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Schroder UK Real Estate Fund (SREF) 
Q3 2017 
30 September 2017 

Key information  As at 30 September 2017 

The Fund objective is to outperform its benchmark  
by 0.5% per annum, net of fees, over rolling three year 
periods 

Fund net asset value £2,409.6 million 

Fund gross asset value £2,426.5 million 

Cash £160.1 million 

Number of holdings 66 

Number of tenants 828 

Void rate1 7.0% 

Average unexpired lease 8.1 years 

Debt (% NAV) 0.4% 

Net initial yield1 4.8% 

Reversionary yield1 6.0% 

Equivalent yield1 5.5% 

Gross distribution yield2 3.2% 

Investment parameters Compliant 
Source: Schroders, 30 September 2017. 
1Includes all directly held properties, all joint ventures plus the quoted 
initial yield on the indirect funds. Excludes land and development. 
2Distributions payable in the twelve months to 30 September 2017 as a 
percentage of the net asset value per unit (NAV). 
 

 

% Total Return 

 

Performance (%) Q3 12 
months 

3 years 
(p.a.) 

5 years 
(p.a.) 

SREF3 2.7 10.4 10.3 10.9 

Benchmark4 2.4 9.3 8.9 9.5 
3Performance 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. Past performance is not a 
guide to future performance and may not be repeated. 
4AREF/IPD UK Quarterly Property Fund Index – All Balanced Property 
Fund Index Weighted Average. 

Executive summary 

Market summary 
Pricing of UK real estate remains resilient, supported by strong 
demand from Chinese and German investors, attracted by the 
fall in UK prices in foreign currency terms.   The stability of 
values also reflects the significant gap between real estate and 
10 year government bonds.  Though the Bank of England is 
expected to raise interest rates to 0.5% in November, in order to 
support sterling and restrain inflation, this is not expected to 
affect the relative attractiveness of the asset class to investors.   

Strategy  
SREF is focused on investing in long term growth markets, 
targeting Winning Cities as well as sectors and assets benefiting 
from structural growth drivers. These trends include 
urbanisation, technology and demographic change.   

Our active management approach means the Fund is well placed 
to deliver its strategic objectives in a more uncertain 
environment.  SREF has a high quality portfolio let at affordable 
rents, offering a defensive and sustainable income, as well as a 
platform for growth.   
 

In the third quarter, the Fund bought a portfolio of self-storage 
properties for £44.3 million.  A retail asset in Exeter was sold for 
£11.5 million.   

Performance 
SREF’s outperformed its benchmark in the third quarter of 2017. 
The fund is in the top quartile of benchmark contributors over 
one, three and five years.   

The asset contributing most to outperformance was Bracknell 
where ‘The Lexicon’ opened successfully on 6 September.  

From a sector perspective, the Fund’s industrial portfolio 
continued to make a positive contribution to total returns.  Low 
vacancy rates are supporting rental growth and capital values 
across the sector. Assets at Greenford, Electra Industrial 
Estate, London E16; Matrix Park, London NW10 and Acorn 
Industrial Estate, Crayford all performed well in Q3. 

The completion of a lease regear at Jubilee House, E15 has 
been accretive to returns and has continued our investment 
strategy to capture the strong reversionary potential within the 
portfolio without taking on further void. The transaction 
supported a 26% increase in valuation.   
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UK real estate market commentary

Economic growth slowed to 0.3% in the second quarter of 2017, 
as rising inflation cut households’ real incomes and business 
investment stagnated. Despite the slowdown it seems likely that 
the Bank of England will raise base rate to 0.5% in order to 
support sterling and restrain import prices. We think that this 
will be a one-off increase and that the Bank will then leave 
interest rates on hold due to Brexit-related uncertainty and the 
absence of a wage-price spiral.  

