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Key information 

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 £2,228.6 million 

Fund gross asset value £2,237.5 million 

Cash £103.6 million 

Number of holdings 73 

Number of tenants 925 

Void rate
1
 5.6% 

Average unexpired lease 6.2 years 

Debt (% NAV) 1.3% 

Net initial yield
1
 4.7% 

Reversionary yield
1
 6.4% 

Equivalent yield
1
 5.8% 

Gross distribution yield
3
 3.4% 

Investment parameters Compliant 

 

 
Source: Date. 

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 March 2016 as a percentage of 
the net asset value per unit (NAV). 
 

As at 31 March 2016 

 
%, Total return 

 
 

Performance (%) Q1 
12 

months 
3 year 
(p.a.) 

5 year 
(p.a.) 

SREF 0.9 11.5 14.1 10.0 

Benchmark
4
 1.1 10.6 13.0 8.8 

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 

Market summary 

– Whilst the short term uncertainty ahead of the EU 
referendum in June 2016 has seen lower transaction 
volumes in UK commercial real estate, the occupational 
picture continues to be strong.  Many markets posted 
record take-up and set new rental levels in the first quarter 
2016.  Assuming the UK votes to stay in the EU, we expect 
rental growth of 2-3% in 2016 and a rebound in investment 
activity in the second half of 2016. 

 

Strategy and activity 

– SREF’s investment approach is to have a bedrock of 
properties that should consistently provide good quality 
income to underpin returns.  Active management of the 
portfolio gives us the opportunity to maximise this income 
and to create additional value, in order to meet the fund’s 
performance objectives.  The focus of our active 
management is to capture income growth through leasing 
up vacant space and completing development and 
refurbishment projects. 

 

 

Performance 

– The unexpected increase in Stamp Duty Land Tax (‘SDLT’) 
of around 1% with effect from mid-March, coupled with a 
weaker investment market ahead of the EU referendum, 
resulted in an unchanged portfolio valuation over the quarter. 

– The fund marginally underperformed the benchmark in the 
first quarter but maintained its outperformance over one, 
three and five years.   

– The best performing assets in the quarter were those where 
active management has created additional value.  These 
included Lemon Quay, Truro where construction of the new 
Primark store is nearing completion.  It is expected to open 
later this year and will significantly boost Truro’s retail 
provision.  Department W in Whitechapel also delivered 
outperformance on the back of the planning consent that 
was granted in the fourth quarter of 2015.   
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UK real estate market commentary 

Investors have become more cautious over the last six months. 
The total value of investment transactions was 16% lower in the 
second half of 2015 than in the corresponding half of 2014 and 
the evidence shows the market has cooled further in the 
opening months of 2016. Accordingly, the IPD all property initial 
yield stabilised at 5.0% last October and secondary units in 
many unlisted funds have switched from trading at a premium to 
a discount. 

In some ways this cooling in investor appetite looks 
incongruous. Concerns that higher interest rates might have a 
knock-on effect on real estate yields have faded in the short-
term as the Bank of England has stepped back from tightening 
monetary policy and the gap between the all property initial yield 
and 10 year gilt yields has widened to around 3.5%.   
Furthermore, there are no immediate signs that rental growth is 
weakening and rental values rose on average by 4% over the 
12 months to February 2016. 

UK investment transactions 

 

Source: Property Data Ltd. March 2016. 

 

Instead the drop in liquidity appears to reflect three factors. 
First, the increase in Stamp Duty in the Budget from 4% to 5% 
on the portion of transactions over £250,000 is likely to have 
had a small negative impact. Second, real estate yields have 
fallen sharply since mid-2013 and in some parts of the market 
they are now back to their level in mid-2007.  While gilt yields 
have fallen much further over the last nine years, mid-2007 
yields are an important psychological milestone for many real 
estate investors. Third, the uncertainty created by the EU 
referendum on 23 June is undoubtedly weighing on the market, 
with some investors unwilling to make purchases until after the 
vote. 

By contrast, occupier demand has held steady over the last six 
months. Although the approach of the EU referendum has led to 
fewer large office lettings in central London, demand for small 
and medium sized office and industrial units has remained fairly 
healthy. The weak spot is the retail sector. While discount stores 
and restaurants are expanding, this growth has largely been 
offset by the closure or shrinkage of clothing and electrical 
stores and hypermarkets which have lost market share to the 
internet. The proposed takeover of Argos by Sainsbury could 
lead to the closure of between 150-200 stores. 

