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4 Federated Hermes Property Unit Trust

Key Features and
Statement of Principles

The Trust is an unauthorised, tax exempt
open-ended property unit trust and an
Alternative Investment Fund (“AIF") as
defined in the UK Alternative Investment
Fund Managers Regulations 2013 (SI
2013/1773). It was created in 1967 in the
UK to enable Unit Holders to participate
mutually in a professionally managed
scheme investing in real property
without prejudicing their tax exempt
status whilst also freeing them from the
burden of management.

The objective of the Trust is to achieve investment
returns consistent with a diversified and actively
managed UK property portfolio.

The Trust is a balanced property unit trust which owns a
diversified portfolio of real estate investments on behalf
of underlying Unit Holders. Its key features are as follows:

@ Performance objective — To outperform the
benchmark by 50 basis points per annum on a three-
year rolling basis.

@ Investment philosophy — A core/satellite approach to
portfolio construction. This reflects a core portfolio
of property investments expected broadly to match
property market returns, but with prospects for
enhanced returns through exposure to higher risk/
return investments in the satellite component.

@ Fees - To ensure alignment between the Trust
Manager and returns to Unit Holders, the Trust
Manager receives a base fee which is augmented with
a performance fee for outperformance against the
Trust's benchmark. Fees payable to the Trust Manager
are capped.

@ The Appointments Committee is wholly independent
of the Trust Manager and is responsible for the
appointment and removal of the Trust Manager, the
Trustee, the independent auditors, each subject to
ratification by Unit Holders, and the independent
valuers, and the remuneration of both the Trust
Manager and Trustee.

@ The Trust Manager is the legal operator of the Trust.

To ensure alignment between
the Trust Manager and returns to
Unit Holders, the Trust Manager
receives a base fee which is
augmented with a performance
fee for outperformance against
the Trust’s benchmark.

Federated Hermes Property Unit Trust operates under
the following core principles:

@ The Trust observes high standards of integrity and
fair dealing at all times, in accordance with the
obligations set out in the Trust Deed for the benefit of
Unit Holders.

@ The Trust maintains an open dialogue with Unit
Holders. As part of this it provides Unit Holders with
timely information enabling them to make informed
decisions about the Trust.

@ The Trust seeks to enhance the capital and income
potential of its assets in a manner consistent with its
risk objectives and investment policy.

@ The Trust will manage its assets taking into
consideration the relevant environmental and
socioeconomic risks and opportunities which
contribute to the potential of an investment to deliver
long-term investment performance for Unit Holders.

@ The Trust actively engages with its occupiers to
develop long term relationships in order to maximise
portfolio value for its Unit Holders.

@ The Trust complies with The Association of Real
Estate Funds’ Code of Practice and with relevant
codes or standards in force that apply to the Trust.

@ The Trust is committed on a sound commercial basis
to embedding the principles of responsible property
investment in all of its real estate investment and
asset management practices.

Further information about the Trust including its
Strategy and Objectives and Constraints is available
in the General Information Memorandum at
www.hermes-investment.com/ukw/capabilities/
private-markets/real-estate/fhput/

Further information on the Appointments Committee
and Trust Manager is set out on page 29.
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Financial Highlights

Year to 25 March 2023

The trust continues to
deliver outperformance Net asset value per unit

over five and ten year
periods against the £6.41

benchmark.

Unit holders’ funds Distribution per unit

C1A78m 22,71 pence

Total return to unit holders Relative performance for the year*

-13.2% 0%

*Relative performance is calculated geometrically.

Unit holder performance - total returns for the period (% p.a.)
As at 25 March 2023
9

One Year Three Years Five Years Ten Years

B FHPUT M MSCI/AREF UK Other Balanced Property Fund Index

Source: MSCI/AREF UK Quarterly Property Fund Index.
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Chairman’s Report

Over the last few years, UK commercial real estate has
experienced elevated levels of volatility and the 12
months to the end of March 2023 certainly followed this
trend. In my December half year report, | described the
various factors that resulted in an unprecedented market
correction in the second half of 2022. Despite the
continued uncertainty around the market’s principal
macro drivers of GDP growth, interest rates and debt
availability (with recent bank failures highlighting the risk
of global credit conditions), UK real estate valuations
have so far continued to stabilise following the dramatic
falls seen in October and November last year.
Underlying this stabilisation is a divergence in pricing
that reflects the current prevalence of risk off’ sentiment,
with investors becoming increasingly discerning on
property fundamentals and heavily favouring primer
assets over more secondary stock. Whilst in contrast to
the investment market, the occupational market for UK
commercial real estate proved relatively resilient over
the year, this same focus on fundamental asset quality is
also seeing greater polarisation in tenant demand.

