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Executive Summary

Group Summary
ING UK Real Estate Income Trust Limited is a closed-ended, Guernsey registered, investment company. The
Company was launched on the London and Channel Islands’ Stock Exchanges on 25 October 2005 and has
approximately 800 investors. The investment portfolio is managed by ING Real Estate Investment Management
(UK) Limited, a member of the ING Group.
The Group comprises the Company and several subsidiaries including a Guernsey unit trust and four Jersey unit
trusts which beneficially hold title to the properties.
Group Objective
The Group’s aim is to provide shareholders with an attractive level of income together with the potential for
capital growth. It can invest both directly and indirectly in an investment portfolio comprising UK and Isle of
Man properties and focuses on the five principal commercial property sectors: office, retail, retail warehouse,
industrial and leisure. It is the present intention that the Group’s borrowings will be limited to a maximum of
50% of gross assets.
Financial Highlights and Performance Summary
Net asset value

£418.3 million

Net asset value per share

126 pence

Dividends paid per share

5.85 pence

Total return per share

31.85 pence

Gross property assets

£702.2 million

Profit for the period including unrealised gains

£106.2 million

Net income for the period

£22.4 million

Earnings per share

34.4 pence

Gearing (% of gross property value)

44.6%

Share Price Since Inception
Pence per share
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Chairman’s Statement

This Annual Report covers the period from the Group’s incorporation on 15 September 2005 until 31 December
2006, during which time, conditions within the UK commercial property market remained favourable. Returns
from UK commercial property have now delivered in excess of 18% per annum over the last three years.
As a result, I am pleased to report a healthy position for the Group. The Net Asset Value per share has increased
by 26% during the period. In addition the Group has made dividend payments equivalent to 5.8475 pence per
share in the period.
The underlying property portfolio has risen from £491 million at launch to £702 million at 31 December 2006,
remaining principally focussed towards the office sector, where performance is expected to be strongest in the
short to medium-term.
In November 2006 the Group successfully placed a further 26.5 million shares, which facilitated the acquisition of
eight new assets, the primary objective of which was to increase the Group’s exposure to the office and industrial
sectors in the South East. We are grateful to our shareholders for their support in this transaction.
As part of this transaction the Group increased its level of gearing, which is now 44.6%, at a time when the Board
believes it will remain accretive to performance. The additional facility is structured to allow flexibility to alter
the level of debt in the future, as and when it may be prudent to optimise its impact on performance in the light
of changing financial conditions.
Following an initial period of stabilisation, the asset management initiatives put in place at launch have started
to come to fruition and make a positive contribution to performance. The Group has also made a number of
acquisitions alongside selective disposals, which are detailed within the Investment Manager’s Report.
My colleague David Blight has, with effect from today, stepped down from the Board and I would like to take this
opportunity to thank David for his contribution since the Company’s inception. I am pleased to welcome Tjeerd
Borstlap to the Board, and appreciate the continuing support from ING in this regard. Tjeerd is currently Chief
Financial Officer of ING Real Estate Investment Management globally, based in The Hague, and I have no doubt
that he will make a positive contribution.
Increased demand for UK commercial property has led to falling yields and as such the income return for
commercial property is now below the cost of debt. Purchasing remains very difficult, especially on an income
only basis. The Group’s portfolio remains constructed so as to maximise income, offering an initial property
yield of 5.4% compared with a market average of 4.6% (Investment Property Databank (“IPD”) Monthly Index
January 2007).
Whilst 2007 is not forecast to see returns reaching recent levels, the Board remains confident in the Investment
Manager’s ability to continue to enhance the income potential and drive performance.

Nicholas Thompson
Chairman of the Board
4 April 2007
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Manager’s
Report

Economic Overview
Following a housing market related slowdown in 2005, the UK economy rebounded strongly in 2006, up 3.0%.
A significant driver of this was the financial and business services sector, in which output is now growing at a
highly robust 5% per annum plus. Retail sales also picked up in 2006, with average growth of 4.0%.
Unemployment in the UK remains at an historic low and is currently measured at just 3% (Claimant Count Measure)
compared to its long-term average of around 5.5%. While the number of unemployed workers increased during
2006, the total pool of labour also increased, mainly due to a growing number of migrant workers, resulting in a
steady unemployment rate. At November 2006, there were a total of 30.7 million economically active people in
the UK (source: Office of National Statistics), an increase of 400,000 since the previous year.
Inflation, as measured by the Consumer Price Index, picked up during 2006, from 1.9% at the end of 2005 to 3.0%
in December 2006. The Retail Price Index, excluding mortgage interest payments (‘RPIX’), also trended upwards
from 2.0% in 2005 to 3.8% in 2006. This was caused mainly by growing utility bills and food prices. Owing to
rising rates of inflation and a faster than expected economic upturn, the Bank of England has raised interest rates
and the UK base rate is now 5.25%. Our economic forecasts suggest that rates will peak at 5.5% and this will
cause inflation to fall back to 2% by the end of this year.
Property Market Overview
UK commercial property achieved a total return of 18.1% in 2006 (IPD Annual Index). Equities also performed
well with total returns registering 16.8% in 2006. Gilts saw poor performance throughout 2006, finishing the
year with a return of just below zero. As the chart below shows, property is the best performing asset class over
the last one, three, five, ten, fifteen and twenty year periods. Looking forward it is not expected that the level
of returns seen over the past three years (in excess of 18% per annum each year over 2004-2006) will continue.
These high returns were driven largely by a reduction in yields, which has driven up capital values. In our view,
the process of falling yields is largely over and so capital values are expected to stabilise. Thus the driver of future
performance will be rental value growth.

December 2006 Total Returns – Property, Equities and Gilts
(% p.a.)
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Source: IPD Annual Index
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Investment Manager’s Report
(continued)
Within the commercial property market, returns differed from sector to sector. The office sector saw the strongest
returns, which were measured at 23%, their highest rate since the late 1980s. The sector has been driven by central
London, where the amount of vacant space has been contracting. This has spurred on rental growth to reach
12.2% in 2006. We expect the vacancy rate to continue to fall, as the amount of new space entering the market is
historically low, and as a result rental growth will increase further.
The industrial sector was the next best performing sector in 2006, which achieved a total return of 17.7%.
Rental growth in the industrial market saw some improvement, increasing from 1.1% in 2005 to 1.3% in 2006.
The increasing amount of available industrial space, up from 184 million sq.ft. in 2005 to 193 million sq.ft. in 2006
(King Sturge, Chartered Surveyors), is currently holding back the rate at which rents can grow. Nevertheless, this
trend differs significantly from location to location, with London seeing the highest level of rental growth. The
strong returns seen in 2006 were driven mainly by continued capital appreciation of 11.3%, of which over 10% was
derived from falling yields alone.
Returns were lowest in the retail sector, but were still measured above their long term average at 15.2% in 2006.
The retail market was the only sector where rental growth actually declined in 2006 compared to 2005, falling
from 3.9% to 3.2%. This was driven mainly by the slowdown in the out-of-town retail market for household goods,
such as furniture, carpets and DIY. Many retailers in this sector suffered from the slowdown in retail sales growth
in 2005, as well as rising costs from energy bills, staffing and business rates. This has impeded their ability to pay
significantly higher rents. Capital growth remained buoyant in the retail sector, however, growing at over 10%
in 2006.
The chart below shows the total return achieved in 2006 for the main sub-sectors of the UK commercial property
market. We expect the out-performance of the London office market to continue.

