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I. Property Sectors & Risk-Return Spectrum

Core Sectors & Structural Dynamics

Real estate investment spans five core property sectors: office (15-25% of institutional portfolios), retail (10-20%), industrial/logistics (15-25%), residential (15-30%), &
alternatives (hotels, data centres, self-storage, life sciences labs, healthcare <10%). Each sector exhibits distinct supply/demand drivers, tenant covenant profiles & risk-return
characteristics. Office demand is workplace utilization-driven; hybrid working post-COVID has reduced occupancy targets (85-95% vs. historical 90-100%), compressing values
by 10-20% in weak locations. Retail undergoes structural decline (e-commerce displacement) with high street & non-essential retail facing 3-7% annual rent declines; only
dominant locations, flagship tenants & experiential/food venues maintain pricing power. Industrial/logistics witnesses structural tailwinds from e-commerce (3-5% annual growth
in logistics space, rents +3-7% annually) & just-in-time supply chains requiring additional distribution hubs. Residential faces affordability constraints (rent-to-income ratios rising
to 35-45% in major metros) offsetting demographic growth. Alternative sectors provide diversification: hotels face transient demand & operational leverage volatility; data centres
offer inflation-linked long-term contracts & 99.99% uptime requirements supporting premium lease economics.

Risk-return spectrum stratified by capital source, leverage & property risk. Core strategies (stabilized, long-duration, investment-grade tenants) target 5-7% IRR at 40-50%
leverage, 7-8% risk-free rates compress core yields, making entry challenging for growth investors. Value-add strategies (repositioning, lease-up) target 10-15% IRR via
capex-driven operational improvements & lease re-trading; execution risk (rents not achieved, capex overruns, lease-up periods extended) limits to sophisticated sponsors.
Opportunistic strategies (distressed acquisitions, development) target 15-25%+ IRR with 70-80% leverage & significant execution/market risk. Structural trends create arbitrage:
office flight (tenants moving to secondary locations, CBD rotation) creates dislocation where core CBD buildings transition to residential/mixed-use; conversion capex
$100-250/sqft requires patient capital but captures 200-400bps yield spreads.

Property Sector Risk-Return Matrix: Core: 5-7%I|RR, 40-50% LTV, blue-chip tenants Val ue-add: 10-15% | RR, 50-70% LTV, execution Opportunistic: 15-25% |RR,
70-80% LTV, nmarket/execution risk Structural winners: Industrial/logistics +3-7%rents Structural |osers: Retail -3-7%rents, office transition risk

Real Estate Valuation Methodologies

Real estate pricing fundamentally driven by rental yield (net operating income + purchase price) & capitalization rate (cap rate = NOI + property value). Yield compression (lower
cap rates, higher valuations) occurs in low-interest-rate environments (gilts 1-2%) as investors compress required returns & apply lower discount rates; yield expansion (higher
cap rates, lower valuations) during rate rises. Target cap rates vary by location & quality: London Grade A office 3.5-4.5%, regional Grade B 5.5-7%, industrial big-box 4.0-5.0%,
retail high street 6-8%, suburban/secondary 8-12%. Yield spread to gilts (property yield - gilt yield) typically 150-300bps; spreads compress in capital-abundant environments,
expand during credit stress. Multiple valuation approaches coexist: income approach (yield-based), market comparables (per-sqft pricing by sector/location), discounted cash
flow (NOI forecast 5-10 years discounted).

Key metrics standardize property appraisal. Net yield (NIY) = NOI + market value, reflecting current income; reversionary yield = NOI on market rent + market value (capturing
rental growth on lease renewal); true/nominal yield incorporates rent escalation. Gross yield (gross rent + price) is simplistic but used in residential. Equivalent yield equals IRR
on 5-10 year hold (capturing current income + rental growth + exit yield); commonly 150-300bps above NIY reflecting capital appreciation opportunity. Equivalent yield used in
formal appraisals & institutional benchmarking. Investors deploy DCF models for detailed analysis: forecast rent escalation (CPI or sector-specific 1-3% annually), operating cost
inflation (1-2%), capex reserves (1-3% of rent), model 5-10 year lease renewals capturing market rent at each renewal, then apply exit cap rate & terminal value. Sensitivity
analysis critical: £100bp cap rate change = +10-15% property value; +1% rent growth = +5-8% value; interest rate impact on discount rate is material (1% rate rise = 10-20%
value compression in stabilized assets).

Real Estate Valuation Metrics: Cap rate = NO + Market Value (current yield) NIY = NO + Market Value (sinplest, used for quick conparisons) Equivalent
yield = IRR hol ding 5-10 years, capturing incone + growh + exit Gross yield = Goss rent + Price (residential, sinplistic) Yield spread = RE yield -
Risk-free (gilt) rate Typical spreads: 150-300 bps. Lower gilt yields conpress RE yields via | ower discount rates.

. Yield Definitions & Property Pricing Mechanics

Nominal versus true yields differentiate between cash income & inflation-adjusted returns. Nominal yield ignores inflation impact; true yield adjusts for expected inflation,
providing real purchasing power return. In low-inflation environments (2021-2022), nominal & true yields converge; high-inflation periods (2023-2024, 5-10% CPI) create
meaningful divergence. Real estate as inflation hedge: property rents embedded in leases escalate annually (typically RPI, CPI, or fixed %); landlord's real income protected if
rents track inflation. However, operating costs also inflate, compressing margin growth. Inflation-linked long-term leases (15-25 years, CPI escalation floors/ceilings) provide
inflation hedge for institutional investors; nominal fixed leases expose to erosion (5-10% rent inflation over time). Property valuations compress in high-inflation, high-rate
environments (2022-2023): gilts rose 4-5%, property cap rates rose 150-250bps, values fell 20-40% despite inflation protection. The disconnect illustrates that real estate is not
perfect inflation hedge—higher discount rates override rental growth benefit.