Performance

The extent of the volatility observed in recent years is
reflected in the one year total return of -13.2% (1.0%
ahead of the benchmark at -14.1%) compared to the
21.1% return to the end of March 2022. Encouragingly,
the increasing signs of stability in valuations saw the
Trust's performance in Q1 2023 return to positive
territory for the first time since the second quarter of Q2
2022 (0.4% against the benchmark at -0.2%). Over the
longer term, the Trust continues to outperform,
delivering 7.8% per annum over 10 years against the
benchmark at 6.7% per annum. In this recent period of
dramatic valuation movements, it is worth reflecting that
68% of the Trust's long term total return has been made
up by income (taken over the full 22 years of the Trust
Manager’s tenure), which is also seven times less volatile
than the capital growth component over that time.

Portfolio Activity

A total of 90 new leases and lease renewals were completed
over the year which secured a £3.4m increase in the Trust's
annual income. Rent collection rates also showed improved
levels, with the Manager completing some further recovery
of pandemic-related arrears, and achieving 99% of the total
demanded over the report period. It is good to observe
that the distribution yield to investors at the year-end
increased to 3.50% from 3.16% for the previous year.

David Nicol
Chairman,
Appointments Committee

Along5|.de its proactive fos:us on ~d
enhancing the portfolio’s income

profile, the Manager continued to

progress a number of value add initiatives. An outline
planning consent and associated Section 106 agreement
was completed on the former industrial asset adjoining
Reading station, just after the year end. This is an
important step forward in realising the significant
potential of this site and is reflective of the Manager's

track record in realising alternative use opportunities.

The Manager maintained its key strategic focus on the
integration of ESG across all its activities. It has
summarised its progress on numerous commitments
on pages 21 & 22 of the report, broadly centred on
achieving net zero, increased biodiversity and lasting
social impact. | am particularly pleased to see the
extensive range of potential solutions that are being
actively targeted and tested given the critical
importance of this integration for the Trust's
continued long term growth.

Transactions

Transactional activity over the year was concentrated
on asset disposals, with five sales completed for a total
of £131.1m and comprising two industrial estates in
Essex and Heathrow (£92.9m and £25.0m,
respectively), an office in Tunbridge Wells office
(£6.9m) and two Surrey pubs (together £6.3m). Apart
from the Heathrow industrial which was sold in line
with its prevailing valuation, the other sales were at
material premia. The disposal of the large Essex asset
was especially important for the Trust in that it
delivered a 39% sale premium and was executed at
the cyclical peak of the market last summer, ahead of
the particularly severe pricing falls seen in the
industrial sector. The proceeds from the disposals
have been used to clear £48m that had been drawn
down under a revolving credit facility and to make
partial payments of £79.8m towards investors'
redemption requests. The Trust had deferred the
payment of orders in August 2022 to safeguard the
interests of unitholders as a whole, following material
redemption calls in Q2 and Q3. The £75m revolving
facility remains available to the Trust if required as
part of its overall liquidity management strategy.
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Investor activity

The Manager has continued to progress other potential
disposals to meet the balance of the redemption queue.
This has been challenging given prevailing uncertainty
and relative illiquidity in the market but at the time of
writing two further sales have completed, a Birmingham
industrial estate at £27.2m and a West End office for
£45.5m, again ahead of pre-sale valuations (12% and 8%,
respectively). In executing the planned sales programme,
the Manager is focused on delivery of the Trust's long
term strategic objectives and will keep all unitholders
updated through its regular reporting channels.

Apart from £26m of matched trades in the Trust's units
at the start of the reporting period, the secondary
market remained largely moribund during the rest of the
year, both for the Trust and other UK balanced funds.
Latterly, brokers are reporting some signs of potential
‘green shoots’, with activity finally starting to pick up
from unusually quiet levels. Whilst volumes are still
relatively low at present, the Manager expects
secondaries to remain an important liquidity option for
the Trust's investors.

