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Bull points
■ Shares trading 23.5 per cent below net asset value (NAV), a deep 
discount to peers.
■ Sustainable dividend yield of 7.5 per cent.
■ Low balance sheet gearing and low-cost debt facilities.
■ At least 85 per cent of gross passing rent linked to infl ation.
■ Lengthy weighted average unexpired lease terms off er security of 
future income.
■ Potential bid target.
■ Highly experienced board of directors.

Bear points
■  IPO in June 2017, so short track record.
■ Pulled equity raise in February 2018, and portfolio remains 
sub-scale.
■ Small-cap liquidity discount.
■ Property manager AEW on notice and contract due to terminate 
in April 2020.
■ Strategic review failed to release value for shareholders.
■ One tenant went into administration in April 2019.
■ Ongoing Brexit uncertainty.

Dividend income is critical in generating long-term invest-
ment returns, so when the opportunity arises to lock into 
a 7.5 per cent dividend yield then it’s well worth consider-

ing. Moreover, there are no fi nancial concerns with AEW UK Long 
Lease REIT, as the company’s loan-to-value ratio on its commercial 
property portfolio is modest and low-cost credit lines are not due 
for repayment for another six years. For good measure, the shares 
are trading on a hefty 23.5 per cent discount to NAV, even though 
92 per cent of rents are infl ation protected, thus supporting future 
rent increases that should drive up valuations of its properties. Put 
simply, the risk premium embedded in the current valuation has 
scope to unwind over the next 12 months and deliver a potential 
23 per cent total return, with very limited downside risk, too.

Simon Thompson’s view:

25 October 2019

AEW UK Long Lease REIT: A deep 
value, high-yielding property play

With a 7.5 per cent dividend yield on off er and the shares trading 
at a discount to its portfolio value, this commercial property 
REIT looks seriously undervalued
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The investment risk looks heavily skewed to the upside 
for investors taking a 12-month view on the high-

yielding shares of AEW UK Long Lease REIT, a real-
estate investment trust that raised £80.5m at 100p a share, 
when it listed on the premium segment of the London 
Stock Exchange in June 2017. 

The investment objective of the company is to generate 
a secure and predictable income return, sustainable in 
real terms, whilst at least maintaining capital values, in 
real terms, through investment in a diversifi ed portfolio of 
UK properties, predominately in alternative and specialist 
sectors. The company invests almost entirely in freehold 
or long leasehold property (leases in excess of 100 years) 
and mainly in non-traditional sectors (a minimum of 70 
per cent of the portfolio) including care homes, hotels and 
serviced apartments, student housing, nurseries, automo-
tive (car showrooms and petrol stations), car parks, and 
even small power stations. Please note that AEW is not 
permitted to invest in land assets – including develop-
ment land which does not have a development agreement 
attached, agriculture or timber.

In terms of rental income, around 92 per cent of pass-
ing rent is derived from leases which have rent reviews 
linked to infl ation. The breakdown is 71 per cent linked 
to the Retail Price Index (RPI), 21 per cent linked to the 
Consumer Price Index (CPI) and 8 per cent is subject to 
open market value reviews. The infl ation-linked weighting 
to the portfolio is not only supportive of rental growth, but 
also the ability of the board to pay a sustainable high divi-
dend to shareholders. Indeed, consensus estimates from 
economists predict that RPI will average 2.8 per cent over 
the next three years compared to a modest rental growth 
of 0.6 per cent for all property.

At the 30 June 2019 fi nancial year-end, AEW held 19 
properties in its £113m investment portfolio which had 
a weighted average unexpired lease term of 20.5 years to 
break and 22.6 years to expiry. This highlights the security 
of future income from contracted rent as well as the qual-
ity of the portfolio. A net initial yield of 4.99 per cent – 
representing the annualised rental income based on cash 
rents (less non-recoverable property operating expenses 
calculated as a percentage of the portfolio value) repre-
sents a hefty yield spread over the 0.72 per cent current 

AEW UK Long Lease REIT 
income allocation

71%  Infl ation-linked – RPI
21%  Infl ation-linked – CPI

8%  Open market value reviews

Source: AEW UK Long Lease REIT 2019 
annual report 

Income allocationby type Portfolio weighting
Infl ation linked - RPI 71%

Infl ation linked - CPI 21%

Open Market Value Reviews 8%
Source: AEW UK Long Lease REIT 2019 annual report

AEW UK Long Lease REIT Income allocation 
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yield on 10-year UK government bonds. A reversionary 
yield of 5.54 per cent – the anticipated yield that the net 
initial yield will rise to once rent reaches the Estimated 
Rental Value (ERV) of the open market rent – indicates 
that the estate is not over rented and there is upside to 
current rents.

It’s important to note, too, that the net initial yield is 
well in excess of the 3.19 per cent weighted average 
interest rate on AEW’s fully drawn down loan facility of 
£41m with Canada Life Investments, thus off ering the 
company the ability to use a modest level of leverage to 
boost shareholders return. The low-cost term facility is 
subject to a loan-to-value covenant of 60 per cent and is 
repayable in October 2025.

