
31 December 2015 For professional investors only. Not suitable for retail clients 
 

 

Schroder UK Real Estate Fund (SREF) 
Quarter 4 2015 
 

 
Fund objective To outperform its benchmark by 

0.5% per annum, net of fees, 
over rolling three year periods. 

Fund net asset value £2,204.3 million 

Fund gross asset value £2,219.5 million 

Cash £148.3 million 

Number of holdings 72 

Number of tenants 939 

Void rate
1
 6.1% 

Average unexpired 
lease1 

6.1 years 

Debt (% NAV) 1.4% 

Net initial yield
1
 4.5% 

Reversionary yield
1
 6.2% 

Equivalent yield
1
 5.7% 

Distribution yield2 3.4% 

Investment parameters In compliance as at 31 
December 2015 

 

% Total return 

 

 

Performance 
(%)3 

Q4 12 months 3 year 
(pa) 

5 year 
(pa) 

SREF  3.0 14.2 14.1 10.3 

Benchmark
4
 2.8 12.5 12.9 9.0 

                                                 
1
Includes all directly held properties, all joint ventures plus the 

quoted initial yield on the indirect funds. Excludes land and 
development. 

2
Distributions payable in the twelve months to 31 December 2015 

as a percentage of the net asset value per unit (NAV). 

3
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. 

4
AREF/IPD UK Quarterly Property Fund Index – All Balanced 

Property Fund Index Weighted Average.  

Executive Summary 
Schroders expects UK GDP to grow by around 2% pa 
through 2016-2017, in line with its long-term trend.   We 
expect the Bank of England to adopt a gradual approach 
to raising interest rates.  
 
The pace of capital appreciation in UK commercial real 
estate has moderated.  The asset class continues to 
attract investor flows and the outlook for returns remains 
positive.  Recent investor demand however, has been 
more balanced, with a rise in the number of properties 
coming to market.  This reflects an element of profit taking 
as well as an increasing interest in wider European 
opportunities.  The occupational picture is strong with 
widespread increases in tenant demand supporting rental 
growth.  Schroders expects that income and rental growth 
will be increasingly significant drivers of future returns.       
 
SREF made one acquisition in the fourth quarter, for £4.8 
million within its motor retail portfolio.  Three assets were 
sold: 161-181 Clarence Street in Kingston-upon-Thames 
for £5.6 million and two multi-let industrial schemes on the 
Kimpton Industrial Estate in Sutton for £34.1 million.  A 
development and disposal agreement was also concluded 
with a residential developer at the Felnex Industrial Estate, 
allowing for a minimum land value of £59.0 million. 
 

Performance 
SREF outperformed in the fourth quarter 2015 and is 
ahead of its benchmark over one, three and five years.   
 
Recent outperformance has been driven more by capital 
appreciation than by income.  This capital appreciation 
has resulted from strategic sector allocations and active 
asset management.  Continuing recent trends, 
investments in London offices and South East industrials 
have delivered the strongest returns over the quarter.  
These sectors are benefitting from both investor and 
occupational demand, the latter supporting rising rents.     
 
Active asset management has also been a key driver of 
outperformance.  Each asset has a business plan to 
maximise its income and capital value.  In Q4 planning 
approval was granted at Dept W, Mile End Road to 
refurbish and extend the property.  Following this consent 
the valuation of the asset increased by around 15%.   
 
On completion of asset business plans, properties may be 
considered for sale.  In recent quarters the fund has 
following a disciplined programme of disposals into a 
strong investment market, crystallising profits on 
properties where management initiatives have been 
concluded.   
  

 3.0  

 14.2   14.1  

 10.3  

 2.8  

 12.5  
 12.9  

 9.0  

0

2

4

6

8

10

12

14

16

Q4 12 months 3 years (pa) 5 years (pa)

SREF Benchmark



Schroder UK Real Estate Fund (SREF) – Quarter 4 2015 For professional investors only. Not suitable for retail clients 

 

2 

 

UK real estate market 
commentary 
Economy 
Schroders expects UK GDP to grow by around 2% p.a. 
through 2016-2017, in line with its long-term trend.   Last 
year finally saw an increase in productivity and, if that is 
sustained, it should support a steady increase in real 
disposable incomes and consumer spending over the next 
two years.  In addition, we expect the Bank of England to 
adopt a cautious approach to raising interest rates, partly 
because the slowdown in China will restrain inflation, but 
also because of concerns about the impact of cuts in 
government spending in 2016-2017. 