Governance

| have made the decision to step down in my role on the
Committee after 11 years, with six of those as Chairman
so | will retire at the upcoming AGM. After a selection
process, Frances Davies has been nominated and
approved by the Committee as the new Chair taking
over after the AGM this year.

Sue Clayton has also let me know of her intention to
retire in the next year so the Appointments Committee
undertook a search supported by an external firm to find
two new Committee members.

Fiona Rowley and Michelle McGrath were selected and
appointed to the Committee on 15 May and 16 May
2023 respectively subject to unit holder approval at the
AGM. This affords us sufficient time for a detailed
handover before Sue steps down.

Outlook

Whilst prevailing headwinds will continue to present
challenges for UK commercial real estate in the near
term, the high quality of the FHPUT portfolio and the

Manager's strategic focus on income, proactive
management and ESG implementation means that the
Trust is well positioned to meet them. The Manager also
remains cognisant of the pricing opportunities that are
created in these periods of volatility, which it has
successfully identified in previous cycles to drive long
term outperformance for the Trust's unitholders.

DocuSigned by:

David Nicol”
Chairman
19 June 2023

NOILONAOYLNI
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Strategic Overview

Dermot Kiernan
Fund Director

The Trust's performance
objective is to outperform the
benchmark by at least 50 basis
points per annum on a rolling
three-year basis, but with an
emphasis on long-term
sustainable returns. FHPUT is
a total return strategy and
therefore investment returns
are a combination of both
income and capital gains.

FHPUT's investment strategy is
fundamentally as a ‘long’ investor in UK real
estate, providing well-managed real estate
exposure to long-term investors through the
property market cycles.

The Manager proposes to
continue with the current
investment strategy of
maintaining a balanced, well-
let, geographically diverse
portfolio with good income
growth prospects and
continues to seek value in
the market.

The team seeks to achieve this through

a combination of bottom-up stock
selection and top-down sector allocations.
A thorough understanding of the property
fundamentals that drive the occupational
markets and a clear focus on investment
excellence is essential to achieving
sustainable risk-adjusted returns.

Annual Financial Statements 2023

The Manager aims to position
the portfolio to continue to
deliver strong long-term
performance for unit holders
while managing an adequate
risk profile.

The FHPUT strategy is a ‘core’-style strategy
with certain added-value investments
through a core/satellite approach to
portfolio construction. It is important to note
that the implementation of strategy is
monitored by the FHPUT Committee, which
is appointed by investors to ensure the
portfolio is well managed for the benefit of
investors as a whole.

At the core of Federated
Hermes philosophies is the
commitment to responsible
environmental, social and
governance investing.

The Manager believes that a responsible,
sustainable approach to the management
of the Trust's portfolio is the only strategy
that both protects and enhances the value
of its assets. As such, the Manager strives
to fully integrate ESG principles in its
investment process.

14OdIY S, HIDVNVIAN LSNYL
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Federated Hermes Property Unit Trust

Trust Manager’s Report

Market context

The 12-months to 25th March 2023 covered in this report
witnessed a series of tumultuous geopolitical and
macroeconomic events that have impacted the financial
markets with increased volatility. These included the
Truss government'’s mini budget, the ensuing gilts/
Liability Driven Investment (LDI) crisis and the more
recent collapses in the banking sector. All this has been
played out against a backdrop of the ongoing war in
Ukraine, increasing global geopolitical instability,
energy-led inflationary pressures, a rapid rise in interest
rates and an emerging cost-of-living crisis.

With specific regard to UK interest rates, the Bank of
England continued the process of monetary policy
tightening over the year, increasing the base rate from
0.75% in March 2022 to 4.25% in March 2023. Despite
the various ongoing macroeconomic challenges, the
latest ONS publication showed that UK GDP remained
pretty much resilient against the widespread expectation
of an imminent recession. However, the ongoing impact
from more persistent inflation, and associated higher
interest rates, clearly remains a significant risk factor.

The UK Commercial Real Estate market reflected the
volatility in the wider macroeconomic environment over
the year, experiencing a turning point in the cycle with a

FHPUT valuation summary
As at 25 March 2023

dramatic capital market correction. This was driven by a
rapid deterioration in investor sentiment given the latest
trends of high inflation, rising policy rates and increased
debt costs. The increase in All Property yields matched
the trends seen during the Global Financial Crisis (GFC)
and the rate of correction was sharper compared to
previous cycles, with the industrial sector particularly
impacted.