Lease structure determines yield sustainability. UK full repairing & insuring (FRI) leases push all operating costs to tenant; landlord receives 'net' income with minimal capex
obligations. Void & lease-up periods (typically 0-6 months between tenants) create NOI gaps & justify yield premiums. Lease renewal mechanics vary: UK upward-only (rent can
only rise or stay flat, never fall) locks in inflation via geared rent increases at 5-year breaks; provides landlord downside protection but creates eviction risk if tenant struggles at
renewal. France 3-6-9 structure (3-year initial term, optional 6-year, optional 9-year total) creates predictable exit optionality & allows rent re-setting every 3 years; lower void risk
than long UK leases. Germany long-duration leases with CPI escalation caps (2-3% annual maximum) provide stability & predictability. US triple-net (NNN) shifts all costs to
tenant; landlord earns stable percentage yield; highly institutional. Lease flexibility (early exit options, expansion clauses, use flexibility) reduces landlord control but makes leases
more lettable & lower void risk. Contemporary leases feature sustainability clauses (EPC C by 2027 UK mandatory) & ESG covenants, increasing compliance capex for
landlords.

Lease Structure & Yield Inpact: UK FRI: Landlord receives net rent, tenant pays all opex/repairs; 25-year breaks typical; void risk 3-6np France 3-6-9:
Flexible exit every 3 years, rent can reset; |lower void risk Germany CPl-linked: Escal ation capped 2-3% annual ly; long-termstability US NNN: Fi xed %
pass-through on opex; stable landlord return Lease flexibility: Early term nation rights reduce yields 50-100bps but inprove lettability

Il. REIT Structure & Tax Treatment

Real Estate Investment Trusts (REITS) are tax-transparent vehicles converting real estate income to shareholders tax-efficiently. UK REIT regime: company must distribute 290%
of profits from UK real estate; shareholders pay income tax on distributions (not company-level corporation tax at 25%). Distribution yield typical 4-6% with capital appreciation
optionality. REIT qualifying conditions: >75% of assets in UK real estate, 250% of revenue from rental income, single asset <40% of total portfolio value. Listed REITs (London
Stock Exchange) trade at net asset value (NAV) plus/minus premium/discount reflecting market sentiment, liquidity & management performance. Closed-ended REIT structures
(no daily redemption) typical; open-ended REIT variants (PAIF, Property Authorised Investment Fund) allow daily redemptions but attract lower LTV lenders & higher cost of
capital. REIT vs. direct property: REITs provide liquidity, diversification & professional management but incur management fees (0.75-1.25% annually), limiting excess returns vs.
direct large-scale property portfolios. REIT premium/discount to NAV ranges +10-20% reflecting investor sentiment cycles: discounts widen in rate-rising environments (cap rates
rising, NAV compression), premiums compress during bear cycles (uncertainty, redemption fears).

REIT balance sheet & leverage constraints shape strategy. Debt-to-assets target 35-50% for most REITs; gross LTV 50-60%, net LTV 40-55% typical. Interest coverage
(EBITDA = interest expense) targets 1.8-2.5x; below 1.5x indicates stress & refinancing risk during rate spikes. Distribution yield = Annual distribution + share price; yield inflation
(2021: 3-4% yields, 2023-24: 5-6% yields) reflects both higher interest rates & REIT price compression. REIT total return = distribution yield + NAV total return (capital
appreciation). In bull markets (falling rates, cap rate compression), total returns 10-15%+; in bear markets (rising rates, cap rate expansion, CVA stress in retail), total returns -20
to -40%. REIT sector rotation: when rates rise, investors rotate to bond proxies & REITs with long fixed-rate debt (rate locks in historical low rates, improves spread); when rates
peak & fall, investors rotate to growth REITs with floating-rate debt (spread compression, improved leverage).Major listed UK REITs: SEGRO (logistics, diversified), Tritax Big
Box (big-box logistics, low-cost), Workspace Group (flexible workspace), British Land (office, retail mix), Hammerson (retail, mixed-use), Landsec (office, retail, mixed-use). REIT
MG&A activity increases in valuation dislocations: strong-balance-sheet REITs acquire stressed peers' portfolios at 200-400bps NAV discount, redeploy capital into higher-yielding
assets or reduce leverage.

REIT Metrics & Valuation: Distribution yield = Annual dist. + share price Typical 4-6% (ranges 3-8% dependi ng on cycle) NAV (net asset value) = Assets -
Liabilities NAV per share = Total NAV + shares outstanding Price/ NAV prem unf di scount: *10-20%typical Loan-to-value (LTV) = Total debt + Total assets
Target 35-50% stress >60% | nterest coverage = EBI TDA + Interest expense Target >1.8x, stress <1.5x Total return = Distribution yield + NAV growth

IV. Income & Operational Metrics



Weighted average unexpired lease term (WAULT) measures portfolio maturity & refinancing/re-letting risk. Long WAULT (>10 years) provides revenue certainty & reduces
near-term void/renewal risk; investors value predictability, supporting 50-100bp yield compression for long-WAULT assets. Short WAULT (<5 years) creates repricing risk &
execution uncertainty (leases must renew at current market rents, potentially lower if oversupply); justified by 50-150bp yield premium. Typical WAULT targets: institutional core
& value-add 7-10 years (balanced), development 2-5 years (high execution risk but capital appreciation). Lease maturity profile matters: cliff risk exists if 30-40% of WAULT
concentrated in single year (e.g., 2027 lease expiration creates refinancing peak); staleness creates rent stagnation. WAULT >15 years occasionally justified for blue-chip single
tenants (e.g., rental income from government or investment-grade corporate) but creates obsolescence risk if property becomes unwanted by new generation of users (office
tech disruption risk, retail format shift).

Occupancy rate (leased/total space %) & void rate (vacant/total %) measure asset lettability & income generation. Investment-grade office/industrial occupancy targets 90-95%;
below 85% indicates market oversupply or asset quality issues. Retail occupancy 75-85% more typical due to structural vacancies & challenging demand. Quick-turn BTR
(build-to-rent) residential targets 95%+ occupancy with short tenancy turnover (<6 months between residents). Tenant retention (% of expiring leases renewed with existing
tenant) indicates covenant strength & desirability; strong assets 70-85%, weak 40-50%. Estimated rental value (ERV) is independent appraiser's assessment of market rent at
lease expiration; if current rent < ERV, property has upside (reversionary yield positive); if current rent > ERV, property at risk of rent reduction at renewal. Over-rented properties
(current rent > market rent by 10%+) face void/rent-down risk; red flag for value investors absent strong tenant credit or lease term lock-in. Rent collection efficiency (>95%
typical for stabilized) declines in stress: arrears spike when tenants struggle; bad debt write-offs impact NOI. Tenant covenant strength (investment-grade vs. unrated) critical:
investment-grade tenants (Amazon, Google, multinational corporates) provide stable rent with refinancing optionality; small independents create credit risk & potential void at
renewal.

