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Introduction

We look into property funds and bonds and REITs to show investors the benefits and pitfalls 

of investing indirectly in property through financial products instead of buying the asset 

directly.

This guide is split into two parts. In the first part, we analyse property funds and REITs. We 

explain to you what they are, and how they work. We will give an overview of their 

advantages and disadvantages for this large sector of the financial markets.

In the latter part, we will review property bonds. We will explain what they are, and how they 

work. We will show you the pros and cons of this asset class, as well as give you the low down 

on key terminology. 

At the end of this guide, you will have a better understanding of investing in property via 

financial products. This approach could be potentially advantageous as many financial 

products offer very different benefits compared to traditional property investment.
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Fund rules

A certain fund may have stipulations that it has to keep a certain percentage in cash, and different portions in 

residential, commercial and industrial property. Alternatively, the fund may exclusively be invested in commercial 

property.

The fund can also decide on the types of companies which qualify for investment in the fund. This could be a 

minimum size by, market capitalisation or assets under management, or the credit rating of each company it invests 

into. Alternatively, the fund may invest into assets directly, therefore not investing in any companies which are listed 

on the stock exchange. All of these decisions will be governed by the rules of the fund.

Due to the complexity of funds, they are considered to be an approved product for regulation by the Financial 

Conduct Authority. This is to ensure that anyone administering advice is both authorised and qualified to do so.

Property Funds
Some people like to invest in property via funds, as it gives them exposure to property investment without having to 

buy the physical asset. Let’s take a look at the key information.

What is a property fund?

Quite simply, a fund is a collective investment scheme. When you invest in a property fund, you purchase units in an 

investment which is managed by a professional investment manager. They pool your money with other investors in 

the fund. The fund then invests in property.

Depending on the rules of the fund, you can invest in residential, commercial, or industrial assets. Each property fund 

will have rules placed on the investment manager, determining how they can manage your and other investors’ 

money.

Funds structures
You can invest in a range of funds. 

But not just only in the way they 

invest but also in their structure. 

The most common classifications 

are open-ended and close-ended.



Close-ended funds

Close-ended funds are typically investment trusts. There is a fixed amount of shares 

in circulation. You can only buy shares when someone sells their holdings. Conversely, you 

can only sell when someone buys from you. This is usually conducted from an exchange. 

This difference between the buy and sell price is the spread. Because you need to find a 

buyer to sell, close-ended funds can be more volatile than their open-ended counterparts.

Open-ended funds

Open-ended funds, by contrast, don’t have a fixed number of units. If you want to buy units 

the fund simply creates more and the circulation increases. Similarly when you sell the 

fund gets smaller. This is the structure for unit trusts and OEICs. The advantage of being 

open-ended is there is more liquidity and a little less volatility compared to their 

closed-end counterparts. On the negative side, this means the fund manager always 

needs to keep a certain amount in cash to cater to this variance in units.

Advantages of property 
funds
There are some advantages of investing in funds. We list the main benefits below.

• Convenience. Let’s face it, buying property can be hard work. You have to source the

property, put in an offer, and then go through the conveyancing process. This involves

instructing a solicitor. Going through the exchange of contracts then completion. Then

you need to find and source tenants. Maybe even renovate the property. All of this costs

time and money. When buying through a fund you don’t have to deal with any of this.

You simply find the fund which best suits your investment requirements.

• Less red tape. There are a lot more legalities to deal with when buying property direct.

Especially when dealing with commercial property. Failure to follow the rules can result

in hefty fines.

• Professionally managed. With funds, you are entrusting an expert to oversee the

investment. They have the expertise and resources to do the necessary due diligence.

Furthermore, with larger amounts of funds under management they can diversify risk,

and negotiate bigger discounts on the buy side.

• Ease of access. Buying property is a major decision as it is of a substantial cost to the

average investor. Commercial property may be out of reach for many investors, due to

high entry levels. With many funds, you can invest as little as you like.

• Liquidity. Property can very illiquid. Especially commercial property which requires a

lot more research by prospective buyers. Funds offer far more liquidity. However, the

caveat is that certain funds can prevent investors from exiting under exceptional

circumstances.