Importantly, investor appetite for long-let infl ation-
linked income and assets is positive. That’s hardly sur-
prising given the downward pressure on risk-free sover-
eign bond yields after central banks changed their view 
on the future trajectory of interest rates in light of the 
global economic slowdown. Also, the availability of at-
tractive funding for property purchases means that there 
has been strong competition amongst investors looking 
to buy into long-let infl ation-linked income and assets 
that are akin to social infrastructure. Indeed, returns from 
long income property outperformed traditional commer-
cial real estate in the fi rst half of 2019, generating a total 
return of 8.2 per cent in the 12 months to 30 June 2019, or 
more than double the 3.9 per cent return from all proper-
ty. AEW has benefi ted from these positive trends, deliver-
ing a 3.4 per cent capital return from 18 of its 19 properties 
in the 2018/19 fi nancial year in addition to the £6.7m 
net rental income received from the £113m investment 
property portfolio. 

Please note that valuers estimate that a 5 per cent reduc-
tion in the Equivalent Yield used to value the portfolio 
would increase its value by £4.4m, whereas a 5 per cent 

AEW UK Long Lease REIT investment 
investment portfolio by sector

21.46%  Hotel
19.74%  Industrial
13%  Car showroom
4%  Petrol fi lling station
11%  Student housing

16%  Care home
9%  Leisure
4%  Power station
2%  Nursery
Source: AEW UK Long Lease REIT 2019 annual report

Sector Number of Valuation  Portfolio Occupancy by Estimated Weighted average unexpired Gross passing Estimated Rental
  properties  weighting Rental Value (ERV) lease term to break (years) rent Value

Hotel 3 £24.25m 21% 100% 16.9 £1.39m £1.43m

Industrial 4 £22.30m 20% 100% 26.2 £1.48m £1.44m

Car showroom 2 £14.95m 13% 100% 12.7 £0.90m £0.90m

Petrol fi lling station 1 £4.45m 4% 100% 14.1 £0.21m £0.22m

Student Housing 1 £12.10m 11% 100% 22.1 £0.64m £0.64m

Care Home 3 £18.13m 16% 100% 29.6 £1.06m £1.06m

Leisure 3 £9.70m 9% 100% 13.7 £0.56m £0.57m

Power Station 1 £5.05m 4% 100% 12.7 £0.30m £0.30m

Nursery 1 £2.06m 2% 100% 24.6 £0.13m £0.13m

Total 19 £112.99m 100% 100% 20.5 £6.67m £6.69m
Source: AEW UK Long Lease REIT 2019 annual report

AEW UK Long Lease REIT investment portfolio by sector 
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increase in the Equivalent Yield would lead to a £4.1m 
reduction in value. The Equivalent Yield is the internal 
rate of return of the cash flow from a property, assuming a 
rise to Estimated Rental Value at the next review or lease 
expiry. No future growth is allowed for. In light of the 
domestic and global economic back drop which is con-
spiring to depress risk free government bond yields, the 
investment risk here looks skewed towards further capital 
upside on the portfolio.

However, despite the capital growth from the majority 
of its portfolio, the company’s NAV per share was flat at 
94.8p year-on-year. There is a reason for this which also 
partly explains why the shares are trading on a deep 23.5 
per cent discount to AEW’s latest NAV per share of 94.8p 
even though the company has delivered on the majority of 
the objectives it outlined in the prospectus at the time of 
the IPO, including paying out a 5.5p a share annual divi-
dend at a cost of £4.4m from rental income.

Investors overreact to tenant default
AEW acquired industrial units in Dudley and Sheffield for 
£10.1m in January 2018 on an initial yield of 6 per cent, 
both were let out to Meridian Metal Trading Limited. The 
annual passing rent of £659,000 was subject to five yearly 
rent reviews linked to RPI, with annual uplifts between 
one and four per cent. Together, the properties had a 
weighted average unexpired lease term of 15 years. Subse-
quently, they were revalued at £10.75m at the end of 2018, 
but less than four months later the tenant had gone into 
administration. Without a tenant, AEW’s independent 
valuer Knight Frank valued the two properties at £6.8m, 
or a third less than the price paid in January 2018. 

Fortunately, the assets and business of Meridian Metal 
Trading were bought the following month by a subsidiary 
of Duferco International Trading Holding S.A.,  an inter-
national steel and steel-making raw materials commodi-
ties trading organisation based in Luxembourg. Duferco’s 
subsidiary signed eight-year leases on the former Merid-
ian Metal Trading properties at an unchanged rental of 
£659,000 and with annual reviews linked to RPI. Impor-
tantly, the leases are guaranteed by the parent group.

However, reflecting the shorter lease term and a 
12-month rent free period offered by AEW to Duferco, 
Knight Frank has valued the industrial properties at 
£8.85m, or £1.25m less than AEW paid for them in January 
2018. Moreover, the latest valuation is £1.9m less than the 
31 December 2018 valuation, hence the reason why AEW 
failed to generate NAV per share growth in the financial 
year to 30 June 2019.