Operational Metrics Benchmarking: WAULT = Wei ghted average unexpired | ease term (years); >10yr preferred, <5yr risky Occupancy = Leased space + Total
space; Office/industrial target 90-95% retail 75-85% Void rate = Vacant space + Total space; |nverse of occupancy ERV = Estimated rental value (market
rent at next renewal) from independent appraiser Rent collection >95%typical, <90% stress Tenant covenant: |G superior to unrated for credit stability &
relet-ability

V. Development Appraisal: Residual Method & Yield on Cost

Residual valuation determines land value & developer profit by reverse-engineering from project value. Methodology: (1) Estimate gross development value (GDV, completion
price per sqft x total sqft); (2) Deduct construction costs (£/sqgft x total sqft + contingency 5-10%); (3) Deduct professional fees (5-8% of construction); (4) Deduct finance cost
(interest on construction loan, typically 4-6% on deployed capex); (5) Deduct developer margin/profit (15-25% of GDV in normal markets, 25-35%+ in tight supply, 0-10% in
distressed). Land residual = GDV - All costs - Profit target. Example: Office 50,000 sqft, GDV £50/sqft = £2.5M; construction cost £30/sqft = £1.5M; fees/finance £150k; profit
margin 20% of GDV = £500k; land residual = £2.5M - £1.5M - £150k - £500k = £350k. If land cost £600k, project economics fail unless GDV raised or costs
reduced.Development risk grading impacts residual values: pre-let projects (70%+ of building pre-agreed to single tenant or major tenants) trade at 3-5% discount to
fully-speculative (no pre-lets) due to lower execution risk & financing certainty. S-curve modeling (cumulative capex spend over time, typically S-shaped with front-loaded
land/design costs, ramping during construction, tail-off at completion) calibrates project timing & finance costs. Yield on cost (YoC, stabilized NOI yield on total invested capital
including land & hard costs) is critical return metric for developments. YoC = Stabilized annual NOI + Total capital deployed. Example: £2.5M GDV office with £2.0M total
invested capital (land + construction) & stabilized NOI £100k annually = 5% YoC. Compare to 4% gilt yields: 100bp YoC premium justifies development risk premium. Developers
target minimum YoC above prevailing cap rates by 100-200bps to justify execution risk & value creation; YoC below market cap rates indicates value destruction.

Resi dual Devel opnent Appraisal: GDV = Stabilized value (estimated price if conpleted at market rates today) Costs = Construction + Fees + Finance +
Contingency Profit margin = 15-35% of GDV (narket-dependent) Land residual = GDV - Costs - Profit Yield on cost (YoC) = Stabilized NO =+ Total capital
(land + construction + costs) YoC target: Cap rate + 100-200bp execution prem um Exanple: 4.5%cap rate + 1.5% preni um = 6% YoC t ar get

Planning & Regulatory Constraints

UK Town & Country Planning Act requires development planning consent; schemes face 12-24 month consent timelines creating execution risk & financing uncertainty. National
Planning Policy Framework (NPPF) favors housing & town-centre regeneration; out-of-town retail & supermarkets face headwinds. Section 106 agreements (S106) obligate
developers to provide community infrastructure (roads, schools, open space); contributions typically £50k-£200k+ per development depending on size, location & local authority
demands. Community Infrastructure Levy (CIL, London example 5-35% of value depending on use & location) is mandatory payment to council; impacts development appraisals
2-8% of GDV. Use class restrictions constrain flexibility: office (Class E), retail (Class E post-2020 reform), residential (C3), hotel (C1); conversion between categories requires
planning consent. Permitted development rights (PD) allow certain conversions (e.g., office-to-residential) without full consent, accelerating conversions & reducing soft costs.
Viability assessments (required in high-CIL/S106 zones) justify relaxed S106/CIL contributions due to development marginal economics; controversial & subject to council review.

Pl anning & Regul atory Cost |npact: Planning consent tinme: 12-24 nonths adds finance cost 2-5%to devel opnent budget S106 contributions: £50k-£200k+ per
schenme ClL: 5-35%of value in high-cost areas (London) Permitted devel opment: Reduces soft costs, accelerates office-to-residential conversions Viability
assessnment: Negotiated CIL reduction if devel opnent unviable at full contribution

VI. EPRA Reporting Standards & Benchmark Metrics

European Public Real Estate Association (EPRA) standards promote comparable real estate reporting across listed companies. EPRA Net Reinstatement Value (NRV) assumes
property sales include transaction costs (stamp duty, agent fees 5-8%); NRV per share = (Assets - Liabilities - transaction costs) + Shares. EPRA Net Tangible Assets (NTA,
older metric) excludes transaction costs; NTA = (Assets - Liabilities) + Shares. EPRA Net Disposal Value (NDV) assumes sale in market conditions (applicable for non-UK REITs
with restricted REIT regimes). Contemporary practice uses NRV as most conservative. Price/NRV premium/discount reflects investor valuation relative to conservative estimated
liquidation value; -20 to -30% discounts indicate distress, +10-20% premiums indicate quality/growth premiums. EPRA Earnings (adjusted NOI excluding mark-to-market
revaluation gains/losses & one-time items) provides operational earnings metric separate from accounting earnings distorted by property valuation volatility. EPRA Earnings per
share (EPRA EPS) & EPRA Earnings yield = EPRA EPS + share price benchmark dividend sustainability.

EPRA Cost Ratio (EPRA costs + EPRA rental income, expressed as %) measures operational efficiency. Lower ratios 15-25% indicate cost control & scalability; higher ratios
30%+ indicate overhead burden or management-heavy operations. EPRA costs include administration, maintenance, but exclude property refurbishment capex. EPRA vacancy
(vacant sqft + total lettable sqft x 100%) standardizes void reporting; significant variation across regions & sectors. EPRA triple net yield adjustment captures lease escalation
value; formula: (gross EPRA rental income + estimated rental growth over lease term) + market value provides full income yield including future growth embedded in long-dated
escalating leases. EPRA disclosure frameworks require sustainability reporting (GHG emissions, energy intensity, water use, waste recycling), increasingly material for investor
ESG mandates. Comparable EPRA metrics enable cross-REIT & cross-country peer comparison; major European REITs (Vonovia, Deutsche Wohnen, Castellum, Segro) report
EPRA metrics standardly.

