Results analysis: Schroder
European Real Estate

SERE has a stable property valuation and dividend, and trades at a 35% discount.

Update

e Over the six months to 31/03/2025, Schroder European Analysts:

Real Estate (SERE) produced an NAV total return of 0.3% Alan Ray

(2024: -1.3%). The NAV per share fell marginally to 120.1c

(30/09/2024: 122.7c), with the main offsetting factors being

earnings of 2.8c per share and a positive contribution to NAV
from SERE’s share buyback programme of 0.3c per share.

SERE currently yields c. 7.3%. and dividends of 2.96c were
paid during the period. Dividends were 100% covered by
EPRA earnings. EPRA earnings were flat at €3.9m compared
to the previous six months.

The Industrial portfolio saw valuation rises across all assets.
Rumilly, Venray | & Il, Alkmaar, Houten, Utrecht, Rennes
values increased 4% on average, essentially driven by rental
growth and a more positive market for these assets.

The office portfolio value (Paris, Hamburg, Stuttgart)
declined by 3%, again largely driven by market forces. The
Berlin DIY asset value reduced 6% in reflection of the short
lease length which, post period end, was renegotiated and
the manager expects the decrease will be reversed at the
June 2025 valuation.

Post-period end, SERE completed the disposal of its
Frankfurt grocery asset for €11.8m, in line with the last
valuation at 30/09/2024. This disposal was assisted by
asset management initiatives including securing longer-term
leases with anchor tenants Lidl and Fressnapf.

The 50% stake in the Metromar joint venture was also
disposed of, in line with the previous valuation, with
outstanding debt transferring to the purchaser.

These transactions reduced SERE’s net gearing to c. 18% LTV
with an available cash balance of c. €25m. SERE has no debt
expiries until June 2026.

SERE trades at a c. 35% discount. In Q1 2025 1.47m shares
(€1.16m) at an average price of 66 pence per share were
repurchased, adding 0.3c to NAV. SERE’s board states that
it is actively exploring and implementing various strategies
to address the discount, including share buybacks and a
transition towards thematic or sector-specific investments.
The board also notes the pace of corporate activity in the
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wider REIT market in recent months. The board
further states that its priority in the coming
months is therefore to identify the strategy
which best positions it to maximise value for
shareholders and a further announcement will
be made in due course.

The manager is currently engaging with several
tenants who have forthcoming lease breaks
and expiries, with initial discussions appearing
positive for the majority. However, it has been
noted that the largest tenant, KPN, which
accounts for 18% of the portfolio income, has

a lease due to expire in December 2026, and
there is an expectation that they may vacate
the premises. Should this occur, it could affect
SERE’s ability to sustain its present dividend
level.

Tax disclosure update: As previously
announced, SERE received a notice of
adjustment from the French Tax Authority
amounting to c. €14.4 million including interest
and penalties. SERE remains in correspondence
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with the French Tax Authority and is seeking a formal
review of the notice. Having taken professional advice,
SERE’s board remains of the opinion that an outflow

is not probable; consequently, no provision has been
recognised.

e Jeff O’Dwyer, fund manager, said: “we foresee positive
developments for the European commercial real
estate sector as interest rates and inflation continue
to decline. While improvements may be gradual for
the rest of 2025, we anticipate that strengthening
conditions will become more pronounced throughout
2026.”

Kepler View

The netinitial yield on Schroder European Real Estate’s
(SERE) portfolio remained static at 7.0% over the last
year, and the dividend yield at the share price is c. 7.3%,
both of which are significant premia to interest rates and
government borrowing costs in Europe. This, at a time
where many larger REITs are seeing their dividend yields
closing the gap with government bond yields, highlights
that SERE remains significantly undervalued. On one
hand, SERE is a small cap REIT, with a market cap of c.
f9om, and small cap equities across the UK, Europe and
elsewhere have all had a tough time attracting investor
attention. On the other hand, SERE has a strong balance
sheet and has had good success in asset management
initiatives, the assets are institutional-grade and, as

the valuation summary and the disposal outlined above
shows, valuations are stable to rising, or there are asset
management initiatives in play to redress declines.
Balancing that, the portfolio has a relatively short
weighted average lease length of 3 years (to break) and
is slightly over-rented with an ERV of €15.6m against the
current rental income of €16.3m. But shorter lease lengths
are part of active asset management and the c. 35%
discount when German 10-year bonds are yielding just over
2.5% seems like an excessively negative appraisal of the
risks.

Further, SERE’s gearing has fallen to a very modest 18% LTV
(June 2024: 24%) when taking into account cash balances
of €25m, which gives the manager scope to continue with
capex and active management initiatives. While there
were mixed results in terms of valuations in the portfolio,
overall, the picture is one of stable to rising values in the
core portfolio, with some individual situations seeing
declines that may be reversed by active management.
SERE’s board states clearly that it is very focused on the
excessively wide discount, and in the first quarter of 2025
undertook some NAV enhancing share buybacks, and
with the cash resources available, an extension of this
could be one option. In our view, SERE’s ¢. 35% discount
undervalues the assets and takes too pessimistic a view

of the positive direction of travel for European real estate
assets that has gained momentum in 202s.

Click here to read the HY report on RNS

Click here to read our latest research on SERE

Click here to add SERE to your watchlist
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