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Investment objective  Performance analysis 

The Fund objective is to outperform its benchmark  
by 0.5% per annum, net of fees, over rolling three year periods 
although this is not guaranteed over this, or any other, period. 

Key information 

Fund net asset value £2,597.1 million 

Fund gross asset value £2,616.4 million 

Cash £133.6 million 

Number of holdings 63 

Number of tenants 735 

Void rate1 7.0% 

Average unexpired lease term to break 8.5 years 

Average unexpired lease term to expiry 9.5 years 

Debt (% NAV) 0.3% 

Net initial yield1 4.6% 

Reversionary yield1 5.6% 

Equivalent yield1 5.2% 

Gross distribution yield2 3.0% 

Investment parameters Compliant 
 

 

 

Performance 
(%) 

3  
mths 

12  
mths 

3 yrs 
(p.a.) 

5 yrs 
(p.a.) 

10 yrs 
(p.a.) 

SREF3 0.9 7.3 7.7 11.1 8.0 

Benchmark4 0.9 6.5 6.4 9.7 7.3 

 

 

Past performance is not a guide to future performance and may 
not be repeated.  The value of investments and the income from 
them may go down as well as up and investors may not get back 
the amount originally invested. 

Risk factors 

– 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. 

– The price of shares and the income from them may fluctuate 
upwards or downwards and cannot be guaranteed.  

– 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. 

– 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. 

 
 

Performance 
(%) 
 

Q4 18 
Q4 17 

Q4 17 
Q4 16 

Q4 16 
Q4 15 

Q4 15 
Q4 14 

Q4 14 
Q4 13 

SREF3 7.3 11.1 4.7 14.2 18.8 

Benchmark4 6.5 10.2 2.8 12.5 17.2 

 
Source: Schroders, 31 December 2018 
 
1 Includes all directly held properties, all joint ventures plus the quoted 
initial yield on the indirect funds.  Includes agreements for lease but 
excludes land and development. 
 
2 Distributions payable in the twelve months to 31 December 2018 as a 
percentage of the latest net asset value per share (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 MSCI UK Quarterly Property Fund Index – All Balanced Property Fund 
Index Weighted Average.  Source: MSCI 
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Executive summary 

Market summary 
The UK real estate market is late cycle and we expect returns to 
slow following a higher than expected total return in 2018.  We 
expect the market to remain highly polarised with industrial and 
regional office markets relatively well placed to withstand a 
period of economic weakness.  In contrast, retail is already 
under pressure with further economic uncertainty adding to the 
structural pressures affecting the sector.    

Strategy and portfolio activity 
SREF owns a high quality diversified portfolio of UK commercial 
real estate.  SREF invests in high growth ‘Winning Cities’ and in 
sectors and assets benefiting from urbanisation, technology and 
demographic change. We favour multi-let properties let at 
affordable rents which provide defensive investment 
characteristics and sustainable income, as well as the 
opportunity for capital growth.  Our active management 

strategy is designed to help the Fund delivers its investment 
objective through the economic cycle. 

Several smaller assets were sold over the period in line with 
strategy.  Capital Point, an office building in Slough, was sold for 
£12.8 million.  Two car showrooms were sold, raising £2.3 million 
for the Fund.   

Performance 
SREF performed in line with benchmark in the fourth quarter of 
2018. The Fund outperformed its benchmark over one, three, 
five and ten years.  Please note that past performance is not a 
guide to future performance and may not be repeated.   

Performance during the fourth quarter was primarily driven by 
income, increasing valuations across the Fund’s industrial 
portfolio and continued active management, as noted on page 
three of this report.   

  

UK real estate market commentary 

The UK economy is at a fork in the road.  If the UK agrees a deal 
with the EU then the economy should grow by 1.25-1.5% 
through 2019-2020.  This is because a stronger pound should 
curb inflation and lift consumer spending as well as enable 
companies to trade under existing rules during the transition 
period.  Conversely, economic growth could slow sharply if there 
is no deal as a weaker pound squeezes real wages, trade is 
disrupted and firms cut investment.  Schroders’ base case is that 
the EU and UK will agree a deal at the eleventh hour, because it 
is in both sides’ best interests.   

The UK real estate market is late cycle and we expect returns to 
slow following a higher than expected total return in 2018 of 
approximately 6%.  We expect the market to remain highly 
polarised with industrial and regional office markets relatively 
well placed to withstand a period of economic weakness.  In 
contrast, retail is already under pressure with further economic 
uncertainty adding to the structural pressures affecting the 
sector.    

Industrial was the standout performer in 2018 with rental 
growth of 4-5%.  Rents were supported by the growth of online 
retailing which has boosted occupational demand by 20-30% 
and by the loss of multi-let industrial estates to other uses, 
primarily housing.  Looking ahead, we expect industrial rental 
growth to slow to 1-2% per annum over the next couple of years, 
as developers build more big distribution warehouses and as 
second-hand space from failed retailers comes back to the 
market.   