 

Occupational market 

Although prime office rents in London and certain other 
markets (e.g. Bristol, Cambridge, Manchester, Reading) 
are now above 2007 levels, we expect them to rise further 
over the next couple of years.  Demand should continue to 
benefit from growth in professional services, IT, media and 
serviced offices and a lack of development finance, while 
strong competition from residential developers is likely to 
limit new supply and keep vacancy in check.  It is 
estimated that over 10 million square feet of second hand 
office space has been converted to residential since 
Permitted Development Rights (the ability to change use 
from office to residential without requiring planning 
permission from certain Local Authority) were added to the 
planning system in May 2013 (source: British Council of 
Offices).  The notable exception is the City of London, 
where a clutch of new office towers could lead to an 
oversupply in 2018-2019. 

 
Despite the general air of optimism among consumers and 
brisk sales, retail rents outside London have barely moved 
over the last three years.  The real challenge is the rapid 
growth of mobile and online sales, but some retailers are 
also migrating to smaller stores, following a period of over-
expansion before the financial crisis.  The main positive 
has been the growth in casual dining and restaurants 
which now account for 20-25% of space in some shopping 
centres.  While the introduction of the living wage may 
depress profit margins, we are more concerned that mid-
market restaurants are approaching saturation and that 
some concepts may fail.   

 
Over the long-term, industrial estates have seen slightly 
faster rental growth than big distribution sheds and last 
year maintained the pattern.  Industrial estate and big 
shed rents rose in 2015 by around 5.5% and 3.5%, 
respectively (source: IPD Monthly Index).  While both are 
benefiting from the growth of online sales and express 
parcels, new development of big sheds is increasing at a 
higher rate due to pre-letting, lower build costs and 
increased capital available for speculative development.  
Consequently speculative building of big sheds doubled in 
2015 (source: PMA) and accordingly we prefer industrial 
estates which, outside London, also have the advantage 
of higher yields. 

 
 

Investment market  
The balance between demand and supply in the UK 
investment market has weakened since the summer, 
although total transactions are a near record £60 billion in 
2015.  On the demand side, the queue of international 
capital waiting to buy UK real estate appears to have 
shortened, although domestic interest remains broad-
based.  While the decline in equity has to some extent 
been offset by an increase in debt, the latest figures from 
De Montfort University suggest that new lending is still 
running at only half its 2007 level.   On the supply side, a 
number of investors who bought in 2010-2011 are now 
looking to sell, partly in order to crystallise their gains, but 
also perhaps because of renewed confidence in the 
eurozone.   

 
As a result of less intense competition amongst investors, 
the IPD all property initial yield has settled at around 5%.  
Although that is low by historical standards, it is 3% above 
the yield on 10 year gilts and the risk that gilt yields might 
rise significantly in 2016-2017 appears to have receded.  
Schroders’ base case is that while yields on regional 
offices and industrials might fall a little further in 2016 and 
supermarket yields will probably rise, yields on most real 
estate will be broadly flat. 

 

Outlook 

It is difficult to see what might trigger a downturn given 
that the economy is expected to continue growing, 
development is at a low level, lending is relatively 
restrained and future increases in interest rates should be 
gradual.  Schroders is forecasting total returns of around 
5% p.a. over the five years to end-2020, equal to the 
income return.  We expect industrial to be the strongest 
sector (7% p.a.) and retail  the weakest over this period 
(4% p.a.). 

 
The main risk to this forecast is the EU referendum which 
is likely to be held later this year.  We expect the UK to 
stay in the EU, but there could be a hiatus in occupier and 
investor demand before the referendum, particularly if 
polls suggest a close result.  Conversely, if the UK leaves, 
then parts of the market could experience capital and 
rental value declines, with the City of London and London 
residential potentially at greatest risk.  
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Investment Strategy  
SREF’s investment objective is to achieve a blend of 
income and capital growth through owning and managing 
UK commercial real estate.  Our strategy is to give 
investors a diversified exposure to properties across 
sectors and geographies within the UK.  SREF aims to 
achieve a portfolio return at an average of 0.5% above its 
IPD Benchmark over rolling three year periods.   
 
SREF’s investment approach is to have a bedrock of 
properties that will consistently provide good quality 
income to underpin returns.  Assets with these 
characteristics usually make up around 75% of the 
fund.  In the remaining portfolio we look to take a 
moderate amount of risk to add value through active 
management and to create long-term income 
streams.  Typical activities include refurbishment, letting 
up vacant space and selective redevelopment.   
 