Falling consumer spending may impact retail real estate rents, 
already under pressure from rising on-line sales and the 
squeeze on retailers’ margins due to the fall in sterling and the 
increase in the national living wage. Furthermore, certain sectors 
such as pound shops, restaurant chains and luxury retailers, 
which had been expanding, have reached saturation and are 
now starting to retrench. Despite these challenges new fashion 
brands continue to take space in large regional shopping 
centres and there is good demand for shops in tourist 
destinations (e.g. Bath, Chester, York) and affluent London 
suburbs. Our retail strategy is to focus on convenience retail and 
bulky goods retail parks which are relatively immune to the 
internet and where current yields at 6-7% are above the all 
property average. 

In the office market, vacancy rose in the City of London and 
Docklands in the first half of 2017, but was stable, or fell slightly 
in the West End of London and major regional cities. The 
difference was mainly due to speculative development in the City 
and the release of second-hand space, as occupiers moved to 
new offices. In general, office take-up held up in the first half of 
2017, reflecting good demand from professional service, tech 
and media firms and HMRC, which is consolidating into fewer, 
larger hubs and continued demand from the serviced offi ce and 
co-working sector. 

The industrial market is the one sector which continues to see 
steady rental growth, running at 3-5% p.a. There is strong 

demand for industrial space from both traditional retailers, who 
are re-engineering their supply chains to service on-line orders, 
as well as internet retailers and, associated with these 
requirements, from parcel companies. In addition, industrial 
rents are being supported by limited levels of new building and 
by the loss of space to housing and other uses.  The total 
amount of industrial space in London has fallen by 14% over the 
last decade and both the West Midlands and the North West 
have seen declines of 8-10% (source ONS). 

In the investment market, the all property initial yield has been 
flat at 5.1% since July 2016 (source CBRE).  In part this stability 
reflects strong demand from Chinese and German investors for 
trophy offices in London, attracted by the fall in UK prices in 
foreign currency terms.  It also reflects good demand from a 
range of investors for regional offices and industrials. 
Conversely, yields on secondary retail assets have risen. 
However, the inertia of the all property initial yield also reflects 
two bigger market forces. First, the low level of bond yields 
means that real estate looks attractive and 10 year gilt yields 
would probably have to rise to 2-2.5% before investors started to 
lose appetite. Second, the more cautious approach of banks to 
property lending since the financial crisis means that there are 
currently few forced sellers in the market.   

Despite the current resilience of the UK real estate market we 
continue to adopt a defensive stance. Our main focus is on 
industrial / logistics serving large population centres and offices 
in winning cities such as Bristol, Leeds and Manchester which 
have good demand and supply dynamics. Whilst we are cautious 
about parts of the Central London office market due to falling 
rents, those sub-markets undergoing structural change such as 
improving infrastructure around Tottenham Court Road remain 
attractive. We are also investing opportunistically in certain 
niche sectors and strategieswhich should be less correlated with 
the main commercial markets.

Manager’s commentary 

SREF owns a diversified portfolio of properties across the UK 
which provides a balance of sustainable and growing income 
with the potential for capital appreciation.   

The Fund’s strategy is focused on the following three objectives:  
- Increase the Fund’s long term income distribution 

through transactions and asset management 

- Increase exposure to assets offering strong 
fundamentals in higher growth Winning Cities 

- Manage portfolio risk in order to enhance the 
portfolio’s defensive qualities. 

Recent activity has focused on completing the first phase of 
larger scale developments at Bracknell and Croydon.  These 
represent the final stages of the remodelling of the Fund, which 
began more than five years ago.  The conversion of these assets 
from non income producing sites into modern, core, appealing 

destinations for tenants and consumers is adding to capital and 
income returns as well as de-risking the portfolio.  These assets 
now provide a platform for smaller scale asset management 
initiatives to further grow income and values.   