2006 Total Returns by Market Segment
Standard Shops
Shopping Centres
Retail Warehouses
City Offices
West End & Mid Town Offices
Rest of South East Offices
Rest UK Offices
Standard Industrials
Distribution Warehouses
All Property
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Group Portfolio Performance
For 2006, at an underlying ungeared level, the Group’s property portfolio produced a total return of 17.3%.
This compares with the IPD Annual Index of 18.1%.
However, as expected the portfolio continued to out-perform on an income return basis, with its high initial yield
and active management initiatives. The income return from the portfolio was 6.5% for 2006, significantly ahead
of the IPD Annual Index (4.9%). Capital growth lagged the Index at 10.2% (IPD 12.6%).
The best performing sector was the retail sector, with a significant contribution from a very satisfactory settlement
on the rent review at a property in Chester. In the industrial sector, the Magna Park property performed
strongly, principally as a result of the profit share agreement which was entered into on an adjacent plot. This is
detailed below.
The retail, industrial and leisure elements of the portfolio all out-performed their benchmarks, however the
office assets under-performed their benchmark in 2006. The under-performance of the office assets in 2006 was
due to a combination of factors. The portfolio initially had a relatively low weighting towards central London
and this, combined with five office acquisitions in 2006, in part to improve the exposure to the central London
market, has led to the under-performance in the sector. In addition, whilst a number of active management
opportunities were identified in the office sector, these have taken slightly longer than envisaged to realise. As
such they provide opportunities for future performance but did not contribute in 2006.
Asset Management Highlights
In terms of active management, opportunities have been identified in all sectors and implemented where
appropriate. There have been a number of highlights since launch which have contributed positively to
performance.
Over the period, office and industrial weightings were increased to 41.7% and 27% respectively. A total of 45
rent reviews were documented and over 20 lettings were completed. The void rate on the portfolio (excluding
rental guarantees) reduced from 4.5% at 31 December 2005 to 2.6% at 31 December 2006, and the average lease
length stands at 8.74 years as at 31 December 2006.
In Lutterworth, at Unit 5320 Magna Park, which was successfully rebuilt following a fire in late 2005, the Group
granted consent for a link building between the property and a newly constructed adjacent unit which was to
be occupied by the Group’s tenant. In order to grant this consent, the Group negotiated a premium payment
from the adjoining owner and entered into a profit share agreement in respect of the sale of the building on the
adjacent site. In total the transaction resulted in payments to the Group of over £1 million.
At Molly Millars Lane, Wokingham, the Group took a surrender of the lease of one of the largest industrial units
on this estate. The Group agreed to accept a premium payment of £950,000 for the surrender, which equated to
a rental cover, based on estimated rental value, of 4.7 years. Following minor refurbishment works, the Group
subsequently agreed terms to let this unit at £195,000 per annum on a new ten year lease, with a five year
break option.
In Welwyn Garden City, at Shire Park, the Group re-geared this multi-let office building which was let to two
tenants on leases expiring in 2010 and 2012 respectively. One of the tenants was not in occupation and the Group
negotiated a simultaneous surrender of this lease for a premium payment and subsequently re-let the entire
building to the other occupier on a new 15 year lease.
.
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(continued)
At St James Court in Bristol the Group surrendered the lease of the third floor in this modern three storey office
building for a premium payment from the outgoing tenant. Similar to Molly Millars Lane above, the Group
refurbished the floor and, following a marketing campaign, an occupier was secured, taking a new ten year lease
with a five year break option. The letting was completed on 29 September 2006.
Acquisitions and Disposals
In the period from launch until 31 December 2006 the Group acquired 12 assets and disposed of three.
The acquisitions were primarily in the office and industrial sectors, whilst the disposals came from the retail and
leisure sectors. The principal transactions were as follows:In May the Group acquired Boundary House, an office building on Jewry Street, within the City of London.
It comprises over 45,000 sq.ft. of office space with eight occupational tenants and an average rent of only £20 per
sq.ft., comfortably below the estimated rental value of £25 per sq.ft. The purchase price of £16.1 million reflected
an initial yield of 5.2%.
In July the Group acquired Notcutt House, Southwark Bridge Road, SE1. The purchase price of £7 million reflects a
net initial yield of 5.75%. The property comprises 12,653 sq.ft. of air conditioned office space refurbished in 2001
which is let at £427,000 per annum until September 2016 to Conchango (UK) Plc.
In September the Group purchased an industrial unit, Vigo 250, located at Birtley Road in Washington, Tyne & Wear
for £12.85 million reflecting a net initial yield of 6.25%. The unit is a high specification production and warehouse
building totalling 246,752 sq.ft., built in 1995. The building is let to Tanfield Group Plc for a term of 25 years at an
initial rent of £850,000 per annum with five yearly, upward only rent reviews, which benefit from minimum fixed
rental uplifts after five and ten years.
In December the Group completed the acquisition of a portfolio of eight properties for £125.5 million. The Group
acquired three office investments in Bracknell, Fleet and Swindon, two industrial investments in Harlow and
Lutterworth and three retail units in Bristol, Carlisle and Rugby. The acquisition was funded through a share placing
of 26.5 million shares, raising £32.2 million of additional equity. An additional debt facility of £88.45 million was
utilised increasing the overall gearing of the Group to 44.6%.
This additional debt facility provided, in addition to the securitised debt, a flexible facility albeit at a higher margin,
thus increasing the blended cost of debt across the Group to 5.5%.
In line with its existing strategy the Group sold, immediately after purchasing the portfolio, one of the smaller retail
assets located in Rugby, at a profit to the purchase price.
In August, the Group disposed of another of its smaller assets, a supermarket at Gorgie Park Road, Edinburgh for
£3.6 million which reflects a net initial yield of 4.14%. The disposal was in line with the income driven strategy of
the Group and was over £1 million above the valuation at launch.
In October the Group disposed of the Scorpio Inns Public House Portfolio to the occupying tenant, The Punch Pub
Company (PTL) Limited. The disposal of the portfolio followed the tenant exercising one of its options to purchase.
The proceeds from the disposal were £3 million ahead of the valuation at launch.
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Outlook
Against the backdrop of an improving occupier market, at the All Property level, we expect rental growth to
reach 4.0% in 2007. Combined with further yield compression, we expect capital growth of 5.7% to be achieved.
This takes our total return estimate for UK commercial property to 10.6%, assuming an income return of 4.6%.
This compares to the Investment Property Forum (“IPF”) Consensus Forecast of 9.0% for 2007.
Looking out on a longer-term basis we expect total returns to moderate, as yields stabilise. While some
commentators are projecting falls in capital values resulting from rising yields in the immediate or near term, we
do not share this view. We expect yields to remain constant during 2007, 2008 and 2009, and returns to be driven
by strong rates of rental growth. On a three year view, we forecast total returns to average 9.2% per annum.
Our more buoyant view on capital growth puts our forecast ahead of the IPF Consensus Forecast of 6.3% per
annum over the same period.
At the sector level for 2007 offices are expected to see the strongest performance. This sector will be driven
by the central London market, which we forecast to see rates of rental growth as high as 13% to 14%. The
retail and industrial markets, which will both see slower rates of rental growth, are forecast to see lower
returns. Nevertheless, we expect both retail and industrial assets to produce respectable returns against other
asset classes.
In terms of the Group’s portfolio, the focus remains on maximising income and continuing with the successful
tenant re-engineering that has taken place to date. The portfolio is well structured on a sector basis, but there
are still opportunities to sell assets where performance is limited. In addition, the focus will be to sell a number
of the smaller and lower yielding assets to reduce the overall number of assets within the portfolio and increase
the income return.

ING Real Estate Investment Management (UK) Limited
4 April 2007
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(continued)
Portfolio Statistics
Geographical
As at 31 December 2006 the regional weightings of the Property Portfolio, as a percentage of current capital value,
are summarised as follows:
5.9%
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2.4%
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18.9%
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Covenant strength data is produced by Investment Property Databank (IPD).
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Longevity of Income
36.6%
As at 31 December
2006, based as a percentage of current net annual rent, the32.3%
length of the leases to the first
termination is summarised as follows:

9.2%

2.5%
< 5 years
5–10 years

35.4%

15.1%

10–15 years
15–25 years
> 25 years

37.8%

Top Ten Tenants
The top ten tenants, based as a percentage of current passing rent, as at 31 December 2006 is summarised as
follows:
			

% of Passing Rent

TNT UK Limited		

6.2

Tesco Stores Limited		

3.7

Merrill Lynch Europe Plc		

2.8

Cadence Design Systems Limited		

2.4

Sybase (UK) Limited		

2.1

Tanfield Group Plc		

2.1

Tibbett & Britten Limited		

2.1

Barclays Sharedealing		

2.1

Computer Associates UK Limited		

1.8

S P Group Limited		

1.8

			

27.1
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List of Properties by value band at 31 December 2006
		

Sector

Properties valued at over £20 million
Colchester Business Park, The Crescent, Colchester
36-42 Frodsham Street and Frodsham Square, Chester
Unit 5320, Magna Park, Lutterworth, Leics.
Units A-F3 & G2 River Way Industrial Estate, Harlow, Essex
Phase II, Parc Tawe, Link Road, Swansea

Office
Retail
Industrial
Industrial
Retail Warehouse

Properties valued between £15 million and £20 million
Scottish Provident Building, Donegall Square, Belfast
Regency Wharf, Broad Street, Birmingham

Retail
Leisure

Lincoln Place (Block 2), Farringdon Road, London EC1

Office

Boundary House, Jewry Street, London EC3

Office

L’avenir, Opladen Way, Westwick, Bracknell, Berks.

Office

Westlea Campus, Chelmsford Road, Swindon, Wilts.
Angouleme Way Retail Park, Bury, Greater Manchester
Unit 3220, Magna Park, Lutterworth, Leics.

Office
Retail Warehouse
Industrial

Properties valued between £10 million and £15 million
Scots Corner, High Street/Institute Road, Birmingham

Retail

56, Castle Street, 2/12 English Street and 12-21 St Cuthberts Lane, Carlisle

Retail

17/19 Fishergate, Preston

Retail

53/55/57 Broadmead, Bristol

Retail

Angel Gate Office Village, City Road, London EC1

Office

St James’ Court, 9/12 St James Parade, Bristol

Office

1-3 Chancery Lane, London WC2

Office

Sentinel House, Harvest Crescent, Ancells Business Park, Fleet, Hants.

