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Welcome to the Industrials REIT
2022 Annual Report

Who We Are

Industrials REIT Limited (formerly
Stenprop Limited) is a UK REIT listed on
the Premium Segment of the Main Market
of the London Stock Exchange (“LSE”)

and the Johannesburg Stock Exchange
(JSE”). We specialise in the ownership
and operation of multi-let industrial (“MLI")
estates in the United Kingdom (“UK").

industrials
REIT

Our Story

Industrials REIT is a business on a mission. In 2018, we
identified an opportunity in the MLI market in the UK for

a landlord who can provide SMEs with what they really
need — flexibility and quality customer service — akin to
what they might expect to find in serviced offices and self-
storage. To achieve this, we disposed of mixed use assets
across Europe and invested to become a focused UK ML
business, while simultaneously building a class-leading,
digital-first operating platform called Industrials Hive. With
those two fundamental building blocks now in place and

a highly diversified and evolving customer base, we are
pushing forward with delivering a differentiated customer
experience, driven by operational excellence and efficiency
through our Industrials Hive platform.

D>

Find out more at https://www.industrialsreit.com/
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/ Overview

About us

Unlocking The Power of Space:

D>

Read about
Our MLI Portfolio
onp.10to 11

Read about

Our Marketplace
on p. 21 to 25

Read about

Our Performance
Review

on p. 38 to 39

Platform

Our unique cloud-based,
mobile-friendly and
highly scalable operating
platform is operated by our
dedicated team

D>

Read about
The Value we create
onp.12to0 13

Read about
Our Industrials
Hive Platform
on p. 28 to 29
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Sector

Supply and demand
fundamentals drive
rental growth

Structure

Our REIT structure, strong
governance, financial
strength and management
alignment

The Power
of Space

D>

Read about

Our Culture

on p. 30

Read about
Our Governance
on p. 86 to 119

Read about
Our Financials

onp. 127 to 177

D>

: Read about
We deliver value and growth ESG at Industrials

o on p. 64 to 83
opportunities for all of our

Space that matters

stakeholders



We believe in The Power of
Space. Space to work, to think,
to evolve, to grow and

to succeed.

Space that matters to our
customers, employees and
communities.

How

How we unlock
The Power
of Space.

Through a combination of
technology and personal

connection, we focus on
delivering a quality experience
for our customers. We do this
by creating a straightforward,
supportive, transparent and
frictionless process.

Ensuring a positive impact through
focused action

We understand The Power of Space and how
we make a difference in our marketplace.

We set out to make an impact to ensure

we achieve the best for our Company, our
customers and our investors.

Contributing to the success of others

Individuals operating as one team, we speak
our minds to ensure we weigh up every idea
and option. We work with our customers to
help achieve their ambitions, just as we work
with our local communities with mutual goals
in mind.

b Creating space for success

The Power of Space is not just physical

space for our customers and their clientele.
Itis also the space we provide to our talent,
with the time and opportunities for learning
and development, improving wellbeing and
providing the possibilities for giving back to
their communities or our charity of the year.

Finding the smarter way

We got to where we are today by finding a
smarter way to pursue our vision and goals.
Everyone in our business can play a role in

making continual improvements, no matter
how big or small.
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/ Overview

At a glance

Our operating company

We are a specialist owner and operator of multi-let industrial
properties, leasing them out to small and medium-sized businesses
across the UK. We have a strong internal management system, enabled
by our unique operating platform, Industrials Hive.

What is MLI?

Multi-let industrial estates typically comprise 5-50 units of

1,000 - 20,000 sq ft each and are let to a wide range of businesses.
Each unit is similar, comprising a large open space and a small amenity
area with toilets and a kitchen and/or office, depending upon the size.
The unit is accessed via a large roller-shutter door and often a separate
pedestrian door, while outside there is parking and a yard area with
good access for large vehicles. Each estate will have common parts
which are usually secure and landscaped, and include a common yard
and road areas. The cost of maintenance is shared by the occupiers via
a recharged service or maintenance charge.

MLI estates are typically located in and around densely populated
urban areas, providing occupiers with access to a large local market
and a ready labour supply. Demand for MLI units has grown since the
turn of the century, largely due to e-commerce impacting upon the type
of space most SMEs require, while supply has been constrained due to
the lack of available land and high build costs.

Our customers:

Our customers operate in a diverse range of sectors. Demand for MLI
space is growing, with new occupiers who never previously occupied
MLI units seeking space. This is as a direct result of the advances in
communications and technology, and the e-commerce revolution which
is creating new industries (e.g. last mile grocery delivery) and changing
the types of space that businesses choose to operate from (led by the
shift to online sales compared to traditional retail).

Why invest in MLI?

MLI offers a unique opportunity to invest in an asset class where
there is an ongoing structural shift in demand driven by the growth of
e-commerce and the adoption of technology, while supply is severely
constrained by high build costs and a lack of available land across
towns and cities in the UK. We believe that this imbalance of demand
and supply will lead to sustained rental growth over a long period

of time.

