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Primary Health Properties
Well positioned for further growth

The merger with MedicX has been transformational for Primary Health
Properties (PHP). It brought together two high-quality, complementary
portfolios, delivered immediate operational and financial synergies with
the potential for more, and provided investors with an increased market
capitalisation and enhanced share liquidity. PHP is well placed to profitably
address the substantial investment needs of the primary healthcare
sectors in the UK and Ireland and benefit from increasing evidence of
accelerating rental growth.

Year Net rental Adj. EPRA  Adj. EPRA Adj. EPRA*** DPS  PINAV Yield
end income (Em) earnings* (Em)  EPS* (p) NAV/share (p) (p) (x) (%)
12/18 76.4 36.8 5.2 105.1 5.40 1.49 34
12119 115.7 59.7 54 107.9 5.60 1.45 3.6
12/20e 131.3 728 5.9 109.7 5.90 1.43 3.8
12121e 138.6 772 6.2 13.7 6.10 1.38 39

Note: *Excludes valuation movements, amortisation of fair value adjustment to acquired
debt, and other exceptional items. **Fully diluted. ***Adjusts for fair value of derivative
interest rate contracts and convertible bond, deferred tax, and fair value adjustment on
acquired debt.

Merger delivering benefits and underlying growth

The merger was a significant driver of FY19 performance but PHP continued to
grow on a standalone basis. Of the £22.9m increase in adjusted EPRA earnings
compared with FY18, MedicX contributed £15.6m. Merger cost savings of an
annualised £4.0m were delivered and the average cost of borrowing was reduced
from 4.0% to 3.5% with a marginal rate of 2.5%. DPS increased by 3.7% to 5.6p
fully covered by EPRA earnings. The first quarterly dividend in respect of FY20
increased 5.4% to 1.475p (an annualised 5.9p), leading us to increase our DPS
forecasts. We expect acquisitions, accelerating rental growth, and operational and
financial cost savings to drive further growth.

Well placed for further growth

In both the UK and Ireland, there is broad political will to reform healthcare
provision, placing more emphasis on primary care to meet the increasing
healthcare needs of growing and ageing populations. The requirement for larger,
more flexible, higher-quality premises will provide significant investment
opportunities in the coming years. The enlarged PHP is well placed to address this
opportunity. At the time of reporting, it had £360m of available funding headroom
and an acquisition pipeline totalling ¢ £160m, of which £44m was in legal due

diligence. Yields have tightened but reduced marginal funding costs and investment

management fees have maintained a healthy positive spread on acquisitions.

Valuation: Secure income with growth

Income visibility is strong, with long leases and substantially upwards-only rents,
90% backed directly or indirectly by government bodies, with little exposure to the
economic cycle, or fluctuations in occupancy. With dividends growing and fully
covered by earnings, the FY20e yield is 3.8%, supporting a premium to NAV.
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Investment summary

Company description: Successful record of growth

In both the UK and Ireland, there is broad political will to reform healthcare provision, placing more
emphasis on primary care to meet the increasing healthcare needs of growing and ageing
populations. The requirement for larger, more flexible, higher-quality premises will provide
significant investment opportunities in the coming years. PHP has a proven record of successfully
investing in the sector and, since it was founded, has delivered 23 years of unbroken dividend
growth. The merger with MedicX has been transformational for PHP, bringing together two high-
quality, complementary portfolios, delivering immediate operational and financial synergies with the
potential for more and providing investors with an increased market capitalisation and enhanced
share liquidity. PHP is well placed to profitably address the substantial investment needs of the
primary healthcare sectors in the UK and Ireland and benefit from increasing evidence of
accelerating rental growth.

Financials: Acquisitions

The merger was a significant driver of FY19 performance but PHP continued to grow on a
standalone basis. Merger cost savings of an annualised £4.0m were delivered, contributing to a
further reduction in the EPRA cost ratio to 12.0%. The average cost of borrowing was reduced from
4.0% to 3.5% with a marginal rate of 2.5%, and the balance sheet was strengthened. DPS
increased by 3.7% to 5.6p fully covered by EPRA earnings and the first quarterly dividend for FY20
increased 5.4% to 1.475p (an annualised 5.9p). We expect acquisitions, accelerating rental growth
and operational and financial cost savings to drive further growth. At the time of reporting FY19
results, £360m of funding headroom was available and the acquisition pipeline totalled ¢ £160m, of
which £44m was in legal due diligence. Yields have tightened but reduced marginal funding costs
and investment management fees have maintained a healthy positive spread on acquisitions.