EPRA Val uation & Performance Metrics: EPRA NRV (Net Reinstatement Value) = Assets - Liabilities - Transaction costs + Shares EPRA NTA (Net Tangibl e
Assets) = Assets - Liabilities + Shares EPRA Earnings (EPRA EPS) = Adjusted NO (excluding revaluation & one-tine itens) EPRA Cost Ratio = EPRA costs =+
EPRA rental incone; target 15-30% EPRA Vacancy = Vacant sqft + Total lettable sqft Price/NRV = Share price + NRV per share; -20%to +20%typi cal range

VII. Lease Structures by Market & Rent Escalation

Lease agreement specifics determine cash flow stability, repricing risk & renewability. UK 5-year upward-only lease: rent fixed for 5 years, then reset to market rent at review date
if market has risen (upward-only clause prevents rent decline). Example: current rent £20/sqft/year, market rent at review £22/sqgft, new rent £22 (ratchet up). If market falls to
£18, rent stays £18 (floor = highest reviewed rent). Over multiple cycles, upward-only ratchets inflate landlord costs; tenant faces step-jumps at reviews if market rents
significantly higher. Tenant negotiates 'review caps' (maximum increase 5-10% per annum) to limit exposure. French 3-year reviews permit regular rent re-setting to market every
3 years, providing landlord regular adjustment optionality & reducing long-term over-renting risk; tenant faces more frequent renewal risk but can exit every 3 years (lower
WAULT). Germany long-duration leases (10-25 years) feature annual CPI escalation 0-3% (typically 2% floor, 3% ceiling) providing landlord inflation protection & tenant cost
predictability; highly stable but locks in inflation generationally. US corporate leases (5-10 year terms) often feature fixed percentage escalations (2-3% annually), providing
blended cost certainty. Modern leases increasingly flexible: early termination options (5-7 year option to exit), expansion clauses (option to expand space in same building),
relocation rights (tenant can move to different building location), creating lease-ability but reducing landlord control & creating re-let risk.

Lease Escal ation Conparison (£20/sqft base): UK 5-year upward-only: Yr 1-5: £20, Yr 5-10 reset to market (£23), Yr 10-15 reset (£25+), ratchet structure
French 3-year: Yr 1-3: £20, Yr 3-6: £20.60 (market reset), Yr 6-9: £21.30, regular repricing Germany CPlI-linked: Yr 1: £20.00, Yr 2: £20.40 (+2%CPl), Yr
3: £20.81, stable inflation link US fixed escalation: Yr 1: £20.00, Yr 2-10: £20.60/year (+3%, predictable cost path

VIIl. Real Estate Debt & Capital Structure

Real estate financing layers: senior debt (65-75% of capital, AAA risk mitigant, 4-5% interest rates, restrictive covenants), mezzanine (60-70% of total capital stack, 6-8% yields,
subordinated to senior debt), preferred equity (70-80% stack, 8-10% yields, cushion below parity), common equity (full risk, no external claims). Senior lenders require
loan-to-value (LTV) <65-70%, interest coverage ratio (EBITDA + interest expense) 21.5-1.8x, debt service coverage ratio (DSCR, annual debt service + annual NOI) 21.2-1.3x.
Mezzanine lenders subordinate to senior, accept LTV 70-80%, target DSCR 1.0-1.2x. Preferred equity sits last in waterfall but receives preferred dividend (typically 8-10%
cumulative) before common. Commercial mortgage-backed securities (CMBS) securitize pools of mortgages, tranche by risk (AAA, AA, A, BBB, BB, B, unrated); AAA tranche
limited to 70% of pool value, receives 2-3% yields; equity tranche last-loss position receives 10-20%+ if underlying NOI declines. Credit-sensitive rates: prime properties (Grade A
London office, big-box logistics) achieve LIBOR+100-150bps; secondary assets (Grade B regional office, secondary industrial) LIBOR+200-300bps; tertiary/weak (high street
retail, aging office) LIBOR+400-600bps or unavailable for lending.

Refinancing risk emerges when debt matures during cap rate expansion (rising yields compress values, lower refinancing LTV). Example: £10M debt on £20M property (50%
LTV); property revalued £15M (yield expansion 4% to 5% cap rate); refinancing available only at 65% LTV = £9.75M, £250k shortfall requires additional equity or asset sale.




CMBS refinancing risk particularly acute: CMBS pools experience 20-40% loan-to-value declines in rate spikes, triggering maturity wall risk if >50% of loans underwater.
Floating-rate debt exposure: 1% rate rise on 50% floating debt = 50bp impact on DSCR; investors sensitive if DSCR margin narrow (<0.5x cushion). Fixed-rate debt (locked 5-10
years) provides hedging value when rates rise but reduces flexibility & prepayment penalties. Debt covenants restrict distributions if debt metrics deteriorate (minimum DSCR,
maximum LTV clauses); many REITs distribute 90%+ earnings but must maintain minimum DSCR 1.3-1.5x, requiring retained earnings in downturns to sustain debt service.

Real Estate Capital Stack & Pricing: Senior debt: 65-75% LTV, 4-5%interest rate Mezzani ne: 60-70% of stack, 6-8%yield Preferred equity: 70-80% stack,
8-10% yi el d Cormon equity: 20-35%of capital, full risk DSCR = Annual debt service + Annual NO Target: Senior =21.2-1.3x, Mezzanine 1.0-1.2x CMVBS
tranches: AAA 2-3%yield, Equity 10-20% Refinancing LTV at reval uati on determ nes refinancing shortfall risk in rate-up cycles