Furthermore, we believe that the SME occupier market is poorly

served by existing MLI landlords, who operate a traditional out-
sourced management model which fails to meet their needs for greater
flexibility and a simpler leasing proposition. By moving away from a
traditional approach to management, we believe that we can deliver
the power of space using a “serviced industrial” product which provides
a step change in meeting the needs of SMEs, while simultaneously
operating with greater efficiency and superior margins. Furthermore,
the market dynamics above have contributed to industrials becoming
the best performing real estate sector for the last five years.
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Annual total returns for the three main property sectors
over the full 21-year history of the Monthly Index
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Our structure

Industrials REIT has a primary listing on the main market of the

London Stock Exchange and a secondary listing on the main board

of the Johannesburg Stock Exchange. The Company is a Real Estate
Investment Trust (“REIT”), meaning that under UK law it is exempt from
paying tax on UK property rental income profits and gains. A REIT must
distribute 90% of tax exempt income profits (not capital gains) as a
property income distribution. These features ensure strong corporate
governance, high levels of transparency and enhanced liquidity in
Industrials REIT shares.

Industrials REIT also benefits from strong management alignment,
with an internalised management structure and a high level of shares
owned by the Directors of the Company (>7% of issued share capital).
Along with market standard incentive packages, which align to our
corporate KPls, this ensures that the management team think and act
like investors, rather than being motivated by third-party management
fees, performance fees or assets under management.

Finally, as a listed business with long-term horizons, Industrials REIT
can invest in building an efficient, scalable and sustainable operating
platform built upon strong asset fundamentals. This differentiates

the Company in a marketplace dominated by short-term investors

and delivers the opportunity to capitalise on a business model which
generates customer value and long-term growth over short-term gains.

Key features of an MLI asset

Under single
ownership

Located near
urban areas

ala
S\

Affordable, flexible
space for a wide
range of activities

J_n.l_

Comprised of
different sized
units let to
multiple occupiers




The Power of Space: space to grow

Buildings owned by Industrials REIT
are comparatively simple by design.

A steel frame is not only long-lasting, suffering low levels of
obsolescence, but it also offers a high degree of flexibility.
Open plan space can cater for a wide variety of needs and
helps us maintain a diverse customer base to build things,
store things maintain things and sell things, all from the
same type of space.

Simple design also helps us cater for changing customer
requirements. Our space is very versatile, capable of being
reconfigured by some simple design changes.

Hera Beauty specialise in the manufacture of cosmetics and
personal care. The Company originally took its first unit from
us in Coningsby Business Park, Peterborough in early 2019.
The business continued to flourish, and in September 2020,
it doubled its footprint and expanded into space

next door.

As Hera Beauty continued to create
new product lines and build

its customer base, their

appetite for more

space was obvious. Our team of Customer Engagement
Managers remained alive to its needs and have successfully
supported its expansion into further space in March 2022.

Simple modifications to our space, such as removing
walls and creating new openings, have helped us
create a fully integrated solution for Hera

Beauty across a combined area of

27,000 sq ft.
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/ Overview

At a g | a n Ce continued

Industrials REIT has been transforming itself into a focused
MLI operator.

Over the past four years, much of the narrative around our transition into a specialist MLI
business has surrounded the recycling of capital into MLI assets. However, behind the scenes,
a similarly significant transition has been taking place with material investment in the people,
processes and technology necessary to support our aspirations of being a true MLI operating

business.

Over the last 12 months, we have made several changes to our Industrials Hive platform and
operational capabilities.

Internalisation of billing and management accounting. Billing and credit control
are key touchpoints in the customer lifecycle, while the close management of
financial data improves reporting and the flow of financial information back to
customers.

Implementation of a new finance and operating platform. Our new Microsoft
Dynamics Finance and Operations system acts as the centre of our technology
platform, providing accurate and real-time data across all business areas, while
also introducing necessary controls and rigour. The system is integrated with our
sales and marketing platform and all systems share a common data architecture,
which provides advanced business analytics capability.

Consolidation of our Stockport office. Approximately half of all office-based

staff are now located in Stockport, with representation across all departments,
including a significant proportion of senior management. The office has

provided the Company with a much wider pool of prospective talent, while

also giving staff the opportunity to locate in either the north or south of the
country. Stockport also provides ready access to a large proportion of our assets,
increasing the connection to customers.

Evolution of our sales & marketing function. We have given greater
independence to our sales team to conclude lettings with smaller customers,
freeing up time for our asset management team to work with larger occupiers.
We have also streamlined our lead generation process, optimising digital
marketing expenditure and speeding up taking vacant properties to market.

These changes, along with countless smaller initiatives, are designed to enhance the quality
and consistency of service we deliver to our customers, while also enabling us to generate
higher revenues at a lower cost. Over the next 12 months, we intend to consolidate and
evolve the Microsoft Dynamics technology platform we have put in place, while also
internalising the facilities and property management of our portfolio. These steps will see
the completion of the next phase of our platform strategy, with full internalisation of critical
business services and the implementation of an end-to-end digital platform for managing
MLI within a single digital architecture. This will position the business for growth and profit
maximisation, while also unlocking potential economies of scale when adding further MLI
estates to the portfolio.
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Our compelling customer
proposition

We invest in a diversified
portfolio of UK MLI properties
and provide quality customer
service on a cost-efficient
basis that is driven by our
Industrials Hive platform.