Over the last few years the Fund has been disciplined to sell 
assets and crystallise performance where business plans have 
been completed.  This capital has largely been recycled into 
asset management initiatives within the existing portfolio rather 
than funding new acquisitions.  However the Fund continues to 
look for opportunities to invest in sectors and assets in ‘winning’ 
locations that are benefitting from structural growth drivers.  In 
line with this strategy, the Fund acquired a portfolio of self-
storage assets in the third quarter which is detailed below.   
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Key activities 

Transactions 

Acquisition: The Self-Storage Company 

The fund made one acquisition in the third quarter, buying a 
portfolio of self-storage properties for £44.3 million. The five 
properties are well located in Greater London and around the 
M25.  As part of the transaction, SREF also acquired The Self 
Storage Company brand and other intellectual property.  

The acquisition is in line with the fund’s strategy of investing in 
areas of the market that are benefiting from structural and 
demographic trends.  Demand for self-storage reflects the 
changing nature of millennials’ living patterns such as the rise of 
long-term renting. It is also in demand by start-up businesses.  

Disposal: Pearl Assurance House, Exeter 

Pearl Assurance House, Exeter was sold in the third quarter. The 
asset was sold for £11.4 million, a premium to prior valuation. 
The property consisted of five retail units with office space on 
the three upper floors. Its sale is in line with the fund’s strategy 
of disposing of non-core assets. 

Asset management update 

The Lexicon, Bracknell 

The first phase of Bracknell’s regeneration has been completed 
with the successful opening of The Lexicon on September 7th.  
The scheme opened with an occupancy rate of 92% following 

further pre-lettings in the third quarter to Joules, Timberland, 
Seasalt, Paperchase, The Body Shop, and Beauty Base.   

The development provides 58,000 sq ft of shopping, dining and 
leisure in one of the most affluent areas of South East England.  
Its unique offering includes the first brand-new Fenwick store in 
14 years and a 12-screen Cineworld.   

The opening of The Lexicon should reposition Bracknell in terms 
of its retail catchment and desirability.  It will provide an 
opportunity for further regeneration of the wider Bracknell 
ownerships within the fund, currently held at low capital values.   

Jubilee House, London E15 
At Jubilee House, London E15, the lease renewal to the Secretary 
of State completed in the third quarter.   The new rental level is 
approximately double the prior passing rent (£27.50 per sq ft for 
years 1-3, rising to £30 per sq ft thereafter).  This has supported 
a 26% increase in the asset’s valuation.   

Other fund matters 

Global Real Estate Sustainability Benchmark (GRESB) 

GRESB has awarded SREF a ‘Green Star’ in recognition of the 
management and implementation of our sustainability policy. 
SREF has now received a ‘Green Star’ for the past three years 
running. Please see www.gresb.com.

 

Acquisitions 

Property Sector Price 

Self-Storage Company Alternative £44,250,000 

   

Disposals 

Property Sector Price 

Pearl Assurance House, Exeter Retail £11,375,000 

   

  
 
Self Storage Company, Apex Corner, London NW7 

 
Jubilee House, London E15 
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Portfolio analysis 

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

SREF Benchmark  Underweight  Overweight 

Standard retail – South East 6.8 6.0    

Standard retail – Rest of UK 4.3 4.5    

Shopping centres 4.5 4.0    

Retail warehouses 8.0 16.0    

Offices – Central London 11.2 11.9    

Offices – South East 22.2 10.8    

Offices – Rest of UK 4.8 6.7    

Industrial – South East 15.1 14.5    

Industrial – Rest of UK 4.6 9.9    

Other 11.7 9.3    

Cash 6.6 6.4    

 

Lot size bands, by GPV** 
 

Tenant profile % contracted rent 

 

 

 
 