IX. UK Office Market Deep Dive

London office divides into West End (Mayfair, Soho, Fitzrovia, Covent Garden), City (financial centre), Midtown (King's Cross, Shoreditch, Canary Wharf), & Docklands. West
End Grade A offices command £80-120/sqft/year rents (trophy buildings £120-140); Grade B £60-80; Grade C £40-60. City occupier flight post-COVID reflects remote working
adoption; office vacancy spiked from 3-4% (2019) to 8-10% (2023), compressing City rents from £90-100 to £70-85 over 3 years. Midtown benefited from tech/growth company
migration seeking cool locations & flexibility; rents £70-90 Grade A. Docklands (originally financial overflow) faces oversupply & rents £50-70. Regional cities (Manchester,
Birmingham, Leeds, Edinburgh) see 15-25% occupancy increases as companies decentralize; strong occupier demand offsets London weakness. Regional Grade A office rents
£35-50 significantly cheaper than London, supporting yield compression (5-6% cap rates vs. London 4-5%) & attracting regional office portfolios. Structural headwinds: hybrid
working reduces per-employee office demand by 20-30% (from 200 sqft/person to 130-150 sqft); flexible workspace (Regus, Spaces) captures market share from committed
long-term leasing.Office refurbishment capex (£50-100+ per sqft) essential to attract quality tenants; aging stock (pre-2010) without modern comforts (air conditioning, EPC C by
2027, meeting facilities) faces lease-up challenges & rental compression 15-25%. Post-pandemic office market bifurcation: premium Grade A buildings with strong sustainability
credentials, walkable locations & tenant amenities trade at 50-100bps cap rate premium; secondary/poor-condition offices (EPC E/F, outdated, remote locations) face relet
challenges & yield 100-200bp premium (compensation for execution risk). London office values compressed 25-40% (2020-2023) from £500/sqft to £300-350/sqft; stabilization
emerging from lower valuations attracting value investors.

UK Office Market Metrics (2024): West End Grade A rent: £80-120/sqft/year City G ade A rent: £70-85 (down from £90-100) Regi onal G ade A: £35-50/sqgft/year
London of fice vacancy: 8-10% (up from 3-4% Regional vacancy: 5-8% tighter than London Cap rate spread: London Grade A 4.0-4.5% Regional G ade A
5.0-6.0% EPC requi renent: C by 2027 drives £50-100/sqft refurbishment capex

X. Industrial & Logistics Property

Industrial property includes warehouse (bulk storage, distribution, e-commerce fulfillment), manufacturing, & specialized facilities (data centres, co-working, last-mile logistics).
Big-box logistics (50k-100k+ sqft facilities) dominate institutional portfolios; e-commerce growth drives net +3-5% annual warehouse demand vs. -1-2% traditional retail space.
Yields highly compressed 3.5-4.5% for prime big-box (London IMDC, Midlands, M25 corridor) reflecting supply scarcity, strong tenant demand (Amazon, DPD, DB Schenker) &
long WAULT (10-15 years). Multi-let industrial (10k-30k sqft units) yields 5-6% reflecting higher management, vacancy & tenant quality variance. Rents London/South East
big-box £8-12/sgft/year (2024), up from £6-8 (2019) reflecting e-commerce acceleration; regional big-box £5-7. Last-mile logistics (small 5k-15k sqft facilities for final-mile urban
delivery) highest growth, rents £20-40/sqft/year premium to warehouse given limited land availability & premium economics. Lease structures typically 5-10 year fixed with 3%
annual escalation or CPI collar; tenant quality investment-grade (major logistics operators, manufacturers) or strong secondary. Value-add plays: obsolete manufacturing or
low-spec warehouse acquired at 5.5-6.5% cap rates, refurbished (epoxy flooring, upgraded gates, LED lighting, £5-15/sqft capex), re-let at modern rents & reduced cap rate
(4.5-5.0%) capturing 150-200bp yield compression upside.

Industrial & Logistics Yields & Rents (2024): Big-box prinme (London, SE): 3.5-4.5%cap rate, £8-12/sqft/year rent, 10-15yr WAULT Bi g- box regional:
4.5-5.5%cap rate, £5-7/sqft/year rent Milti-let: 5-6%cap rate, £6-9/sqft/year Last-mle urban: 3.5-4.5%cap rate, £20-40/sqft/year prem um scarcity
val ue Lease structure: 5-10 years fixed, 3% escal ati on Val ue-add capex: £5-15/sqft, yield pickup 150- 200bp

XI. Residential: BTR, Student & Senior Living

Build-to-rent (BTR) residential fundamentally different from traditional apartment sales: 300-1,000 unit blocks held for long-term 10-30 year income generation (not development
profit). UK BTR yields 3.5-4.5% (prime London), 4.5-5.5% (regional) reflecting long WAULT (25+ years assumed), high occupancy targets (95-98%), professional management &
relatively predictable demand. Unit-level economics: £1.5-2.5M development cost per unit (London), stabilized rent £20-30/sqgft/year, net income ~£3-4k/unit/month after
opex/capex reserves. Tenant profile middle-market private renters (young professionals, families, downsize retirees) with 3-4 year average tenancy; weak inflation risk (rents may
lag CPI in competitive markets). BTR advantages: no individual purchase variability, no small landlord maintenance nightmares, strong institutional management, amenity
capturing premium rents (gym, co-working, parking, gardens). Challenges: void risk during downturns, tenant quality variance (6-month vetting essential), maintenance cost
inflation (10-year asset with significant capex cycles), regulatory risk (rent controls emerging post-2022 cost-of-living crisis in several UK cities). Prudent BTR operators model
5-7% maintenance & voids allowance (vs. 1-2% commercial property), reducing net yield significantly. BTR growth constrained by planning (local authorities require 20-50%
affordable units), CIL costs & competitive local authority/developer underwriting.

Student accommodation (PBSA, purpose-built student accommodation) yields 4.5-6% reflecting high occupancy (96-99%, long May-September lettings), moderate management
intensity & university tenant quality (parent guarantors or sponsor universities). Rent/bed £120-220/week UK (£6.2-11.4k/year), occupancy concentration in university cities
(Russell Group locations command premium rents). 6-8 bed cluster (typical premium configuration) generates £40-50k annual income/unit. Seasonal income risk (summer void
8-12 weeks) mitigated by shorter breaks & summer school letting. Operator quality critical: large operators (Unilodge, UNITE, Host) achieve 97%+ occupancy; smaller operators
90-95%. Senior living (care homes, retirement living) yields 4-5% reflecting high operational intensity, regulatory overhead & covenant dependency on care operators or
residents' children financial support. Social care cost inflation (5-10% annually pre-2023) pressures operators & rent growth absent government funding increases (unlikely).
Demographic tailwind (aging population +2-3% annually) supports long-term demand. Alternative residential (co-living, micro-apartments, serviced apartments) emerging trends
capture millennial/transient demand but operationally complex & vendor-dependent. Residential leverage constraints: BTR/PBSA 65-75% LTV typical (loan-to-value); senior
living 50-65% LTV due to operational risk. Residential refinancing risk high: large portfolio >70% LTV faces refinancing gaps if property values compressed & DSCR deteriorate.

