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UK Real Estate Market 
Review 
The UK economy grew by 2.8% in 2014, a larger 
expansion than any other developed market country. The 
unemployment rate of 5.6% is at a seven year low while 
earnings growth has overtaken inflation for the first time in 
five years, increasing consumer spending power and 
confidence. Recent occupational figures reflect this 
optimism with a high take-up of space across both offices 
and industrial sectors. 
 
2014 was a good year for UK commercial real estate with 
unleveraged total returns of 17.8% (IPD), the best of the 
15 largest international markets. The recovery in the 
economy, combined with low levels of development, has 
seen strong capital uplift supported by solid fundamentals 
reflected in rental growth. Schroders are forecasting 
double digit returns for the asset class in 2015.    
 

Performance 
% Total return 

 
 

Performance 
(%)1 

Q1 12 months 3 year 
(pa) 

5 year 
(pa) 

SREF  3.4 17.9 10.7 9.8 

Benchmark
2
 2.8 16.6 9.4 8.4 

                                                 
1
Performance is calculated on a net asset value (NAV) to NAV 

price basis plus income distributed, compounded monthly, net of 
fees, gross of tax and based on an unrounded NAV per share. 

2
AREF/IPD UK Quarterly Property Fund Index – All Balanced 

Property Fund Index Weighted Average.  

  
Over the one year period to 31 March 2015, the Fund 
outperformed the benchmark by 1.3%. It was also ahead 
of benchmark over three and five years. Performance has 
been broad based with capital values strengthening 
across the portfolio.  
 
Over the course of the year, sector and geographical 
allocations have boosted relative returns with the 
valuations of our London office properties in emerging 
locations performing ahead of the wider property market.  
Industrial assets have also outperformed as demand 
outstrips supply, prompting rental growth. 
 
Analysis of the Fund’s performance indicates the following 
factors contributed to relative returns over the past 12 
months: 

 
 Over the past year vacant space in the portfolio has 

fallen from 5.7% in Q2 2014 to 3.4% in Q1 2015.  In 
deals such as the 2014 acquisitions at Battersea and 
Manchester, the opportunity to let vacant space was 
identified as a key driver to future value creation.   

 
 Many new lets and lease renewals, particularly in the 

London office and industrial portfolios, have been 
agreed at higher rental levels than previously 
contracted, supporting improvements in valuations.  

 
 Though the fund’s projects at Bracknell and Croydon 

have lagged the rising market, progress has been 
made in these developments and as these are 
brought forward from 2015, they will be central to 
future returns.   
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Strategy and key activities 
The Fund’s strategy is to have a balanced portfolio, 
providing a bedrock of income, complemented by capital 
growth opportunities. The Fund’s objective is to 
outperform its IPD benchmark by 0.5% over rolling three 
year periods. 

 
Our recent focus has been to increase the portfolio’s 
exposure to good quality ‘secondary’ property. In addition 
to growing the fund’s income, these assets are also 
expected to benefit from capital appreciation as the 
continuing economic recovery boosts occupational 
demand. Schroders anticipates rental growth will be a key 
driver of UK commercial property returns over the next 
three to five years. With a lack of new supply and vacancy 
rates low, the Schroder UK Property Fund is bringing 
forward a number of long-term projects to meet the need 
for modern, fit for purpose accommodation and drive 
future performance.   
 
We emphasise the following elements to our sector 
allocations: 

– Over the past few years we have increased our 

exposure to emerging areas of the London office 

market. Central London tenants are more footloose 

than has historically been the case, consequently 

locations offering affordability and accessibility are 

seeing occupancy rates and rents increase. 

– Industrials offer attractive yields and strong 

supply/demand fundamentals. Increasing demand 

from traditional occupiers and continuing demand 

from distribution companies servicing the trend in e-

commerce has boosted occupancy rates, while rents 

and consequently values are rising. Our preference is 

to own large multi-let schemes where income is 

diversified and where letting and asset management 

activity can enhance returns. 

– Non traditional sectors are often less correlated with 

the performance of the economy, delivering an 

attractive yield and a relatively resilient income 

stream. SPF has exposure to the motor retail, care 

home, student accommodation and leisure sectors.  

– We are underweight to retail generally. Our 

preference is for local convenience retail which can 

service traditional store purchases as well as online 

collection, and fashion parks, which provide retailers 

with efficient and affordable space. 

 

Transactions 

Purchases 
Q2 2014: City Tower, Manchester (SREF’s share of the 

purchase was £66.0 million at a net initial yield of 7.0%).  
SREF bought half of the property in a joint venture with 
two other Schroders real estate funds. This is now the 
largest asset in the fund’s portfolio. 
 

