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QUARTE R I—Y RE PORT For the period June 30, 2022

Investment Manager’s Note Fund Facts

Fund Structure Closed-ended

— Despite value progression across the market during Q2, this trend

disguised an abrupt change in sentiment through June with rising
inflation and interest rate hikes weighing heavily on UK commercial real
estate markets. This mood change came too late in the quarter to skew
property valuations in a meaningful way and we suspect the impact will
show in Q3 with the benefit of anecdotal evidence to support a new
yield benchmark.

Domestic political upheaval shortly followed Q1 with the search now
on for a new leader of the ruling Conservative party and Prime Minister
following the recent resignation of Boris Johnson. This process will
conclude on 5th September.

The ongoing war in Ukraine, coupled with an energy supply and cost of
living crisis, will continue to have an impact globally. This combination
of factors, are serving to create a period of uncertainty and volatility
across all capital markets with much talk of a pending global recession.
Across the portfolio, Q2 was a busy period with the eventual sale of
B&Q in Hedge End to US REIT Realty completing during the quarter.

UK Economic Commentary

— The UK economy has experienced a slowdown through 2022 in its

endeavor to tackle rising inflation. PWC expects growth for 2022 to be
between 2.8%-3.8%. This figure is now less than half the 7.5% growth
recorded in 2021. The continued conflict in Ukraine along with
increases in global COVID cases has put strain on global supply chains.
This has driven fuel, energy & food prices to record highs and has
driven CPI inflation to a 40 year high of 9.1% over the year to May
2022. The price of essential goods in the UK are now increasing faster
than the average household income leading to a ‘Cost of Living Crisis’.

The CPI inflation rate is expected to reach 10% by Q4 2022. This would
be the highest since CPI records began in their current form in 1989.
According to the British Chamber of Commerce, CPI inflation is
expected to finally fall back to the Bank of England’s 2% target by Q4
2024. At the same time Capital Economics expect the Bank of England
interest rate to rise to 2% in 2022 and 3% in 2023. A significant shift
from the 1% and 1.5% rates previously forecasted in Q1.

Latest monthly GDP figures showed a modest +0.5% m/m rise in real
GDP in May, above the consensus forecast of 0.0%. This increase was
largely driven by increased doctor appointments and holiday bookings.
Whilst positive news, the risk that the economy falls into a recession is
vey real. It may otherwise convince the BoE to further raise interest
rates by 50bps, rather than 25bps at its next policy meeting in August.

Employment figures released in January from the ONS reported
unemployment at 3.8% in the three months to April 2022, a 0.2%
decline on the quarter and the lowest level since January 2020. Wage
growth for the same period compared on an annual basis reported a
7.0% increase in Average Weekly Earnings. Whilst positive news on the
face of it, the growth has not kept up with current inflation levels.

Asset Class Real Estate

Commercial — Retail
Asset Type Warehouses
Launch Date February 2019
Currency GBP

Fund Manager UK Real Estate Il GP Limited

Total Fund Size £38,455,433
Fund Nav £42,758,117
Domicile Guernsey

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

UK Real Estate Fund Il LP Limited 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 £1,015,000

Year to Date £2,030,000

Since Launch? £12,615,054
1,500,000
1,000,000

0
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Year-to-date dividend yield? 3.53%

Year-to-date dividend yield

0,
(annualised)? 7.00%

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

Underlying Asset Detail

Livingston Beck

Livingston, Wakefield,
Location cht\ané Yorksh\ré
Asset Type Retail Warehouse Retail Warehouse
Unexpired Lease Term 12.0 Years 11.8 Years
Next Rent Review Various Various
Leverage 46.9% 46.9%

Underlying Assets

= Livingston = Beck

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

Following the backlash from “Partygate”, 54 conservative MP’s wrote a letter to the Conservative party’s committee over
the Prime Minister’s handling of the economy, triggering a no confidence vote amongst the party. Boris Johnson managed
to survive the vote but subsequently resigned in early July following a series of prominent ministerial resignations further
undermining his administration. The Conservative party expect to elect a new leader and Prime Minister by the 5% of
September.
The CBRE Monthly Index reported total returns of 4.1% for Q2 2022 compared to 5.1% in Q1 2022. Whilst Retail
Warehouses have shown strong performance over the last two quarters, in June 2022 the subsector has reported the
smallest monthly increase in capital value since February 2021.
According to Colliers (June 2022), Investment volumes have remained subdued in May with just £2.7bn transacted, down
slightly from April’s £3.1bn. During the first five months of the year, a total of £23bn was transacted, over 10% above the
five-year average of £20.3bn although we expect a much lower trading volume through Q3 with a market correction and
widespread investor caution impacting investor appetite through the summer months.
According to Savills (June 2022), the average prime yield has remained static showing only a 4bp fall over the quarter. With
the BoE looking to curb high levels of inflation with a continual rise in interest rates, there are expectations that yields will
soften in the short term.
According to the latest IPF UK Consensus Forecasts (May 2022) — 5-year all-property total returns are estimated to be 6.0%
per annum. These returns are expected to be driven by further capital growth in the shorter-term (2022-2023) for the
Industrial and Retail Warehouse sectors (12.0% and 7.0% respectively for 2022) and consistent income returns in the
longer-term albeit this updated forecast pre-dated the recent market correction and feels somewhat historic and bullish
now.
With regards to rent collection across the wider market, Remit Consulting reported in May 2022 that rent collections are
around 12% below pre-pandemic levels, 35 days after March Quarter End. This equates to 87.2% of rents being collected in
total. The data from Remit Consulting is derived from 125,000 leases and 31,500 assets, giving the most comprehensive
view available on the UK real estate market.
The mandate has collected almost 100% of rents since the start of the pandemic, significantly ahead of the market.
Turning to the Retail Warehouse sector specifically:
— Savills reported that although the fundamentals of the market are strong, but the current headwinds could
increase the occupational risk, at least in some sectors.
— In terms of the brands, it is the value-oriented operators that continue to top the charts of the most acquisitive
retail and leisure operators. Overall, value-orientated operators accounted for 44% of all new openings in 2021
(54% — more than half —in terms of floorspace). Value retailers account for two thirds (65%) in terms of new units
and 83% in terms of new space in 2021.

Asset Update — Hedge End

B&Q, Hedge End was sold in the quarter to US REIT Realty.

Asset Update — Livingston

An assessment of viability for the development land was undertaken in the quarter with interest from Tim Hortons and
Burger King. In the last 12-15 months the retail warehouse market has seen strong yield compression, however, it was
determined that this would be off-set in large part by the significant rising build costs seen in the market over the same
time period. Therefore, it was recommended that this development land be presented as an ‘opportunity’ to a future buyer
where occupational demand is likely to remain in the short term.

Asset Update — Beck

The principal asset management opportunities in the quarter have focused on the four outstanding rent reviews across the
scheme. Rent review advice has been obtained from niche retail warehousing specialists Pudney Shuttleworth. The focus
for Q3 will be on utilizing the prospect of an uplift to encourage the tenants to engage on value enhancing lease re-gear
discussions.

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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