Valuation: Secure income with growth

The shares have re-rated since the transformational merger with MedicX such that our forecast full-
year FY20 DPS of 5.90p now represents a prospective 3.8% dividend yield. Although this is below
the average for the broad property sector and wider UK equity market, we forecast dividends to be
fully covered by expected cash earnings, with good potential for further growth and, most
importantly, backed by a secure, upwards only rent profile, c 90% funded directly or indirectly by the
NHS in the UK or HSE in Ireland. Given the nature of this income stream it is tempting to draw
comparison with the generic yield on 10-year gilts at little less than 0.5%. This secure and growing
dividend return provides the basis for the valuation and in turn provides support for a continuing
valuation premium to EPRA NAV.

Sensitivities: Low risk, low volatility

Historical returns on primary healthcare assets have been higher than other sectors of the UK
commercial property market, with a lower level of volatility. This has been a function of secure and
more resilient income and more muted yield shifts through the property cycle. The sector driven by
demographics (aging, growing and sicker populations) rather than general economic conditions and
is characterised by long leases, predominantly government backed, with minimal vacancy and (in
the UK) upwards-only lease adjustments. There are nevertheless a range of factors that could
affect the business, especially over the longer term, including structural changes in the markets in
which the group operates, changes to government health and fiscal policies, funding conditions and
operational performance (see page 13).
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Leading UK primary healthcare REIT

Company overview

Primary Health Properties (PHP) is a UK real estate investment trust (REIT) and, following
completion of the agreed merger with MedicX (14 March 2019), has become the leading long-term
investor in modern, flexible, purpose-built primary healthcare facilities located across the UK and
the Republic of Ireland (Rol). The majority of these are leased to general practitioners (GPs),
government health service organisations (the UK NHS or Rol HSE) and other associated
healthcare providers, such as pharmacies and dentists. Investment is targeted at assets that can
generate long-term rental income with scope for capital gains.

The company was founded by Managing Director Harry Hyman in 1995. It floated on the AIM
market of the London Stock Exchange (LSE) in 1996, moved to the Main Market of the LSE two
years later and converted to REIT status in 2007. PHP has a proven record of successfully
investing in the sector and since it was founded has delivered 23 years of unbroken dividend
growth and targets a further increase, 5.9p for the current (FY20) financial year, fully covered by
EPRA earnings.

Exhibit 1: 23 years of unbroken dividend per share growth
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Source: PHP, Edison Investment Research

Primary healthcare property is a specialist sector alongside the broader mainstream commercial
property subsectors (offices, retail, industrial). As well as having good growth prospects — driven by
an ageing population with increasing healthcare needs — that are effectively immune to the
economic cycle, the key factors that differentiate it from the broad commercial property sector are
as follows:

Long leases at inception. Typically 20—-25 years, with upwards-only rent reviews in the UK.

A strong tenant covenant: 90% of rent roll is funded directly or indirectly (through cost

reimbursement) by the NHS in the UK or the HSE in the ROI.

No speculative development and minimal vacancy. PHP itself is not a developer and only funds

development properties on a pre-let basis.

Together, these characteristics provide PHP with a high level of income visibility and good
opportunities for further growth, while returns have historically been much less sensitive to
economic cycles than other commercial real estate subsectors.
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Portfolio provides high-quality recurring income

Exhibit 2 shows a summary of PHP’s portfolio as at 31 December 2019 (end-FY19). The almost
500 properties were externally valued at £2.41bn with a contracted rent roll of £127.7m and
weighted average unexpired lease term (WAULT) of 12.8 years. The valuation reflected a net initial
yield of 4.86%. The merger with MedicX provided a significant boost to the scale of the portfolio,
adding 168 high-quality, complementary assets with a value of £0.84bn. The contribution to the
overall portfolio from Ireland has continued to increase, with the 16 assets representing ¢ 7% of the
total by valuation, and a focus on acquiring larger, multi-disciplinary medical centres, especially in
Ireland, has contributed to a further increase in the average lot size to almost £5m. The portfolio
provides a stream of high-quality recurring income with good potential to grow through acquisitions
of standing assets and pre-let developments, asset management and rental growth. The PHP
portfolio of £2.41bn compares with that of close peer Assura, which last reported an end-September
2019 valuation of just over £2.0bn, comprising 560 properties. The two are differentiated by PHP’s
growing Irish portfolio (targeted to increase to perhaps 15% by value) and Assura’s in-house
development platform compared with PHP’s use of forward funding to acquire third-party developed
assets.