Portfolio positions and transactions combine a strategic 
view on the relative prospects of different sectors together 
with specific asset characteristics.  The properties are 
typically good quality and multi-let, offering an attractive 
yield and affordable rents. Every asset is managed to a 
detailed business plan which is regularly reviewed and 
updated.   Once completed, properties may be considered 
for sale.   
 
Over recent quarters, above market total returns have 
been driven by capital appreciation more than by 
income.  The principal driver for the lower income 
distribution has been the projects we are investing in at 
Bracknell and Croydon which are currently non-income 
producing.  Schroders recognises that income is the 
consistent driver of long term real estate total returns and 
the motivation to invest in these projects is to capture 
capital appreciation through development and importantly 
to generate sustainable income streams.  SREF has a 
highly reversionary portfolio and we expect that income 
will grow significantly in the medium term as historic 
leases expire, rent reviews are concluded and 
developments complete.     
 
Our expectation is that investment yields in the UK 
commercial real estate market will stabilise from 
2016.  Recognising this, SREF’s strategy is to focus on 
maximising income through asset management and sector 
positioning.  Lease renewals and regears offer SREF 
timely opportunities to capture the rental growth of the 
market.  Additionally we continue to look for opportunities 
in sectors where the fundamentals are positive and yields 
are attractive, such as industrial and alternative 
assets.  The portfolio is also invested in offices in 
emerging London submarkets where rents are affordable 
and where letting activity can capture rental growth over 
the short and medium term. 

 

Key Activities 
Purchases  
SREF made one purchase in the quarter within the 
Gilbran Property Unit Trust, a portfolio of car 

showrooms.   Paying £4.6 million (a net initial yield of 
6.4%) the fund acquired Ford’s flagship dealership in 

Birmingham.  In addition to its attractive yield profile, the 
asset has a current lease of 11.5 years and asset 
management opportunities to extend this.  The acquisition 
increases our exposure to the alternative sector where we 
expect income and rental growth to be the key driver of 
returns.  The outlook for car showrooms are positive with 
rising consumer confidence, low fuel prices and attractive 
financing delivering record sales over the past few years.     

 

Disposals 
Three sales were completed in the quarter, crystallising 
profits from asset management activities: 
  
161 – 181 Clarence Street, Kingston-upon-Thames.  

The asset comprised 10,561 sq ft over five ground floor 
retail units.  The asset was sold for £5.6 million, a 
premium to the prior month valuation, reflecting a net initial 
yield of 6.0%.  The sale continues the fund’s disposal of 
small lot size assets where there is little scope to add 
value.  
 
Kimpton Industrial Estate, Sutton.  Two industrial 

assets within the trading estate were sold for £34.1 million, 
reflecting a net initial yield of 1.8% (4.4% after expiry of 
rent free periods).  The disposal crystallises strong 
performance since purchase and since completion of the 
business plan.   
 
SREF originally invested in these assets in 2007 with a 
strategy to speculatively develop a two phase multi-let 
industrial scheme.  The first phase was a joint venture, 
completed in 2008.  The fund bought out its joint venture 
partner in 2013 and completed the second phase in 2014.  
The book cost for the assets (including development cost) 
was £19.9 million.   
 
The assets comprised twenty units, predominantly in a 
terrace format, with a range of unit sizes.  The total site 
areas extend to 9.7 acres.  Not all units were adjoining.  
SREF had completed its business plan and let up all but 
one unit.  There was limited potential for the fund to add 
further value or capture rental growth.  The disposal 
provided the fund with an opportunity to take profit and 
reinvest in other activities.   

 

 

 

 
Felnex Industrial Estate, Hackbridge.  A development 

and disposal agreement was concluded with a residential 
developer, Barratt David Wilson.  The agreement allows 
for a minimum land value of £59.0 million, paid in tranches 
over the next 8 years and containing provisions for the 
fund to benefit from future capital and rental growth.   

Kimpton Industrial Estate, Sutton 
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The Felnex Industrial Estate is a 19 acre development site 
in Sutton.  Over the last 6 years the fund has been 
preparing the site for a residential scheme and in 2012 a 
detailed consent was obtained including a residential 
scheme of 725 units.  Outline consent expires in 2017 and 
the agreement with the acquiring housebuilder enables the 
scheme to progress and be built.  For SREF, the deal has 
de-risked the asset and it will no longer be categorised as 
a development.  Barrett David Wilson has a strong track 
record with a recognised brand.  They have taken on all 
planning, construction costs and liability risk.   
 