Residential Sector Yields & Metrics (2024): BTR prinme yield: 3.5-4.5% rent £20-30/sqft/year BTR regional yield: 4.5-5.5% rent £12-18/sqft Student PBSA:
4.5-6% £6.2-11. 4k/ bed/ year PBSA occupancy target: 96-99% seasonal void Senior living: 4-5% operationally intensive BTR PBSA | everage: 65-75% LTV
typi cal Void & mai ntenance reserve: 5-7% BTR, 3-5% student, 8-12% senior care

Xll. Retail Property & Structural Challenges

Retail property structural decline (-2-3% annual demand, 10-year cumulative -25-30%) reflects e-commerce disruption (30-35% of fashion, 15-20% of groceries online 2024),
experiential shift (consumers trading goods for experiences) & CVA/administration waves (Debenhams, Arcadia/Topshop, Carpetright & hundreds of small chains folded
2020-2023). High street prime (London West End, Bond Street, Regent Street) commands £100-250/sqft rents for flagship fashion/luxury; secondary high street £30-60/sqft;
tertiary £10-30/sgft. Shopping centre yields 5-8% (good locations), 7-12% (secondary) reflecting heightened occupancy risk & challenging rent collections. Retail parks
(out-of-town centres) perform better (4.5-6% yields) if anchored by strong grocers & complementary brands; standalone retail facing obsolescence. Essential retail (grocery,
pharmacy, off-licence) resilient; discretionary (fashion, electronics, books) facing secular decline. Tenant covenant quality critical: investment-grade (Tesco, Sainsbury, Boots,
Next) provide stability; small independents 40-50% failure rates within 5 years. Lease structures historically: institutional retail 10-15 year leases, high rents; modern leases
shorter 5-10 years, flexible terms capturing demand variability. Rent collections challenged post-COVID: CVA/administration waves reduced collections from 95%+ to 75-85%;
landlords increasingly offering rent holidays & ABC (agree break clauses) to keep quality tenants.

Retail valuation highly sensitive to occupancy & covenant quality assumptions. Prime retail valued at 75% stabilized income (accounting for 25% occupancy/collection risk);
secondary 60%; tertiary 40-50%. Over-rented high street properties face significant downsides: property valued £10M on 4% yield (E400k NOI) may revalue to £7.5M if
occupancy falls & rents compress (same £400k income, 5.3% new cap rate reflects higher risk). Conversion plays: high street buildings being converted office-to-residential
(Permitted Development Rights) or retail-to-residential. Conversion capex (£200-500/sqft) plus holding costs creates value if underlying residential rents support positive yields
post-conversion. Repurposing strategies (experiential venues, food halls, experience centres) capture modern consumer preferences but highly operator-dependent &
execution-risky. Retail parks facing pressure from internet retailers but anchor grocery tenants (Tesco) remain stable if pricing power secured (online grocery adoption slowing
post-Ocado penetration limits online penetration to 10-12% market share). High street revival: some cities (Manchester, Edinburgh) see pockets of strength if retailers consolidate
footprints to fewer flagship locations & landlords downsize buildings to match demand.Retail distress opportunities: CVA'd retailers selling leasehold interests at steep discounts
(-30-50%) creating opportunistic entry points for investors accepting tenant quality & covenant risk trade-offs.

Retail Valuation & Covenant |npact (exanple): Prime high street: £10M property, £400k annual rent, 4.0%cap rate Assume 75% occupancy/col | ection: £300k
NO Reval ued at 5.0%cap rate (higher risk) = £6M Downsi de: -40% from acquisition price Rent collection risk: 95% stabilized, 75-85%stressed retail
envi ronnment CVA inpact: Tenant covenant downgrade, extended col |l ection, rent concessions

XIIl. Alternative Sectors: Hotels, Data Centres, Self-Storage, Life Sciences

Hotels yields 4-6% reflecting operational leverage & demand cyclicality. Revenue per available room (RevPAR = average daily rate x occupancy %) is core metric; RevPAR
£80-150/night in London luxury, £40-80 regional 3-star, £20-40 budget chains. Gross operating profit (GOP) = Revenues - Direct operating costs; GOP margins 40-60%
high-end, 20-30% budget. Fixed costs (management, depreciation, F&B) substantial (~50% of GOP); occupancy swings (80% to 60% occupancy) compress GOP 30-50%.
Hospitality debt highly sensitive to earnings: DSCR 1.2-1.3x typical, vs. 1.5-1.8x commercial real estate; covenant breaches common in downturns. Data centres yields 3-4%
reflecting inflation-linked long-term contracts (3-5% annual escalation typical), high barriers to entry (interconnectivity, power/cooling redundancy), cloud computing structural
growth. Megawatt (MW) pricing £100-250k/year for retail co-location vs. wholesale £80-150k/year (bulk power capacity). Data centre capex substantial (100% power redundancy,
N+2 cooling, hardened infrastructure) but long-lasting (20-30 year asset lives). Tenant concentration risk material: >30% revenue from single tenant (hyperscaler) creates




renegotiation risk. Self-storage yields 4-5% (US typically higher 5-6%), NOI per sqft £3-8/year depending on location & occupancy. Self-storage stable demand (life transitions,
downsizing, business overflow) with 5-6% annual rent growth & 90%+ occupancy. Life sciences/lab space yields 3-4%, highest growth sector (biotech, pharma R&D expansion).
Specialized facilities (fume hoods, BSL-2/3 containment, specialized HVAC) command £20-40/sgft premium rents vs. office £8-12/sqft. Tenant quality investment-grade (pharma
majors, university affiliates) excellent; biotech startups riskier.Alternative sector characteristics: specialized tenant bases (hotels require hospitality operators, data centres require
IT infrastructure expertise, life sciences require regulated lab compliance) limit potential landlord pool & create re-leasing risk if operator/tenant exits. Operational intensity high
for hotels/care; low for data centres/storage. Capital intensity high for data centres (heavy infrastructure), moderate hotels (FF&E replacement cycles), low self-storage.