“The investment risk 
here looks skewed  
towards further  
capital upside on  
the portfolio”
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Uncovered dividend
Investors may have been slightly concerned, too, that 
AEW’s 5.5p a share dividend, which costs £4.4m and is 
paid in quarterly instalments of 1.375p a share, was not 
fully covered by reported earnings per share (EPS) of 
5.26p nor by EPRA EPS of 5.46p. It will not be fully cov-
ered in the current financial year (to 30 June 2020) either 
given that Duferco will only start paying its annual rent of 
£659,000 rent in late May 2020, and the rest of the portfo-
lio has an annual passing rent of £6.05m. However, AEW’s 
board have put in place a cost saving plan to trim annual 
operating expenses of £1.16m, so that the cash cost of 
the dividend will be covered in the 2020/21 financial year. 
Furthermore, the company has cash holdings of £5.5m 
(6.2p a share) on its balance sheet, so is able to make good 
the rental shortfall (arising from the rent free period on 
the Duferco properties) which will lead to the uncovered 
dividend in the current financial year. 

The directors have also served protective notice of 
termination of the investment management arrangement 
with AEW UK Investment Management LLP, part of AEW 
Global, one of the world’s largest real estate managers. 
That’s hardly surprising in light of events this year. AEW 
earned a £544,000 investment management fee in the last 
financial year based on an annual management charge 
of 0.75 per cent of AEW’s NAV (excluding any uninvested 
IPO proceeds). The arrangement expires on 9 April 2020 
and the board is exploring options to recruit a new prop-
erty manager.

Strategic review and enlarging the shareholder base
At the same time as issuing a termination notice on AEW 
UK Investment Management LLP on 10 April 2019, AEW’s 
directors commenced a strategic review in order to seek 
value for shareholders either by looking to expand the 
company’s equity and asset base to achieve full dividend 
cover, considering offers from interested parties, or by 
selling the portfolio and returning funds to sharehold-

Ord Price: 72.5p  Market Value: £58.4m

Touch: 71-74p  12-Month High: 92p Low: 69p

Discount to NAV: -24%  Dividend yield: 7.5%

Net Asset Value: 94.8p  Net Debt: £34.8m

12 months Net asset Pre-tax Earnings Dividend 
to 30 Jun value (p) profit (£m) per share (p) per share (p)

2018* 94.9 -0.89 -1.25 3.25

2019 94.8 4.23 5.26 5.50

% change - - - +69
Aim Normal market size: 3,000 SETSqx
*Financial reporting period from 18 April 2017 to 30 June 2018
Source: AEW UK Long Lease REIT Annual Report, London Stock Exchange

AEW UK Long Lease REIT (AEWL)



www.investorschronicle.co.uk
telephone: +44 (0)20 7873 3000 email: icalpha.editorial@ft.com
© The Financial Times Limited 2018. Investors Chronicle is a trademark of The Financial Times Limited. 

6

ers. However, although the board received a number of 
proposals from interested parties, they deemed that none 
of them reflected the true value of the company’s assets. 
In some instances, the potential buyers were unable to 
provide certainty of funding.

The directors still believe that the company is sub-scale, 
so will seek longer-term ways of introducing new capital, 
and delivering shareholder value. It’s worth noting that 
after the IPO in June 2017, the company had deployed 
£95m on 14 acquisitions and had the other five properties, 
worth £18.5m, under offer by February 2018. However, a 
£35m equity raise pitched at 99p a share was pulled in the 
first quarter last year in light of the volatile equity market 
conditions. This deprived the directors of the opportunity 
to acquire an attractive pipeline of assets, worth £50m, 
and spread fixed operating costs over a larger asset base 
to reduce the ongoing charges per share. AEW’s EPRA cost 
ratio – administrative and operating costs as a proportion 
of gross rental income – is still high at 19.2 per cent. It 
would make sense to increase the equity base as the extra 
shares in issue will provide additional liquidity and en-
hance the marketability of the shares to a broader invest-
ment base. It will also enable AEW to further diversify its 
assets and exploit additional investment opportunities.

The point is that the sequence of events this year has 
seen AEW’s share price drop from 92p in February to 
an all-time closing low of 70p earlier this month, even 
though NAV per share actually held firm at 94.8p in the 
last financial year to end 30 June 2019. Moreover, even 
after taking into account the IPO costs and those related 
to property transactions, the company has actually cre-
ated value since IPO. Indeed, the board has paid out total 
dividends per share of 8.75p since June 2017. Importantly, 
the investment portfolio offers real prospects of producing 
an increasing amount of inflation-linked rental income 
to support the quarterly dividend and offer prospects for 
capital growth, too.