Office

Arena Court, Crown Lane, Maidenhead, Berks.

Office

401 Grafton Gate East, Milton Keynes

Office

City Link House & Tolley House, Addiscombe Road, Croydon

Office

171 Bath Road, Slough, Berks.

|

Office

Units 1-13 Dencora Way, Sundon Park, Luton, Beds.

Industrial

Vigo 250, Birtley Road, Washington, Tyne and Wear

Industrial

Unit 2, Ravensbank Business Park, Redditch, Worcs.

Industrial

The Business Centre, Molly Millars Lane, Wokingham, Berks.

Industrial

Lawson Mardon Buildings, Kettlestring Lane, York

Industrial

14
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Properties valued between £5 million and £10 million
Waterside Park, Longshot Lane, Bracknell, Berks.

Office

Notcutt House, 36 Southwark Bridge Road, London SE1

Office

Longcross Court, Newport Road, Cardiff

Office

Trident House, 42/48 Victoria Street, St Albans, Herts.

Office

Provident House, Ballacottier Business Park, Isle Of Man

Office

Waterside House, Kirkstall Road, Leeds

Office

Northampton Business Park, 800 Pavilion Drive, Northampton

Office

Atlas, Third Avenue, Globe Park, Marlow, Bucks.

Office

3 The Boulevard, Croxley Green, Watford, Herts.

Office

1 Boulevard, Shire Park, Welwyn Garden City, Herts.

Office

	Queens House, 17/29 St Vincent Place, Glasgow

Office

Leys House, 86/88 Woodbridge Road, Guildford, Surrey

Office

6/12 Parliament Row, Hanley, Worcs.

Retail

Units 1–3, 18/28 Victoria Lane, Huddersfield, West Yorks.

Retail

7&9 Warren Street, Stockport

Retail

134/152 Balham High Road, London SW12

Retail

593/599 Fulham Road, London SW6

Retail

72/78 Murraygate, Dundee

Retail

Trafford Park, Ashburton Road East, Manchester

Industrial

Easter Court, Gemini Park, Warrington

Industrial

Zenith, Downmill Road, Bracknell, Berks

Industrial

Heron Industrial Estate, Spencers Wood, Reading

Industrial

Haynes Way, Swift Valley Industrial Estate, Rugby, Warwickshire

Industrial

Strathmore Hotel, Arndale Centre, Luton, Beds.

Leisure

Properties valued at less than £5 million
Riverside Business Centre, Palmerstone Place, Aberdeen

Office

Wren House, Hedgerows Business Park, Chelmsford, Essex

Office

Merchants House, Crook Street, Chester

Office

Globe House, Madeira Road, West Byfleet, Surrey

Office

477 Alexandra Parade, Glasgow

Retail

69/75 Queensway, 2-12 Park Place, Stevenage, Herts.
9/17 Western Road, Mitcham, Surrey

Retail
Retail Warehouse

40 Garsington Road, Oxford

Industrial

Unit 1 Oakwell Park Industrial Estate, Birstall, Leeds

Industrial

15
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Corporate Governance Report

Corporate
Governance

The UK Listing Authority requires listed companies to disclose how they have applied the principles and complied
with the provisions of the Combined Code on Corporate Governance (“the Code”). However it only requires
corporate governance disclosure and compliance with the Code by those listed companies incorporated in the
United Kingdom.
The Company is not incorporated in the United Kingdom and as such it has availed itself of the exemption, as an
overseas company, not to comply with the requirements of the Code. However, the Board has chosen to adopt
where possible the principles of the Code and the Turnbull guidance and has sought to comply throughout the
period, insofar as the principles can sensibly be applied to a company of this nature.
The Board
Details of the Board including biographies can be found on page 22.
The Board meets regularly, normally quarterly, and more frequently if necessary, and retains full responsibility for
the direction and control of the Company.
The Company is led and controlled by a Board comprising non-executive Directors, all of whom have wide
experience and four of whom are considered to be independent. The Board believes that it is in the shareholders’
best interests for the Chairman to be the point of contact for all matters relating to the governance of the
Company and as such has not appointed a senior independent non-executive Director for the purposes of the
Code. The appointment of Directors is considered by the Board. The Articles of Association stipulate that all
Directors shall retire at the first Annual General Meeting and offer themselves for re-appointment. One third,
or the number nearest to but not exceeding one third, of the Directors shall retire and offer themselves for
re-appointment at each subsequent Annual General Meeting.
The Board has reviewed its performance and composition, and is satisfied on both subjects. In addition, following
the informal evaluation of the performance of the Board, its committees and individual Directors, it is considered
that the performance of all Directors continues to be effective and that they have demonstrated commitment to
their roles.
The Board has established an Audit Committee (Chairman: Robert Sinclair) which meets when necessary, but at
least twice a year, with the auditors of the Group with a view to providing further assurance of the quality and
reliability of, inter-alia, the financial information used by the Board in these Financial Statements.
The Directors are satisfied that the Company has adequate resources to continue to operate for the foreseeable
future and is financially sound.
The Board is responsible for establishing, maintaining and monitoring the effectiveness of the Group’s system
of internal, financial and other controls. The internal financial controls operated by the Board include the
authorisation of the investment strategy and regular reviews of the financial results and investment performance.
The system of internal financial controls can provide only reasonable and not absolute assurance against material
misstatement or loss.
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Corporate Governance
(continued)
The Board has contractually delegated to ING Real Estate Investment Management (UK) Limited the investment
management of the Group’s properties and Northern Trust International Fund Administration Services (Guernsey)
Limited are contracted to provide the Company’s administration, registrar and secretarial functions. The Board
reviews regularly the performance of the services provided by these companies, and does not intend to make any
changes to the current arrangements.
The Company maintains Directors’ and Officers’ liability insurance which provides insurance cover for the Directors
against certain personal liabilities which they may incur by reason of their duties as Directors.
The Company has a procedure whereby the Board is entitled to obtain independent advice where relevant.
All Directors of the Company are non-executive and Directors’ fees are recommended by the Board.
The emoluments of the Directors for the period were as follows:
		

£

Nicholas Thompson

31,250

Robert Sinclair

25,000

Trevor Ash

18,750

David Blight

-

John Gibbon

18,750

The figures above represent emoluments earned as Directors during the financial period. The Directors receive no
other remuneration or benefits from the Company other than the fees stated above.
Relations with Shareholders
In conjunction with the Board, the Administrator keeps under review the register of members of the Company.
All shareholders are encouraged to participate in the Company’s Annual General Meeting. All Directors normally
attend the Annual General Meeting, at which shareholders have the opportunity to ask questions and discuss
matters with the Directors and the Investment Manager.
It is recognised that the Code requires notice of Annual General Meetings to be dispatched at least 20 working days
before the meeting. The Company intends to comply with the Code provision in 2007.
Accountability and Audit
a) Directors’ responsibilities in relation to the Financial Statements
	The Directors have responsibility for ensuring that the Company keeps accounting records which disclose with
reasonable accuracy at any time the financial position of the Company and which enables them to ensure that
the Financial Statements comply with The Companies (Guernsey) Law, 1994. They have general responsibility
for taking such steps as is reasonably open to them to safeguard the assets of the Company and to prevent and
detect fraud and other irregularities.
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b) Statement of going concern
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	After making enquiries, the Directors have formed a judgement at the time of approving the Financial
Statements that there is a reasonable expectation of the Company having adequate resources to continue in
operational existence for the foreseeable future. For this reason, they continue to adopt a going concern basis
in preparing the accounts.
c) Internal control
	The Directors acknowledge that they are responsible for establishing and maintaining the Company’s system
of internal controls and reviewing its effectiveness. Internal control systems are designed to manage rather
than eliminate the failure to achieve business objectives and can only provide reasonable and not absolute
assurance against material misstatement or loss. They have therefore established an ongoing process designed
to meet the particular needs of the Company in managing the risks to which it is exposed consistent with the
guidance provided by the Turnbull Committee. Such review procedures have been in place throughout the full
financial period and up to the date of the approval of the Financial Statements and the Board is satisfied with
their effectiveness.
	This process involves a review by the Board of the Company’s internal control report and review of the control
environment within the Company’s service providers to ensure that the Company’s requirements are met.
	The Company, in common with other funds, does not have an internal audit function. The Board has considered
the need for an internal audit function but has decided to place reliance on the Administrator’s and Investment
Manager’s systems and internal audit procedures.
	These systems are designed to ensure effectiveness and efficient operations, internal control and compliance
with laws and regulations. In establishing the systems of internal control regard is paid to the materiality
of relevant risks, the likelihood of costs being incurred and costs of control. It follows therefore that the
systems of internal control can only provide reasonable but not absolute assurance against the risk of material
misstatement or loss.
	The effectiveness of the internal control systems is reviewed annually by the Board and the Audit Committee.
The Audit Committee has a discussion annually with the auditor to ensure that there are no issues of concern
in relation to the audit opinion on the accounts and, if necessary, representatives of the Investment Manager
would be excluded from that discussion.
Statements of Compliance
The Directors believe that the Company has complied with the provisions of the Code where appropriate, and
that it has complied throughout the period with the provisions where the requirements are of a continuing
nature, except that a Remuneration Committee has not been established, and a Senior Independent Director has
not been appointed given that the majority of the Directors are independent.
Financial Risk Profile
The Group’s financial assets comprise investment property, cash and various items such as debtors and
creditors that arise directly from its operations. The main purpose of these instruments is the investment of
shareholders’ funds.
Market price risk
The main risk arising from the Group’s financial instruments is market price risk. The Company does not hedge
against its exposure to market price risk.
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Corporate Governance
(continued)
Directors’ Report
The Directors of ING Real Estate Income Trust Limited present their Annual Report and Audited Financial Statements
for the period from incorporation on 15 September 2005 to 31 December 2006.
The Company is a closed ended investment company and is registered under the provisions of The Companies
(Guernsey) Law, 1994.
Principal Activity
The principal activity of the Company is property investment with the objective of providing shareholders with
an attractive level of income together with the potential for capital growth, by investing in a diversified UK
commercial property portfolio.
Results and Dividends
The results for the period are set out in the Consolidated Income Statement on page 28. Details of dividends paid
and proposed are set out in note 9 to the Consolidated Financial Statements.
Listings
The Company is listed on the London and Channel Islands Stock Exchanges.
Share Capital
On 25 October 2005 the Company issued 252,200,000 ordinary shares of nil par value by way of an initial public
offering. On the same date it issued a further 52,800,000 ordinary shares of nil par value in consideration for the
purchase of the ING (UK) Listed Real Estate, as set out in note 3 to the Financial Statements. On 7 November 2006
the Company issued a further 26,500,000 ordinary shares of nil par value by way of a placing.
The Directors have authority to buy back up to 14.99% of the Company’s ordinary shares in issue subject to the
annual renewal of this authority from shareholders. Any buy back of ordinary shares will be made subject to
Guernsey law, and the making and timing of any buy backs will be at the absolute discretion of the Board.
Substantial Shareholdings
The Company has received notification that the following shareholders had a beneficial interest of 3% or more of
the Company’s issued share capital as at 20 March 2007.
		