By December 2022, the level of volatility in capital
markets had started to decline from the height of the
distress seen in October and November in the wake of
September’s ‘mini-budget’, as gilt yields began to
recover following the Bank of England'’s intervention. In
the first quarter of 2023 real estate yields continued to
stabilise slowly, albeit investment activity remained very
weak at the start of the year. Although the UK is
perceived as less exposed to the banking crisis than
other countries, the expected tightening credit
conditions may slow the recovery in investment and the
economy. Expectations are that commercial real estate
yields will continue to move out slightly during 2023, but
the focus will be on the underlying occupational market.
The latter remained relatively resilient in 2022 but the
economic headwinds are expected to filter through to
rental growth.

Reversionary

Valuation Net Rent Initial Yield Net ERV Yield
Directly Held Properties (€£m) (£m) (%) (£m) (%)
Unit Shops 49.2 3.1 58 3.9 7.4
Supermarkets 38.2 2.2 55 2.0 5.1
Shopping Centres 14.0 1.3 9.0 1.8 11.8
Retail Warehouses 170.9 11.7 6.4 1.9 6.5
Offices 345.3 14.7 4.0 253 6.9
Industrials 394.6 17.0 4.0 22.5 53
Leisure/Other 133.0 6.5 4.6 6.6 4.6
Sub Total 1,145.2 56.5 4.6 74.0 6.0

Net Asset
Indirect Investments Value (£m)
Cash/(Debt) 32.5/(0.0)

Total 1,177.7
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o month period the Trust delivered a total return to unit
Trends in UK Commercial :
il holders of -13.2% compared with the MSCI AREF Other
Property Sectors Balanced Property Fund Index of -14.1%.
The recent trends of performance in UK commercial The Manager continued to focus on improving the
property highlighted increased levels of polarisation and  income potential of the portfolio, the long-term driver
disparity across and within sectors. Some of the repricing  of performance, by driving selected strategic active
factors were cyclical, but the recent pandemic and management activities and actively seeking to reduce »
macroeconomic/geopolitical events accelerated some voids within the portfolio. Breaking down the P
ongoing structural trends. performance, the Trust's income return remained slightly 4
) ) ) ahead of the benchmark (3.1% compared to 3.0%) and E
Of all sectors over the year, industrials experienced the . " o Z
s ) ; : the capital value element was resilient (-15.9% compared >
biggest decrease in valuations due to a material outward 5 . o @
II=S . to -16.7%). The Manager continues to focus on delivering m
shift in yields following the very strong performance seen . o “
; sustainable longer-term performance to its investors and “
over the last few years. At the same time, the sector . . o 2
) ) > . delivered upper quartile outperformance to its investors m
continued to experience a resilient occupier market, . 0o
o % = over the 10-year period. 9
delivering positive rental growth, and this is expected to 3

remain supported by steady tenant demand and relatively
limited supply, albeit not at the same rate of increase.

The office sector remained particularly challenged due
to ongoing structural changes both from hybrid working
and the growing focus on Net Zero/wider ESG
requirements. The increasingly discerning requirements
from both occupiers and investors in this regard has
seen demand primarily centred on prime quality
buildings backed by ESG credentials. Given this, the
London and main UK cities offices fared better than their
provincial counterparts. As an office sub sector, Life
Sciences continued to see strong demand for space over
the period.

The pricing correction for the retail sector was less
severe compared to other sectors, given the rebasing of
yields and rents seen over recent years. The hospitality/
leisure sector also experienced weaker performance
trends, impacted by the deteriorating economic outlook
and cost of living squeeze. The private rented residential
sector remained relatively resilient in the period,
supported by a fundamental lack of housing stock and
increasing mortgage costs.

a Performance

The annual Trust performance for the period masked
strong dispersion and volatility: the positive returns
evident in Q2 2022 as valuations peaked, started to
reverse in Q3 2022, and in Q4 2022 the Trust experienced
the sharpest quarterly capital market correction in its
history. By Q1 2023 the NAV of the Trust stabilised from
the previous quarterly falls, and the rate of valuation
decline continued to ease. Given this, over the twelve-