“The board has paid 
out total dividends 
per share of 8.75p 
since June 2017”
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Investment portfolio
It’s important to ascertain the quality of the portfolio and 
the tenant mix as this is critical to AEW’s ability to sustain 
its dividend. The £113m property portfolio certainly does 
have a decent spread of solid looking tenants. Indeed, 93 
per cent of income is from tenants with a credit rating of 
bb or above, according to Standard and Poor’s credit rat-
ing. In turn, this mitigates default risk.

The breakdown of portfolio holdings by industry/prop-
erty type is in the table (on page 3). Geographic and rental 
breakdowns are provided in the appendix at the end of 
this report. The chart below shows lease expiry by con-
tracted rent, which looks well managed.

Credit rating of tenant Portfolio weighting
b-  7%

bb  26%

bbb-  22%

bbb  27%

bbb+ 18%
Source: AEW UK Long Lease REIT 2019 annual report; Standards and Poors credit rating at 30 June 2019

AEW UK Long Lease REIT income by credit risk 

Lease expiry by contracted rent Annual rent
<5 years £123,000

5-10 years £1,055,000

10-15 years £883,000

15-20 years £1,758,000

20-25 years £1,116,000

25-30 years £805,000

30-35 years £708,000

35-40 years £0

40+ years £267,000

Total £6,715,000
Source: AEW UK Long Lease REIT 2019 annual report

 AEW UK Long Lease REIT lease expiry profi le

AEW UK Long Lease REIT 
income exposure by credit risk

27%  bbb
26%  bb
22%  bbb-

18%  bbb+
7%  b-
Source: AEW UK Long Lease REIT 2019 Annual Report; 
Standards and Poors credit rating at 30 June 2019 

AEW UK Long Lease REIT 
lease expiry profi le

<5 years 5-10 
years
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Source: AEW UK Long Lease REIT 2019 annual report
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Importantly, the company’s board of directors has 
signifi cant industry experience and is prepared to make 
strong decisions as can be demonstrated by the issue 
of a termination notice on AEW UK Investment Man-
agement LLP earlier this year.  They are not overpaid, 
receiving total fees of £75,000 for the last fi nancial year, 
and own a combined 155,500 shares (0.2 per cent of the 
issued share capital) between them.

■ The board is led by non-executive chairman Steve 
Smith, who previously had been chief investment of-
fi cer of FTSE 100 REIT British Land (BLND) from January 
2010 until March 2013. He was formerly global head of 
asset management and transactions at AXA Real Estate 
Investment Managers, where he was responsible for 
the asset management of a portfolio worth more than 
€40bn on behalf of life funds, listed property vehicles, 
unit-linked and closed ended funds. Prior to joining 
AXA in 1999, he held the role of managing director at 
Sun Life Properties for fi ve years. He is currently non-
executive chairman of Starwood European Real Estate 
Finance, and The PRS REIT (PRSR), a closed-ended REIT 
established to invest in new build, family homes in the 
private rented sector. He is also a non-executive director 
of Gatehouse Bank, Pollen Estate Trustee Company and 
Network Rail Property Limited.

■ There are two non-executive directors on the board 
of directors. The fi rst is Jim Prowe, a qualifi ed chartered 
accountant who held the roles of fi nance director and 
company secretary at Creston Land & Estates from 1989 
to 1995 before joining Argent Group, a UK property 
developer specialising in mixed use development with a 
focus on regeneration, in the same roles. 

Between 2009 and 2015, he was closely involved with 

the development and delivery of King’s Cross Central 
(now a joint venture between AustralianSuper, the 
largest industry superannuation fund in Australia, BT 
Pension Scheme and Argent’s management). He was 
primarily responsible for raising debt for development 
investment and working capital, as well as reporting 
to the joint venture partners. He remains a partner of 
Argent King’s Cross Limited Partnership which retains 
an interest in some of Kings’ Cross Central, and is an 
independent director of Empiric Student Property (ESP), 
a £584m market capitalisation company that owns and 
operates premium student accommodation across the 
UK, and non-executive director of The PRS REIT.

■ AEW’s second non-executive director is Alan Sippetts. 
He was investment director, head of investment research 
at Heartwood Wealth Management, a UK subsidiary of 
Svenska Handelsbanken AB, from 2007 to 2016. Here 
he led the research, due diligence and governance 
processes of all investments and was responsible for 
commercial property. Prior to joining Heartwood, Mr Sip-
petts oversaw investment and research across all asset 
classes in collective schemes, including funds, trusts 
and REITs at Lloyds Private Bank from 2001 to 2006. 

From 1992 to 2001, he was head of UK smaller 
companies at Legal & General Investment Management 
where he was responsible for all aspects of UK smaller 
listed and pre-IPO investments. Mr Sippetts started 
his investment career at Hermes Investment Manag-
ement in 1987.

He is non-executive director at Close Asset Manage-
ment (UK) Ltd and independent investment consultant 
at discretionary manager Eden Park Investment Man-
agement. He is a fellow of the Chartered Institute for 
Securities & Investment.