ING Group

% of issued share capital
18.60%

Cazenove Capital Management Limited

6.26%

Barclays Plc

5.55%

Scottish Widows Investment Partnership

3.92%

Legal & General Group Plc

3.43%

Directors and Directors’ Interests
The Directors of the Company during the period from 15 September 2005 to 31 December 2006 are set out on
page 22. All of the Directors were appointed on incorporation, with the exception of David Blight, who was
appointed on 30 September 2005. David Blight resigned from the Board with effect from 4 April 2007 and Tjeerd
Borstlap was appointed with effect from the same date.
|
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Nicholas Thompson
Robert Sinclair

Ordinary Shares

% of issued share capital

5,912

0.002%

15,000

0.005%

Trevor Ash

-

-

David Blight

-

-

John Gibbon

5,674

0.002%

Corporate
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The Directors’ interests in the shares of the Company are set out below:

Statement of Directors’ Responsibilities
The Directors are responsible for preparing the Annual Report, Directors’ Remuneration Report and the Financial
Statements in accordance with applicable law and regulations.
Company law requires the Directors to prepare Financial Statements for each financial year. The Directors are
required by the IAS Regulation to prepare the Group Financial Statements under International Financial Reporting
Standards (“IFRS”) as adopted by the European Union. The Financial Statements are also required by law to be
properly prepared in accordance with The Companies (Guernsey) Law, 1994 and Article 4 of the IAS Regulation.
International Accounting Standard 1 requires that Financial Statements present fairly for each financial year the
Company’s financial position, financial performance and cash flows. This requires the faithful representation of
the effects of transactions, other events and conditions in accordance with the definitions and recognition criteria
for assets, liabilities, income and expenses set out in the International Accounting Standards Board’s ‘Framework
for the preparation and presentation of financial statements’. In virtually all circumstances, a fair presentation
will be achieved by compliance with all applicable IFRS. However, Directors are also required to:
> properly select and apply accounting policies;
> present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable information; and
> provide additional disclosures when compliance with the specific requirements in IFRS are insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the entity’s financial
position and financial performance.
The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that the Financial Statements comply with
The Companies (Guernsey) Law, 1994. They are also responsible for safeguarding the assets of the Company and
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.
The Directors are responsible for the maintenance and integrity of the corporate and financial information
included on the company’s website. Legislation in the United Kingdom governing the preparation and
dissemination of Financial Statements may differ from legislation in other jurisdictions.
Auditors
Following the transfer of their business to Deloitte & Touche LLP with effect from 1 October 2006, Deloitte &
Touche resigned as auditors on 6 February 2007 and the Directors appointed their successors, Deloitte & Touche
LLP as auditors.
By Order of the Board
Nicholas Thompson			
4 April 2007

		

Robert Sinclair
21

|

ING UK Real Estate Income Trust Limited Annual Report 2006

Company Information

Directors	
Nicholas Thompson (Chairman) - Age 58, was formerly a Director and Head of Fund and Investment Management
at Prudential Property Investment Management until his retirement in 2004, having joined Prudential’s property
business in 1967. He is currently the Chairman of IPD’s Performance Analysis Service Consultative Group, Chairman
of the Berkshire UK Industrial Properties Fund, a Director of the Lend Lease Retail Partnership, a Board Member
of West Northants Development Corporation, a Governor of the Cambridge International Land Institute and a
member of the investment committee of Clare College, Cambridge. He is a Fellow of the Royal Institution of
Chartered Surveyors.
Trevor Ash - Age 61, was formerly Managing Director of Rothschild Asset Management (CI) Limited (until 1999)
and a non-executive Director of Rothschild Asset Management Limited. He is currently a Director of NM Rothschild
& Sons (CI) Limited and also a Director of a number of investment fund companies in the Insight Investment
Management (formerly Rothschild) range of offshore funds. He is a Director of a number of funds managed by
Merrill Lynch, Thames River Capital and Dexion Capital Management.
David Blight (resigned 4 April 2007) - Age 44, is Chief Executive Officer of ING Real Estate Investment Management
and a Director of ING Real Estate B.V. In this position he oversees the investment management of over e50 billion
in real estate worldwide. David is Chairman of ING Real Estate Investment Management’s global board, Chairman of
the IP Property Fund Asia Limited and a Director of various entities and funds managed by business units of ING Real
Estate. His career spans over 23 years across all real estate disciplines and in all major global real estate markets.
Tjeerd Borstlap (appointed 4 April 2007) – Age 52, is Chief Financial Officer of ING Real Estate Investment
Management located in The Hague. In this capacity he is responsible for Finance, IT, Risk and Compliance. Prior
to joining ING Real Estate Investment Management in 2003, Tjeerd held various senior financial management
positions within the ING Group. He graduated in Business Economics at the Erasmus University in Rotterdam and
subsequently qualified as a Registered Auditor, through the auditing profession with Peat Marwick & Mitchell,
now KPMG.
John Gibbon - Age 61, was formerly Managing Director of BAE SYSTEMS Pension Funds Investment Management
(until 2001). John is also a Director of JP Morgan Fleming Japanese Smaller Companies Investment Trust plc and was
formerly a director of Wigmore Property Investment Trust plc. He is an adviser to a number of pension funds and
is a member of the Investors’ Committee of the Property Income Trust for Charities.
Robert Sinclair (Chairman of Audit Committee) - Age 57, is Chairman of the Guernsey based Artemis Group and
a Director of a number of investment fund management companies and investment funds associated with clients
of that Group. Robert was a Director of The Bioscience Investment Trust plc and is Chairman of Schroder Oriental
Income Fund Limited. He is a Fellow of the Institute of Chartered Accountants in England and Wales.
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Registered Office			

Auditors

Trafalgar Court						
Les Banques
St. Peter Port
Guernsey

Deloitte & Touche LLP
Regency Court
Glategny Esplanade
St. Peter Port
Guernsey GY1 3HW

Investment Manager

Property Valuers

ING Real Estate Investment Management (UK) Limited
6th Floor
60 London Wall
London EC2M 5TQ

King Sturge LLP
30 Warwick Street
London W1B 5NN
		

Administrator, Registrar and Secretary

Solicitors to the Company:

Northern Trust International Fund Administration
Services (Guernsey) Limited		
PO Box 255, Trafalgar Court		
Les Banques
St. Peter Port
Guernsey GY1 3LQ

