,000
As at January 2015

12 months to
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Secure income
Security of tenant income
by ICC credit rating
10.18%
7.37%

65.06%

5.02%

12.38%

61-100 (confidence, low risk potential)
51-60 (normal, limited risk potential, normal terms)
36-50 (caution, moderate risk potential, measured exposure)
1-35 (caution, high risk potential)
n/a (private company/partnership - no rating

Low risk tenants

21

Diverse income
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Recent acquisitions and pipeline
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Acquisitions
Acquisitions YTD FY15
90

9
81

80

Cash deployment

8

Annual rent roll (Net yield)

70

7

7.47%

60

60

6
48

50

48

£M

£M

5

7.51%

44

40

4
31

7.39%

30

3

7.48%

20

10

7.42%

7.42%

2

15

1

8.10%

4

8.13%
-

-

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec
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Recent acquisitions
Location: Redditch
Tenant: Sapa Profiles UK Limited
Type: Industrial
Rent: £250,000 pa
Expiry: 30.04.2020
Price : £3,000,000
NIY : 7.88%

Location: Leeds
Tenant: Enact Properties
Limited
Type: Office
Rent: £339,000 pa
Expiry: 25.12.2018
Price : £3,800,000
NIY: 8.43%

Location: Milton Keynes
Tenant: Massmould Holdings Ltd
Type: Industrial
Rent: £280,000 pa
Expiry: 27.02.2031
Price : £3,800,000
NIY : 6.96%

Location: Leeds
Tenant: Enact Properties Limited
Type: Office
Rent: £289,750 pa
Expiry: 25.12.2018
Price : £3,115,000
NIY : 8.76%

Location: Salford
Tenant: Cintas Document Management
UK Limited
Type: Industrial
Rent: £403,676 pa
Expiry: 30.09.2028
Price : £4,825,000
NIY : 7.9%

Location: Portishead
Tenant: JD Wetherspoons Plc,
Majestic Wine Warehouses &
Homebargins
Type: Retail/Other
Rent: £265,000 pa
Expiry: 15 year lease term

Recent acquisitions
Location: Grantham
Tenant: Laura Ashley Limited,
Carpetright Plc
Poundstretcher Limited
Type: Retail
Rent: £324,286pa
Expiry: 30.05.21, 24.12.20, 11.4.20
Price : £4,375,000
NIY : 7.01%

Location: Gillingham
Tenant: Somerfield Stores
Limited
Type: Filling station
Rent: £268,500 pa
Expiry: 15.04.2028
Price : £3,050,000
NIY : 8.76%

Location: Torpoint, Cornwall
Tenant: Sainsburys
Supermarkets Limited
Type: Retail
Rent: £217,500pa
Expiry: 14.12.22
Price : £3,045,000
NIY : 6.75%

Location: Milton Keynes
Tenant: Domino’s Pizza Group Ltd
Type: industrial
Rent: £250,000pa
Expiry: 10.11.15
Price : £2,100,000
NIY : 11.25%

Location: Solihull
Tenant: Lyons Davidson
Type: Office
Rent: £189,000 pa
Expiry: 31.10.2024
Price : £1,975,000
NIY : 9.05%
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Pipeline
Sourcing transactions:•
•
•

We work with a network of over 100 investment agents
Nationwide coverage
The schedule below sets out the value and number of opportunities we have looked
at, track, bid on and acquired:
Total value

Number of opportunities

£1,840,787,000

433

Total of opportunities tracked

£294,995,000

65

Total of bids made

£205,020,000

41

Currently under offer

£4,900,000

2

Total acquired

£91,500,000

22

Property opportunities
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REIT details
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Fund details

Manager

• REIT management fee 0.9% per annum of NAV, reducing to
0.75% over £200m
• Senior management holding of c.£4 million in the REIT

Structure

• Quarterly valuation by Lambert Smith Hampton
• Quarterly Property Income Distributions (PIDs)

Listing

• LSE Main Market
• Full REIT status
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Board of directors
David Hunter
Independent Chairman

•
•
•
•
•
•
•

International property consultant specialising in property funds and companies
On the board of both listed and unlisted companies in UK and overseas
Corporate advisory roles in the UK and France
Over 25 years’ experience as a high performing fund manager
MD of Aberdeen Asset Management's £6.5bn property fund business
Former President of the British Property Federation
Actively involved in the introduction of REITs to the UK