Office demand held up well in 2018 with a number of high 
profile lettings to tech & media (Channel 4 in Leeds, Facebook in 
London, Hut Group in Manchester), banks (Barclays in Glasgow) 
and the government (Glasgow, Manchester).  While some of 
these lettings were due to expansion, a key priority for many 
occupiers was to upgrade their office space to attract and retain 
staff and improve wellbeing and productivity.  We expect office 

rents in central London to fall by 5-7% per annum through 2019-
2020, while rents outside will probably be flat.   

Last year was an annus horribilis for retail real estate as 
numerous retailers and restaurant chains ceased trading and 
others used company voluntary arrangements (CVAs) to 
negotiate rent reductions of 25%, or more.  Moreover, it was not 
just secondary retail which suffered.  Prime shopping centres 
and out-of-town parks were also hit.  We expect that retail rents 
will continue to fall over the next few years as the internet’s 
share of total sales climbs from 18% in 2018 towards 25% in 
2023 and as traditional retailers either cut their store networks 
or fail.  Unfortunately, history shows that most retailers who 
have been through a CVA subsequently go into insolvency.  
Convenience stores and retail warehouses with affordable rents 
and a low exposure to fashion will probably be the most 
defensive sub-sectors.  A no-deal Brexit might help retail in 
tourist destinations, if it led to a further drop in sterling. 

While data on investment volumes has not yet been published, 
our impression is that the investment market slowed in the final 
months of 2018.  We expect capital values in the main 
commercial sectors to continue to diverge over the next couple 
of years.  For example, secondary shopping centre values could 
fall by more than 20%, whereas industrial and regional office 
capital values should hold steady, assuming the economy 
continues to grow.  Our main focus for diversified portfolios is 
on industrial / logistics serving large population centres and 
offices in winning cities such as Bristol, Leeds and Manchester.  
Certain parts of the London office market benefiting from 
structural or infrastructural changes remain attractive.  We are 
also investing opportunistically in certain niche sectors and 
strategies which should be less correlated with the main 
commercial markets. 
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Manager’s commentary 
Long run data from MSCI show that total returns from UK 
commercial real estate are driven primarily by income and 
income growth; this is at the core of SREF’s investment strategy.   

The portfolio is comprised of high quality properties which are 
typically multi-let, to reduce risk and provide asset management 
opportunities.  Properties are let at affordable rents to around 
740 tenants and this underpins the rental income which drives 
the potential for long term returns.  The portfolio has a long 
lease profile which provides good security of income.  

Our ability to capture income growth, and the associated 
valuation gains, is at the heart of our asset business planning 
process.  Active management – lease regears, new lettings, 
refurbishments and selected developments – should enable us 
to grow rental income in normal times; the affordability of the 
portfolio’s average rents mean tenants and portfolio income 
should be retained in a weaker economy.     

Our portfolio positioning emphasises a cautious stance and an 
underweight retail allocation relative to the benchmark.  Over 
the past three years the Fund’s lease profile has been extended 
while the void rate has been managed to balance income 
security with the opportunity to capture rental growth.  We have 
chosen to invest into the existing portfolio over new acquisitions 
and this has enabled us to target above-market returns while 
carefully managing the Fund’s risk profile.  We note good 
progress at a number of the Fund’s key holdings, described 

below, and expect to complete further important initiatives 
during 2019. 

Capital gains tax (CGT) update 

In response to the Finance Bill issued on 7 November 2018, we 
are reviewing the implication of the new rules inserted in the 
Taxation of Chargeable Gains Act 1992, which come into effect 6 
April 2019. Under the new exemption and transparency regimes 
we do not expect the tax status or structure of SREF to materially 
change, and there should be no material impact on capital 
returns or distributions. We will communicate our expectations 
to all investors in due course once we have completed our 
review. 

As SREF is considered a ‘property rich entity’ and a collective 
investment scheme, the new Schedule 5AAA concludes that 
overseas investors in SREF, depending on their tax status, may 
be liable to capital gains tax (or corporation tax) upon disposal of 
their holding. Investors who qualify as exempt (including 
overseas qualifying pension funds, charities and sovereign 
wealth funds) will benefit from full exemption. Please note that 
investors should seek their own tax advice on this matter. 

New prospectus 

As noted on last quarter’s investment report, SREF’s new 
prospectus became effective in December 2018.  This is available 
at www.schroders.com/sref.  

Key activities 

Transactions 
No purchases were made during the fourth quarter. 

