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QUARTERLY REPORT
For the period September 30, 2025

Investment Manager’s Note

Q3 2025 saw UK commercial property values remain largely stable,
supported by disinflation progress (UK CPl was 3.8% year-on-year in
September) and the Bank of England base rate being held at 4.0% in
September. Investor appetite remains very selective, but occupational
fundamentals are resilient in logistics and retail warehousing, where
vacancy is relatively low and retailer demand continues to favour edge-of-
town formats.

While overall transaction volumes have been muted, the yield premium to
gilts and easing cost of capital are encouraging gradual re-entry on income-
secure assets. The IPF summer forecast continues to identify retail
warehousing as the likely top sectoral performer for the period 2025-29,
with total returns of 8.4% pa. Within retail, retail warehousing leads on
leasing momentum, stable prime yields and ongoing rental growth across
best-in-class parks.

Despite this, the later-than-usual scheduling of the Labour government
budget (26" November) has slowed the pace of investment decisions in
anticipation of a raft of tax increases. While this poses a downside risk to
national GDP growth, Capital Economics still forecast a 3% base rate by end-
2026, signalling renewed confidence in the market recovery.

The current distribution for Fund Ill stands at 6% pa; as a reminder, the
February 2025 valuation, undertaken by Savills, shows a combined valuation
across all assets of £58.15m, reflecting an initial yield of 7.15%
(Washington), 6.80% (Wednesbury) and 6.88% (Cardiff).

In an October meeting with B&Q and their representatives, we discussed
preparing a proposal for a lease re-gear likely to require a potential rent
reduction and revision to the rent review mechanism in return for an
extended term certain to 15 years from 8.6 years today.

Our current working business plan is to hold the assets into 2026 to benefit
from improved market sentiment and liquidity. This strategy will also afford
additional time to meaningfully engage with B&Q on a re-gear which would
improve liquidity, likely achieved pricing and add optionality on exit timing in
a market which is slowly recovering following the H2 2022 market
correction. This may necessitate a Fund extension in Q1, subject to investor
approval.

UK Economic Commentary

UK economic momentum remained subdued but stable through Q3 2025,
with the economy extending its slow recovery from the H2 2022 downturn.
GDP is estimated to have grown by around 0.4% quarter-on-quarter,
supported by resilient consumer spending and public-sector investment,
though manufacturing and exports continued to lag amid weak European
demand and the lingering effects of US trade tariffs. Encouragingly, the
Financial Times report that gross retail sales rose unexpectedly by 0.5% in
September, in a boost to the economy ahead of what is expected to be a
tough budget in November.

Inflation proved sticky at 3.8% in September (unchanged from August), as
services and energy costs kept headline rates above target, albeit below
analysts’ forecast rise to 4%. The Bank of England maintained the Base Rate
at 4.0% in September, signalling that policy will remain restrictive until there
is evidence of a clearer, sustained trend towards its 2% target.

As mentioned above, the unhelpful timing of the budget in late November
has led to a slowdown in investment decisions, thus acting as a handbrake
on transaction volumes going into Q4. This is contrary to the usual the trend
of increased activity prior to year-end; but should pave the way for
increased transactional activity in Q1 barring any major surprises.

Fund Facts

FundStructure
Asset Class
Asset Type
Launch Date
Currency

Fund Manager
Total Fund Size
Fund NAV
Domicile

KFH

‘\‘

C

Commercial —

APIT

AL

Closed-ended
Real Estate

Retail Warehouse

July 2019

GBP
UK Real Estate Il GP Limited
£31,000,000
£30,531,449

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

Underlying Asset Detail

Washington
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4.50%

6.00%

B&Q, Wednesbury

B&Q, Cardiff

B&Q, Washington

West Midlands

Wales

North East

Retail Warehouse

Retail Warehouse

Retail Warehouse

8.6 Years 8.6 Years 8.6 Years
2029/ 0-3% pa 2029/ 0-3% pa 2029 / 0-3% pa
47.1 % (Blended)
Underlying Asset Value Split
Wednesbury
T

Cardiff
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Market Commentary

*  From Q3 2025 onwards, the UK commercial property market is expected to improve. According to the IPF’s latest consensus forecast,
the all-property total return outlook stands at approximately 7.9% per annum for the next five years, with capital values forecast to grow
roughly 2.5% in 2025, and about 2.9% per annum over the 2025-29 period.

* In the Retail Warehouse sector, rental value and capital growth is projected at 2.3% this year, delivering average total returns of 8.4%
per annum over the period to end-2029. Institutional interest remains mostly focussed on the £15m-£40m lot size space, underpinned
by competitive bidding and yield compression for the best located and covenant-secure assets.

Assets Update

* Fund manager decided that the asset sales should be deferred to Q2 2026. This will allow time for greater fiscal clarity post-Budget, for
gilt yields to stabilise as the Bank of England advances its rate-cutting cycle and for improved buyer confidence to re-enter the market.
Importantly, the extended hold also provides an opportunity to progress a lease re-gear with B&Q which, subject to terms, represents a
key value-enhancing asset management initiative ideally concluded ahead of exit.

* A meeting with B&Q was held in October following efforts to bring decision makers to the table. The business is well positioned following
the decline of Homebase and has seen significant growth across its marketplace, partly driven by the success of its TradePoint business.
There are now in excess of 300 B&Q stores in the UK and Ireland.

* With regard to B&Q’s appetite to agree lease restructures across the portfolio, their options remain open at each of the three assets.
B&Q indicated a preference for a re-based rent across the assets and are open to the prospect of acquiring freeholds, by which they gain
control over their occupied assets. The initial proposal will be on the basis of a re-gear of all three assets in return for a re-based rent or
rent free combined with a restructuring of the rent review mechanism (currently to RPI 0% - 3%) in exchange for lease extensions across
the three assets to 15-years unexpired. An additional scenario would include them being offered an opportunity to acquire the
Washington asset at a strike price to be agreed alongside a re-gear of Cardiff and Washington. A follow up meeting is scheduled in
November and we will report on progress on this important initiative in due course.

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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