Exhibit 2: Portfolio summary as at end-FY19*

PHP MedicX Combined
Total number of properties 320 168 488
Of which in Ireland 1 5 16
Investment portfolio value (£bn) 1.57 0.84 2.41
Contracted rent roll (Em) 82.6 451 127.7
Net initial yield (NIY) N/A N/A 4.86%
Average lot size (Em) 49 5.0 49
WAULT (years) 125 134 12.8
Occupancy 99.8% 99.1% 99.5%
Government backed rents 90% 90% 90%

Source: PHP. Note: A £2.8m forward funding acquisition in Wales announced in February is not included.

Exhibit 3 demonstrates the exceptionally strong tenant covenant of the portfolio, not only the 90% of
rental income backed by government bodies but also co-located pharmacies and other associated
medical services. The geographic spread of assets provides additional income diversification.

Exhibit 3: Covenant exposure by rent roll Exhibit 4: Geographic spread by valuation
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Income growth

Exhibit 5 shows a summary of the rent roll development in FY19 as well as some of the ‘in-built’
drivers of future growth. During FY19, in addition to the £44.4m of rents added by the MedicX
merger, acquisitions added £2.0m and rental growth added £1.9m, taking the year-end total to
£127.7m. PHP indicates that the portion of its larger acquisition and development pipeline that is
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under offer, as well as the anticipated uplift from the eventual settlement of outstanding rent
reviews, has the potential to lift rent roll further to £133.7m. We forecast that further acquisition
activity, asset management and rental growth will further lift rental income as explained in the
Financials section of this note.

Exhibit 5: Contracted rent roll development

£m
Rent roll as at end-FY18 794
MedicX merger 444
Acquisitions 2.0
Completed rent reviews & projects 1.9
Rent roll as at end-FY19 127.7
Acquisition & development pipeline (under offer) 35
Anticipated uplift from outstanding rent reviews and future projects 2.5
Pro forma rent roll 133.7

Source: PHP

With the FY19 results, PHP reported an acquisition pipeline totalling c £160m of which £44m was
in legal due diligence. Although yields have tightened in the UK over several years and the Irish
yield premium over the UK has narrowed, supportive debt funding conditions and reducing marginal
investment management fees (part portfolio growth and part management fee renegotiation), a
healthy positive spread on acquisitions remains (Exhibits 6 and 7).

Exhibit 6: Illustrative yield gap on UK investment Exhibit 7: Illustrative yield gap on Irish investment
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Source: PHP. Note: *Portfolio valuation yield at 31 December 2019 Source: PHP. Note: *Portfolio valuation yield at 31 December 2019
as proxy for purchases. **At 31 January 2020. ***Incremental as proxy for purchases. **At 31 January 2020. ***Incremental
margin on debt facilities. margin on debt facilities.

Rental income will also benefit from development asset completions (included within contracted
rent roll). There were six properties under development at end-FY19, four of which are in Ireland.
The expected value at completion was £57m, of which ¢ £25m remained to be spent. A seventh
pre-let, forward-funded development asset in Wales was acquired in February 2020 with an
expected total cost of £2.8m.

Rent growth continuing to accelerate

Low rates of inflation (in contrast to land and building cost inflation) and low open-market rent
review increases in recent years have resulted in low overall levels of rent growth. However, the
trend of the past three years has moved positively upwards, with an average uplift on review of
1.9% pa achieved by PHP in FY19.
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Exhibit 8: Rental growth history (average annualised uplift on completed reviews in year)
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Source: Company data, Edison Investment Research