Our operating model is designed to deliver
“serviced industrial” accommodation to our
customers, something possible on small unit
multi-let industrial properties, which is more
difficult to offer on single-let larger assets
on full repairing and insuring terms with no
common services. We believe this benefits
Industrials REIT by:

01

Providing customers with

a simpler, flexible and
transparent leasing proposition
that better meets their needs,
helping to make the properties
more attractive, command
higher rents and operate with
lower levels of vacancy;

Simplifying the process of
leasing via the Smart Lease
which cuts transaction times
by using short form and digital
documentation. This cuts the
dead time between agreeing a
letting and occupation taking
place, thereby generating more
revenue and cutting costs for
all parties;

02

Increasing the barriers to exit to
existing customers by offering
a service level that is difficult
to replicate elsewhere. This
enhances the lease renewal
rate, driving down vacancy and
the cost of new leasing, and

Opening up opportunities

to potentially add revenue
streams and enhance operating
margins through the delivery
of additional products, services
and value to our customers.




Our unique operating platform

The delivery of a serviced industrial product
requires an operating platform that supports

the operating procedures, infrastructure and a
range of products and services that we already
provide, or are planning to do so.

Some elements of our serviced industrial

offer are:

Strong branding under our industrials.co.uk name
that drives enquiries and acts as a mark of quality for
customers;

Face-to-face customer service driven by our network of
on-the-ground customer engagement managers;

Transparent pricing where all costs are known up front
to give clarity and confidence on expenditure over the
period of a customer’s lease;

Simplified leasing options and reduced transaction
times with our Smart Lease product and clear customer
journey mapping;

A proactive approach to environmental, social and
governance (“ESG”) issues for the benefit of our
customers and the wider community. This highly scalable
operating platform drives efficiencies through enhanced
customer experience and data collection;

Multi-channel communications including live chat, our
0800 call centre and web forms; and

Direct access to empowered staff by removing
third-party advisers, agents and brokers through the
internalisation of key customer-facing activities such as
billing, maintenance and leasing.

THO &2 RGH L

Read about Our Industrials Hive Platform on p. 28 to 29

The power of technology and personal
connection:

Building a sustainable
competitive advantage

Our new finance and operating system, which went live on

1 April 2022, provides a scalable, end-to-end, unified and
integrated digital system of software applications, which is able
to run multiple business processes.

Microsoft D365 is at the core of the software, providing the
finance functionality required for our day-to-day operations

and month-end reporting. It is integrated with Flexproperty
software specialising in property management and all leasing
elements. There is a further integration between our customer
relationship management (“CRM”) module and Flexproperty.
This integration removes duplication of effort, improves efficiency
and reduces errors.

Other software integrations have been designed to improve
operational efficiencies across banking, budgeting, billing and
collections, as well as reporting; with functionality which, in some
cases, is unique to Industrials.

With this unified system and our skilled, integrated team,
Industrials REIT is structured for growth and fully focused on
improving operational efficiencies, collection rates and billing
accuracy, while delivering an industry-leading customer service
and real-time centralised reporting.
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Space that matters

The Power of Space: space to work,
to evolve

Plattsville Bakehouse
— Compass Industrial
Park, Liverpool

“Plattsville Bakehouse is a micro-bakery producing artisan
breads. We bake mainly sourdough, as well as a number of other
speciality breads including baguettes, focaccia, banh mi, hoagie
rolls and classic bloomer loaves.

The business was born in the lockdown of April 2020. Having
lost all my work as a freelancer in the adventure activity industry,
| started a local community bake scheme in an effort to do
something nice for our neighbours and help lift spirits in tough
times. | couldn’t believe how well the idea was received! The
neighbours were amazingly supportive and word spread really
fast. Neighbours and other locals would come to collect the bread

{Trs/1LLE ]
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from our make-shift bread stall on the front of our terrace house.
After only a few months, | was baking six days a week from the
home kitchen, putting our oven through its paces and churning
out around 40 loaves each day! By this stage, | had a number

of restaurant and deli clients interested, which prompted me to
secure a space with Industrials in September 2020. | installed
proper bread ovens, a 60L spiral mixer and a big fridge and was
ready to take things to the next level. Just over a year later and
things have not slowed down. | now employ two other bakers.

We bake for a number of local independent restaurants, cafés
and delis across south Liverpool. Having outgrown our original
unit with Industrials, we have just this month moved into a bigger
space on the Compass site and are absolutely loving it!

It’s really exciting to have room to grow again. Who knows
where we’ll be in another year’s time!”

Customer: Andy Cook (Founder, Plattsville Bakehouse)



The Power of Space: space to succeed

Briggs Automotive Company’s expansion

at Compass Business

It is safe to say Briggs Automotive Company (“BAC”)’s story

is one of remarkable success: how an unconventional driving
dream became reality in Britain before taking all four corners of
the world by storm. First launched in 2011, the BAC Mono is the
realisation of two brothers’ vision of a road vehicle that offers
the most authentic and pure driving experience possible, while
implementing the very latest racing technology.

BAC approximately doubled their original floor space at our
Compass Business Park estate, to 21,400 sq ft in 2018. It has
proudly called Liverpool home for almost a decade, adding

to the city’s reputation as a centre of automotive excellence
and innovation. The company and its products have become
synonymous with Liverpool itself and BAC takes every
opportunity to give back to the city, while continuing to fly the

Park

flag around the world. Every single BAC Mono to have been
delivered across 45 countries globally started its life in the city of
Liverpool within the BAC Manufacturing and Innovation Centres.