Looking ahead, 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.). Our main 
assumptions are that the UK economy continues to grow and 
that the UK stays in the EU.  If the UK votes to leave the EU and 
there is an exodus of foreign capital, total returns could be 
significantly lower, particularly in London which accounts for 
approximately 75% of overseas investment in UK commercial 
real estate. 

 

Manager’s commentary 

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.   

In the coming 12 – 18 months our focus is on continuing to grow 
income.  Despite the uncertainty surrounding the outcome of the 
EU referendum, we are encouraged by the level of demand 
from occupiers across the portfolio as evidenced by the pre-let 
secured at Lyric Square, Hammersmith two years in advance of 
delivery.  According to IPD the fund captured rental growth of 
8.9% in calendar year 2015, double the benchmark.  We expect 
this trend to continue through active management of the 
portfolio and the implementation of individual business plans at 
assets such as City Tower, Manchester and Kings Mall, 
Hammersmith.  Additionally, in the coming year, key projects at 
Bracknell and Croydon will be completing and these assets, 
which are currently not income producing, will add significantly 
to the yield of the fund once finished and fully let.   

 

 

Our investment strategy favours sectors where yields are 
accretive (above5%) and where there is an ability to drive short 
term value through asset management.  Geographically, we are 
investors in ‘winning’ towns and locations which are attracting 
people to live and work.  We favour office, industrial and 
alternative assets where rents are affordable and where we 
continue to see strong tenant demand and low levels of good 
quality supply.    

The fund has no on balance sheet leverage.  There is a £100 
million rolling credit facility to assist with the management of 
liquidity and capital expenditure. The facility remains undrawn. 
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Key activities 

Transactions 

Staycity Serviced Apartments, Hayes 

SREF made one purchase in the quarter, buying two blocks of 
serviced apartments in Hayes, West London for £32.4 million.  
The buildings are let to Staycity, one of the leading serviced 
apartment providers in Europe, for a term of 25 years. The 
purchase price reflects an initial yield of 5.5%, which is accretive 
to SREF’s income distribution. This emerging sector is 
benefitting from growing demand from business travellers as well 
as changing consumer preferences as holidaymakers look for 
additional space and amenity.  The acquisition combines two 
elements of  the fund’s strategy of investing in London’s 
‘emerging’ hubs and seeking value in the alternative sectors. 
The properties benefit from excellent transport links, which are 
set to improve further with the opening of Crossrail from 2019. 

It is noteworthy that the purchase price equating to £275 per sq 
ft is heavily underpinned by the vacant possession value which 
is in excess of £400 per sq ft 

Asset management update 

Hammersmith – Kings Mall 

At Kings Mall, Hammersmith, a letting was concluded with Kiko, 
an Italian cosmetics company for 10 years.  The asset was 
bought in the second quarter 2015 with a strategy to improve the 
tenant mix, attracting new retailers and extending lease terms 
with incumbent occupiers.  Rents at Kings Mall are very 
affordable and letting up of vacant space offers a short term 
opportunity to grow the income of the fund.  

 

 

Hammersmith – Lyric Square 

In advance of a planned refurbishment later this year contracts 
have been exchanged on an agreement for lease with The Office 
Group. The lease will be for twenty years at a rent equating to 
£50 per sq ft and will cover 55,000 sq ft out of a total of 85,000. 
This letting is ahead of the purchase business plan on all metrics 
and de-risks the proposed refurbishment of the building due to 
commence at the end of 2016. The building is currently fully let 
to a single occupier paying £16 per sq ft. A landlord break has 
been served in order to obtain vacant possession in December 
this year. 

Ruskin Square, Croydon 

Planning has been obtained for a second office building at the 
Ruskin Square development in Croydon.  The consent allows for 
250,000 sq ft over 13 storeys, offering 200,000 sq ft of office 
space with shops and restaurants on the ground floor.   

The first 180,000 sq ft office building is on track to complete this 
year.  It is likely that the fund will sell stakes in future phases of 
the Ruskin Square development to reduce the concentration risk 
of the development and to land in general. 