Top Ten Holdings Sector % of NAV 

Bracknell Retail and Office 6.8% 

Croydon – Building 1, Ruskin Square Offices 6.2% 

MP Kings Retail Shopping Centre 3.9% 

City Tower Unit Trust Offices 3.5% 

London NW10, Matrix, Park Royal Industrial 3.2% 

Crayford - Acorn Industrial Estate Industrial 3.1% 

Hartlebury Trading Estate, Worcs Industrial 2.8% 

London W14 – Kensington Village Offices 2.7% 

London E16 - Electra Industrial 2.6% 

MP Kings Lyric Offices 2.6% 

Source: Schroders, 30 September 2017, figures subject to rounding.*Positions relative to AREF/IPD UK Quarterly Property Fund Index – All Balanced 
Property Fund Index Weighted Average. Absolute deviation vs. benchmark is 32.0%. **GPV: gross property value. ***look through analysis; 
****Agreement for lease exchange with The Office Group at One Lyric, Hammersmith. 

  

0.6% 

3.6% 

14.0% 

36.9% 

38.4% 

6.5% 

0–5m  0.6% 5–10m  3.6% 

10–25m  14.0% 25–50m  36.9% 

50–100m  38.4% 100–150m  6.5% 

8.2% 
3.1% 

2.9% 
2.6% 
2.0% 
1.8% 

1.8% 
1.7% 
1.7% 
1.7% 

72.5% 

8.2%  The Secretary of State 3.1%  Tata Steel
2.9%  The Office Group**** 2.6%  Lloyds TSB Bank
2%  Care UK 1.8%  Universal Music
1.8%  Stay City 1.7%  M&S
1.7%  Pendragon Plc 1.7%  B&Q Plc
72.5%  818 other tenants***

0.8% 

-0.2% 

0.5% 

-8.0% 

-0.7% 

11.4% 

-1.9% 

0.6% 

-5.3% 

2.4% 

0.2% 
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Unitholder information 

Minimum investment £100,000 

Total expense ratio 
(TER)5 0.86% 

Annual management 
charge (AMC) 0.70% per annum 

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 3.2% 

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 Docker 
on +44 (0)207 658 3552 

Number of shares  
in issue 53,704,280 

NAV per share £44.87 

Offer price per share £46.55 

Bid price per share £44.15 

Pricing methodology Dual priced 

Offer spread7 NAV +3.7% 

Bid spread7 NAV -1.6% 

Number of new shares 
issued – Q3 2017 138,542 

Number of shares 
redeemed – Q3 2017 Nil 

Number of shares 
matched – Q3 2017 547,053 

5Calculated 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. 
6Calculated gross of tax, net of fees and expenses. Distributions are paid 
monthly on the last business day of each calendar month. 
7Offer and bid spreads are reviewed monthly and are subject to change. 
Source: Schroders, 30 September 2017. 

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 PAIF 
Limit (%)  

Current 
status (%) 

Minimum % of assets (NAV) 
forming Property Investment 
Business 

60% 100% 

Minimum % of income from  
Property Investment Business 60% 100% 

Aggregate exposure to 

indirect investment 
40% 0.6% 

Investment in a single asset 15% 6.8% 

Commitment to development* 20% 5.3% 

Borrowing* 25% 0.4% 

Shorter/medium term leaseholds  
(< 50 years)* 20% 0.0% 

Speculative development 15% 3.3% 

*(on/off balance sheet). 

Fund codes 

 ISIN SEDOL 

Schroder UK Real 
Estate Fund (gross) GB00B8215Z66 B8215Z6 

Schroder UK Real 
Estate Fund (net) GB00B8215Z66 B8215Z6 

Schroder UK Real 
Estate Fund Feeder 
Trust 

GB00B8206385 B820638 
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Further information 

Olivia Docker 
Product Manager 
For general enquires and placing trades 
Phone: +44 (0)207 658 3552 
olivia.docker@schroders.com 
www.schroders.com/realestate 

Northern Trust 
Registrar 
For all fund servicing queries 
Phone: +44 (0)870 870 5059 
schrodersenquiries@ntrs.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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 MSCI IPD data and indices: © and database 
right MSCI and its Licensors 2017. All rights reserved. MSCI 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. PRO00871 
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