In terms of manufacturing, BAC has been responsible for a
number of world-firsts in the car industry that have brought
about impressive performance and weight-saving enhancements
on the Mono. BAC was the first company in the world to develop
hybrid carbon-composite wheels in collaboration with British
performance wheel manufacturer, Dymag. The brand remains
true to its British roots. In fact, of the 1,250 bespoke components
used to build Mono from 100 suppliers, 95% are based in the

UK — 45%, meanwhile, are from local companies in Liverpool

and the North West region.
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Our MLI portfolio %}?

Property size
® 0-50ksqft

@ 50-100k sq ft

A .100k+sqft
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“Our portfolio is fully diversified
in terms of the number of
tenants, their business sectors
and its geographical spread
across the UK.”

Paul Arenson
CEO

The largest six business sectors of our
customers

27.3%

& @ \Nholesale and
retail trade; repair
of motor vehicles
and motorcycles

6.8%

Administrative Construction
and support

service activities

@ 10.9%

6.0%

Professional,
scientific and
technical
activities

6.5%

0 Private individuals

Top 10 tenants by contractual rent

Thame:

Restore P!

Pharm (U.K) Limited
DS Gyms Limited
Si
Rexel UJ Limited

Booker Ltd

Unifr on Control Europe Limited

redients (UK) Limite

Geographic breakdown by floor area

Il North West

uth East
st of England
idlands

North Ez

hire & Humber
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of England

t Midlands

North East

Construction

Private Individual

Entertainment and
tion

ation and Storage
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The value we create

Ve are here to unlock
The Power of Space.

For Shareholders
Our value proposition

Favourable market dynamics

e-commerce has driven a structural shift in

the demand for MLI units across the UK, while
supply is constrained by lack of available land
and prohibitively expensive new-build costs. This
imbalance is leading to strong rental growth,
with little potential for new supply in the short to
medium term.

Outperforming asset class

Total return generated by the industrial sector has
outperformed other property classes such as retail
and office, over the last 35 years.

Well-positioned for capital and
earnings growth

We can acquire existing fully-let MLI properties
for less than replacement cost. We believe that
they will generate strong and stable income as

a significant proportion of total return, while our
scalable Industrials Hive operating platform brings
efficiency savings and opens up further revenue
streams.

10% + Target TAR

Efficiencies from operating platform

Our cloud-based, mobile-friendly operating
platform offers an enhanced customer experience,
and puts relevant data in the hands of sales and

customer-facing staff. Highly scalable with growth,

we constantly update it with the latest innovations
from Microsoft and other providers.

Healthy capital structure

We have a Group LTV of 25.6%. At 31 March
2022, the portfolio had a loan-to-value covenant
headroom of 45% and average debt expiry of

4.0 years. The loan structure is ring-fenced across
different lenders offering scope for efficiencies
through consolidation and refinance as the
portfolio grows.

Aligned and proven management team

A high level of shares are owned by the Directors
who have a strong record of identifying value

in property. The Directors have overseen the
execution of our MLI transition in four years and,
in that time, disposed of £592.7 million of assets
at an average 8.0% premium to valuation, and
reduced Group LTV to 25.6%.

Permanent capital

Listed, tax-efficient REIT with long-term
investment horizons, resulting in strong corporate
governance, high levels of transparency and
enhanced liquidity.

12
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For Society

e A sustainable asset class — MLI| assets
are long-lasting and suffer low levels of
obsolescence.

e High impact potential — Through building
energy efficiency enhancements, such as
installation of solar panels and LED lighting,
there is potential for wide-reaching impact
over the property-related carbon footprint
of hundreds of SMEs. Read more in our EPC
upgrade assessment on pages 70 and 71.

e Delivering value and growth opportunities —
By utilising our Industrials Hive platform
and Smart lease product, we provide the
opportunity for all our stakeholders to grow
and succeed.

e Providing flexible space, and flexibility

The Power
within lease terms — Our Smart Lease
Of S p a Ce product allows businesses to sustainably

evolve. This appeals to a wide range of new
user types.

e Customer engagement — By using a
combination of our Industrials Hive platform
and personal connection, we work with
businesses to support them in their growth.

e Regional business for our people — We
provide rewarding and stimulating careers,
opportunities for growth, learning and
development with offices in both Stockport
and London to people across the UK.

Space that matters »
See p. 64 to 83 to read
more about Our ESG
strategy
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Chairman’s statement

Richard Grant

Independent Non-Executive Chairman

b6
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“Our plans for the future are based on
building from the strategic competitive
advantages which we already hold.”

This is my fourth chairman’s statement

since | became chairman of what was then
Stenprop Limited in May 2018. At that time
we set ourselves a considerable challenge,

to transform the Company’s entire business
over a three to four-year period. This would
involve the complete disposal of the existing
commercial property portfolio and the creation
of a new operating property business focused
on multi-let industrial estates within the
United Kingdom. It also required adoption

of the UK REIT tax regime and the transition
of our primary stock market listing from the
Johannesburg Stock Exchange to the London
Stock Exchange.

It is obviously most pleasing to be able to start
my statement this year by acknowledging
that we have effectively completed this

major business transition, and | would like

to congratulate the management team on
driving forward this transition to a successful
conclusion.
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At 31 March 2018, our portfolio was valued
at £734 million and comprised approximately
50 commercial property assets across a
variety of sectors located in the UK, Germany
and Switzerland, together with our first
portfolio of 25 multi-let industrial estates

in the UK. At 31 March 2022, our property
portfolio is valued at £685.8 million, and
includes 104 multi-let industrial estates
providing a total of just over 7,600,000 sq

ft of lettable space in England, Scotland and
Wales. Apart from our residual joint venture
holding in four German care homes, the
portfolio has been completely transformed.