Management team
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Liquidity
There have been some interesting movements on the 
share register amongst the top five shareholders who cur-
rently control 49 per cent of the issued share capital. Since 
the 30 June 2019 financial year end, the largest sharehold-
er Hawksmoor Investment Management has increased 
its stake from 14.14 to 15.08 per cent. The third largest 
shareholder, Heartwood Wealth Management (where Mr 
Sippetts was investment director until 2016), has doubled 
its stake to 10.02 per cent. Mr Sippetts himself purchased 
14,000 shares at 71p earlier this month, too.

Although the official bid-offer spread may seem wide 
at 71p to 74p, it is possible to deal well within the offi-
cial spread and in bargain sizes above the London Stock 
Exchange minimum of 3,000 shares. In fact, recent trades 
were going through on a bid-offer spread of 71.5p to 72.93p, 
so it should be possible to buy in close to the current of-
ficial mid-price of 72.5p to lock in a (sustainable) dividend 
yield of 7.5 per cent. If you are looking to build up a large 
position, it may be sensible to deal in multiple smaller 
bargains to achieve the lowest average entry point.

Peer group comparison and target price
On any basis, shares in AEW UK Long Lease REIT are un-
dervalued, trading on a discount of almost 24 per cent to 
last reported NAV per share of 94.8p. That compares to a 
peer group average discount of only 6.5 per cent based on 
the 18 companies specialising in UK Commercial property, 
according to analysts at brokerage Liberum Capital. More-
over, the shares also offer a 7.5 per cent dividend yield, or 
2 percentage points higher than the peer group average.

Interestingly, the other company managed by AEW in 
this particular segment of the property market, AEW UK 
REIT, trades at a small share price discount of 2.4 per cent 
to NAV. This highlights the potential for AEW UK Long 
Lease REIT’s deep discount to NAV to narrow when inves-
tor sentiment towards the company improves.

Name Number of shares (m) Percentage
Hawksmoor Investment Management 12.13 15.08%

Quilter 10.96 13.61%

Heartwood Wealth Management 8.07 10.02%

Premier Fund Managers 5.65 7.02%

Charles Stanley 2.85 3.53%

Total  49.26%
Source: AEW UK Long Lease REIT 2019 Annual Report, London Stock Exchange RNS

AEW UK long Lease REIT major shareholders 
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That’s not a forlorn hope as there are multiple catalysts 
to spark a share price re-rating such as the appointment 
of a new property manager; progress on aligning the cost 
base so that the annual cash dividend of 5.5p a share is 
fully covered in the 2020/21 financial year (when the com-
pany will benefit from a full 12-month rental contribution 
from the Duferco properties); and potentially a capital 
raise that will increase the size of the property portfo-
lio, reduce AEW UK Long Lease REIT’s EPRA cost ratio, 
improve liquidity in the shares and make the company a 
more attractive investment to fund managers. 

There is also the potential for a positive resolution to the 
ongoing Brexit drama that could see both investors and 
property developers who have been sitting on the side-
lines return to the market. It will also provide reassurance 
to yield hungry investors, who have been moving up the 
risk scale, to consider AEW UK Long Lease REIT’S value 
proposition in a more risk-on investment climate.

Taking all these factors into consideration, and the risk 
warnings below, I feel that the shares have potential to 
deliver a 23 per cent total return over the next 12 months 
based on the share price discount to NAV narrowing to 10 
per cent, implying a target share price of 85.5p (a con-
servative assumption as this fails to take into account the 
potential for capital growth), and factoring in the payment 
of the annual dividend of 5.5p a share. Value buy.

 Company Market capitalisation Premium/discount Dividend yield Percentage NAV return 
     Year to date 3-year

AEW UK REIT £142m -2.4% 8.5% 1.9% 31.6%

AEW UK Long Lease REIT £58m -23.5% 7.6% 0.8% na

Conygar Investment Co £77m -24.1% 0.0% na na

Custodian REIT £481m 12.1% 5.6% 0.7% 21.6%

Drum Income Plus REIT £31m -6.0% 7.5% -1.7% 9.9%

Ediston Property Investment Co £186m -18.5% 6.5% -0.6% 19.2%

BMO Commercial Property £974m -9.3% 4.9% 0.2% 16.8%

BMO REAL Estate Investment £210m -15.8% 5.7% 2.0% 26.3%

LXI REIT £654m 12.2% 4.6% 13.0% na

Picton Property Income £504m -0.8% 3.8% 8.4% 0.0%

Regional REIT £456m -7.7% 7.8% 1.0% 30.3%

Schroders REIT £301m -15.5% 4.5% 0.8% 23.8%

Standard Life Investment Property Income £362m -0.7% 5.3% 2.8% 30.5%

Stenprop £319m -23.0% 6.2% na na

Supermarket Income REIT £348m 6.6% 5.5% 3.7% na

Tritax Big Box REIT £2,554m 2.0% 4.6% 0.4% 34.9%

UK Commercial Property Trust £1,147m -4.3% 4.2% 2.1% 24.7%

Warehouse REIT £256m -0.2% 5.6% 6.9% na

Average   -6.5% 5.5% 2.6% 22.5%
Source: Liberum Capital (closing prices on 22 October 2019)