Open-market rent reviews, typically on a three-yearly basis, account for 69% of the total with RPI-
linked or fixed uplift agreements representing the balance. Across the market there is evidence that
open-market rent reviews have failed to sufficiently capture the strong rise in land and build costs in
recent years, in part the result of financial pressures and reorganisation within the NHS that slowed
decision making on commissioning the development of new primary healthcare facilities. The
dearth of new developments that this created restricted the opportunities for increased land and
building costs to be adequately reflected in the rent reviews for existing assets. There is now a
growing optimism that this is changing as NHS reforms bed down, plans take shape and
development activity picks up. The rents required to encourage the flow of much-needed private
investment that will support modernisation of the primary healthcare estate should increasingly be
reflected in market rent levels across the estate. During FY19, uplifts of 3.0% and 3.1% were
achieved on RPI-based and fixed uplift reviews. For open-market reviews (69% of the total), an
average of 1.1% was achieved on 165 reviews including 52 where there was no uplift. In addition, a
further 86 open-market rent reviews were agreed in principle, which will add £0.7m to the
contracted rent roll when concluded, representing an uplift of 1.6% pa.

In addition to organic rental growth through rent reviews, PHP has an active programme of asset
management projects such as extensions, refurbishments and lease extensions/re-gears.
Extensions and refurbishments enhance the quality of the portfolio, support the tenants in improving
their healthcare delivery, generate additional rents, and support lease extensions. Lease extensions
extend both the WAULT and income visibility while enhancing valuation.

Management and governance

PHP is managed by the board of directors, comprising a majority of independent, non-executive
directors selected to deliver an appropriate mix of diversity, skills and experience. With no direct
employees, the board appoints specialist third-party advisers to assist with the day-to-day running
of the group. Nexus TradeCo (Nexus) is appointed to provide property advisory and management
services, including the services of the managing director and finance director, Harry Hyman and
Richard Howell, as well as administrative and accounting services. The successful integration of
MedicX during FY19 built on a highly successful track record of creating value for PHP and its
shareholders since the company was founded in 1995.

The board

Immediately following the merger with MedicX, the board of PHP was reshaped to maintain an
appropriate size and create a balance between PHP and former MedicX directors. With the board
having overseen the successful integration of the team from MedicX’s investment adviser (Octopus)
into that of Nexus, as well as the integration of the respective property management and finance
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systems, further changes to the board are now planned. Reflecting the relative simplicity of the
business model, the board will reduce in size from eight members to six, consisting of four
independent non-executive directors and two executive directors. Accordingly, PHP will not seek a
replacement for Helen Mahy (deputy chairman of PHP and former chairman of MedicX), whose
decision to retire at the AGM scheduled for April 2020 was announced in November 2019 and Dr
Stephen Kell will not be standing for re-election at the AGM. Following these changes, the board of
PHP will include independent non-executive directors Steven Owen (chair), Peter Cole, Laure
Duhot and lan Krieger, along with executive directors Harry Hyman (managing director) and
Richard Howell (finance director). Following the AGM, lan Krieger will become senior independent
director and Peter Cole will become chairman of the remuneration committee.

The investment advisor: Nexus

The Nexus property team brings broad experience across health sector real estate as well as in
finance and company secretarial matters. It has continued to grow with the PHP business over the
24 years since this was launched, recently reaching 52 members of staff including 20 who came
across from Octopus Healthcare Adviser Limited (Octopus), the investment manager to MedicX,
and comprises a mix of property, finance and legal professionals.

The team is headed by Chris Santer, a qualified surveyor who joined Nexus in October 2017 and
has over 20 years’ real estate investment and development experience in the UK and continental
Europe. Prior to joining Nexus, Chris was a director of portfolio management at PGIM Real Estate,
the asset management arm of Prudential Financial Inc, and previously MGPA, the real estate fund
management arm of Macquarie Bank.

Highly cost-efficient structure

Supported by savings related to the MedicX merger as well as underlying scale economies, PHP’s
2019 EPRA cost ratio reduced to 12.0% (FY18: 14.3%) making it one of the lowest, if not the
lowest, in the UK REIT sector. The majority (c 80%) of all administrative expenses relate to
investment advisory fees and investment adviser performance incentive fees (PIF) with the balance
of expenses related to other company running expenses. Our forecasts indicate a further reduction
in the EPRA cost ratio in the current year (FY20) with a full year benefit from the merger cost
savings and further business growth.