City Tower is a mixed use scheme in a prime Manchester 
city centre location. Its principal use is for offices.  Units 
are well configured and flexible and are let to multiple 
tenants off low base rents (£17 per sq ft against an 
estimated rental value of £21).   
 
According to Knight Frank, regional property has 
accounted for the majority of investment in the UK for the 
first time since 2011. With the economic recovery firmly 
established outside of London, the gap in yields between 
the capital and regional cities provides investors with an 
attractive arbitrage opportunity.   

 
Q3 2014:  Motor Retail Investment Limited Partnership  

Gilbran Portfolio (SREF’s share of the purchase was £22.0 
million at a net initial yield of 7.1%). SREF bought half of 
the portfolio in a joint venture with other clients of 
Schroders.   
 
The Gilbran portfolio comprises 15 car dealerships and 
one body shop repair centre. It offers an attractive yield 
(all with either fixed or inflation linked uplifts) and is 
accretive to the Fund’s weighted average unexpired lease 
term (averaging 13.5 years). It complements the existing 
Motor Retail holding by increasing exposure to the South 
of England and diversifies franchise concentration. The 
majority of the assets are prestige brands in prime 
locations with strong covenants.   
 
Q4 2014:  Dept Q, 69-89 Mile End Road, London E1 

The fund bought a 87,400 sq ft multi-let, mixed use asset, 
for £27.8 million, a net initial yield of 2.6%. The scheme is 
let off low base rents and has a reversionary yield of 7.2% 
when fully occupied at current market rates. 

 
This acquisition is in-line with the strategy to invest in 
emerging London markets that offer affordability and 
which are benefitting from infrastructure investment.  .  
Whitechapel is seeing significant occupational demand 
from digital technology companies who are moving east 
from Old Street and Shoreditch in search of office space 
which better meets their requirements. The property is 
located close to Whitechapel Crossrail station, due to 
open in 2018 which will transform the area and its 
accessibility to occupiers.   

 
Q4 2014: The University of Law Campus, Bloomsbury, 
WC1 The property was acquired for £68.0 million in a joint 

venture with another Schroder Real Estate fund (SREF’s 
share was £34.0m) from The University of Law which 
simultaneously entered into a new 12 year lease. The net 
initial yield is 4.0% off a low base rent with RPI uplifts.   
 
The freehold property comprises two parcels of land 
totalling 0.8 acres on which there are four buildings 
totalling 85,814 sq ft. These offer the potential for longer 
term upside from redevelopment. The property is well-
located in an area that should benefit from London’s 
continued growth and infrastructure improvements.   

 

Disposals 
Q2 2014: Deykin Avenue, Birmingham This 85,619 sq ft 

warehouse was let to a tenant which went into liquidation 
in 2012. It had been a problem asset for the last three 
years, standing vacant. It was sold for £6.1 million to an 
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owner occupier who has existing holdings in the area and 
requires additional space. The sale was realised at a price 
ahead of valuation and above the returns we might have 
expected from the successful execution of the building’s 
business plan. 
 
Q2 2014: Upper Richmond Road, East Sheen This retail 

parade, located in the prime pitch of East Sheen (an 
affluent borough between Richmond and Putney) was sold 
for £5.5 million.  The asset had been intensively managed 
during the last year, with the negotiation of lease renewals 
and extensions. Nevertheless, the outlook for income from 
the property was negative and it was therefore decided to 
exit the asset while planning permission for residential 
development on the upper parts remained in place.   
 
Q3 2014: St. Anne’s Court, Dean Street, W1This retail 

asset was sold for £8.2 million. Following the complete 
refurbishment and sale of 82 Dean Street in the third 
quarter 2013, a unit within the building was carved out for 
its asset management potential. The asset was let to The 
Revolution Vodka Bar with a lease expiry in December 
2013. Burger & Lobster were signed up as a replacement 
tenant for 25 years which completed the business plan.  
As with earlier sales at Dean Street and Chiswick Park, 
our analysis of forecast returns suggested that the best 
option was to sell the asset at a premium price and 
crystallise the project’s profit. The asset was sold at a 
significant premium to valuation reflecting the marriage 
value to the purchaser. 
 
Q3 2014: Fujitsu Office Complex, Central Park, 
Manchester The property comprised three standalone 

office buildings in a business park to the north east of 
Manchester. It was sold for £40.0 million, in line with 
valuation. The asset was bought in 2010 for £37.9 million 
at a time when the strategy of the Fund was looking for 
additional long-term income. In the current market, 
alternative income opportunities are more attractive, 
especially as the value of this holding could be vulnerable 
as its lease length shortens.   
 