Disadvantages of property funds
Property funds have their disadvantages too. Below we enclose some of the biggest issues.

• Other investors. When you own a property you can decide on what terms you wish to sell. When you are involved in a fund you do not have this luxury.

If many investors want to exit, the fund manager may be forced to sell an asset below market value to provide liquidity. This is to the detriment of

existing shareholders.

• Management charges. When investing in a fund, you have several people on the payroll. The fund manager, your IFA and other professionals all need

remunerating and this comes from management fees.

• Ridged structure. Whilst fund structures are put in place for investor protection, they can sometimes work against the fund manager. They may not be

able to hold onto a good asset because the fund needs to rebalance to meet its structure rules. This means fund managers can’t deliver the best absolute

returns.

• Double taxation. Many funds are charged corporation tax on their profits. As an investor you are then charged on the income you receive in the form of

dividends, and when you go to sell you may have capital gains to pay as well. This makes buying a property directly more tax efficient. However, there is

one exception, and this is Real Estate Investment Trusts (REITs).

• Illiquidity. In exceptional circumstances funds can be suspended due to financial problems in the wider economy. This happened during COVID in

2020. For investors that needed the funds, this forced them to sell other assets.



Real Estate Investment Trusts
A Real Estate Investment Trust often abbreviated to REIT is a simple yet effective way to tap into returns 

from UK property. This includes residential property, commercial property and property development 

profits.

The top UK REITs invest their capital into a wide range of property assets and projects and pay an 

attractive income yield to investors. There are also some great tax breaks.

What is the advantage of investing in a REIT?

Ordinary company profits are initially subject to corporation tax (currently 19%) before they’re distributed 

as dividends and taxed as dividend income for the individual investor. This is a form of double taxation, 

and it makes earning rent via a trust or company very inefficient compared to directly investing in 

property as an individual. 

A REIT receives a corporate tax exemption for rental income, subject to the rules above. This allows net 

rental income to pass through to an investor without incurring the ‘double tax’. With the same underlying 

property investments, a REIT would provide a higher shareholder return than a standard investment trust. 

This is why UK REITs are such a popular vehicle for investing in property.

The London Stock Exchange (LSE) identifies the 

following benefits of REITs for UK investors:

• Tax transparent

• Potentially high-yield returns

• Access to property for minimal outlay

• Low/controlled gearing

• Portfolio diversification (low correlation to

equities and bonds)

• Liquid asset

• Strong corporate governance.

The LSE states that REITs offer the following 

benefits for companies:

• Tax efficient structure

• Access to new investors/capital

• Performance more closely aligned to net asset value (NAV)

• Acquisition currency.

What qualifies as a REIT?

• To be able to use the REIT brand name, a

property investment trust must:

• Be listed on a recognised stock exchange

with at least 35% of the quoted shares held

by the wider public, and not a closed group

of 5 or fewer individuals.

• Distribute 90% of its tax-exempt property

income profit each year as a dividend

• Be diversified across at least three

properties with each representing less than

40% of the total trusts’ assets

• Invest 75% of gross assets into property

rental assets (this can include buy-to-rent

property projects)

When and why were UK REITs 

created?

UK REITs were created in 2007 to help out the 

UK property sector. The bursting of the 

subprime lending bubble impacted banks’ 

solvency and the banks were unable to lend 

money. This impacted property companies that 

couldn’t get funds to complete developments. 

REITs solved this problem by incentivising 

investors to invest in real estate companies.

How many UK REITs are there?

Currently, there are over 50 UK REITs. 

Collectively they make up over £70 billion of 

market capitalisation on the London Stock 

Exchange. This large number is anticipated to 

grow significantly. In the U.S. for example, 

REITs have a combined market capitalisation of 

over $1 billion.

In the UK Segro is the larges REIT with a market 

cap of £12 billion at the time of writing.



Property bonds
Property bonds are a way for developers or house builders to raise money from investors. This is in the form of a loan, to 

fund the development projects of the company.

A bond is a legally binding agreement between the investor and the property company. The investors’ capital is offered as 

a loan to the development company. There will be a contract between the investor and the company which explains the 

terms of the agreement.