Asset management update 
Bracknell  

The joint venture redevelopment of the town centre is 
progressing.  In the fourth quarter 8 prelets were agreed at 
above ERV.  Deals included agreements with Footlocker, 
Chimichanga, Jones and Vodafone.  These have secured 
a further 5% of income.  The scheme is currently around 
60% prelet.   
 
Ruskin Square, Croydon  

In Q3 an agreement was concluded with BOXPARK, the 
“world’s first pop-up shopping mall” to open its second 
scheme at Ruskin Square in early 2016.  In Q4 tenants 
were invited to tender for space and units were 
oversubscribed by 250%.  All available units have been 
pre-let.  Tenants will include brands such as MEAT Liquor.  
 
Dept W, Mile End Road, Whitechapel E1 

Planning approval was received to refurbish and extend 
the asset to create a modern, mixed use development.  
The approval allows for an additional 12.000 sq ft of net 
floor area with the removal of the current top floor and 
replacing it along with an additional floor.  It also allows for 
change of use of the second floor to offices, to facilitate 
further activity.  Work on the refurbishment will begin in 
winter 2016 and is expected to complete in 2018.  
Following this consent the valuation of the asset increased 
by over 15%. 

 

 
 
 

 

Lettings 
The void rate in the portfolio increased in Q4 from 5.2% to 
6.1%.  The increase in vacancy rate principally resulted 
from the expiry of the main tenancy (ERV of c. £900,000) 
at Chiswell Street, EC1, a multi-let office property in the 

City of London.  The refurbishment of these floors will start 
in Q1 2016, the previous tenant was paying c. £30 per sq 
ft, the proposed refurbished ERV will be c. £64 per sq ft.   
 

At Hartlebury Trading Estate, Worcestershire we have 

restructured the lease with the largest tenant, Forest 
Garden.  In Q4 the lease surrender of one of their units 
was reflected in the void rate.  However, the same tenant 
has taken new leases on three new units and more yard 
area, increasing the rent received by the fund.   

 
The number of tenants recorded in the portfolio has fallen 
from 1,035 to 939 at the end of the quarter.  This reflects a 
cleansing of duplications in the data rather than significant 
tenant turnover.  27 new leases were concluded and 9 
leases were renewed.   

 

Other fund matters 
Working cash facility 

The fund has a £100 million rolling credit facility to 
facilitate management of liquidity.  The facility remains 
undrawn.  

BOXPARK, Shoreditch, London E1.  Opening at Ruskin Square, 
Croydon in 2016. 
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Portfolio analysis 
 

Absolute segment positions, % Relative segment positions, %** 

Segment SREF Benchmark 

Standard retail – South East 4.8 5.8 

Standard retail – Rest of UK 4.8 5.5 

Shopping centres 4.7 4.9 

Retail warehouses 9.5 16.6 

Offices – Central London 16.7 15.0 

Offices – South East 18.0 11.8 

Offices – Rest of UK 5.5 6.0 

Industrial – South East 14.4 12.7 

Industrial – Rest of UK 4.9 8.0 

Other 9.8 8.9 

Cash 6.7 4.8 
 

 

Lot size bands, by GPV***  Tenant profile % contracted rent 

  

Top ten holdings Sector % of NAV 

Bracknell Retail and Office 4.0% 

City Tower, Manchester Offices 3.8% 

MP Kings Retail, Hammersmith  Shopping Centre  3.8% 

Matrix, Park Royal, London NW10 Industrial 3.1% 

Acorn Industrial Estate, Crayford Industrial  2.9% 

Croydon – Ruskin Square Offices 2.9% 

Hartlebury Trading Estate Industrial 2.8% 

Mermaid Quay, Cardiff  Other: Leisure  2.8% 

Davidson House, Forbury Square, Reading Offices 2.8% 

Kensington Village, London W14 Offices 2.8% 

Collective Investment Schemes*  4.4% 
 

Source: Schroders, 31 December 2015, figures subject to rounding. *Collective Investment Schemes: West End of 
London Property Unit Trust, Unite UK Student Accommodation Fund, Henderson UK Retail Warehouse Fund. **Positions 
relative to AREF/IPD UK Quarterly Property Fund Index – All Balanced Property Fund Index Weighted Average. Absolute 
deviation vs. benchmark is 25.0%.  ***GPV: gross property value. ****look through analysis. 