Al ternative Sectors: Yields, Metrics & Characteristics: Hotels: 4-6%yield, RevPAR netric, 40-60% GOP nargins, DSCR 1.2-1.3x tight Data centres: 3-4%
yi el d, £100- 250k/ MW year pricing, 20-30yr asset life, 3-5%escalation Self-storage: 4-5%yield, £3-8/sqgft/year NO, 90% occupancy stable Life sciences:
3-4%yield, £20-40/sqft premiumyvs. office, investnment-grade tenants Alternet sectors: Specialized tenants, refinancing risk if operator concentration

XIV. Real Estate Fund Structures & Investor Protections

Open-ended fund structures (continuous capital raising/redemptions at NAV) offer daily liquidity to investors but impose leverage constraints (60-65% max LTV) & capital-light
operating models to manage liquidity. Typical annual management fees 0.75-1.25%, performance fees 10-20% of outperformance above hurdle (often 5-8% IRR benchmark).
Open-ended funds best for core/stabilized portfolios; avoid illiquid development with construction timeline risk. Closed-ended funds (5-10 year vintage, no redemptions, quarterly
distributions) accommodate higher leverage (70-80% LTV), longer hold periods & development execution. Closed-ended fund structures: Limited Partnership (LP/GP structure,
20% institutional co-GP, 80% LP capital); Fund Limited Company (corporate vehicle). LPs typically target 12-18% IRR, demand 2% management fee + 20% of profits above 8%
hurdle, 5-year minimum hold. Property-Authorised Investment Fund (PAIF, UK variant) tax-transparent mutual fund structure, attractive for UK retail investors, but limits leverage
& mandates daily redemption rights (liquidity risk if redemptions surge). Listed investment companies/funds trade on exchanges (higher liquidity, lower transparency) vs. unlisted
funds (lower fees, potentially higher returns, limited liquidity).Fund structure preference varies by investor mandate: pension funds favour open-ended for long-dated liability
matching & stability; insurance companies favour closed-ended for illiquidity premium & return targets; retail investors favour listed companies/PAIF for liquidity & transparency.
Fund manager conflicts: performance fees incentivize deal-chasing, leverage expansion & size growth; fee pressure creates downward spiral on fund returns (more assets =
fixed cost leverage, lower returns). Sophisticated institutional investors negotiate tiered fees (lower fees for larger funds, hurdle rate adjustments) & co-investment options (direct
deal access, reduced fees on co-invest).Borrower-in-possession (BIP) financing, whole-loan acquisitions & CMBS secondary trading create opportunities for distressed funds in
cycles: 2008-2009 saw opportunistic funds buy CMBS at 40-60% of par, acquire seasoned loans at 70-80% of outstanding debt, creating 20-30% equity upside on realization.
Similar mechanics in 2020 (COVID disruption) & 2023 (rate shock, retail stress) create periodic opportunities.

Real Estate Fund Structures & Investor Terns: Open-ended: Daily/quarterly redenptions, 60-65% LTV, 0.75-1.25%ngnt fee, core/stabilized C osed-ended: 5-10
year vintage, 70-80% LTV, 2% ngnt fee + 20%carried interest LPA terns: Typical hurdle 8% preferred return 5-8% catch-up clause, clawback provisions
Limted Partner: 80-90% capital conm tnent General Partner: 10-20% co-investment PAIF: UK tax-transparent, daily redenptions, attractive retail but
constraints | everage

XV. EPC, ESG & Net Zero Compliance

Energy Performance Certificate (EPC) mandatory for all lettings/sales in EU/UK; rates buildings A-G (A most efficient, G least efficient). UK regulation mandates EPC C by April
2027 for all let properties; non-compliance results in £5-15k fines & lease voidability. Buildings with EPC D-G face £50-150/sqft upgrade costs (insulation, HVAC, window
replacement) to achieve C. Valuation impact: EPC C properties command 5-15% premium to D/E/F comparable buildings; rental income premium 3-7% for C vs. lower ratings.
Institutional investors increasingly mandate EPC C minimum, forcing owner exits of lower-rated assets. Refurbishment capex: £30-50/sqft for mechanical system upgrades,
£50-100/sqft for envelope improvements (windows, insulation, HVAC replacement), with total projects often £100-200/sqft to achieve C rating. Retrofit landlord risk: capex
overruns 20-30% common; rental assumptions (will rents recover cost?) tenuous in competitive markets. Green Building Certification (BREEAM, LEED, WELL, NABERS)
increasingly requested by tenants; premium rents 5-10% typical for certified buildings vs. uncertified; certification costs £50-100k per building.ESG governance & disclosure
required: GRESB (Global Real Estate Sustainability Benchmark) benchmarks fund performance on GHG reduction targets, water efficiency, waste management, tenant health &
safety. Top GRESB performers attract lower cost of capital (50-100bps premium valuations) & institutional capital. CRREM (Carbon Risk Real Estate Monitor) pathways define
decarbonization roadmaps; commercial real estate must achieve 40-50% GHG reduction by 2030, 80-90% by 2050 vs. 1990 baseline. Scope 1 & 2 emissions (building
operations, energy consumption) most material; Scope 3 (tenant activities, embedded carbon) increasingly disclosed. Stranded asset risk: buildings unable/unwilling to achieve
net-zero pathways face valuations haircuts -20-40% by 2030 as institutional capital mandates ESG-compliant investments. Net-zero retrofit economics: buildings achieving
net-zero (100% renewable energy, electric heating, verified carbon offset) command 10-20% rental premiums but capex exceeds £200/sqft, payback 10-15+ years in most cases.
Embodied carbon (carbon in materials, construction) increasingly quantified; architects & developers pressure suppliers to reduce embodied carbon, limiting material choice &
potentially increasing costs. Transition finance emerging: green bonds & sustainability-linked debt offer below-market rates for ESG-compliant projects (requires independent
certification & audited improvements).