Exhibit 9: Further cost ratio improvement

£m unless stated otherwise FY19 FY18
Total advisory fees (8.3) (6.6)
Performance incentive fees (1.8) (1.3)
Total other administrative expenses (2.2) (2.0
Total administrative expenses (12.3) 9.9
EPRA cost ratio 12.0% 14.3%
EPRA cost ratio excluding PIF 10.5% 12.6%

Source: PHP data

The property advisory fee payable to Nexus is comprised of a property management fee and an
administration fee. For the first five years after the completion of the merger, the fees paid to Nexus
for the management of the ¢ £816m formerly MedicX investment portfolio is set at a fixed 0.225%
pa (c £1.8m pa), reverting to the PHP fee schedule at the marginal rate thereafter. Nexus has
agreed to rebate £2.5m of this amount back to the company, paid in equal monthly instalments over
five years. On the remainder of the portfolio, including assets acquired after completion of the
merger with MedicX, management fees are calculated on a sliding scale applied to gross asset
value, which with incremental asset growth lowers the average fee. A revised fee schedule in place
since 1 January 2019 reduced the marginal fee rate on assets above £2.0bn to 0.225% pa and to
0.20% on assets above £2.25bn, enhancing the attractiveness of further portfolio growth for
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investors. In respect of the administrative and accounting services provided by Nexus, it receives a
fixed annual fee of ¢ £1.215m, which may be increased annually in line with RPI subject to a 5%
cap. Additionally, Nexus is entitled to a performance incentive fee (PIF) that gives Nexus 11.25% of
the EPRA NAV total return (change in NAV plus dividends paid) above a hurdle rate of 8%, on a
cumulative basis, with annual payments subject to an overall cap at the lower of 20% of the
management fee payable to Nexus in that year or £2.0m. Half of any PIF payment is deferred to the
following year, with performance against the hurdle rate (both positive and negative) carried forward
in a notional cumulative account with any future payment subject to the account being in a surplus
position. The Nexus team working on PHP’s account, other than Harry Hyman, will receive a
minimum of 25% of any PIF paid, to aid staff motivation and retention, of which 50% is to be
satisfied in PHP shares, subject to a three-year holding period.

Financials

Strong FY19 growth reflects organic progress and
transformational merger

The merger with MedicX completed on 14 March 2019 has been truly transformational for PHP. It
brought together two high-quality, complementary portfolios, delivered immediate operational and
financial synergies with the potential for more to follow, and provided investors with an increased
market capitalisation and enhanced share liquidity. The merger was a significant driver of the 61%
increase in the investment portfolio, 51% increase in net rental income and 62% increase in
adjusted EPRA earnings but PHP continued to grow on a standalone basis. Of the £22.9m increase
in adjusted EPRA earnings compared with FY18, MedicX contributed £15.6m.

The targeted immediate merger cost savings of an annualised £4.0m were delivered with some of
the benefit to come through in the current year. An already low EPRA cost ratio fell further to 12.0%.
The merger also created opportunities to refinance historically expensive debt and the average cost
of borrowing declined from 4.0% to 3.5%. The marginal rate of borrowing is now 2.5%.

DPS has continued to increase, by 3.7% to 5.6p in FY19, with dividends paid fully covered by
EPRA earnings. The first quarterly dividend in respect of FY20 increased 5.4% to 1.475p (an
annualised 5.9p).

The balance sheet has been significantly strengthened leaving PHP well positioned for further
portfolio growth.
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Exhibit 10: Summary of FY19 financials

£m unless stated otherwise FY19 FY18 FY19/FY18 H119 H219 FY19e
Net rental income 115.7 76.4 51.4% 53.8 61.9 17.0
Administrative expenses (12.3) (9.9) 24.2% (5.9) (6.4) (12.2)
Net finance expense (43.7) (29.7) 47.1% (20.0) (23.7) (44.5)
Basic adjusted EPRA earnings* 59.7 36.8 62.2% 279 318 60.4
Property revaluation 484 36.0 17.7 30.7 37.7
Profit on sale of properties 1.4 0.1 0.0 1.4 0.0
Fair value loss on derivatives (5.4) (1.8) (2.3) (3.1 (2.3)
Fair value gain/(loss) on convertible bond (28.2) 3.2 (1.8) (26.4) (1.8)
Exceptional items related to MedicX merger