The four-year transformation included a
strategy to steadily reduce leverage as we
repositioned the portfolio. Accordingly, the
business now has a stronger balance sheet
and we are pleased to be reporting a loan-to-
value ratio of 25.6%, down from 46.2% at

31 March 2018.

Since our initial listing on the London

Stock Exchange in June 2018, the market
capitalisation of the company has increased
from £334 million to £579 million at

31 March 2022 and this increase in value was
achieved with no issues of new equity. During
this period the number of our employees has
more than doubled from 20 to 52 and we
have introduced a completely new and unique
technology-based operating platform, which
enables us to manage and operate a business
which now has 2,011 units and 1,512
customers.

In addition to all the challenges posed by
such a substantial business transformation,
a significant portion of this period has been
impacted by the COVID-19 pandemic. | am
pleased to say that COVID-19 now seems
to be largely behind us in the UK and for the
most part the nation is learning to live with
the virus. Overall, | believe that Industrials
has navigated its way successfully through
the pandemic and, while it has inevitably
presented many challenges and difficulties, |
believe that it has accelerated some economic
and behavioural changes, which have
ultimately benefited Industrials’ business.

[t is most pleasing to report that the financial
results for the year just ended have continued
to confirm the strategic rationale behind the
business transformation. It is also reassuring
to be able to report continued progress on our
day-to-day operations, which is evident from
the key metrics highlighted below. Of possibly
more significance, the market fundamentals
of the business continue to improve and these
will support the opportunities which we seek
to enhance returns from the business through
further acquisitions and greater scale.

The two most significant financial highlights
of last year’s results are the 4.4% annual
growth in rent levels and the 25.0% total
accounting return delivered by the business.
This is truly an exceptional level of return and
obviously cannot be expected to continue at
the same heightened level in future years.

It largely reflects the substantial investment
rerating of the industrial property sector,
driven particularly by high levels of demand
for MLI space in the UK economy.

| would also mention the improvement in

our debt collection performance. Successive
lockdowns during the early and middle
phases of the pandemic inevitably created
great concern among all businesses regarding
the ability to collect revenues. | mentioned

in my report last year that these challenges
had consumed much management time

and required varying degrees of flexibility,
compassion and firmness when dealing with
customers. | am pleased to report that thanks



to these efforts, the ultimate outcome is
looking not nearly as pessimistic as we might
have feared in the depths of the pandemic.
We are now reasonably optimistic that
collection levels will return much closer to
traditional norms during the remainder of this
financial year.

The continuing strong financial performance
enabled us to increase our covered dividend
and helps us to confirm our intention to
achieve a rising and progressive level of
dividends.

Looking forward, it is difficult not to be
concerned about the continuing geo-political
situation, most obviously the war in Ukraine,
but also other global challenges, notably
tensions between the US and China and the
continuing fallout from Brexit. Such issues
are behind rising inflation and interest rates
in most Western economies, but these
challenges often provide opportunities for
entrepreneurial businesses such as Industrials,
and for many of its customers.

As explained in more detail in Paul Arenson'’s
Chief Executive’s report, the key favourable
market dynamics, which attracted the old
Stenprop to the UK multi-let industrial market
four years ago, not only continue in prospect
but have also been supplemented by other
developments which play into our hands.
Most significant of these are the continuing
transition of retail sales from bricks and
mortar to online retailing, the widespread
need for greater control over the supply

chain and stock levels and the continuing
supply and demand imbalance for small-scale
industrial space.

These external market dynamics are
supplemented by our own strategic initiatives
which are intended to improve our competitive
position and maximise Industrials’ financial
returns. In particular, and as explained in
greater detail elsewhere in this report, our
Industrials Hive platform provides us with
the technological capability to carry out all
aspects of property marketing, letting and
management in the most cost-effective and
efficient manner. No other provider of small
scale industrial space has this advantage.

Our plans for the future are very much based
on building from the strategic competitive
advantages which we already hold. Our
management platform has the capability

to enable us to broaden the number and
range of services which we can provide to
our customers. This will not only provide
opportunities for us to enhance our revenue
streams, but will also assist in minimising
tenant turnover and vacancy rates.

Probably of more significance to our future
growth and development will be our ability to
add scale to our operations. We have already
developed most of the infrastructure which
we will need to run a larger MLI business and
the fragmented nature of ownership of MLI
estates in the UK should continue to provide
us with sufficient opportunities to grow
through acquisition.

I look back on the achievements of the last
four years with great pride and also believe
that we have put Industrials in the best
possible position to continue to generate
further growth and attractive returns for the
foreseeable future. Looking both forwards
and backwards, | am extremely grateful to
the management team within the business at
all levels whose hard work and commitment
have contributed to the Company’s success
and to the positive outlook for the Company’s
continuing progress. | should also like to
place on record my thanks for the advice and
support which | have received from both the
executive and non-executive members of the
board and the senior management team over
the last year.