EPC & ESG Conpl i ance Costs & Valuation: EPC C by 2027 nandatory UK; non-conpliance £5-15k fines, |ease voidable Capex to C. £30-50/sqft HVAC, £50-100/sqft
envel ope, total £100-200/sqft typical EPC premium Crated vs. D-rated commands 5-15% val uation prem um GRESB benchmark: Top perfornmers 50-100bp

val uati on/ capex cost prem um CRREM pat hway: 40-50% GHG reduction by 2030, net-zero by 2050 Net-zero retrofit capex: £200+/ sqft, 10-15yr payback, rental
prem um 10- 20%

XVI. DD Red Flags & Risk Assessment

WAULT <5 years with occupancy <85% indicates significant void/renewal risk within 5 years; absent strong leasing market fundamentals or tenant quality, forces yield
compression or capex investment to stabilize occupancy. Over-rented properties (current rent > market rent by 10%+) face material downside at lease expiration; reversionary
yield negative (current yield lower than market cap rate) signals deterioration risk. EPC D/E/F ratings with 2027 compliance approaching force capex £50-200/sqft per property;
landlords facing £500k-£5M+ retrofit costs depending on size. Single-tenant concentration (>50% NOI from one tenant) creates counterparty risk; tenant failure or relocation
triggers near-total income loss & lengthy re-lease periods (6-18 months typical). Development portfolio risk: speculative development (0 pre-lettings) faces rent/occupancy risk;
development cost overruns typical (+15-30% vs. budget common); extended lease-up timelines (18-36 months) compress returns materially vs. model assumptions. Floating-rate
debt exposure creates DSCR risk: 2% interest rate rise on 50% floating debt = 100bp DSCR compression; if DSCR modeled 1.3x at 3% rates, 5% rates compress to 1.2x
(refinancing risk). Ground lease risk (properties where land leasehold <125 years remaining) face re-basing/lease extension costs 15-30% of property value; short remaining
terms (<80 years) become increasingly unmortgageable/unlettable.Environmental contamination (previous industrial use, underground storage tanks, soil pollution) creates
£1-10M+ liability & holds up sales; Phase | & Il environmental assessments essential due diligence. Planning uncertainty (appeals, local authority mood changes, conditions not
discharged) delays/prevents developments; delayed first rents & capex drag on returns 2-5% IRR. Structural defects (Grenfell-type external walls, reinforced concrete
carbonation, foundation issues) create £500k-E5M+ remediation costs & reputational risk; post-2018 cladding scandal, buildings with non-compliant external walls became
unmortgageable/unlettable. Tenant covenant stress (CVA, covenant margin <1.2x DSCR for corporate tenant parent) presages payment risk; lease with deteriorating
counterparty should trigger accelerated leasing plans for contingency.Valuation metrics red flags: NOI declining 3-5% annually despite inflation suggests rent
stagnation/collection issues; cap rate expansion (>50bp) within 12 months signals market negative view (warrant fundamental recheck). Debt covenant breaches or waivers
(lender agreeing temporary DSCR <minimum) signal emerging stress. Turnover-dependent assets (retail, hotels, leisure) facing >30% annual tenant replacement indicate market
challenges or management deficiency.

DD Red Flags Checklist: O WAULT <5yr & occupancy <85% = Void risk O Over-rented >10% vs. market = Rent-down risk O EPC DJF with 2027 = Forced capex

£50- 200/ sqft O Single tenant >50% = Counterparty risk O Floating debt >50% DSCR <1.3x = Rate risk O Gound | ease <100yr = Renortgaging risk O

Devel opnent 0%pre-let = Execution risk O Structural defects = £500k+ |iability O Tenant CVA = Paynent default risk O Cap rate expansi on >50bp = Val uation
risk

XVIl. Real Estate Glossary

AIFMD: Alternative Investment Fund Managers Directive; EU regulation of non-bank asset managers & fund structures
AISC: All-in sustaining cost; mining term, not applicable to real estate

BIP: Borrower-in-possession financing; lender provides capital to distressed borrower controlling asset

Break Clause: Lease provision allowing tenant (occasionally landlord) to exit mid-term; typically 5-year intervals
BREEAM: Building Research Establishment Environmental Assessment Method; UK green building certification

BTR: Build-to-rent; residential rental apartment buildings held long-term for income

Cap Rate: Capitalization rate = NOI + Market Value; inverse of price-to-income multiple

CMBS: Commercial Mortgage-Backed Securities; securitized pool of commercial mortgages

Clawback: Fund provision requiring GP return proceeds if fund underperforms hurdle rate

Covenant: Lease/debt agreement provision or borrower's promised financial ratio (e.g., DSCR)

CRE: Commercial Real Estate; office, retail, industrial, multifamily for investment (not owner-occupied)

CRREM: Carbon Risk Real Estate Monitor; decarbonization pathway framework for RE sector

CVA: Company Voluntary Arrangement; UK insolvency mechanism allowing company restructure with creditor approval
Depreciation: Non-cash expense reducing building value over time; tax deduction for owners




Disposition: Sale or other exit of real estate asset from portfolio

DSCR: Debt service coverage ratio = Annual NOI + Annual debt service; minimum 1.2-1.3x typical
EBITDA: Earnings before interest, taxes, depreciation, amortization; proxies operating cash flow
EPC: Energy Performance Certificate; mandatory rating A-G of building energy efficiency
Equivalent Yield: IRR on 5-10 year hold capturing income, rental growth & exit yield

ERV: Estimated rental value; appraiser's opinion of market rent at lease expiration

ESG: Environmental, social, governance; sustainability & responsibility criteria for investment

Exit Cap Rate: Assumed cap rate at sale/end of hold period; typically +50bp from entry
Feasibility: Viability study confirming development returns justify capex & planning/construction risk
FID: Final investment decision; board approval for capex commitment

FRI: Full repairing & insuring lease; tenant pays all property costs

Fund Liquidation: Termination of closed-end fund, asset sales, capital return to LPs

GDV: Gross development value; estimated completed project value

GOP: Gross operating profit; hotel term = revenue - direct operating costs

GRESB: Global Real Estate Sustainability Benchmark; ESG performance rating for RE funds/assets
Gross Yield: Gross rent + Price; simplistic metric ignoring operating costs

Headlease: Superior lease typically owned by financial institution from property owner

Hurdle Rate: Minimum IRR target for fund; used to calculate carried interest performance threshold
LEED: Leadership in Energy & Environmental Design; US green building certification

Lease-up: Period of tenant ramp-up in new development; vacant-to-stabilized transition

LPA: Limited Partnership Agreement; governing document for LP-GP fund structure

LTV: Loan-to-value = Total debt + Asset value; leverage metric

NAV: Net asset value = Assets - Liabilities; per-share NAV = Total NAV + Shares

NABERS: National Australian Built Environment Rating System; Australian green building standard
Net Yield: NOI + Market value; primary yields metric for stabilized income property

NIY: Net initial yield = Current annual NOI + Purchase price; entry yield