@ Transactional activity

During the year progress on the planned disposals
activity delivered positive results although the pipeline
schedule was impacted by ongoing uncertainty which
reflected into low activity in the wider investment market.
Nevertheless, during the period the Manager completed
four planned disposals for a total £131m which
contributed positively to the overall fund performance.
Horndon industrial estate completed in July for £92.9m, a
premium of 39% over the end of February 2022 valuation.
In August a Tunbridge Wells office was sold for £6.9m,
15% above its latest valuation. In January 2023 the
disposal of two pubs in Cobham and Weybridge were
completed for a combined price of £6.3m which
represented a 36% premium to the pre-sale October
valuations. The disposal of Fairway Trading Estate in
Heathrow at the end of February 2023 for a sale price of
£25.0m which was in line with the prevailing valuation.

The proceeds from these sales were used to pay back the
debt of £48m drawn from the revolving facility and make
the partial payment of £79.8m to the redemption queue
noted earlier. Following the year end, there was/were
further sale(s) totalling £72.7m comprising a London office
in Soho Square (£45.5m) and Erdington Industrial Estate
(£27.2m). The disposals were at a premia to the pre-sale
valuations in each case, 8% and 12%, respectively.

The Manager focused on a planned sales approach
which is consistent with its long-term strategy to
enhance income, optimise sector allocations, drive
active management, and integrate ESG and Net Zero
objectives across the portfolio.
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@ Net investment and

secondary trading

Over the year a key priority of the Trust has been on
executing the planned liquidity strategy with the focus
on protecting investors' interests as a whole. The year
was dominated by a few factors that accelerated
ongoing long-term themes. The main factor was the
severe liquidity shock that affected pension funds
following the mini budget, particularly LDl strategies
which required cash to meet margin calls. This
accelerated the existing longer-term process of de-
risking by some mature Defined Benefits (DB) schemes
which caused several institutional property funds to gate
redemptions to allow an orderly disposal of assets. To
safeguard investors' interests, the Trust introduced a
deferral of redemption orders in August 2022. Following
the material redemption calls recorded in Q2 and Q3
2022, the level eased to relatively modest levels in Q4
2022 and Q1 2023. Following the asset sales mentioned
in the previous section, partial payments of £46.5m and
£33.3m were made towards the overall redemption
queue up to the year end. The Manager continues to
provide detailed updates on the Trust's overall liquidity
position through the quarterly investor webinar and its
other reporting channels.

On secondary unit trading activity, in the earlier months
of the annual reporting period there were £26m of
matched trades, involving both existing and new
potential investors. Since the dramatic change in the
market in H2 2022, there has been low interest recorded

Attribution of FHPUT Sub-sector Property Returns
12 Months to 25 March 2023 (basis points)

2.0
1.5
1.0
0.5

1.6%

for units in UK balanced strategies. Given this
environment, the Trust had no other secondary
transactions in the latter part of the period. However, the
Manager remains confident that the secondary market
will remain a useful option in helping to facilitate overall
investor liquidity.

@ Investment management

The Manager continued to record good progress on
asset management activities. Whilst it has been a
challenging market, lettings, rent reviews and renewals
were matching or exceeding Estimated Rental Value
(ERV), which is testament to the quality of the underlying
real estate in the portfolio, and which continues to drive
the income return. 90 leases and licenses were completed
over the year which, excluding rent review settlements,
secured rental income of £3.37 million per annum for the
Trust. The Manager remained focused on active asset
management with leasing activity and projects
progressing across various sectors. Overall, the occupier
markets continued to perform positively, particularly the
industrial sector given its still favourable demand/supply
dynamic. Nevertheless, the negative UK outlook on
economic growth, interest rate rises, and fiscal tightening
will provide pressure to businesses and consumers.

Absolutely central to all the Manager’s investment
management activities is the strategic focus on the
integration of ESG across all activities, which is covered in
detail on pages 19-22 of the report.

0.1%

0.0
0.5
-1.0
-1.5
-2.0
-2.5
-3.0
-3.5

Retail
Warehouses

West End
Offices

Other Unit Shops

Shopping
Centres

-0.1% o
-0.2% -0.3%

-3.2%
Industrial

Rest of UK
Offices

Supermarkets City Offices

Source: Federated Hermes Real Estate. Estimates property portfolio returns. Gross of fees.