Sales 
Car showrooms 

Vauxhall in Beverley and Bristol Street Citroen in Leicester were 
sold from the Motor Retail LP and Gilbran partnerships 
respectively, raising a total of £2.3 million.  These sales continue 
the programme of reducing exposure to smaller car showrooms 
with relatively short unexpired lease terms. 

Capital Point, Slough 

This 51,500 sq ft office building in Slough was sold for £12.8 
million, a premium to its prior valuation.  Capital Point was let to 
two tenants on short leases and, if retained, would have 
required significant capital expenditure before reletting into a 
competitive market.  The local council agreed to purchase the 
property to redevelop the site as residential, along with an 
adjoining site in its ownership.  The capital proceeds will be 
reinvested in line with the Fund’s strategy. 

Asset management update 
Offices 

City Tower, Manchester 

Three new lettings were completed during the quarter adding 
£103,000 to the Fund’s rent roll.   Freshly Chopped took a ten 
year lease on a retail unit, while John Matthews Architects and 

TOPdesk UK Limited agreed five year leases on the 22nd and 25th 
floors. 

Following recent capital expenditure to improve the amenity of 
the building, we are seeing encouraging tenant demand which 
we hope to complete during the first half of 2019. 

Dept. W, Mile End Road, London E1 

Dept W. was refurbished during 2018 to emphasise the historic 
architecture associated with its former use as a department 
store.  We achieved practical completion in January 2019.  The 
45,000 sq ft multi-let office and retail building has received 
strong interest from prospective occupiers seeking to lease the 
entire office space. 

Kensington Village, London W14 

A new ten year lease was agreed with Arrival Limited to take 
13,600 sq ft on the 3rd floor of Beaumont House, Kensington 
Village, W14 at a contracted rent is £341,000 p.a.  The space was 
previously vacant, following planned asset management upon 
expiry of Universal Music’s lease.  

 

 

 

 

 

http://www.schroders.com/sref
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Retail 

King’s Mall, Hammersmith, London W6 

The refurbishment and modernisation at King’s Mall continues 
to generate strong interest from good quality retailers seeking 
an affordable location with high consumer footfall.   

An Agreement for Lease was signed with Metro Bank during the 
fourth quarter.  The 15 year lease is expected to generate 
£500,000 per annum and to complete during the first quarter of 
2019.  Following a substantial refurbishment and lease regear, 
H&M reopened as the group’s first ever concept store.  This 
experiential retail offer has been well received by customers and 
is reported to be trading well.  

Magg’s House, Bristol 

The University of Bristol has agreed a ten year lease on 23,600 
sq ft of office space above the retail parade.  The rent is 
£308,000 p.a. which is in line with ERV but materially higher than 
the prior rent passing.  

Industrial 

A number of new lettings were completed across SREF’s 
industrial estates during the quarter.  The largest letting was at 
Hartlebury Trading Estate where distribution company Winit 
(UK) Limited took 115,000 sq ft for a term of five years.  The rent 
payable is £108,000 p.a.  A lease regear with McLaren 
Technology Group Limited at Woking Business Park was 
completed on 35,421 sq ft for a term of four years. The rent 
increased by 25% to £265,000 p.a. 

Other 

The Self Storage Company 

Recent investment market activity proves the self-storage 
sector’s growing demand as an institutional product.  

 

 

 

 

Hartlebury Trading Estate, Hartlebury 

 

 

 

CGI of Dept. W, Mile End Road, London E1 
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Portfolio analysis 

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

SREF Benchmark  Underweight  Overweight 

Standard retail – South East 6.4 7.0    

Standard retail – Rest of UK 3.7 3.9    

Shopping centres 4.7 2.6    

Retail warehouses 7.0 14.2    

Offices – Central London 8.9 12.0    

Offices – South East 26.3 11.2    

Offices – Rest of UK 4.6 5.7    

Industrial – South East 16.9 19.0    

Industrial – Rest of UK 4.5 9.8    

Other 11.9 9.5    

Cash 5.1 5.0    

 

 

 

 

Lot size bands, by GPV** 
 

Tenant profile, % contracted rent 

 

 

 
 
 
Source: Schroders, 31 December 2018, figures subject to rounding.*Positions relative to MSCI UK Quarterly Property Fund Index – All Balanced 
Property Fund Index Weighted Average. Absolute deviation vs. benchmark is 39.3%. **GPV: gross property value. ***look through analysis. The 
sectors, securities, regions and countries shown above are for illustrative purposes only and are not to be considered a recommendation to buy or sell. 
 