As to English Law

Receiving Agent and UK Transfer/Paying Agent
Computershare Investor Services Plc
PO Box 859					
The Pavilions					
Bridgewater Road				
Bristol BS99 1XZ					
Tax Advisers				
Deloitte & Touche LLP					
Hill House						
1 Little New Street					
London EC4A 3TR					
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Norton Rose
Kempson House
Camomile Street
London EC3A 7AN
Freshfields Bruckhaus Deringer
65 Fleet Street
London EC4Y 1HS
As to Guernsey Law
Carey Olsen
PO Box 98
7 New Street
St. Peter Port
Guernsey GY1 4BZ
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Independent Valuer’s Report
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Independent Auditor’s Report

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ING UK REAL ESTATE INCOME TRUST LIMITED
(“THE COMPANY”)

Corporate
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We have audited the Group Financial Statements of ING UK Real Estate Income Trust Limited (the “Financial Statements”) for
the period from 15 September 2005 to 31 December 2006 which comprise the consolidated income statement, the consolidated
statement of changes in equity, the consolidated balance sheet, the consolidated cashflow statement and the related notes 1
to 24. These Financial Statements have been prepared under the accounting policies set out therein.
This report is made solely to the Company’s members, as a body, in accordance with section 64 of The Companies (Guernsey)
Law, 1994. Our audit work has been undertaken so that we might state to the Company’s members those matters we are
required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the Company and the Company’s members as a body, for our audit work,
for this report, or for the opinions we have formed.
Respective Responsibilities of Directors and Auditors
The Directors’ responsibilities for preparing the annual report and the Financial Statements in accordance with International
Financial Reporting Standards and applicable Guernsey Law are set out in the Statement of Directors’ Responsibilities.
Our responsibility is to audit the Financial Statements in accordance with relevant Guernsey legal and regulatory requirements
and International Standards on Auditing (UK and Ireland).
We report to you our opinion as to whether the Financial Statements give a true and fair view in accordance with the relevant
financial reporting framework and are properly prepared in accordance with The Companies (Guernsey) Law, 1994. We also
report to you if the Company has not kept proper accounting records, or if we have not received all the information and
explanations we require for our audit.
We read the other information contained in the annual report and consider whether it is consistent with the audited Financial
Statements. We consider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the Financial Statements. Our responsibilities do not extend to any other information.
Basis of Audit Opinion
We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the
Financial Statements. It also includes an assessment of the significant estimates and judgements made by the Directors in
the preparation of the Financial Statements, and of whether the accounting policies are appropriate to the Company’s
circumstances, consistently applied and adequately disclosed. We are not required to review any Corporate Governance
disclosures required by The Listing Rules of the Financial Services Authority as the Company has availed itself of an exemption
as an overseas Company, from the requirement to publish a statement of compliance with The Combined Code.
We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the Financial Statements are free from material
misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the Financial Statements.
Opinion
In our opinion the Financial Statements give a true and fair view, in accordance with International Financial Reporting Standards
issued and adopted by the International Accounting Standards Board, of the state of the Group’s affairs as at 31 December 2006
and of the Group’s profit for the period from 15 September 2005 to 31 December 2006 and have been properly prepared in
accordance with The Companies (Guernsey) Law, 1994.
Deloitte & Touche LLP
Chartered Accountants
Guernsey, Channel Islands
4 April 2007
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Notice of Meeting

Notice is hereby given that the second Annual General Meeting of the members of the Company will be held at
Trafalgar Court, Les Banques, St. Peter Port, Guernsey, Channel Islands on 20 June 2007 at 10.30am.
AGENDA
1. Chairman
To elect a Chairman of the Meeting.
2. Annual Report and Consolidated Financial Statements
To approve and adopt the Annual Report and Consolidated Financial Statements of the Company for the period
from 15 September 2005 to 31 December 2006.
3. Auditors
To re-elect Deloitte & Touche LLP as Auditors to the Company and to authorise the Directors to determine the
Auditors remuneration.
4. Retirement by rotation
To re-elect Mr Nicholas Thompson as a Director of the Company in accordance with Article 17.3 of the Articles of
Association of the Company.
5. Re-election of Director
To re-elect Mr Tjeerd Borstlap as a Director of the Company in accordance with Section 29 of the London Stock
Exchange Listing Rules and also in accordance with Article 17.6 of the Articles of Association of the Company.
6. Special Resolution
To authorise the Company, in accordance with Section 5 of the Companies (Purchase of Own Shares) Ordinance
1998 (“the Ordinance”), to make market purchases (within the meaning of Section 18 of the Ordinance) of ordinary
shares of No Par Value (“Ordinary Shares”) provided that;
a) t he maximum number of Ordinary Shares hereby authorised to be purchased shall be 14.99% of the issued
Ordinary Share on the date on which this resolution is passed;
b) the minimum price which may be paid for an Ordinary Share shall be 1p;
c) T
 he maximum price (exclusive of expenses) which may be paid for an Ordinary Share shall be 105 per cent of
the average of the middle market quotations (as derived from the Daily Official List) for the Ordinary Shares
for the five business days immediately preceding the date of purchase; and
d) u
 nless previously varied, revoked or renewed, the authority hereby conferred shall expire on 20 September
2008 or, if earlier, at the conclusion of the Annual General Meeting of the Company to be held in 2008, save
that the Company may, prior to such expiry, enter into a contract to purchase Ordinary Shares under such
authority and may make a purchase of Ordinary Shares pursuant to any such contract.
7. Any Other Business
By Order of the Board
For and on behalf of
NORTHERN TRUST INTERNATIONAL FUND ADMINISTRATION SERVICES (GUERNSEY) LIMITED
Secretary
4 April 2007
A Member entitled to attend and vote is entitled to appoint one or more proxies to attend and vote instead of
him. A proxy need not be a member.
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Parc Tawe Retail Park, Swansea
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Consolidated Income Statement
for the period from 15 September 2005 to 31 December 2006

Notes

Income
£000s

Capital
£000s

Total
£000s

4

39,329 
6,074 
4,661 

-

39,329 
6,074 
4,661 

Total operating income		

50,064

-

50,064

-

4,572 

4,572 

-

70,421 
8,727 

70,421 
8,727 

-

83,720

83,720

		
Income
Rental income
Service charges recharged to tenants
Other operating income

Gains and losses on investments
Realised gains arising on disposal of
investment properties
Unrealised gains on revaluation of
investment properties
Unrealised gain on interest rate swap
Total gains on investments		
Expenses
Property operating expenses
Service charge costs
Management expenses
Other operating expenses

6
7

(2,572)
(6,074)
(5,977)
(1,607)

-

(2,572)
(6,074)
(5,977)
(1,607)

Total operating expenses		

(16,230)

-

(16,230)

Profit before finance costs and tax		

33,834

Finance costs
Interest receivable
Interest payable

1,617 
(12,549)

-

1,617 
(12,549)

Total finance costs		

(10,932)

-

(10,932)

Profit before tax		

22,902

Tax

8

(460)

Profit for the period		

22,442

Dividends

(17,835)

9

Retained earnings		
Earnings per share
Basic
Diluted

4,607

83,720

83,720
83,720
83,720

117,554

106,622
(460)
106,162
(17,835)
88,327

10
34.4p
34.4p

The total column of this statement represents the Group’s Income Statement, prepared in accordance with International Financial Reporting
Standards. The supplementary income return and capital return columns are both prepared under guidance published by the Association of
Investment Companies. All items in the above statement derive from continuing operations. All income is attributable to the equity holders of the
parent company. There are no minority interests. Notes 1 to 24 form part of these Consolidated Financial Statements.
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Consolidated Statement of Changes in Equity

			
			
		
Notes

Share
Capital
£000s

Share
Premium
Account
£000s

Distributable
Reserve
£000s

		
Retained
Earnings
£000s

Total
£000s

Balance as at 15
September 2005		
Net profit for the period

-

-

-

106,162 

106,162 

Total recognised income
and expenses
for the period

-

-

-

106,162

106,162

Dividends paid
Issue of ordinary shares
Issue costs
Transfer to
distributable reserve

9
19
19

-

337,198 
(7,199)

-

(17,835)
-

19

-

(298,610)

298,610

-

-

Balance as at
31 December 2006		

-

31,389

298,610

88,327

418,326

Financial
Statements

for the period from 15 September 2005 to 31 December 2006

(17,835)
337,198 
(7,199)

Notes 1 to 24 form part of these Consolidated Financial Statements.
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Consolidated Balance Sheet
as at 31 December 2006

Notes

2006
£000s

12

702,167 

		
Non-current assets
Investment properties
Total non-current assets

702,167

Current assets
Accounts receivable
Cash and cash equivalents

13
14

7,437 
37,873 

Total current assets		

45,310

Total assets		

747,477

Current liabilities
Accounts payable and accruals

15

(24,428)

Total current liabilities		

(24,428)

Non-current liabilities
Loans and borrowings

16

(304,723)

Total non-current liabilities		

(304,723)

Total liabilities		

(329,151)

Net assets		

418,326

Equity
Ordinary share capital
Share premium account
Distributable reserve
Retained earnings

