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Custodian REIT - Strategy still winning
Steady progress continues
Custodian REIT (LON:CREI) released its quarterly net asset
value (NAV) updated on 29 January. This was in line with our
expectations.
NAV Total Return +1.0% in the quarter. Portfolio net initial yield
(a measure of property income yield) of 6.6%. Balance sheet
gearing remains low at LTV (loan-to-value) ratio of 24.7%.
We believe that all of the key dynamics remain intact to
sustain continuing strong shareholder returns.

Sector positioning - "alternative" REITs in focus
During 2018 Custodian was among the top 10 performing
UK real estate investment trusts (REITs) by total shareholder
return. In this report, we take a look at strategies that have
performed well in the REIT sector. We argue that Custodian's
focus on regional properties sustains continued strong rental
income returns in 2019 and beyond.
Since the initial public offering (IPO) in 2014, Custodian has
delivered NAV total returns of 7.3% per year, of which more
than 70% has come from dividends paid. Dividends are
supported by strong rental income (details on p3).

Secure dividend
Custodian REIT currently offers a dividend yield of 5.7%
(2019e). We argue that the dividend is one of the
most secure in the sectors based on: 1) Low tenant
concentrations, with the largest tenant accounting for only
3.2% of the rent roll; 2) Low gearing - loan-to-value of 24.7%;
3) Dividend is fully covered by earnings.
On a risk/reward basis, we argue that Custodian REIT remains
a stand-out opportunity in the REIT space.
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Year end Mar 31

2017

2018

Current*

2020

Value of investment properties
(£m)
Revenue
from property (£m)
EPRA EPS* (GBp)
DPS (GBp)
Dividend yield

415.8
27.6
6.6
6.35
5.6%

528.9
34.8
6.9
6.45
5.7%

579.5
39.0
7.1
6.55
5.7%

631.1
42.5
7.4
6.70
5.9%
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UK REITs, 10 best and 10 worst total return 2018

Source: Property Week

Alternative strategies outperforming the big REITs
The chart above shows the total return performance of the 10 best and 10 worst
performing UK REITs of 2018, with Custodian featuring in the top 10.
The best performers are generally REITs with "alternative" strategies:
• Specialised sectors such as student accommodation (GCP or Empiric) or selfstorage (Big Yellow or Safestore).
• Regional players such as Picton or Custodian.
• Developers such as U+I or Harworth.
The weaker performers have a higher weighting towards:
• Big urban shopping malls
• Prime London office and retail
We believe that performance in 2019 will once again be predicated on strong
cash generation from rental income to support dividends. Custodian continues
to benefit from these dynamics while avoiding high concentration to individual
tenants or industry sectors (in contrast to some of the other top 10 names) and
avoiding speculative development risk.
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Portfolio by segment

Source: Company data

Portfolio by region

Source: Company data

The charts above show Custodian REIT's portfolio by region and by
property type. Portfolio diversification is a key risk mitigation strategy
for Custodian. It also enables Custodian to seek strong income-yielding
assets that might sometimes become scarce in one region or sector (e.g.
prime London office space currently offers lower rental yields).
Recent acquisitions have been achieved at favourable rental yields.
The following chart shows net initial yields for the properties acquired by
Custodian in the last 12 months. Custodian has increased its exposure to
the “other” segment during the period, which includes car dealerships
(Shrewsbury, Loughboroguh, Stafford), a gym (Lincoln) and a place of
worship (East London).
Net Initial Yield of recent acquisitions

Source: Company data
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LEGAL NOTICE – IMPORTANT – PLEASE READ
Proactive Research is a trading name of Proactive Investors Limited which is regulated and authorised by the
Financial Conduct Authority (FCA) under firm registration number 559082. This document is published by Proactive
Research and its contents have not been approved as a financial promotion by Proactive Investors Limited or any
other FCA authorised person. This communication is made on the basis of the 'journalist exemption' provide for in
Article 20 of The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 and having regard to
the FCA Rules, and in particular PERG 8.12.
This communication has been commissioned and paid for by Custodian Reit and prepared and issued by
Proactive Research for publication. All information used in the preparation of this communication has been
compiled from publicly available sources that we believe to be reliable, however, we cannot, and do not,
guarantee the accuracy or completeness of this communication.
The information and opinions expressed in this communication were produced by Proactive Research as at
the date of writing and are subject to change without notice. This communication is intended for information
purposes only and does not constitute an offer, recommendation, solicitation, inducement or an invitation by,
or on behalf of, Proactive Research to make any investments whatsoever. Opinions of and commentary by the
authors reflect their current views, but not necessarily of other affiliates of Proactive Research or any other third
party. Services and/or products mentioned in this communication may not be suitable for all recipients and may
not be available in all countries.
This communication has been prepared without taking account of the objectives, financial situation or needs
of any particular investor. Before entering into any transaction, investors should consider the suitability of the
transaction to their individual circumstance and objectives. Any investment or other decision should only be
made by an investor after a thorough reading of the relevant product term sheet, subscription agreement,
information memorandum, prospectus or other offering document relating to the issue of securities or other
financial instruments.
Nothing in this communication constitutes investment, legal accounting or tax advice, or a representation that
any investment or strategy is suitable or appropriate for individual circumstances or otherwise constitutes a
personal recommendation for any specific investor. Proactive Research recommends that investors independently
assess with an appropriately qualified professional adviser, the specific financial risks as well as legal, regulatory,
credit, tax and accounting consequences.
Past performance is not a reliable indicator of future results. Performance forecasts are not a reliable indicator of
future performance. The investor may not get back the amount invested or may be required to pay more.
Although the information and date in this communication are obtained from sources believed to be reliable,
no representation is made that such information is accurate or complete. Proactive Research, its affiliates and
subsidiaries do not accept liability for loss arising from the use of this communication. This communication is not
directed to any person in any jurisdiction where, by reason of that person's nationality, residence or otherwise,
such communications are prohibited.
This communication may contain information obtained from third parties, including ratings from rating agencies
such as Standard & Poor's, Moody's, Fitch and other similar rating agencies. Reproduction and distribution of thirdparty content in any form is prohibited except with the prior written consent of the related third-party. Credit
ratings are statements of opinion and are not statements of fact or recommendations to purchase, hold or
sell securities. Such credit ratings do not address the market value of securities or the suitability of securities for
investment purposes, and should not be relied upon as investment advice.
Persons dealing with Proactive Research or members of the Proactive Investors Limited group outside the UK are
not covered by the rules and regulations made for the protection of investors in the UK.
Notwithstanding the foregoing, where this communication constitutes a financial promotion issued in the UK that is
not exempt under the Financial Services and Markets Act 2000 or the Orders made thereunder or the rules of the
FCA, it is issued or approved for distribution in the UK by Proactive Investors Limited.
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