 
 

0-5m  0.1% 5–10m  3.1%

10–25m  10.3% 25–50m  31.5%

50–100m  34.2% 100–150m  14.4%

150 - 200m 6.4%

8.1%  The Secretary of State 4.8%  The Office Group
2.9%  Tata Steel 2.5%  Lloyds TSB Bank
2.2%  Kaplan Estates 2%  Care UK
1.8%  Stay City 1.7%  Reading Forbury Square
1.5%  B & Q Plc 1.5%  University of Law
71%  725 other tenants***

-0.6%

-0.2%

2.1%

-7.2%

-3.1%

15.1%

-1.1%

-2.1%

-5.3%

2.4%

0.1%
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Top Ten Holdings Sector % of NAV 

Building 1, Ruskin Square, Croydon   Offices  6.1% 

Bracknell Town Centre Retail and Office 6.0% 

King’s Mall, Hammersmith, W6 Shopping Centre 4.1% 

One Lyric, Hammersmith, W6 Office 3.9% 

Acorn Industrial Estate, Crayford  Industrial 3.6% 

Matrix, Park Royal, NW10 Industrial 3.5% 

Electra Industrial Estate, E16 Industrial  3.3% 

City Tower, Manchester Offices 3.2% 

Hartlebury Trading Estate, Worcs Industrial 2.8% 

Shepherdess Walk, N1  Offices 2.6% 

The sectors, securities, regions and countries shown above are for illustrative purposes only and are not to be considered a recommendation to buy or 
sell. 

  

 

 

CGI of King’s Mall, Hammersmith 

 

City Tower, Manchester 
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Shareholder 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 

3.0% 

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 Tom Dorey 
on +44 (0)207 658 3020 

Number of shares  
in issue 54,283,191 

NAV per share £47.84 

Offer price per share £49.70 

Bid price per share £47.08 

Pricing methodology Dual priced 

Offer spread7 NAV +3.9% 

Bid spread7 NAV -1.6% 

Number of new shares 
issued – Q4 2018 106,062 

Number of shares 
redeemed – Q4 2018 Nil 

Number of shares 
matched – Q4 2018 572,613 

 
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, 31 December 2018. 
 
 

Related party holdings 

Related party Shareholding 

The Schroder Indirect Real Estate Fund 636,873 shares 

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% 0.5% 

Investment in a single asset 15% 6.1% 

Commitment to development* 20% 4.9% 

Borrowing* 25% 0.3% 

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

Speculative development 15% 2.6% 

*(on/off balance sheet). 

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 
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Further information 

Tom Dorey 
Head of Real Estate Product 
For general enquires and placing trades 
Phone: +44 (0)207 658 3020 
tom.dorey@schroders.com 
www.schroders.com/realestate 
For your security, communications may be taped or monitored. 

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

 

Important information 

For professional investors only.  This material is not suitable for retail clients.  
Past performance is not a guide to future performance and may not be repeated.   
The value of investments and the income from them may go down as well as up and investors may not get back the amount 
originally invested. 
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. 
This information is not an offer, solicitation or recommendation to buy or sell any financial instrument or to adopt any investment strategy. 
Information herein is believed to be reliable but we do not warrant its completeness or accuracy.  Any data has been sourced by us and is 
provided without any warranties of any kind.  It should be independently verified before further publication or use.  Third party data is owned 
or licenced by the data provider and may not be reproduced, extracted or used for any other purpose without the data provider’s consent.  
Neither we, nor the data provider, will have any liability in connection with the third party data. 
MSCI data and indices: © and database right MSCI and its Licensors 2019. 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.   
The material is not intended to provide, and should not be relied on for accounting, legal or tax advice.  Reliance should not be placed on any 
views or information in the material when taking individual investment and/or strategic decisions.  No responsibility can be accepted for error 
of fact or opinion. Any references to securities, sectors, regions and/or countries are for illustrative purposes only.  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.  Schroders has expressed its own views and opinions in this document and these may change. 

Risk factors 

– 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. 

– The price of shares and the income from them may fluctuate upwards or downwards and cannot be guaranteed. 

– 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 

– 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. We accept no responsibility for any errors of fact or opinion and assume no obligation to provide 
you with any changes to our assumptions or forecasts. Forecasts and assumptions may be affected by external economic or other factors. 
The Company is generally exempt from UK tax on capital gains realised on the disposal of its investments (including interest paying securities 
and derivatives). Overseas investors, depending on their tax status, may be liable to capital gains tax (or corporation tax) upon disposal of 
their holding. Investors who qualify as exempt (including overseas qualifying pension funds, charities and sovereign wealth funds) will benefit 
from full exemption. Schroders does not provide tax advice and investors should seek advice from professional advisers. 
Schroders will be a data controller in respect of your personal data. For information on how Schroders might process your personal data, 
please view our Privacy Policy available at www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. 
Issued by Schroder Unit Trusts Limited, 1 London Wall Place, London EC2Y 5AU. Registration No. 4191730 England. Authorised and regulated 
by the Financial Conduct Authority. PRO01235 

mailto:tom.dorey@schroders.com
http://www.schroders.com/realestate
mailto:schrodersenquiries@ntrs.com
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