Private equity peer group analysis 
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Risk assessment
There are 13 major risks to consider before making an 
investment. The board have ranked these in terms of their 
impact on the business, the probability of them occurring 
and any changes in their risk assessment in the past year.
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Real-estate risks

1. Tenant default. Failure by tenants to comply with their 
rental obligations could affect the income that the proper-
ties earn and the ability of the company to pay dividends 
to shareholders. To mitigate this risk, AEW’s investment 
policy limits exposure to any one tenant to 15 per cent of 
the company’s gross asset value and prevents significant 
exposure to any single tenant. On this basis, the maxi-
mum exposure to any one tenant (calculated by contract-
ed rental income) was 9.8 per cent as at 30 June 2019.

Risk management: In the due diligence process prior 
to acquiring a property, covenant checks are carried out 
on tenants. Further covenant checks are then carried out 
where there are concerns as to tenants’ creditworthiness. 
The Investment Manager conducts ongoing monitoring 
and liaison with tenants to manage potential bad debt risk. 

Clearly, there is no assurance that tenants will not 
default otherwise Meridian Metal Trading wouldn’t have 
gone into administration in April 2019. However, it’s worth 
noting that prior to going into administration the tenant 
had paid rent in full for the quarter ending 24 June 2019. 
Moreover, the leases on the three properties concerned 
were reassigned to Duferco on 9 May 2019, thus maintain-
ing full occupancy across the portfolio and minimising 
voids, albeit a 12-month rent free period was agreed to 
expedite a swift completion on the lease reassignment to 
Duferco.

Probability: High
Impact: High
Movement: Increase in probability from moderate to 
high, and increase in impact from moderate to high.

2. Portfolio concentration. Any downturn in the UK and 
its economy or regulatory changes in the UK could have a 
material adverse effect on AEW’s operations or financial 
condition. Greater concentration of investments in any 
sector or exposure to the creditworthiness of any one ten-
ant or tenants may lead to greater volatility in the value of 
the company’s investments, NAV and share price.

Risk management: The company has investment restric-
tions in place to invest and manage its assets with the 
objective of spreading and mitigating risk. Indeed, the 
portfolio is spread across nine different sub-sectors of the 
UK property market, is skewed to non-traditional property 
sectors (more than 70 per cent of portfolio weighting by 
value), and has a decent geographic spread so is diversi-

AEW UK Long Lease REIT holdings

Applegreen Petrol Station, Crawley 

Audi, Trident Business Park, Huddersfield
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fied across multiple regions of the country.

Probability: Low to moderate
Impact: Low to moderate
Movement: No change

3. Property defects. Due diligence may not identify all 
the risks and liabilities in respect of an acquisition (in-
cluding any environmental, structural or operational 
defects) that may lead to a material adverse effect on prof-
itability, NAV and the share price.

Risk management: AEW’s due diligence relies on the 
work (such as legal reports on title, property valuations, 
environmental, building surveys) outsourced to third par-
ties that have appropriate Professional Indemnity cover in 
place.

Probability: Low
Impact: Moderate
Movement: No change

4. Rate of inflation. Rent review provisions may have 
contractual limits to the increases that may be made as 
a result of the rate of inflation. If inflation is in excess of 
such contractual limits, the company may not be able to 
deliver targeted returns to shareholders.

Risk management: The inflation-linked (RPI/CPI) leases 
in the portfolio have contractual rent review caps in the 
range of 3 per cent to 5 per cent. These rates are in excess 
of RPI/CPI forecasts during the next five-year rent review 
cycle and therefore based on forecasts, the risk is some-
what mitigated.

Probability: Low
Impact: Low to moderate
Movement: No change

5. Property market. Any property market recession or 
future deterioration in the property market could lead to 
an increase in tenant defaults; make it harder to attract 
new tenants for AEW’s properties; lead to a lack of finance 
available; cause AEW to realise its investments at lower 
valuations; and delay the timings of realisations. 

Risk management: AEW has investment restrictions in 
place to invest and manage its assets with the objective of 
spreading and mitigating risk. Most of the leases provide a 
long unexpired term and contain upward-only rent reviews 

Motorpoint, Birmingham
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which are linked to either RPI or CPI. Because of these fac-
tors, the Investment Manager expects that the portfolio will 
show less volatile valuation movement over the long term.

Probability: Moderate
Impact: Moderate to High
Movement: Increase in probability from low to moderate.

6. Property valuation. Property is inherently difficult to 
value due to the individual nature of each property. There 
may be an adverse effect on profitability, NAV and the 
share price in cases where properties are sold whose valu-
ations have previously been materially overstated.

Risk management: AEW uses an independent valuer 
(Knight Frank) to value the properties on a quarterly basis 
at fair value in accordance with accepted RICS appraisal 
and valuation standards.