18
19
19

31,389 
298,610
88,327 

Total equity		

418,326

Net asset value per share

21

1.26

These Consolidated Financial Statements were approved by the Board of Directors on 4 April 2007 and signed on its behalf by:
Nicholas Thompson				
Director						

Robert Sinclair
Director

Notes 1 to 24 form part of these Consolidated Financial Statements.
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Consolidated Cash Flow Statement

Notes

£000s

Profit before tax		

106,622

Adjusted for:
Interest received
Interest paid
Realised and unrealised gains on investments
Amortisation of finance costs

(1,617)
12,549 
(83,720)
331

Operating profit before working capital changes		
Increase in trade and other receivables
Increase in trade and other payables

34,165
(4,930)
23,968 

Net cash inflows from operating activities		

53,203

Cash flows from investing activities
Purchase of investment properties
12
Disposal of investment properties
12
Interest received
			
Net cash outflows from investing activities		
Cash flows from financing activities
Equity raised
18
Proceeds from long-term borrowings
16
Repayment of long-term borrowings
16
Issue costs of borrowing & equity raising
Interest paid on loans
Dividends paid
9
			
Net cash inflows from financing activities		
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Financial
Statements

for the period from 15 September 2005 to 31 December 2006

(652,930)
25,756 
1,617 
(625,557)

337,198 
738,000
(424,550)
(10,037)
(12,549)
(17,835)
610,227
37,873 
-

14

37,873

Notes 1 to 24 form part of these Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006

1. General information
ING UK Real Estate Income Trust Limited was incorporated on 15 September 2005 and is registered as a closed ended Guernsey
investment company.
The Consolidated Financial Statements are prepared for the period from incorporation on 15 September 2005 to
31 December 2006.
These Financial Statements are presented in pounds sterling being the currency of the primary economic environment in which
the Group operates.
No Company only information has been provided because in the opinion of the Directors this would not give a materially different
view than for the Group.
2. Significant accounting policies
Basis of accounting
The Financial Statements of the Company have been prepared in accordance with International Financial Reporting Standards
(“IFRS”), which comprise standards and interpretations approved by the International Accounting Standards Board (“the IASB”),
and International Accounting Standards and Standing Interpretations Committee interpretations approved by the International
Accounting Standards Committee (“IASC”) that remain in effect, together with applicable legal and regulatory requirements of
Guernsey Law and the Listing Rules of the UK Listing Authority and Channel Islands Stock Exchange.
At the date of authorisation of these Financial Statements, the following Standards applicable to the Group, which have not been
applied in these Financial Statements, were in issue but not yet effective:
IFRS 7

Financial Instruments: Disclosures; and the related amendment to IAS 1 on capital disclosures

The Directors anticipate that the adoption of the above Standard in future years will not have a material impact on the Financial
Statements of the Group except for additional disclosures on capital and financial instruments when the Standard comes into
force for the period commencing 1 January 2007.
IFRS 8

Operating Segments

The Directors anticipate that the adoption of the above Standard in future years will not have a material impact on the Financial
Statements of the Group when the Standard comes into force for the period commencing 1 January 2009.
IFRS 9

Reassessment of Embedded Derivatives

The Directors anticipate that the adoption of the above Standard in future years will not have a material impact on the Financial
Statements of the Group when the Standard comes into force for the period commencing 1 January 2007.
IFRIC 10 Interim Financial Reporting and Impairment
The Directors anticipate that the adoption of the above Standard in future years will not have a material impact on the Financial
Statements of the Group when the Standard comes into force for the period commencing 1 January 2009.
The Directors believe that other pronouncements which are in issue but not yet operative or adopted by the Group will not have
a material impact on the Financial Statements of the Group.
The Financial Statements have been prepared on the historical cost basis, except for the revaluation of investment properties. The
principal accounting policies adopted are set out below. Where presentational guidance set out in the Statement of Recommended
Practice (‘SORP’) for investment trusts has been issued by the Association of Investment Companies (‘AIC’) in December 2005 and
is consistent with the requirements of IFRS, the Directors have sought to prepare the Financial Statements on a basis compliant
with the recommendations of the SORP.
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Critical accounting judgments and key sources of estimation uncertainty
The preparation of Financial Statements in conformity with IFRS requires management to make judgements, estimates and
assumptions that affect the application of policies and the reported amounts of assets and liabilities, income and expenses.
The estimates and associated assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making judgements about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised
in the period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.
Where such judgments are made they are indicated within the accounting policies below.

Financial
Statements

Basis of consolidation
The Consolidated Financial Statements incorporate the Financial Statements of the Company and entities controlled by the
Company made up to 31 December. Control is achieved where the Company has the power to govern the financial and
operating policies of an investee entity so as to obtain benefits from its activities. All intra-group transactions, balances, income
and expenses are eliminated on consolidation.
The results of ING (UK) Listed Real Estate Issuer PLC are consolidated in accordance with SIC 12, “Consolidation – Special
Purpose Entities”.
Business combinations
The acquisition of subsidiaries is accounted for using the purchase method. The cost of acquisition is measured as the aggregate
of the fair values, at the date of exchange, of assets given, liabilities incurred or assumed, and equity instruments issued by the
Group in exchange for control of the acquiree, plus any costs directly attributable to the business combination. The acquiree’s
identifiable assets, liabilities and contingent liabilities that meet the conditions for recognition under IFRS 3 are recognised at
their fair value at the acquisition date, except for non-current assets (or disposal groups) that are classified as held for sale in
accordance with IFRS 5, Non Current Assets Held for Sale and Discontinued Operations, which are recognised and measured at
fair value less costs to sell.
Goodwill arising on acquisition is recognised as an asset and initially measured at cost, being the excess of the cost of the
business combination over the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent
liabilities recognised. If, after reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable assets,
liabilities and contingent liabilities exceeds the cost of the business combination, the excess is recognised immediately in the
Income Statement.
Presentation of the Income Statement
In order to better reflect the activities of an investment trust company and in accordance with guidance issued by the AIC,
supplementary information which analyses the Income Statement between items of a revenue and capital nature has been
presented alongside the Income Statement.
Investment properties
Following the initial recognition at purchase cost less directly attributable acquisition expenses, investment properties are
carried at a revalued amount which is the fair value at the date of the revaluation. Fair value is determined by reference to
market-based evidence, which are the amounts for which the assets could be exchanged between a knowledgeable willing
buyer and a knowledgeable willing seller in arm’s length transactions as at the valuation date.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

2. Significant accounting policies (continued)
The fair value of investment property is based on valuation by an independent valuer who holds a recognised and relevant
professional qualification and who has recent experience in the location and category of the investment property being valued.
Movements in fair value are included in the Income Statement.
An item of investment property is derecognised upon disposal or when no future economic benefits are expected to arise from
the continued use of the asset. Any gain or loss arising on derecognition of the asset (calculated as the difference between the net
disposal proceeds and the carrying amount of the item) is included in the Income Statement in the year the item is derecognised.
Investment properties are not depreciated.
Realised and unrealised gains in investment properties have been presented as capital items within the Income Statement.
The loan has a first ranking mortgage over all the properties. See Note 12.
In line with industry practice, investment properties are held in nominee companies.
Leases
An operating lease is a lease other than a finance lease. Lease income is recognised in income on a straight-line basis over the
lease term. Indirect costs incurred in negotiating and arranging an operating lease are added to the carrying amount of the lease
asset and recognised as an expense over the lease term on the same basis as the lease income.
The Financial Statements reflect the requirements of SIC15, “Operating Leases - Incentives” to the extent that they are material.
Premiums received on the surrender of leases are recorded as income immediately if there are no relevant conditions attached
to the surrender.
Income and expenses
Income and expenses are included in the Income Statement on an accruals basis. All of the Group’s income and expenses are
derived from continuing operations.
Revenue is recognised to the extent that it is probable that the economic benefit will flow to the Group and the revenue can be
reliably measured.
Property operating costs include the costs of professional fees on letting and other non-recoverable costs.
The income charged to tenants for property service charges and the costs associated with such service charges are shown separately
in the Income Statement to reflect that notwithstanding this money is held on behalf of tenants occupying the properties, the
ultimate risk for paying and recovering these costs rests with the property owner.
Cash and cash equivalents
Cash includes cash in hand and cash with banks. Cash equivalents are short-term, highly liquid investments that are readily
convertible to known amounts of cash with original maturities in three months’ or less and that are subject to an insignificant
risk of change in value.
Financial liabilities and equity
Financial liabilities and equity instruments are classified according to the substance of the contractual arrangements entered
into. An equity instrument is any contract that evidences a residual interest in the assets of the Group after deducting all of
its liabilities.
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Derivative financial instruments
The Group’s activities expose it to the financial risks of changes in interest rates. The Group uses interest rate swap contracts to
mitigate this exposure. The Group does not use derivative financial instruments for speculative purposes.
Changes in the fair value of derivative financial instruments are recognised in the Income Statement as they arise.
Trade receivables
Trade receivables are stated at their nominal amount as reduced by appropriate allowances for estimated irrecoverable amounts.
Loans and borrowings