Attribution data is relative to the ‘All Property’ portfolio returns and is not relative to the benchmark.
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was accretive in terms of relative performance. The office
a Performance Attribution sector remained challenged due to the structural
) ) ) changes described earlier. These challenges and
Over the year the portfolio experienced a sharp drop in opportunities remained a key focus of the Trust
performance, reflecting the uncertainty, volatility and Manager’s strategy over the year. The retail sector is
material change in investor sentiment. The industrial predominantly exposed to the retail warehouse
sector was the main detractor of portfolio performance, subsector where the Trust has increased exposure over
reducing the overall returns by -3.2% and delivering atotal ¢ |ast few years through counter cyclical opportunities. —
return of -20.5%. The sector recorded outward yield The leisure/other sector comprises a portfolio of 21 pubs §
movement but continued to experience rental growth and three hotels. The strategy to increase exposure in ;
reflecting a positive occupier market underpinned by low the residential / bed sector remains a focus for the >
supply. The highest contributing sectors to portfolio Manager through new potential acquisitions or asset >
performance over the quarter was the West End office repurposing. The latter is an important part of the m
sector which contributed 1.6%. Manager's long term strategy, linked to fundamentallly s
: . T m
At property level, the top performing contributor to the good quality real estate with optionality. §
]

12-month returns was the vacant office building in
Westminster (Great George Street) on the back of
continued investor interest in the rarely available hotel
consent previously secured by the Manager. The other
main contributor was the retail warehouse in Stratford-
Upon-Avon due to positive letting activity. The greatest
reductions to the Trust's portfolio return were two
industrial investments in Heathrow (Polar Park and
Fairway), both impacted by outward yield shifts.

Portfolio Value and Debt

At 25 March 2023, the Trust's underlying direct property
portfolio was valued at £1,145.2 million. There were 67
direct properties in the portfolio and no indirect assets.
The Trust held £31.9 million of capital cash which
represented 2.7% of GAV compared to the benchmark
weighted average of 6.5%. Following the payment of the
outstanding drawn debt of £48m in August 2022, the
revolving debt facility of £75m remains available for
utilisation until the end of 2023. The debt had been
accretive to performance, but its repayment eliminated
the impact from rapidly rising interest rates and the
ongoing correction in valuations.

G Sector Weightings

The Trust's investment allocations to each sector
compared to the benchmark are shown on page 14. The
Manager remains comfortable with this allocation and
most of the assets are good quality real estate in prime
locations. Some of the assets also hold change of use
potential as part of the ongoing strategy of identifying
added value opportunities.

The portfolio’s industrial sector recorded the largest
drop in value over the year following the severe outward
movement in yields over the period. The Trust remained
underweighted compared to the benchmark and this

a Income, yields & Voids

As at end of March 2023, the portfolio net initial yield
was 4.6% and the reversionary yield was 6.0%. If the the
principal, strategic void on the Westminster office asset
was excluded, the net initial yield would be 4.9%. The
Trust’s distribution yield to investors was in line with the
benchmark weighted average at 3.5%. The recent
collections statistics for the period showed rent at 99%
of the total demanded, reflecting a continued focus on
diligent recovery and monitoring of debt provisions.

The portfolio had a balanced composition of annual
rental income of around 30% each in the retail, office,
and industrial sectors, with the remaining 10% in the
leisure/other sector. Around 16.6% of the portfolio rental
income was linked to index-linked leases, with the
majority of these sitting in the leisure sector (the pubs
and hotel assets). The remaining leases are linked to
open market reviews, where in the case of the industrials,
rents continued to run at record level increases.

The vacancy rate in the property portfolio was at 13.4%
of total ERV. More than half of the vacancy is composed
of voids which include refurbishments or possible asset
repositioning. The main contributor to the vacancy rate
is Great George Street, Westminster, which accounts
for 4.4%.

Over recent months, the underlying company tenant
failure rate has remained low, leading to just a few cases
of liquidation or administration. However, the Manager is
aware that the worsening economic outlook is likely to
increase the level of financial distress over the coming
months and it will continue to take a responsible and
pragmatic approach with tenants in response. The Trust's
income remains supported by a majority composition of
good covenants and the underlying quality of the
portfolio’s investment stock that will help mitigate the
impact from the more challenging environment.
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