Probability: Low
Impact: Moderate to High
Movement: No change

7. Illiquid investments. AEW invests in commercial prop-
erties. Such investments are illiquid, may be difficult to sell, 
and the price achieved on any realisation may be at a dis-
count to the prevailing valuation of the relevant property.

Risk management: The directors’ aim is to hold the prop-
erties for long-term income, so short-term movements in 
valuations, and investor appetite to purchase UK commer-
cial property, should not be a major issue.

Probability: Moderate
Impact: Moderate
Movement: Increase in probability and impact from low 
to moderate.

Borrowing risks
8. Breach of borrowing covenants. AEW has entered 
into a term loan facility. Material adverse changes in valu-
ations and net income may lead to breaches in the loan-
to-value and interest cover ratio covenants. If the com-
pany is unable to operate within its debt covenants, this 
could lead to default and the loan facility being recalled. 
This may result in having to sell properties to repay the 
loan facility and is likely to lead to a fall in NAV.

Risk management: The management team monitor the 
use of borrowings on an ongoing basis through weekly 

Pure Gym, Wandsworth, South London
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cash-flow forecasting and quarterly risk monitoring to 
monitor financial covenants.

Gearing at 30 June 2019 was 34.3 per cent, below the 
maximum gearing ratio of 40 per cent (on gross asset 
valuation basis on drawdown) and materially below the 
default covenant ratio of 60 per cent. There is significant 
headroom in the loan-to-value and interest cover cov-
enants in the loan agreement.

Probability: Low
Impact: High
Movement: No change

Corporate risks
9. Use of service providers. AEW has no employees and 
is reliant upon the performance of third-party service 
providers. Failure by any service provider to carry out its 
obligations in accordance with the terms of its appoint-
ment could have a materially detrimental impact on the 
operation of the company.

Risk management: The performance of service provid-
ers in conjunction with their service level agreements is 
monitored via regular calls and face-to-face meetings and 
the use of Key Performance Indicators where relevant. The 
Management Engagement and Remuneration Committee 
reviews the performance and continuing appointment of 
service providers on an annual basis.

Probability: Low to moderate
Impact: Moderate
Movement: No change

10. Dependence on the Investment Manager. The In-
vestment Manager is responsible for providing investment 
management services. The future ability of AEW to suc-
cessfully pursue its investment policy may, among other 
things, depend on the ability of the Investment Manager 
to retain its existing staff and/or to recruit individuals of 
similar experience and calibre.

Risk management: An Investment Management Agree-
ment is in place between the Investment Manager and the 
company. Unless there is a default, insolvency or wind-
ing up of the Investment Manager or the company, either 
party may terminate the agreement by giving not less 
than 12 months written notice. AEW’s board meet regu-
larly with the Investment Manager to ensure it maintains 
a positive working relationship. The Investment Manager 

Pocket Nook Industrial Estate, St Helens

Eurolink warehouse, Dolphin Park, Sittingbourne
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has endeavoured to ensure that the principal members of 
its management team are suitably incentivised.

Clearly, this risk has increased this year after the board 
served a termination notice on AEW UK Investment Man-
agement LLP on 10 April 2019.

Probability: Moderate
Impact: High
Movement: Increase in probability from low to moderate.

11. Ability to meet objectives. AEW may not meet its 
investment objective to deliver an attractive total return to 
shareholders from investing predominantly in a portfolio 
of smaller commercial properties in the UK. Poor relative 
total return performance may lead to an adverse reputa-
tional impact that impacts its ability to raise new capital 
and new funds.

Risk management: The investment policy aims to 
achieve a balanced portfolio with a diversified tenant 
base. This is reviewed by the directors at each scheduled 
board meeting. The portfolio is still sub-scale, so AEW will 
need to raise more capital to bulk up the portfolio to re-
duce its EPRA cost ratio and spread operating and admin-
istration costs across a higher rental income stream. There 
is no guarantee that it will be able to do so. That said, 
with the shares trading almost 24 per cent below the IPO 
listing price, and offering a dividend yield of 7.5 per cent, 
then the risk of AEW being unable to scale up its portfolio 
looks to be priced into the valuation already, thus raising 
the possibility of this risk element unwinding in the event 
of the board being able to raise fresh capital for property 
purchases in the future.

Probability: Moderate to high
Impact: High
Movement: Increase in probability from low to moderate 
to high and increase in impact from moderate to high.

Taxation risk
12. REIT status. AEW has UK REIT status that provides a 
tax-efficient corporate structure. If it fails to remain a REIT 
for UK tax purposes, its profits and gains will be subject 
to UK corporation tax. Any change to the tax status or in 
UK tax legislation could impact on the board’s ability to 
provide attractive returns to shareholders. 

Risk management: Management monitors REIT compli-
ance through the Investment Manager on acquisitions; the 
Administrator on asset and distribution levels; the Registrar 

Silver Trees Care Home, Nailsea, Bristol

Bramall Court, Salford
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and Corporate Broker on shareholdings; and uses third-par-
ty tax advisors to monitor REIT compliance requirements.