Financial
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All loans and borrowings are initially recognised at cost, being the fair value of the consideration received net of issue costs
associated with the borrowing. After initial recognition, loans and borrowings are subsequently measured at amortised cost
using the effective interest rate method. Amortised cost is calculated by taking into account any issue costs, and any discount
or premium on settlement. Gains and losses are recognised in the Income Statement when the liabilities are derecognised, as
well as through the amortisation process.
Finance Costs
Finance costs incurred relating to the arrangement of the loan are written off to the Income Statement over the term of
the loan.
Other assets and liabilities
Other assets and liabilities are not interest bearing and are stated at their nominal value.
Taxation
The Directors conduct the affairs of the Group such that the management and control of the Group is not exercised in the
United Kingdom and that the Group does not carry on a trade in the United Kingdom. Accordingly the Group will not be liable
to United Kingdom taxation on its income or capital gains other than certain income deriving from a United Kingdom source.
The Group is subject to United Kingdom taxation on income arising on the investment properties after deduction of allowable
debt financing costs and allowable expenses.
Principles for the Cash Flow Statement
The Cash Flow Statement has been drawn up according to the indirect method, separating the cash flows from operating
activities, investing activities and financing activities. The net result has been adjusted for amounts in the Income Statement
and movements in the Balance Sheet which have not resulted in cash income or expenditure in the period.
The cash amounts in the Cash Flow Statement include those assets that can be converted into cash without any restrictions and
without any material risk of decreases in value as a result of the transaction. Dividends that have been proposed and declared
are included in the cash flow from financing activities.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

3. Business combinations
On 25 October 2005 the Group acquired 100% of the units of ING (UK) Listed Real Estate, a Guernsey registered unit trust that
invests in commercial property in the United Kingdom and the Isle of Man (the ‘GPUT’).
The fair value of the assets and liabilities of the GPUT at the date of acquisition were:
		
		

Carrying amount
£000s

Adjustments
£000s

Fair value
£000s

477,571

13,026

490,597

2,683

-

2,683

Cash and cash equivalents

10,267

-

10,267

Current liabilities

(23,766)

Investment properties
Debtors

Borrowings

(420,000)

Net assets

46,755

(3,661)
9,365

(27,427)
(420,000)
56,120

Goodwill			

-

Consideration			

56,120

The consideration was satisfied by the issue of 52.8 million ordinary shares with a fair value of £1 each, being the issue price of
the Company’s shares on 25 October 2005, plus £3.3 million in cash.
On 4 December 2006 the Group acquired 100% of the units of Merbrook Business Property Unit Trust, Merbrook Prime Retail
Property Unit Trust, Merbrook Bristol Property Unit Trust and Merbrook Swindon Property Unit Trust (“the JPUTs”), all of which
are Jersey registered unit trusts and which invest in UK commercial property.
The fair values of the assets and liabilities of the JPUTs at the date of acquisition were:
		
		

Carrying amount
£000s

Adjustments
£000s

Fair value
£000s

123,955

1,516

125,471

1

-

1

Investment properties
Debtors
Current liabilities
Net assets

(621)
123,335

1,516

(621)
124,851

Goodwill			

-

Consideration			

124,851

The consideration was satisfied entirely in cash.
The Directors consider it to be impractical to disclose the revenue and profit or loss of the acquired entities for the whole period,
as required by IFRS 3, due to the relevant financial information not being readily available, therefore this information has not
been presented.
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4. Rental income
Rent receivable is stated exclusive of Value Added Tax and arose wholly from continuing operations in the United Kingdom
and the Isle of Man.
5. Business and Geographical segments
The Directors are of the opinion that the Group, through its subsidiary undertakings, operates in one reportable industry
segment, namely real estate investment, and across one primary geographical area, namely the United Kingdom and the Isle
of Man and therefore no segmental reporting is required. The portfolio consists of 63 commercial properties, which are in the
office, retail, retail warehouse, industrial and leisure sectors.
6. Management expenses

Investment Manager’s fees

2006
£000s

Financial
Statements

		
		

5,977

Under the terms of the Investment Management Agreement, ING Real Estate Investment Management (UK) Limited (the
“Investment Manager”) receives remuneration for property management and administration services. The management fee is
payable quarterly in arrears and is equal to the aggregate of the following:
a) one quarter of 90 basis points of gross property assets up to and including £600 million
b) one quarter of 82.5 basis points of gross property assets in excess of £600 million and up to and including £800 million
c) one quarter of 75 basis points of gross property assets in excess of £800 million
d) one quarter of 40 basis points of cash assets
ING Real Estate Investment Management (UK Funds) Limited (the “Fund Manager”) is paid a quarterly fee of £150,000 per
annum by the Group in respect of administration services. This is deducted from the Investment Manager’s fee.
7. Other operating expenses
		
		

2006
£000s

Valuation expenses

229

Audit fees

140

Amortisation of finance costs

332

Swap arrangement fee

247

Other expenses
		

659
1,607

During the period, £729,900 was paid to the auditors in respect of non-audit services of which £528,500 was for work relating
to the Company’s initial public offering which was expensed against the share premium account.
The Group has no employees.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

8. Tax
The charge for the period is:
		
		

2006
£000s

UK income tax at 22% on UK rental income

460

The charge for the period can be reconciled to the profit per the Income Statement as follows:
		
		

2006
£000s

Profit before tax

106,622

Tax at the UK income tax rate of 22%

23,457

Capital gains not subject to UK tax

(18,418)

Tax effect of deductible interest eliminated on consolidation

(4,278)

Permanent differences

(301)

Tax charge for the period

460

The Company is exempt from Guernsey taxation on income derived outside Guernsey under the Income Tax (Exempt Bodies)
(Guernsey) Ordinance, 1989. A fixed annual fee of £600 is payable to the States of Guernsey income tax authorities in respect of
this exemption.
No charge to Guernsey taxation will arise on capital gains.
9. Dividends
		
Declared and paid during the period:

2006
£000s

Interim dividend for the period ended 31 December 2005: 1.16 pence

3,537

Interim dividend for the period ended 31 March 2006: 1.5625 pence

4,766

Interim dividend for the period ended 30 June 2006: 1.5625 pence

4,766

Interim dividend for the period ended 30 September 2006: 1.5625 pence

4,766

		

17,835

The interim dividend of 1.5625 pence per ordinary share in respect of the period ended 31 December 2006 has not been recognised
as a liability in accordance with IFRS as it was declared after the year end.
10. Earnings per share
Basic earnings per share is calculated by dividing the net profit for the period attributable to ordinary shareholders of the
Company by the weighted average number of ordinary shares in issue during the period.
The following reflects the income and share data used in the basic and diluted earnings per share calculations:
		
Net profit attributable to ordinary shareholders of the Company from continuing operations
Weighted average number of ordinary shares for basic and diluted earnings per share
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11. Investments

Place of incorporation

Ownership proportion

ING UK Real Estate Trust (Property) Limited

Name

Guernsey

100%

ING (UK) REIT (SPV) Limited

Guernsey

100%

ING UK Listed Real Estate

Guernsey

100%

ING UK Real Estate Trust (Property) No.2 Limited

Guernsey

100%

ING (UK) REIT (SPV No.2) Limited

Guernsey

100%

Merbrook Business Property Unit Trust

Jersey

100%

Merbrook Prime Retail Property Unit Trust

Jersey

100%

Merbrook Bristol Property Unit Trust

Jersey

100%

Merbrook Swindon Property Unit Trust

Jersey

100%

England & Wales

-

ING (UK) Listed Real Estate Issuer PLC

Financial
Statements

The Company had the following principal subsidiaries and sub-subsidiaries at 31 December 2006.