-1.0% 

-0.7% 

-0.2% 

-7.1% 

1.7% 

6.2% 

-0.5% 

1.7% 

-3.1% 

0.9% 

1.9% 

0 – 5m  0.7% 

5 – 10m  3.9% 

10 – 25m  15.9% 

25 – 50m  32.9% 

50 – 100m  46.6% 

Regus  4.2%

Tata Steel  3.5%

Lloyds TSB  2.9%

Secretary of State 2.6%

Universal Music  2.3%

Care UK  2.2%

Pendragon  1.9%

B & Q  1.8%

University of Law 1.7%

Royal Mail   1.4%

929**** other tenants   75.5%
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Shareholder information 

Minimum investment £100,000 

Total expense ratio (TER)
5
  0.78% 

Annual management charge 
(AMC) 

0.30% per annum of 
the Fund’s Net Asset 
Value 
0.40% per annum on 
the Gross Value of 
direct holdings and 
capital cash 

Frequency of pricing Monthly 

Valuation point 8am on the first 
business day of each 
calendar month.  

Distribution frequency Monthly paid last 
business day   

Distribution yield (% NAV)
6
 3.4% 

Shareholder dealing 

Subscriptions Monthly 

Redemptions Quarterly, subject to 
3 months’ notice at 
quarter end 

Dealing cut-off 12 noon on the last 
Business Day of the 
calendar month 

Secondary market dealing Please phone Olivia 
Pember on +44  
(0)207 658 3552 

Number of shares in issue 52,179,653 

NAV per share £42.24 

Offer price per share £44.15 

Bid price per share £41.63 

Pricing methodology  Dual priced 

Offer spread  NAV +4.5% 

Bid spread NAV -1.5% 

Number of new shares issued 
– Q4 2015 

1,725,214 

Number of shares redeemed  
– Q4 2015 

Nil 

Number of shares matched  
– Q4 2015 

142,095 

 
Source: Schroders, 31 December 2015 

                                                 
5
Calculated in accordance with industry standard Association of 

Real Estate Fund guidelines which include fees charged by the 
Investment Manager, Property Adviser, Depositary, Registrar, 
Auditor, Legal Adviser and Valuation Agent. 

6
Calculated gross of tax, net of fees and expenses. Distributions 

are paid monthly on the last business day of each calendar 
month. 

 
Fund literature 

Responsible 
Property 
Investment 

http://www.schroders.com/realestate 

SREF 
Prospectus 

http://www.schroders.com/sref 

Audited Annual 
Report and 
Accounts 

http://www.schroders.com/sref 

Dealing forms http://www.schroders.com/sref 

 

Investment parameters  

Legal limits 

Minimum 60% its assets (NAV) must for part of its 
Property Investment Business 

Minimum 60% its income must come from the Property 
Investment Business 

Maximum aggregate investment in indirect vehicles: 40% 
NAV 

Maximum 15% of the NAV invested in a single asset 

Maximum 20% of the NAV committed to development 
(on/off balance sheet) 

Maximum borrowing (on/off balance sheet): 25% NAV 

Investment on and off balance sheet in shorter/medium 
term leaseholds (less than 50 years): 20% NAV 

Maximum speculative development: 15% NAV 

 

Fund codes 

 ISIN SEDOL 

Schroder UK Real 
Estate Fund (gross) 

GB00B8215Z66 B8215Z6 

Schroder UK Real 
Estate Fund (net) 

GB00B8FPXR30 B8FPXR3 

Schroder UK Real 
Estate Fund Feeder 
Trust 

GB00B8206385 B820638 

 

Further information 

 
Olivia Pember 

Product Manager 
For general enquires and placing trades 
Phone: +44 (0)207 658 3552 

olivia.pember@schroders.com 
 
Northern Trust 

Registrar 
For all fund servicing queries 
Phone: +44 (0)870 870 5059 

schrodersenquiries@ntrs.com 

mailto:olivia.pember@schroders.com
mailto:schrodersenquiries@ntrs.com


Schroder UK Real Estate Fund (SREF) – Quarter 4 2015 For professional investors only. Not suitable for retail clients 

 

7 

 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 
 
 

 
 

 
 

Important Information:  

For professional investors only. Not suitable for retail clients.  The Schroder UK Real Estate 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 2016. 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.  PRO00396 