Independent Non-Executive Chairman

9 June 2022

INdustriai
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Chief Executive’s statement

Paul Arenson

Chief Executive Officer

b6

“Our people are passionate about Industrials
REIT being a force for positive change, and
we are excited about the potential for the
business to make a positive difference to the
1,500+ SME companies that call our buildings

their home.”

| am pleased to be reporting another strong
year of progress for Industrials REIT. This

year marks the end of our four-year transition
strategy into a fully-fledged multi-let industrial
(MLI) owning and operating business. Going
forward, investors will experience the full
impact of owning and operating a portfolio of
£653.5 million (7.3 million sq ft) of purpose-
built MLI, situated in and around numerous
towns and cities across the UK.

During this year, our MLI portfolio continued
to perform strongly delivering like-for-like
rental growth of 4.4% for the year.

We remain confident our underlying rental
growth rate of between 4% and 5% per
annum is likely to continue for a number of
years, particularly as we have delivered over
5% rental growth in each of the previous
two years. Our confidence is based on the
following factors:
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Demand for MLI space remains strong
and is increasingly diverse. More
importantly, the demand is coming

from a large variety of non-industrial
businesses which have never previously
occupied MLI space. This is as a direct
result of the advances in communications
technology and the resulting e-commerce
revolution, which has enabled many
businesses to operate from MLI units and
use the internet to access suppliers and
customers in a way that could not be done
before. Traditional industrial occupiers

are simultaneously experiencing a revival,
with less inclination for businesses to
outsource manufacturing offshore due to
increased transport costs and less reliable
security of supply, resulting in more local
production and increased stock levels. We
believe the trends of e-commerce and
deglobalisation are both likely to continue
for the foreseeable future.

e Supply of new MLI units remains
constrained. MLI units need to be situated
in and around densely populated towns
and cities and what little land is currently
available in those locations tends to be
developed for residential. Furthermore,
even where industrial is the most
viable use, it tends to be for single-let
distribution units leased to strong tenants
on long leases. An additional supply
constraint is the fact that in all but very
few locations, were a developer minded
to build small MLI units speculatively,
the level of current MLI rents and yields
achievable relative to build costs would
likely result in development losses. We
estimate MLI build costs (excluding land)
to be around £120 per sq ft compared
to the current independent valuation of
our portfolio of £90 per sq ft. For the
foreseeable future, we continue to be
able to buy MLI estates at around 70% of
replacement cost.

e Our average rents of £5.72 per sq
ft are extremely affordable. It means
our average unit of 3,500 sq ft costs
approximately £20,000 in annual rent
which in relative terms is roughly the
same amount most of our customers
would pay some of their junior employees.
Our research estimates the rent typically
represents between just 1 and 3% of
customer turnover and, in our view,
occupiers can comfortably absorb rental
growth.

e MLI does not suffer from design or
functional obsolescence. There is little
extra utility for an occupier between
a new unit and an old one, with those
having been built thirty years ago being
virtually the same as those that would
be built today. This makes the buildings
highly sustainable with long economic
lives, reducing the need and benefit
of redevelopment and benefiting the
investors, who can enjoy attractive returns
over a long period with low levels of
additional capital expenditure.

These factors have been driving rental growth
of approximately 4-5% per annum on our MLI
portfolio for the last four years. We believe
this growth rate will continue for so long as
supply remains constrained and demand
continues. We estimate that at current yields
and current build costs, development of new
MLI units is only feasible if rents are at or
above £10 per sq ft. Our current average rent
is £5.72 per sq ft. At the current 5% rental
growth, we estimate it will take between five
to ten years for meaningful development to be
feasible, assuming the unlikely eventualities



of there being no future increases in build
costs, no land becoming available or adverse
shifts in investment yields/multiples and/or a
significant reversal in demand.

As a result of these fundamentals, we are
confident we will be able to deliver on

our total accounting return (TAR) target

of a minimum of 10% per annum for the
foreseeable future. TAR is the aggregate

of the dividend paid plus the increase in
net asset value we expect to achieve, as a
percentage of the NAV at the start of the
year. This year, we have delivered a TAR of
25% made up of dividends paid in the year
of 6.75p plus an increase in NAV per share
of 30p.

Our current EPRA cost ratio is 40.9%. This
reflects the intensely operational nature of the
MLI asset class. It also reflects the fact that we
are internally managed and could potentially
manage significantly more MLI assets with the
platform we have in place. The MLI asset class
is very management-intensive, as it comprises
a large number of diverse individual occupiers
on relatively short leases spread over a wide
geographic area.

We have in excess of 1,500 different tenants
in our portfolio, none of whom represent more
than 2% of our annual rent roll, which gives
the business fantastic income diversification
but also makes management more onerous.
Our average lease is approximately four years
in duration and we turn over approximately
25% of all our leases each year. Itis clear
that risk and efficiency needs to be managed
through scale.

Itis also clear that scale cannot be achieved
efficiently without a technology-enabled
management platform, an asset which we
have been steadily building over the past four
years as we transitioned from being a passive
allocator of capital to being an MLI operating
company. We believe that by utilising this
platform (assuming all other aspects remain
constant) every additional MLI unit that we
acquire, will come in at an EPRA cost ratio

of approximately 20%, meaning that as the
business grows in size, the EPRA cost ratio
will fall.