ING UK Real Estate Trust (Property) Limited and ING UK REIT (SPV) Limited own 100% of the units in ING (UK) Listed Real Estate,
a Guernsey unit trust.
The GPUT owns 100% of the units in Merbrook Swindon Property Unit Trust, a Jersey unit trust.
ING UK Real Estate Trust (Property) No.2 Limited and ING (UK) REIT (SPV No.2) Limited own 100% of the units in Merbrook
Business Property Unit Trust, Merbrook Prime Retail Property Unit Trust and Merbrook Bristol Property Unit Trust, which are
each registered as Jersey unit trusts.
The subsidiaries were incorporated to provide a tax efficient structure for the Company to invest in the underlying property
investments.
Under the principles of SIC 12 the Group has consolidated the results of ING (UK) Listed Real Estate Issuer PLC, a Special Purpose
Entity (the “SPE”), that provides funding to the Group. Under the terms of the securitisation documents the Group has an
obligation to the SPE in respect of any amounts due or payable under the swap agreements and hence accounts for movements
in the fair value of these swaps through the Income Statement. The Group does not own any of the share capital of the SPE.
See note 16.
12. Investment properties
		

2006
£000s

At start of period

-

Additions

652,930

Disposals

(25,756)

Gains on disposals

4,572

Surplus on revaluation

70,421

At end of period

702,167

Historic cost at end of period

631,746

The investment properties were valued by King Sturge LLP, Chartered Surveyors, as at 31 December 2006, on the basis of open
market value in accordance with the Appraisal and Valuation Manual of the Royal Institution of Chartered Surveyors.
The Group’s borrowings (note 16) are secured by a first ranking fixed charge over the investment properties held.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

13. Accounts receivable
		

2006
£000s

Trade debtors

4,930

Capitalised finance costs

2,507

		

7,437

The loan arrangement costs as at 31 December 2006 are £2,838,000. These are amortised over the lives of the loans. For the period
ended 31 December 2006 £331,000 of these costs were written off to the Income Statement.
14. Cash and cash equivalents
		
Cash at bank and in hand
Short term deposits
		

2006
£000s
9,589
28,284
37,873

Cash at bank and in hand earns interest at floating rates based on daily bank deposit rates. Short-term deposits are made for
varying periods of between one day and one month depending on the immediate cash requirements of the Group, and earn
interest at the respective short-term deposit rates.
15. Accounts payable and accruals
		
Accruals

6,755

Deferred rental income

9,088

VAT liability

4,759

Other tax payable
Trade creditors
Other payables
		

|
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16. Loans and borrowings
		

Maturity
		

Floating rate notes
Bank loan

2006
£000s

31 January 2013

225,000

4 December 2009

88,450

Interest rate swaps		
			

(8,727)
304,723

Financial
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On 20 December 2005 the Group issued £200 million of AAA rated seven year loan notes to the debt market. The interest
payable on these notes is fixed at 4.795% by means of an interest rate swap. On 6 July 2006 a further £25 million of loan notes
were issued on the same terms, with the interest payable fixed at 5.3804% by means of a further swap. The loan notes are
secured over the investment properties held by the GPUT, and are repayable on 31 January 2013. The loan notes were issued by
ING (UK) Listed Real Estate Issuer PLC, a Special Purpose Entity that is consolidated under the principles of SIC 12, see Note 11.
On 4 December 2006 the Group entered into a 3 year term loan with J P Morgan for £93 million. The full amount was drawdown
on that date, with £4,550,000 repaid on 11 December 2006, following the disposal of an investment property. Interest on the
loan is fixed at 5.20% by a further interest rate swap, plus a margin payment of between 60 and 80 basis points depending
on the loan to value ratio at the time. This is currently 80 basis points. The loan is repayable in full on 4 December 2009, and
is secured over the units held in the JPUTs and the investment properties held by those JPUTs, with the exception of Merbrook
Swindon Property Unit Trust.
The interest rate swaps mature on the same dates as the associated borrowings.
The weighted average interest rate paid on the Group’s borrowings for the period was 5.1817%.
							
17. Contingencies and capital commitments
There are no contingent liabilities or capital commitments as at 31 December 2006.
18. Ordinary Share Capital
		
		

2006
£000s

Authorised:		
Unlimited number of ordinary shares of no par value		

-

Issued and fully paid:
331,500,000 ordinary shares of no par value		

-

The Company has one class of ordinary shares which carry no right to fixed income.
The Company issued 252.2 million ordinary shares of nil par value at an issue price of £1 per share by means of an initial public
offering on 25 October 2005. The Company also issued a further 52.8 million ordinary shares of nil par value at £1 per share on
the same date as consideration for the GPUT.
The Company issued a further 26.5 million ordinary shares of nil par value at an issue price of 121.5 pence by means of a placing
on 7 November 2006.
The Directors have authority to buy back up to 14.99% of the Company’s ordinary shares in issue subject to the annual renewal
of the authority from shareholders. Any buy back of ordinary shares will be made subject to Guernsey law, and the making and
timing of any buy backs will be at the absolute discretion of the Board.
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Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

19. Share Premium and distributable reserve
		

Share Premium
2006 £000s

Distributable Reserve
2006 £000s

-

-

305,000

-

Balance at start of period
Premium arising on issue of equity shares
Expenses of issue of equity shares
		
Transfer
Further issue of equity shares

(6,390)
298,610
(298,610)

298,610

32,198

Expenses of issue of equity shares
Balance at end of period

-

-

(809)
31,389

298,610

By way of a special resolution dated 30 September 2005, the amount standing to the credit of the share premium account was
cancelled and transferred to a distributable reserve. Royal Court approval was obtained on 17 October 2005.
20. Operating lease arrangements
The Group as lessor
Property rental income earned during the period was £39.3 million. The investment properties are expected to generate rental
yields of 5.4 per cent on an ongoing basis.
At the balance sheet date, the Group had contracted with tenants for the following future minimum lease payments:
Within 1 year

39,589

In the second to fifth years inclusive

137,688

After five years

246,784

		

424,061

21. Net Asset Value
The net asset value per ordinary share is based on net assets at the year end and on 331,500,000 ordinary shares, being the number
of ordinary shares in issue at the year end.
At 31 December 2006, the Company had a net asset value per ordinary share of £1.26.
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22. Risk management
The Group invests in commercial properties in the United Kingdom and the Isle of Man. The following describes the risks
involved and the applied risk management.
Real estate risks

Financial
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The yields available from investments in real estate depend primarily on the amount of revenue earned and capital appreciation
generated by the relevant properties as well as expenses incurred. If properties do not generate sufficient revenues to meet
operating expenses, including debt service and capital expenditures, the Group’s revenue will be adversely affected. Revenue
from properties may be adversely affected by the general economic climate, local conditions such as oversupply of properties or
a reduction in demand for properties in the market in which the Group operates, the attractiveness of the properties to tenants,
the quality of the management, competition from other available properties and increased operating costs (including real
estate taxes).
In addition, the Group’s revenue would be adversely affected if a significant number of tenants were unable to pay rent or its
properties could not be rented on favourable terms. Certain significant expenditure associated with each equity investment
in real estate (such as external financing costs, real estate taxes and maintenance costs) generally are not reduced when
circumstances cause a reduction in revenue from properties.
By diversifying in regions, sectors, risk categories and tenants, the Investment Manager expects to lower the risk profile of
the portfolio.
Risks of borrowing
The Group has external borrowings in connection with its investments to increase the potential equity performance. Although
the use of borrowings may enhance returns and increase the number of investments that can be made, it may also increase the
risk of loss. This includes the risk that available funds will be insufficient to meet required payments and the risk that existing
indebtedness will not be able to be refinanced or that terms of such refinancing will not be as favourable as the terms of
existing indebtedness.
Interest rate risk
The following table sets out the carrying amount, by maturity, of the Group’s financial assets/(liabilities).
		
		

Less than one year
£000s

1 to 5 Years
£000s

More than 5 years
£000s

Total
£000s

Floating				
Cash and cash equivalents

37,873

-

-

37,873

Fixed				
Loan Notes

-

Term loan

-

(88,450)

37,873

(88,450)

		

-

(225,000)
(225,000)

(225,000)
(88,450)
(275,577)

Interest payable on the loan notes and the term loan has been fixed using interest rate swaps, as described in note 16.
Credit risk
Credit risks, or the risk of counter-parties defaulting, are controlled by the application of credit approvals, limits and monitoring
procedures. Where appropriate, the Group obtains collateral in the form of rent deposits. The extent of the Group’s credit
exposure is represented by the aggregate balance of amounts receivable, reduced by the effect of any netting arrangements
with counter-parties.
Liquidity risk
Property investment is relatively illiquid compared to other asset classes and therefore the Group’s liquidity position is closely
monitored to ensure that all of its obligations can be met.
43

|

ING UK Real Estate Income Trust Limited Annual Report 2006

Notes to the Consolidated Financial Statements
for the period from 15 September 2005 to 31 December 2006 (continued)

23. Related party transactions
During the period the Investment Manager and Fund Manager were paid a total of £5,977,000 in respect of the property
management and administration services.
In connection with the placing by the Company of 26.5 million ordinary shares (see note 18), ING REI Investment (UK) BV, a fellow
group company of the Investment Manager, entered into an Underwriting Agreement to subscribe for an initial £18 million
of shares under the placing, subject to a clawback, and free of commission. The placing raised £32.2 million and ING REI
Investment (UK) BV was not called upon to subscribe. ING REI Investment (UK) BV also made an interest free loan of £5 million
to the Group to be used as a deposit for the purchase of the JPUTs (see note 3) on 3 November 2006. The loan was repaid in full
on 20 November 2006.
ING Bank NV, the ultimate parent of the Investment Manager, received a fee of £250,000 from the Company for corporate finance
services in respect of the above share placing.
The Company has one non-independent director, who is connected with the Investment Manager. The remuneration in respect
of this appointment was waived.
ING UK Real Estate Income Trust Limited has no controlling parties.
24. Events after the balance sheet date
A dividend of £5,180,000 (1.5625 pence per share) was approved by the Board on 7 February 2007 and paid on
28 February 2007.
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