Probability: Low
Impact: High
Movement: No change

Political and economic risks
13. Political and macroeconomic events. These present 
risks to the real estate and financial markets that affect both 
AEW and the business of its tenants. The level of  
uncertainty that such events bring has been highlighted in 
recent times, most pertinently following the EU referendum 
vote (Brexit) in June 2016. The arrangements, or lack of 
them, that would be put in place between the UK and the EU 
following the eventual Brexit could impact the health of the 
UK economy, make it more difficult for AEW to raise capital 
and/or increase the regulatory  
compliance burden.

Risk management: AEW only invests in UK properties with 
strong alternative use values and long leases, so the portfo-
lio is well positioned to withstand any economic downturn.

Probability: The overall probability of a political or macroe-
conomic event occurring, which will have a negative impact 
on AEW has been assessed as moderate to high. However, 
specifically in relation to Brexit, the probability of a negative 
outcome is arguably already being factored into AEW’s valu-
ation given that the shares trade on a near 24 per cent share 
price discount to NAV. Moreover, with the support of a high 
dividend, the shares are more insulated than others in the 
sector to any negative economic outcome. Also, the Bank 
of England is likely to adopt a benign interest rate environ-
ment in the event of a Hard Brexit which would depress UK 
government bond yields, and support the yield attraction of 
commercial property, albeit property investors are likely to 
remain cautious in this scenario.

The alternative outcome is that a positive UK exit from 
the EU, and a more stable economic and political environ-
ment domestically that it would bring, could lead to an 
improved investment climate for UK commercial property, 
as well as acting as the catalyst to persuade companies to 
commit to previously postponed capital investment plans. 
This would be the most positive scenario for AEW’s invest-
ment portfolio, and one that is certainly not being priced 
into AEW’s depressed valuation at present.

Impact: Moderate to high
Movement: Increase in both probability and impact to high.

Travelodge, Princes Street, Swindon

Wet ‘n’ Wild Water Park, North Shield, Newcastle-upon-Tyne
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APPENDIX: Investment portfolio breakdown

Property Sector Region Market value range
Bramall Court, Salford Student housing North West £10m to £15m

Pocket Nook Industrial Estate, St Helens Industrial North West £7.5m to £10m

Premier Inn, Camberley Hotel South East £7.5m to £10m

Motorpoint, Birmingham Car showroom West Midlands £7.5m to £10m

Mercure City Hotel, Glasgow Hotel Scotland £7.5m to £10m

Grazebrook Industrial Estate, Dudley Industrial West Midlands £5m to £7.5m

Lyndon Croft Care Centre, Solihull Medical/Care West Midlands £5m to £7.5m

Silver Trees Care Centre, Nailsea, Bristol Medical/Care South West £5m to £7.5m

Travelodge, Swindon Hotel South West £5m to £7.5m

Trident Business Park, Huddersfield Car showroom Yorkshire & Humberside £5m to £7.5m

Hoddesdon Energy, Hoddesdon, Hertfordshire Power station Eastern £5m to £7.5m

Westerlands Care Village, Brough  Medical/Care Yorkshire & Humberside Less than £5m

Pure Gym, Wandsworth, London Leisure London Less than £5m

Applegreen Petrol Station, Crawley Petrol station South East Less than £5m

Eurolink Industrial Estate, Sittingbourne Industrial South East Less than £5m

Wet ‘n’ Wild Water Park, North Shields Leisure North East Less than £5m

Snap Fitness, London Leisure London Less than £5m

YMCA Nursery, Southampton Nursery South East Less than £5m

Provincial Park, Sheffield Industrial Yorkshire & Humberside Less than £5m
Source: AEW UK Long Lease REIT 2019 Annual Report, London Stock Exchange RNS

AEW UK Long Lease REIT 2019 portfolio by market value 

Region Number of Valuation Portfolio  Occupancy by Estimated Weighted average unexpired lease Gross passing Estimated 
  properties  weighting Rental Value (ERV) term to break (years) rent Rental Value

West Midlands 3 £22.85m 20% 100% 17.2 £1.41m £1.39m

North West 2 £21.45m 19% 100% 37.7 £1.20m £1.16m

South East 4 £19.61m 17% 100% 13.6 £1.05m £1.06m

Yorkshire and Humberside 3 £12.43m 11% 100% 14.3 £0.79m £0.80m

South West 2 £13.20m 12% 100% 25.9 £0.78m £0.81m

London 2 £6.70m 6% 100% 10.3 £0.37m £0.39m

North East 1 £3.00m 3% 100% 19.9 £0.20m £0.19m

Eastern 1 £5.05m 4% 100% 12.7 £0.30m £0.30m

Scotland 1 £8.70m 8% 100% 17.2 £0.57m £0.59m

Total/Average 19 £112.99m 100% 100% 20.5 £6.67m £6.69m
Source: AEW UK Long Lease REIT 2019 annual report

AEW UK Long Lease REIT investment portfolio by geographic area 
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