— contract termination fee (10.2) N/A (10.2) (10.2)
— exceptional revaluation loss (138.4) N/A (138.4) (138.4)
Amortisation of fair value adjustment on acquired debt 2.5 N/A 1.0 1.5 2.7
Tax charge (1.1) 0.0 (0.4) (0.7 (0.4)
Basic IFRS earnings (71.3) 74.3 (106.5) 35.2 (52.3)
Basic IFRS EPS (p) (6.5) 105 (4.9)
Basic EPRAEPS (p) 4.8 52 5.0
Basic adjusted EPS (p) 5.5 5.2 5.8% 5.7
Diluted adjusted EPRA EPS (p) 5.4 5.2 3.8% 5.7
DPS (p) 5.6 5.4 3.7% 5.6
Dividend cover* 1.01 1.01 1.03
Adjusted EPRA NAV per share (p)*** 107.9 105.1 2.7% 107.0
EPRANAV total return 8.0% 9.8% 7.1%
Investment portfolio (bn) 2.4 1.50 60.6% 243
Net LTV 44.2% 44.8% 48.6%
EPRA cost ratio 12.0% 14.3% 11.8%

Source: PHP data, Edison Investment Research estimates. Note: *Adjusted EPRA earnings excludes valuation
movements, amortisation of acquired fixed rate debt revaluation and other exceptional items. **Dividend cover
is EPRA earnings as a percentage of dividends declared. ***Adjusted EPRA NAV excludes fair value
movements in derivative interest rate contracts and convertible bonds, acquired fixed rate debt revaluation and

deferred tax.

The strong 62% growth in EPRA earnings was the result of:

Net rental growth of 51% to £115.7m driven by the MedicX merger (from the date of
completion), a full period contribution from prior year acquisitions and development

completions, a partial contribution from current year investments, and underlying rental growth.

A 24% increase in recurring administrative expense, benefiting from the achieved £4m pa

merger cost savings with a further impact to flow through in FY20.

A 47% increase in net finance expenses (excluding positive non-cash amortisation to the fair
value adjustment of acquired MedicX debt), reflecting the enlarged balance sheet but also

benefiting from the refinancing measures that saw the average cost of debt reduce from 4.0%
to 3.5%.
Reflecting the increased number of shares in issue, basic adjusted EPRA EPS increased 5.8%

from 5.2p to 5.5p. Allowing for the potential impact of conversion of the convertible bonds, fully
diluted adjusted EPRA EPS increased 3.8% from 5.2p to 5.4p.

IFRS earnings were affected by the merger accounting impacts reported in H119 as well as
valuation movements in respect of interest rate derivatives, the convertible bond and investment
properties. The IFRS net loss for the year was £71.3m (H219: £35.2m profit).

Property revaluation gains were driven by rental growth and some further yield tightening in Ireland
(UK unchanged). Adjusted EPRA NAV per share increased 2.7% to 107.9p.
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Underlying forecast assumptions

Turning to our forward-looking estimates, the key underlying assumptions we make relate to asset
growth and funding:

New investment commitments of £125m in both FY20 (previously £150m) and FY21, a mix of
fully let completed assets and forward funding commitments in both the UK and Ireland.

For the UK we assume a blended cash yield on investment of 4.50% (previously 4.75%) for
standing assets and 4.75% (previously 5.00%) for development assets, and in the Rol we
assume 5.00% (previously 5.25%) for standing assets and 5.25% (previously 5.75%) for
development assets. The blended yield on our assumed new commitments is 4.80%
(previously 5.13%). Our change in yield assumption recognises the ongoing competition for
assets. We assume a blended average 2.0% pa rental growth.

Given that cash is deployed to forward funding agreements, the cash investment reflected in
our estimates slightly lags the pace of investment commitments. We expect PHP to fund our
assumed level of asset growth with existing cash resources and additional drawings of existing
debt facilities. We have assumed no equity issuance in our forecasts, nor conversion of bonds.
For new debt we assume a rate of 2.5%, consistent with the current marginal cost of debt.

Our cost estimates are substantially driven by the fee schedules described in detail above. We
have additionally allowed for £1.8m pa PIF payments to the investment adviser.

We make no assumption of changes in market valuation yields (either up or down) and reflect
the assumed rental growth in gross revaluation gains, partly offset by assumed acquisition
costs. We estimate that a 0.1% decrease in the portfolio net initial yield would increase FY20e
EPRA NAV per share by c 4p, with a 0.1% increase in net initial yield having a similar negative
impact.