Barry Gilbertson
Independent
Non-executive Director

•
•
•
•
•
•

Property expert with more than 40 years’ experience advising on property
An adviser to the Bank of England since 2003
Former global President of the Royal Institution of Chartered Surveyors (RICS)
First chartered surveyor to become a partner of PwC in 1996
Non-executive consultant to Knight Frank LLP
Independent director of MI Developments Inc in Toronto

Matthew Thorne
Independent
Non-executive Director

•
•
•
•
•

Qualified with Price Waterhouse
Adviser to Consensus Business Group
Director of Bankers Investment Trust
Group Finance Director of McCarthy & Stone
Investment Director of Beazer

Ian Mattioli
Non-executive Director

•
•
•
•
•

30 years’ experience in the pensions and wealth management sector
Established Mattioli Woods in 1991
CEO of Mattioli Woods group with over £4 billion, assets under advice
Established the Mattioli Woods property business in 2002
Chairman of Custodian Capital
30

Conclusion
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Conclusion

• LSE Main Market REIT – current market cap £164.43m
•

Offering an alternative to existing closed and open ended fund

• High income return
•
•

Income is likely to be the principal driver of total return in 2015
Forecast dividend of 5.75 pence in next 12 months and 6.25 pence thereafter

• Access to high quality portfolio
•
•

£189 million diversified UK commercial portfolio
Strong pipeline of new opportunities

• Differentiated property exposure
•
•
•

Targeting long term, secure income
Smaller lot size properties
Regional and sector diversification
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Custodian Capital Limited
1 Penman Way, Grove Park,
Enderby, Leicester LE19 1SY

Richard Shepherd-Cross
Tel: 0116 240 8741 | Mob: 07801 225 992
rsc@custodiancapital.com

3rd Floor, 22 Park Street, Mayfair
London W1K 2JB

Ben Aspell
Tel: 0116 240 8743 | Mob: 07983 433 507
ben.aspell@custodiancapital.com

Tel: 0116 240 8740 | Fax: 0116 240 8749
Email: info@custodiancapital.com
Web: www.custodiancapital.com

Authorised and regulated by the Financial Conduct Authority.
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Important
This document (“Document”), which relates to Custodian Reit Plc (“Custodian REIT”), has been issued and approved by Custodian Capital Limited (the "Company") a company authorised under the
Financial Services and Markets Act 2000 and regulated by the Financial Conduct Authority in England and Wales. The Company is solely responsible for it and its contents.
Estimated and target figures in this Document are based on unaudited information. Those figures and any other statements that are, or may be deemed forward-looking statements, which relate,
inter alia, to Custodian REIT’S proposed strategy, plans and objectives have not been subject to formal verification. They involve known and unknown risks, uncertainties and other important factors
beyond the control of the Company or Custodian REIT that could cause the actual performance or achievements of Custodian REIT to be materially different from such forward-looking statements.
They do not represent and should not be regarded as representing forecasts of the performance of Custodian REIT. Accordingly, you should not rely on any forward-looking statements and the
Company accepts no obligation to disseminate any updates or revisions to such forward-looking statement. Custodian REIT shares are intended to be admitted to trading on a public stock market
and as a result the price at which shares will be tradable will vary according to market conditions and may not reflect their net asset value.
No undertaking, representation, warranty or other assurance is given, and none should be implied, as to, and no reliance should be placed on, the accuracy, completeness or fairness of the
information or opinions contained in this Document. The information contained in this Document is subject to completion, alteration and verification. And has not been verified by the Company.
Save in the case of fraud, no liability is or will be accepted for such information by the Company, Custodian REIT or any of their respective directors, officers, employees, agents or advisers or any
other person.
This Document is an advertisement and does not constitute a prospectus and does not constitute, or form part of, any offer of, or invitation to apply for, securities nor shall it, or the fact of its
distribution, form the basis of or be relied upon in connection with any contract or commitment to acquire any securities. Copies of the prospectus of Custodian REIT, if published, will be available
from the registered office of Custodian REIT.
Recipients of the information contained within this Document who are considering acquiring shares in the Custodian REIT are reminded that any such purchase or subscription must be made only on
the basis of the information contained in the prospectus relating to the Custodian REIT in its final form, which may be different from the information contained in this Document. No reliance may be
placed, for any purposes whatsoever, on the information contained in this Document or on its completeness and this Document should not be considered a recommendation by the Company or
Custodian REIT or any of their respective directors, officers, employees, agents or advisers in connection with any purchase of or subscription for securities of Custodian REIT.
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