Though we are positive on the Manchester market, our 
preferred exposure is to the city centre where a shortage 
of good quality prime office space is supportive of the 
rental outlook. City Tower was acquired during the year in 
our preferred central location.       
 
Q4 2014: 30-38 London Road, Enfield This parade of six 

retail units with offices to the first floor was sold for £2.8 
million. Its sale is in-line with our strategy of disposing of 
smaller properties.Other fund matters 

 

Asset Management 
The core of SREF’s portfolio is in solid income producing 
assets where ongoing management requirements are low.  
This portfolio is complimented by growth opportunities 
which though representing a more peripheral allocation, 
require a significant and active management. Typical 
activities include renegotiating leases as well as 
refurbishing and re-letting space. At certain times in the 
cycle, such as the current environment, when supply of 
quality modern space is tight and demand is strong, these 
value add opportunities can include redevelopment 
projects. These offer the potential for larger returns but 

more importantly, are an efficient use of equity enabling 
the creation of future core assets to generate long-term 
income. 
 

Lettings 
Void rates in the portfolio are falling as letting activity 
continues, particularly in industrial assets where there is 
consistent evidence of rental growth coming through.   
 
Deals negotiated in the year include new lettings and 
lease renewals at Matrix Park Royal, Electra, Woking 
Business Park, Acorn Industrial Estate, and Hartlebury 
Trading Estate. At Electra, the most recent deal was for 

£12.00 psf versus £9.25 psf previously and ahead of the 
estimated rental of £10.00 psf.   

 
Rental growth has also been in evidence across both core 
and non-core London markets. At Battersea Studios, an 

asset that was bought with c. 25% vacancy in Q1 2014, 
had <10% vacant by Q4.  At the same time rents have 
been increasing – from £21.50 psf at acquisition to over 
£27.50 psf . 

 

Letting highlights in the retail portfolio include Monks 

Cross, York and Lemon Quay, Truro where agreements 

for lease have been agreed with Primark.   

Truro will be the company’s flagship Cornish store and will 
open in 2016. The retailer signed a 20 year lease for 
50,000 sq ft . The letting involves the redevelopment of the 
parade which begins in January 2015 and requires the 
relocation of four shops.   

 
Primark will be occupying a new 70,000 sq ft anchor store 
at Monks Cross, moving into the former Marks & Spencer 
unit. The lease is for 20 years and rent is inflation linked. 

 
Development 
The development of a portfolio of five care homes in 
Suffolk is nearing completion and is driving significant 

valuation uplifts, as well as providing a strong and inflation 
linked income of over 7%.  
 
Hackney Council has granted planning permission for an 
extensive office redevelopment at St. Matthews and St. 
Marks House, Shepherdess Walk. The asset is situated 

close to Old Street underground station in an area popular 
with creative industries, known as ‘Silicon Roundabout’.  
The redevelopment will fully modernise the current space 
and extend the building by 50,000 sq ft. With a shortage of 
high quality office space set to be delivered in this part of 
London in the next few years, Shepherdess Walk will meet 
the needs of the areas booming occupational market.   
 
At Ruskin Square, Croydon, Schroders agreed a joint 

venture with Places for People to deliver the first phase of 
residential units. The development will create 161 new 
homes and will take the form of a 22 storey tower.  
Separately, SREF will be developing the first of five 
potential phases of offices at Croydon, providing 22,000 
sq m of accommodation. Construction is likely to 
commence in Q2 2015.   

 
At Bracknell a major pre-letting has been secured to 

Fenwick, an anchor tenant in the new scheme.  Fenwick 
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will take a new 80,000 sq ft three-floor store in a landmark 
position in the town centre. Other pre-lets previously 
negotiated include Marks & Spencer, Primark and H&M.  
Construction of the regeneration is likely to begin midway 
through 2015 with the new development and the Fenwick 
store due to be open in 2017.   

 

Outlook 
We expect to see another solid performance from UK 
commercial real estate in 2015. The latest IPF Consensus 
Forecast suggest offices and industrials will achieve total 
returns of 12% in 2015, followed by retail with total returns 
of around 10%. Our view is that total returns in 2015 will 
probably be closer to 15%, although the more yields fall 
this year, the greater the risk there is of a potential 
correction in the future, as interest rates start to rise.  
 