Balance sheet and funding

PHP has been active in terms of refinancing initiatives since completing the merger with MedicX,
increasing its available capital, both debt and equity, reducing the average cost of borrowing from
4.0% to 3.5% (with a marginal cost of debt of 2.5%), and extending debt maturity (from 5.4 years to
7.2 years). As at 31 December 2019 (end-FY19) it had a widely diversified portfolio of debt facilities
amounting to ¢ £1.5bn of which ¢ £1.2bn had been drawn. Including a healthy cash balance of
£143.1m, temporarily buoyed by capital raising ahead of investment, net debt was ¢ £1.1bn and
allowing for capital commitments 0f £28.1m, the headroom available for further investment was
almost £360m.

The key funding initiatives during the year were:

The July 2019 issue of a new unsecured £150m/2.875% convertible bond and repayment at
maturity of the more expensive existing £75m/5.375% retail bond. At the same time, £73.4m of
unrequired loan facilities acquired with MedicX, of which little had been drawn, were cancelled.

The September 2019 issue of €70m of 12-year euro-denominated senior secured loan notes at
a fixed rate of 1.509%. This is PHP’s second euro-denominated issue, providing attractively
priced funding for its expanding Irish portfolio and hedging euro-currency exposure. The
proceeds have been partially applied to repaying and cancelling a more expensive €32m facility
with Bank of Ireland of which €26.2m had been drawn at a cost of 3.0%.

The December 2019 £100m revolving credit facility agreed with HSBC, which provides for
drawings in both sterling and euros. The facility has an initial three-year term with options to
extend and has a variable interest rate of Libor plus 1.65%.

The re-couponing of £100m of HSBC floating interest rate swaps to a fixed rate of 0.6875% for
a one-off payment of £8.0m. The replaced swap agreements were at much higher fixed rates
with £25m at 2.47% and £75m at 2.65%. Taking account of the one-off payment we would
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expect the transaction to be broadly neutral to valuation but it has the benefit of reducing
interest charges by ¢ £1.6m pa to the benefit of interest and dividend cover.

A £100m (£97.7m) equity raise via an accelerated book-building in September 2019 at 128p
per share.

The end-FY19 loan to value ratio (LTV) was 44.2%, down from 47.8% at end-FY18 on a pro-forma
basis adjusted for the subsequent merger with more highly geared MedicX. On the same basis, the
average cost of debt reduced from 4.0% to 3.5% and the company continues to look at other
opportunities for a further reduction, particularly in respect of debt maturities of ¢ £420m by end-
FY22.

With ¢ 82% of debt facilities and ¢ 98% of drawn debt either fixed rate or hedged with swaps, PHP
is well protected against any unexpected increase in market interest rates.

Revised estimates

Our forecasts are updated to take account of the FY19 results as well as the £100m (gross) equity
placing. Despite the slightly reduced assumption for new asset commitments noted above, our
forecast adjusted EPRA earnings for FY20 and FY21 are increased, primarily driven by lower net
finance expense (both lower borrowings and the ongoing reduction in the average cost of debt). On
a fully diluted basis our forecast for adjusted EPRA EPS is slightly reduced, reflecting the share
placing but also the likely conversion of the convertible bonds, given the strong rise in the share
price since issue. The forecasts are based on materially lower gearing than previously with our
expectation for end-FY21 LTV reduced from c 53% to ¢ 47%; conversion of the convertible bonds
would reduce this further, by an estimated c 6%. We expect PHP to distribute substantially all of its
EPRA earnings and our DPS forecasts are increased for both FY20 and FY21.

Exhibit 11: Estimate revisions
Net rental income Adj. EPRA earnings
(Em) (Em)
Old New %diff Old New % diff
12/20e 1335 1313 -16 702 728 36
12/21e 1437 1386 -36 728 772 6.0

Diluted adj. EPRA DPS Dividend cover Adj. EPRA NAVPS
EPS (p) (®) (p)

Old New %diff Old New %diff Old New %diff Old New %diff

62 59 52 58 59 17 106% 101% 47 1111 1097 15

64 62 34 60 61 17 107% 104% -25 1156 1138 -1.8

Source: Edison Investment Research estimates. Note: *Adjusted EPRA earnings excludes valuation movements, amortisation of
acquired fixed rate debt revaluation and other exceptional items. **Dividend cover is EPRA earnings as a percentage of dividends
declared. **Adjusted EPRA NAV excludes fair value movements in derivative interest rate contracts and convertible bonds, acquired

fixed rate debt revaluation and deferred tax.