Hall Road Retail Park, Norwich 

Planning approval was received to develop a new 18,320 sq ft 
retail warehouse unit for Aldi at the Hall Road Retail Park in 
Norwich.  Current tenants on the park include Pets At Home and 
Homebase.  Aldi has taken a 20 year lease, paying a headline 
rent of £20 per sq ft.  Construction work will start this summer 
and complete before the end of the year.        

 

 

Purchases Sector Price in £ Yield 

Staycity Serviced Apartments, Hayes Other 32.4 million 5.5% 

 

Disposals Sector Price in £ Yield 

There were no disposals in the first quarter 2016 

 

 

 

Staycity Serviced Apartments, Hayes, London 
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Portfolio analysis 

Absolute segment positions % 

Segment SREF Benchmark 

Standard retail – South East 5.2 5.9 

Standard retail – Rest of UK 5.0 5.4 

Shopping centres 4.6 4.8 

Retail warehouses 9.4 16.3 

Offices – Central London 16.8 15.5 

Offices – South East 18.6 11.9 

Offices – Rest of UK 5.5 6.6 

Industrial – South East 14.1 12.4 

Industrial – Rest of UK 4.9 8.4 

Other 11.4 8.8 

Cash 4.6 4.2 
 

 

Relative segment positions, %** 

 
 

Lot size bands, by GPV*** 

 

Tenant profile % contracted rent
 

 
 

Top ten holdings Sector % of NAV 

Bracknell Retail and Office 4.5% 

Croydon – Ruskin Square Offices 4.2% 

MP Kings Retail, Hammersmith Shopping Centre 3.9% 

City Tower, Manchester Offices 3.8% 

Matrix, Park Royal, London NW10 Industrial 3.0% 

Acorn Industrial Estate, Crayford Industrial 2.9% 

Hartlebury Trading Estate Industrial 2.8% 

Kensington Village, London W14 Offices 2.8% 

Davidson House, Forbury Square, Reading Offices 2.8% 

Mermaid Quay, Cardiff Other: Leisure 2.7% 

Collective Investment Schemes*  4.4% 
 

Source: Schroders, 31 March 2016, 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 25.5%. ***GPV: gross property value. ****look through analysis. 

-0.7% 

-0.4% 

-0.2% 

-6.9% 

1.3% 

6.7% 

-1.1% 

1.7% 

-3.5% 

2.6% 

0.4% 

0 – 5m  0.9% 5 – 10m  3.6% 10 – 25m  15.7% 

25 – 50m  38.3% 50 – 100m  41.5% 

3.9%    Regus 3.2%    Tata Steel

2.7%    Lloyds TSB Bank 2.4%    The Secretary of State

2.1%    Universal Music 2.0%    Care UK

1.9% Stay City 1.7%    B&Q Plc

1.7%    Pendragon Plc 1.6%    University of Law

76.8%  915 other Tenants

Underweight Overweight 
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Unitholder information 

Minimum investment £100,000 

Total expense ratio (TER)
9
 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)
10

 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 52,730,448 

NAV per share £42.26 

Offer price per share £44.23 

Bid price per share £41.63 

Pricing methodology Dual priced 

Offer spread NAV +4.6% 

Bid spread NAV -1.5% 

Number of new shares issued  
– Q1 2016 

550,795 

Number of shares redeemed 
– Q1 2016 

Nil 

Number of shares matched 
– Q1 2016 

181,377 

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. 

Calculated gross of tax, net of fees and expenses. Distributions are paid monthly 
on the last business day of each calendar month. 

Source: Schroders, 31 March 2016 

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 (%) 

Minimum % of assets (NAV) forming 
Property Investment Business 

60% 

Minimum % of income from Property 
Investment Business 

60% 

Aggregate exposure to 

indirect investment 

40% 

Investment in a single asset 15% 

Commitment to development* 20% 

Borrowing* 25% 

Shorter/medium term leaseholds  
(< 50 years)* 

20% 

Speculative development 15% 

*(on/off balance sheet). 
 

 

 
Fund Codes 

 ISIN SEDOL 

Schroder UK Real Estate Fund 
(gross) 

GB00B8215Z66 B8215Z66 

Schroder UK Real Estate Fund (net) GB00B8215Z66 B8215Z66 

Schroder UK Real Estate Fund 
Feeder Trust 

GB00B8206385 B8215Z66 

 
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 
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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 w48545/943728 

 