The next phase of our strategy is to seek

to enlarge our portfolio with further MLI
acquisitions of approximately £100 million
to £125 million per annum, enabling us to
approximately double its size over the next
four years. On this basis, all other things
being equal, we estimate that our blended
cost ratio should reduce from 40.9% to 30%
with scope for further reductions as we
increase the size of the portfolio further. We
are well-positioned to achieve this, having
built our management platform and having

demonstrated an ability to buy approximately
£100 million of additional MLI per annum,
while remaining disciplined in our investment
criteria and only purchasing properties which
are accretive investments in their own right
(see our property investment report for more
details on page 42).

Over the last four years, acquisitions have
been funded through the sale of non-MLI
assets and from debt. Going forward, the
funds will need to come from a combination
of new equity issuance and debt. Any future
equity raises will be dependent on securing a
suitable pipeline of acquisition opportunities
which meet our criteria. More importantly,
we are not in a position where we need to
make acquisitions to deliver returns. We are
confident we can still deliver a TAR in excess
of 10% per annum based on the fundamental
growth inherent in our existing portfolio
without any new acquisitions. The additional
acquisitions are more about enhancing
earnings through the efficiency of a lower
overall cost ratio by defraying many central
costs over a larger asset base.

We expect further benefits to flow from
our management platform through overall
efficiency savings and increases in revenue
by streamlining the leasing process through
our digital and smart leasing activities and
enhancing our customer service offering.
These improvements will help cut the
structural vacancy in the portfolio, which

is created by the gaps between customers
vacating and new customers taking
occupation. It also cuts the costs of each
lease by reducing the transaction fees paid

to agents and lawyers. In a business which
renews or relets 25% of all leases each year
and relatively short lease terms, these friction
cost savings are critical and can only be
achieved with a scalable operating platform.

A further anticipated revenue stream, which
also demonstrates the power of an MLI
operating platform, is the ability to show
that the MLI asset class can be efficiently
managed for third-party capital providers. At
present, there is almost no ability for investors
to access specialist MLI operating platforms,
and as such the MLI asset class remains the
highest yielding in the industrial sector, as it
is perceived to have high leakage costs and is
cumbersome to manage. We anticipate that
once operating platforms become available
in the MLI sector, the sector itself will re-rate
just as other management-intensive sectors
like student accommodation and self-storage
have in the past. Listed operating companies
in these sectors with proven management
platforms and an ability to scale typically
trade on significant premiums to NAV,

while the underlying assets also trade on
significantly lower yields than before the
advent of the management platforms.
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As our portfolio grows, so will the
diversification of our rental income which will
further stabilise cash flows in much the same
way as self-storage or residential operators,
where cash flows are valued based upon their
consistency rather than the underlying lease
terms and covenant strengths. There is great
strength in income granularity and occupier
diversity, which coupled with strong demand
for space relative to supply, should deliver
secure and consistent revenue growth over
the long term. An added benefit is that such
cash flows are evergreen in the sense that
there is never a cliff edge of lease expiries, as
the operational nature of frequent lease churn
ensures a consistent unexpired lease length.

We recognise the critical role that “ESG”
factors play in delivering operational and
financial performance. In this respect, we also
understand that monitoring and disclosing the
performance of our portfolio is fundamental
to delivering value to our stakeholders and
meeting their expectations around ESG.

As you will see later in this report, during
2021, we continued to enhance the way
sustainability is incorporated into business
activities, with a strong emphasis on the
social, wellness and diversity aspects. We also
spent time gaining a better understanding

of our carbon footprint, what can be done

to improve the energy efficiency of our
buildings and how climate change is likely

to impact our business going forward. Our
people are passionate about Industrials REIT
being a force for positive change, and we are
excited about the potential for the business
to make a positive difference to the 1,500+
SME companies that call our buildings their
home. There is still a lot of work to be done in
this rapidly evolving landscape, and we are
working hard to both enhance our reporting
and implement practical initiatives across our
business.

Despite the positive long-term trends we are
seeing in MLI, as we move into the financial
year ending 31 March 2023 we are cognisant
of several challenges that are emerging which
will require us to be vigilant.

The first of these is the cost inflation being
seen across the entire economy, to which

we are not immune. From our perspective,
operating costs are increasing primarily
because of wage inflation, which is significant
across all disciplines but especially within the
industrial property and technology skillsets.
As an internally managed entity, this can
impact overall EPRA cost ratios. Similarly,
the cost of maintaining or building MLI

units is also going up. We have very limited
development exposure but estimate that the
cost of building a new MLI unit has increased
by over 20% in the last 18 months.
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This further reduces the likelihood of any new
supply coming on stream and should therefore
be positive for future rental growth, which
over time we also expect to occur in any case
as a result of inflation.

The second challenge is central banks’
response to these inflationary pressures
through increasing interest rates and
withdrawing quantitative easing. This is
having a material impact on borrowing

costs. Eighteen months ago, we were able to
borrow at an all-in fixed rate for seven years
at 1.66%. Now, five-year all-in fixed rate
borrowings are costing approximately 3.75%.
This means interest costs are now getting
close to net initial yields (after operating
leakage) and are no longer enhancing cash
flow at the time of acquisition. Leveraged
returns are becoming dependent on future
rental growth and/or yield compression to
provide enhanced returns. In this environment,
we need to be more prudent on debt and LTV
levels and are likely to target lower overall
debt levels of around 30% rather than 40%.
We would also seek lower levels of leverage
on new acquisitions.