Terms of the agreement – or bond offering

This is usually formalised in an investment prospectus. The document will outline the following:

• Annual percentage return. This is the interest the investor will receive per annum.

• Bond term. This will outline how long the company plans to borrow money for.

• Bond raise. This outlines how much the company is looking to raise.

• Bond security. This is the security an investor has over the company to protect their investment.

• Purpose of the bond. This will outline what the money is going to be used for. It will also outline how the company 

plans to pay the investors back.

How do property bonds work?

Bonds work by taking investors’ money and paying them a fixed annual return on their capital. The investor 

receives a return which is higher than they would get from a bank or building society and at the end of the term 

they receive their capital back.

Annual percentage return

The company needs to offer a higher rate of return than banks, or there would be no motive for investors to 

invest money with them. This is because, savings in the bank are guaranteed, but bond investments are not.

Bond term

The bond term is the length of time that the company is planning to borrow the money. At the end of the term, 

the company must pay bondholders back in full. This means the company only has to service the debt interest 

until the money is due to be paid back. What then happens if the investor needs to liquidate their investment? 

The investor would need to sell the bond to another investor. And this brings us to the next point.



Bond raise

If the company is a larger entity and looking to borrow a larger amount of money, the 

bond debt can be traded on an exchange. This would allow bondholders to sell their debt 

if they needed. However, the capital value of bonds on the secondary market (stock 

exchange) can go up or down in value. This means if an investor does hold the money 

until the end (maturity), they may not get their full capital (principal) back.

In contrast, small companies may look to raise money, but their debt capital won’t be 

listed on an exchange. This means that an investor will have to keep hold of the bond 

until maturity. Because of this, these types of bonds offer a higher rate and are usually 

only available to high-net-worth and sophisticated investors.

Bond security

Bondholders enjoy a degree of security on their investment. They will take a formal charge over the assets of the 
company. So if the company doesn’t pay the investors back, they can seize the company’s assets. However, it is 
important to note that bank finance ranks higher. This means banks get paid back first and whatever is left goes to 
bondholders. Last in line to get paid back are the shareholders of the company, but they are investing for growth and 
not income.
How does an investor know what risks are involved? For larger companies, this work is done for them. Credit rating 
agencies will appropriate a score against the company to determine whether the company is likely to meet its debt 
obligations (bond repayments). This information can be found online. Good quality companies are considered 
investment grade, whilst companies that are not so financially sound will likely have junk status.
For smaller companies, which are privately traded, there is a lack of public information. This makes it difficult for 
investors to decipher investment risk. This is why the FCA restricts mini-bonds. Only experienced investors are 
permitted to invest in these smaller companies. As an investor, you should seek advice about bonds from an 
appropriately qualified investment professional. You can check an investment company’s credentials on the FCA 
register.

Purpose of the Bond

The property company seeks to raise bonds as a way of obtaining extra finance. This will allow them to do more 
developments to increase in size, to increase profits. Shareholders are usually happy for the board to do this, as it 
potentially can increase their return on investment.

Key terminology

Some of the key terms are listed below:
• Coupon. This is your rate of return. Typically this is paid twice yearly, but can be paid annually or quarterly.
• Yield. This is another measure of your return. The yield can go up or down in value for traded bonds. If the

capital value rises the yield will go down and vice versa.
• Par. This is the issue price. Usually, they work at a price of 100, but it can be any denomination. If the value rises

the bond is said to be trading at a premium.
• Credit rating. This is the score that independent credit rating agencies give the company. The score lets investors

know how likely the company is of meeting its debt obligations.
• Redemption date. This is the date the company must pay the loan back. Often it can be called the maturity date.



Advantages of property bonds
There are several advantages for investing in property bonds. We list the main ones here:

• Fixed interest rates. When you invest in a bond you know the rate of interest you get paid when you

get paid it, and if you hold the bond until maturity, you know how much you are due to receive back.

• Asset-Backed. As an investor, your loan is secured against the assets of the company via a legal charge.

This means you have more protection compared to shareholders.

• Exit options. You can exit by selling on the secondary market if the debt is traded. If it isn’t then many

smaller bonds have windows where investors can exit early.

