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Investment Manager’s Note

— The third quarter brought about an abrupt change in market
sentiment stemming from stubbornly high annual inflation
figures and resultant interest rate rises. At quarter end, the
base rate hit a 14-year high of 2.25% with further increases
expected in Q4 and beyond and Capital Economics
forecasting a peak in the current economic cycle of 5% in
2023.

UK Economic Commentary

— The ONS has reported that the latest monthly GDP figures are
estimated to have fallen by -0.3% m/m in August, below the
consensus forecast of 0.0%. Fears around the impact of rising
energy bills on consumer discretionary spend weighed heavily
on retailers, travel and leisure, home construction and other
domestically focused companies.

— Employment figures released in January from the ONS reported
unemployment at 3.5% in the three months to August 2022, a
0.3% decline on the quarter and the lowest level since January
1974. Wage growth for the same period compared on an
annual basis reported a 6.0% increase in Average Weekly
Earnings this is the strongest growth in regular pay seen outside
of the coronavirus pandemic. Whilst positive news on the face
of it, the growth has not kept up with current inflation levels.

— Inflation remained elevated in the UK last quarter and even
though the headline CPI slightly decreased in August from
10.1% to 9.9% year on year, core CPI increased from 6.2% to
6.3% year on year. With a further increase expected in October
on the back of higher energy bills, the Bank of England
announced two 0.5% rate hikes over the quarter.

— A key event in the quarter was the election of Liz Truss as
Conservative Party leader and Prime minister. However, it was
the UK’s fiscal policy that attracted all the market attention as
the new government announced a substantial unfunded fiscal
package that will significantly increase government borrowing.
Markets reacted very negatively to the announcement, with
sterling falling sharply and Gilt yields rising substantially. UK
borrowing costs rose so rapidly following the announcement of
the fiscal package that the Bank of England was forced to
intervene to purchase long-dated government bonds towards
the end of September. UK 10-year Gilt yields still ended
September at 4% compared with 2.2% at the start of the
quarter.

Fund Facts

Fund Structure Closed-ended
Asset Class Real Estate
R
Launch Date July 2019
Currency GBP

Fund Manager UK RE 11l GP Limited

Total Fund Size £31,000,000
Fund Nav £38,354,149
Domicile Guernsey

UK RE [ll GP Limited is regulated by the Guernsey Financial Services Commission
and licensed under The Protection of Investors (Bailiwick of Guernsey) Law,
2020.

UK RE Fund Il LP is regulated by the Guernsey Financial Services Commission as

a registered closed-ended scheme under the Registered Collective Investment
Scheme Rules, 2021

Distribution Summary

Dividends
Current Quarter £542,500
Year to Date £1,627,500
Since Launch? £7,325,979

Dividends Paid
1,000,000
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Year-to-date dividend yield? 3.50%

Year-to-date dividend yield

0,
(annualised)? 7.00%

1 Launch date deemed as syndication 18 July 2019. Distribution from launch to
the current quarter.
2Yield calculated by dividing total dividends paid by total capital subscriptions.

Underlying Asset Detail

B&Q, Wednesbury B&Q, Cardiff B&Q, Washington

Location West Midlands Wales North East

Asset Type Retail Warehouse Retail Warehouse Retail Warehouse

Unexpired Lease

11.6 Years 11.6 Years 11.6 Years
Term

Next Rent Review 2024/ 0-3% pa 2024 / 0-3% pa 2024/ 0-3% pa

Leverage 42.3% (Blended)

Underlying Assets
26%
= B&Q Wednesbury

= B&Q Cardiff
B&Q Washington

Disclaimer: Certain of the matters discussed in this Quarterly Report about the Fund’s future performance, including, without limitation, future revenues, earnings, dividends, strategies, prospects,
consequences and all other statements that are not purely historical constitute “forward-looking statements.” Such forward-looking statements are subject to risks and uncertainties, which could
cause actual results to differ materially from those anticipated. When used herein, the words “anticipate,” “estimate,” “believe,” “expect,” “should,” “potential,” “forecast,” “project,” variations of
such words and similar expressions are intended to identify forward-looking statements.
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Market Commentary

— These extreme economic pressures ultimately led to the resignation of Prime Minister Truss in October, with her
replacement, Rishi Sunak, bringing some much needed calm to financial markets. Notwithstanding this palpable relief, the
prospect of near-term recession has not gone away with persistent inflation and upward interest rate pressure putting a
further squeeze on already stretched household finances through the next phase of the economic cycle.

— Turning to the UK commercial real estate market, the CBRE Monthly Index reported capital values decreased by 5.1% at the
All-Property level. Whilst Retail Warehouses have shown strong performance over the past year, in September 2022 the
subsector reported the largest monthly decrease in capital value across the market of -3.1%.

— According to Colliers (September 2022), Investment volumes have remained subdued in August with just £1.5bn
transacted, down from July’s £2.5bn. Nonetheless, the year-to-date figure of £38bn is slightly ahead of the corresponding
2021 figure of £37bn and above the five-year average of £35bn. Investment volumes slowed across all sectors, but office
investment has been particularly weak over the past couple of months.

— According to Savills (August & September 2022), the average prime yield has risen to 5.23% representing a +48bp rise over
the quarter. This sudden cap rate expansion with the fear of more to come is encouraging many investors to adopt a ‘wait
and see’ approach.

— As a reference point, during the 2008/09 (GFC) recession, All Property capital values fell 42.0% over nine quarters. The
Covid-19 downturn saw values fall 9.1% over six-months.

— The circumstances leading to the current downturn are materially different and much will depend upon the speed at which
inflation can be brought under control.

— According to the latest IPF UK Consensus Forecasts (August 2022) the 2022 all-property expected average total return has
declined by -380bps from 6.4% in May. The projection for 2023 is also notably weaker, falling to 3.0%, a reduction of -225
bps. In years 3-5, forecasts have improved by at least +90 bps. Despite the improvements in the later years, the weaker
overall performance expectations have resulted in a -50bp decline in the 5-year average.

— Turning to the Retail Warehouse sector specifically:

— Retail sales volumes are trending downwards, and have fallen in 10 of the last 12 months. August’s retail sales
volumes fell by 1.6% over July, following a rise of 0.4% in July. All main sectors (food stores, non-food, non-store
and fuel) experienced a decline, the first time this has happened since July last year. There were sharp declines in
department store sales as well as household goods (-1.1% in non-food) while food store sales also fell by 0.8%. It
is likely that consumers are beginning to restrict spending due to food price inflation and the rising cost of living
more generally.

— The retail warehouse subsector has fared considerably better than most of the wider retail sector. Average rental
values saw only a modest fall during the pandemic, and have been rising steadily, by 0.9% over the 12 months to
August 2022 (MSCI).

Asset Update

— B&AQ (tenant at all three assets) have continued to pay their rents in full and on time every month, as dictated by the terms
of their leases.

Disclaimer: Certain of the matters discussed in this Quarterly Report about the Fund’s future performance, including, without limitation, future revenues, earnings, dividends, strategies, prospects,
consequences and all other statements that are not purely historical constitute “forward-looking statements.” Such forward-looking statements are subject to risks and uncertainties, which could
cause actual results to differ materially from those anticipated. When used herein, the words “anticipate,” “estimate,” “believe,” “expect,” “should,” “potential,” “forecast,” “project,” variations of
such words and similar expressions are intended to identify forward-looking statements.