The other risk is the general election in May and the 
uncertainty which would arise if the next government 
decided to hold a referendum on EU membership in 2017.  
That could be problematic, particularly for London, if multi-
nationals started to defer their expansion plans until after 
the result and it might also jeopardise the city’s haven 
status with foreign investors. 

 

Other fund matters 
Name of Manager 
With effect from 12 December 2014, Schroder Property 
Investment Management (SPRIM) changed its name to 
Schroder Real Estate Investment Managers (“SREIM”).  
The terms of real estate funds managed by SREIM remain 
unchanged.   

 

Name of Manager 

With effect from 16 March 2014, the Schroder UK Property 
Fund (SPF) changed its name to the Schroder UK Real 
Estate Fund (SREF). In all other respects the fund and its 
objectives are unchanged.   
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Asset Allocation 
 

Market sectors Fund 

31 Mar 14 

Fund 

31 Mar 15 

Benchmark* 

31 Mar 15 

Standard retail  13.1 11.2 12.4 

Shopping centres 1.4 1.0 4.8 

Retail warehouses 13.8 11.3 17.6 

Central London offices 16.5 17.1 14.6 

South East offices 13.6 14.6 10.5 

Rest of UK offices 4.9 5.9 5.6 

Industrial 23.1 21.5 20.4 

Other 9.6 9.4 8.9 

Cash 3.9 8.1 5.1 

Total 100.0 100.0 100.0 
 

*AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Weighted Average.  Data subject to 
rounding. 
 
 

 
 

 
 

 
 

Important Information:  

For professional investors only. Not suitable for retail clients.  The Schroder UK Property Fund is authorised by the Financial Conduct Authority (the "FCA") as 

a Qualified Investor Scheme ("QIS"). Only investors to whom a QIS can be promoted, as specified in COBS 4.12.4R of the FCA's Handbook, may invest in 

Schroder UK Real Estate Fund. A QIS may not be promoted to a member of the general public. 

Investors and potential investors should be aware that past performance is not a guide to future returns. No warranty is given, in whole or in part, regarding 

the performance of the Fund and there is no guarantee that the investment objectives of the Fund will be achieved. The price of shares and the income from 

them may fluctuate upwards or downwards and cannot be guaranteed. Property-based pooled vehicles, such as the Fund, invest in real property, the value of 

which is generally a matter of a valuer's opinion. It may be difficult to deal in the shares of the Fund or to sell them at a reasonable price because the 

underlying property may not be readily saleable, thus creating liquidity risk. There is no recognised market for shares in the Fund and, as a result, reliable 

information about the value of shares in the Fund or the extent of the risks to which they are exposed may not be readily available 

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to provide, and should 

not be relied on for, accounting, legal or tax advice, or investment recommendations. Potential investors are advised to independently review and/or obtain 

independent professional advice and draw their own conclusions regarding the economic benefit and risks of investment in SREF and legal, regulatory, credit, 

tax and accounting aspects in relation to their particular circumstances. 

Any investment in the Fund must be based solely on the prospectus, or any other document issued from time to time by the Manager of the Fund in 

accordance with applicable laws. 

The information and opinions have been obtained from sources we consider to be reliable. No responsibility can be accepted for errors of fact or opinion. 

Reliance should not be placed on the views and information in this document when taking individual investment and/or strategic decisions. A potential conflict 

with the Manager's duty to the shareholder may arise where an Associate of the Manager invests in shares in the Fund. The Manager will, however, ensure 

that such transactions are effected on terms which are not materially less favourable to the shareholder than if the potential conflict had not existed. 

The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own 

assumptions which may change. Forecasts and assumptions may be affected by external economic or other factors.  

Use of IPD data and indices: © and database right Investment Property Databank Limited and its Licensors 2015. All rights reserved. IPD has no liability to 

any person for any losses, damages, costs or expenses suffered as a result of any use of or reliance on any of the information which may be attributed to it.  

For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply is Schroder Unit Trusts Limited (“SUTL”). 

Personal information you supply may be processed for the purposes of investment administration by any company within the Schroder Group and by third 

parties who provide services and such processing and which may include the transfer of data outside of the European Economic Area. SUTL may also use 

such information to advise you of other services or products offered by the Schroder Group unless you notify it otherwise in writing.  

This document is intended for the use of the addressee or recipient only and may not be reproduced, passed on or published, in whole or in part, for any 

purpose, without the prior written consent of Schroder Unit Trusts Limited.   

Issued by Schroder Unit Trusts Limited, 31 Gresham Street, London EC2V 7QA. Registration No. 4191730 England. Authorised and regulated by the 

Financial Conduct Authority.  PRO00223 