If top line revenue growth is unable to keep
up, these increases in operating costs are
likely to dampen earnings. However, we
believe the potential for revenue growth
remains strong due to the demand/supply
imbalances and other factors in the MLI
market referred to above. These give us
the potential of passing on increased costs
through higher rents and mitigating cost
increases through future scale savings from
our platform.

In this changing economic environment,
there is a risk of a fall in GDP and a possible
recessionary environment for a period. Under
such conditions, we do not anticipate that
vacancy levels will rise to levels experienced
in previous severe economic downturns such
asin 2008 and in the early 90s. Our thesis

is that the structural change in the nature of
demand from e-commerce related businesses
has created a whole new class of businesses,
who now need MLI space compared to

the past where it was only the industrial
manufacturing and service businesses. This
growth in the universe and type of occupiers
has taken place at a time of no new supply
due to cost and land availability constraints.
In our view, the existence of this additional
new group of occupiers will go a significant
way to offsetting the impact of vacancies due
to a downturn. We saw this in the downturn
caused by the pandemic, although we
appreciate that the specifics of that downturn
caused an acceleration of the growth in
demand for online solutions.

Notwithstanding these challenges, | remain
excited and passionate about the prospects
for Industrials REIT and its stakeholders.

MLl is an asset class which offers significant
potential and is a big beneficiary of several
important structural and societal changes
taking place in the world around us. It is an
asset class where we believe our operational
platform-based approach to management
provides us with a clear competitive
advantage. We benefit from the combination
of an aligned internalised management
team with significant skin in the game and a
long-term approach through our permanent
capital structure. This enables us to invest in
the technology, systems and staff required
to deliver the platform. It also needs a team
with vision to do things differently and be
passionate about changing the way an
industry operates with a focus on delivering
the customer service and systems this
requires. We have all of these in place and are
building on our brand and vision. In executing
our strategy, | am confident we will deliver
superior returns with low risk over a long
duration and growth opportunities and value
for all of our stakeholders.

| take this opportunity to thank all of our
stakeholders and our Board for their support.
In particular, | wish to thank our people who
have been so instrumental in executing on our
vision and in managing the relationships with
our customers and our suppliers throughout
the year.

Paul Arenson

Chief Executive Officer
9 June 2022



Marketplace

A structural shift in demand for MLI space, driven by macroeconomic factors

Since the turn of this century, there has been a structural shift in the level of demand for multi-let industrial units across the UK. Prior to this
period, the predominant occupier base of the MLI market was manufacturing and service businesses, the former of which had been in decline
for several decades as production moved offshore. However, with the advent of computing and other modern technologies (such as GPS),
new entrants emerged who found that MLI's inherent characteristics of being in densely populated areas with a ready market of customers
and workers, while also being highly flexible in nature, made them ideal for their modern business models. In addition, access to distribution
channels created by e-commerce have enabled customers previously tied to traditional retail, to utilise MLI space. Over the past few years,
this trend has accelerated, meaning that today, there is a deeper and more diverse occupier base for MLI units than ever before.

The key macroeconomic demand-side drivers for MLI are as follows:

The move to online retailing is driving demand for MLI space.
e-commerce has brought new users into the MLI market such as dark
kitchens and grocery delivery, while it has also pushed many traditional
high street occupiers into the sector too. Furthermore, online trade has
grown the available market for many regional businesses, leading them
to expand. MLI demand is highly correlated to e-commerce penetration
in the UK. While internet sales have fallen back from their peak in the

midst of the pandemic, it did prompt an acceleration in the change that
had been evident for the last 15 years.

Internet sales as a percentage of total retail sales (ratio) (%)
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The number of SMEs in the UK grew 73% between 2000 and 2020.
MLI units have long been the home of many SMEs, leading to growing
demand. The proliferation of SMEs has in part been attributed to the
growing ability for small businesses to operate competitively due to the
enhancements in communications and digital technology.

Contribution of different sized businesses to total number
of UK businesses, employment and turnover
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The internet and e-commerce has made MLI more relevant, as it can MLI estates are more open to a wider range of users than ever

provide a place to make, store, process, sell and distribute products sold before. It is common to find traditional users (e.g. vehicle repair, light
online. In addition, technologies like satellite navigation have played manufacturing) occupying units alongside new breed occupiers (e.g. play
an important role, making MLI estates more accessible to consumers, centres, medical facilities, recording studios). This has made the assets
opening estates up to new users from the leisure and retail sectors. more accessible, opening up the asset class to even more occupier
Looking forward, new technologies such as virtual reality, electric and types. Some of these are symbiotic in nature (e.g. trade counter, leisure
autonomous vehicles, data storage, power storage and grid balancing or automotive occupiers), and can lead to excess demand in certain

and 3D printing may find MLI highly suitable and drive further new locations as customers seek to cluster together. Overall, the breadth and
demand for space. diversity of occupiers within the MLI sector is increasing, leading to more

demand and greater income resilience for landlords.

Proportion of floorspace occupied by “modern” occupiers

%
The opening up of new markets and the closing of old ones looks

likely to drive growth in localised supply chain management and 0
manufacturing. Consumer preferences have also changed since 65
Brexit, with greater emphasis on British designed and made products.
Levelling Up is providing more investment in regional infrastructure 60
and creating new jobs in local communities. Finally, Governme