• Convenience. Like investing in property funds there is no having to buy the property direct. There is

no conveyancing jargon and documentation that you have to contend with.

• A chance of capital gain. Many larger bonds trade on an exchange. Sometimes the value of the bond

goes up if the market changes. For example, if interest rates go down your bond becomes more

attractive to other investors. If this happens some investors decide to cash in early.

• Qualify for ISAs. Bonds issued by public traded companies can be put into ISAs by UK residents. This

means your returns are exempt from taxation when put into an ISA wrapper. Unfortunately, unlisted

companies do not qualify under current rules and regulations. Fees for bonds tend to be very low as

well.

• Low entry level. Many bonds are available to invest in at low levels. Typically, they may start at £5,000

or £10,000. This makes property bonds far more accessible to investors.

Disadvantages of property 
bonds
Like all investments, property bonds have their disadvantages too. Below we list the major downsides to this 

type of investment.

• No tangible asset. When you buy a property, you own it. This is not the case with a bond. If the

company becomes insolvent, there is a chance could lose some or even all of your money.

• Capital fluctuations if selling early. If a bond is traded on an exchange it is subject to market forces.

This can make the capital value go down. Conversely, it may go up. However, this is the risk you take, if

you are not prepared to hold the investment until maturity. Major causes of these fluctuations tend to

be caused by a change in either the credit rating of the company or interest rate changes from the Bank

of England.

• Liquidity. for many of the smaller bonds there is no liquidity, as they are not traded on the market, so

you can be tied in for a set period. Fortunately, these smaller offerings usually have a shorter maturity

date.

• No capital growth. Bonds are primarily an income-generating product, so you are less likely to see a

capital gain on your investment. This means that your money is likely to erode due to inflation, whilst

investing in property directly tends to outperform inflation in the longer terms

As you can see there are several advantages to investing 

in property funds, especially tax-efficient ones such as 

REITs. The lower entry levels, increased diversification 

and liquidity are attractive benefits, as is the 

convenience of not buying property direct.

However, for investors who want convenience, whilst 

still having direct ownership, there are other options. 

Purpose-built student accommodation can offer a high-

yield, passive investment, with a modest entry level. This 

is what investors in property funds are usually seeking. 

Another alternative to property funds is to look at 

property bonds. We now take a look at this asset class.

Should I invest in property bonds?

Investing in bonds can be advantageous. You don’t have 

the hassle of buying property direct. You are likely to 

receive a fixed income at regular intervals. This is what 

some investors crave. With this in mind, property bonds 

are suitable for investors who are looking to get a fixed 

return on their capital. However, bonds are not without 

risk, so it is important to do your due diligence before 

you commit.

For investors that are seeking capital growth, then there 

are better ways to invest your capital. 
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Esper Wealth

At Esper Wealth our approach is to spend time getting to know you. 

This relationship building is not just about building trust. By 

understanding your investment objectives and attitude to risk, we are 

better positioned to give you advice which is tailored to your 

individual needs. This is why we offer a free investment review to all 

prospective investors. 

An investment review will help us identify your investment needs. 

This is accomplished by
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The Esper Approach
At Esper Wealth we work for you. Our role is to listen to you and 

guide you to achieve your goals. As a client we want you to feel 

comfortable in the investment process, in the belief that we are 

delivering the best advice. With this in mind, it is important to 

follow three simple rules when investing:

1. Never feel pressured. Many property sales companies work 

on urgency. This is the wrong approach. You should take the 

time to decide what is right for you and your family. If this 

means you miss a particular property then be rest assured 

another opportunity will arise.

2. Be transactional. This means trying not to be emotive about 

a property. Remember you are not living in it. Ask yourself, do 

the numbers work financially for me?

3. Ask yourself, what if? In life, we never know what’s around 

the corner. Sometimes your circumstances can change. If 

things do change, how will it impact me? Whilst you can never 

legislate for all contingencies, it is advisable to invest with your 

eyes open.

If you are interested in off-plan opportunities, or completed 

property direct from the developer, then visit our developments 

page. Alternatively, if you would prefer to start your investment 

journey by having a no obligations, free investment review, Then 

contact a member of our team who will be happy to help.