Valuation

Historical returns on primary healthcare assets have been higher than other sectors of the UK
commercial property market, with a lower level of volatility. This has been a function of secure and
more resilient income and more muted yield shifts through the property cycle.

Strong primary healthcare property investment fundamentals, continuing low interest rates, long
lease lengths and predominantly government-backed rents, accelerating rental growth and
successful delivery of the targeted MedicX merger synergies have all contributed to a continuing
strong performance from PHP shares over the past year.

The shares have re-rated since the transformational merger with MedicX such that our forecast full
year FY20 DPS of 5.90p now represents a prospective 3.8% dividend yield. Although this is below
the average for the broad property sector and wider UK equity market, we forecast dividends to be
fully covered by forecast cash earnings, with good potential for further growth, and most
importantly, backed by a secure, upwards only rent profile, c 90% funded directly or indirectly by the
NHS in the UK or HSE in Ireland. Given the nature of this income stream it is tempting to draw
comparison with the generic yield on 10-year gilts at little less than 0.5%. This secure and growing
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dividend return provides the basis for the valuation and in turn provides support for a continuing
valuation premium to EPRA NAV.

Exhibit 12 shows the strong NAV total return performance over the past five years. Between the
end of 2014 and the end of 2019, PHP generated an EPRA NAV total return of 68.6% or a
compound 11.0% pa (dividends added back but not reinvested). Dividends paid have accounted for
around half of the return, with capital returns contributing the balance including the impact of asset

management, rental growth and yield tightening.

Exhibit 12: Five-year NAV total return of 11.0% pa compound

Opening EPRANAV (p)
Closing EPRANAV (p)

Dividends paid in period (p)

NAV total return

Compound annual average return

2015
79.7
87.7
5.00

16.4%

Source: PHP data, Edison Investment Research

2016
87.7
91.1
5.13

9.7%

2017
91.1
100.7
5.25
16.3%

2018 2019 2015-19
100.7 105.1 79.7
105.1 107.9 107.9
5.40 5.60 26.38
9.8% 8.0% 68.6%
11.0%

With indications of open market rental growth picking up and the scope for further yield tightening
less clear, we would expect the balance of future returns to shift towards income. At some point we
are likely to enter a market environment in which valuation yields stop tightening and may even
increase again, although the latter is only likely in the context of a broad property market yield shift.
This would have no impact on the rental income from existing assets and would increase the cash
yield available on acquisitions.

In Exhibit 13 we show the key valuation and performance metrics for PHP, a group of peers with
similarly long lease exposure to a range of asset types with differing covenant strengths, the broad
UK property sector and the FTSE All-Share Index. For comparative purposes, the data are on a
trailing basis, using the last published EPRA NAVs and trailing 12-month dividends declared. Within
the peer group, primary healthcare assets are differentiated by the strength of the tenant covenant
(90% NHS/HSE). The mix of lease rental terms provides significant exposure to a pick-up in open-
market rents compared with significant index-linked rents among peers. Given the multi-year lag in
open-market rents and signs of acceleration, this may well prove advantageous.

Exhibit 13: Peer group comparison

Price Market cap

(p)

Assura 77
Civitas Social Housing 98
Impact Healthcare 107
Lxi 128
Secure Income 450
Supermarket Income 105
Target Healthcare 119
Triple Point Social Housing 96
Tritax Big Box 133
Average

Primary Health Properties 157
UK property index 1,770
FTSE All-Share Index 3,731

(Em)
1853
607
341
667
1453
353
544
337
2267

1910

PINAV*
(x)
1.44
0.91
1.01
1.07
1.07
1.08
1.10
0.92
0.88
1.05
1.46

Yield™
(%)
36
53
58
44
37
55
56
53
5.2
49
36
39
5.1

One month
4%
1%
2%
-5%
5%
-3%
-3%
1%
%
-3%
-4%
7%
-11%

Share price performance

Three months
-2%
10%
-2%
-2%

8%
-3%
2%
8%
-10%
1%
2%
%
7%

12 months
33%
-1%

4%
5%
10%
2%
3%
-5%
-T%
5%
24%
3%
-6%

From 12M high
-8%
5%
1%
9%
5%
5%
-4%
-1%

-18%
8%
6%

-10%

-13%

Source: company data, Edison Investment Research, Refinitiv. Note: *Based on last reported EPRA NAV. **Based on 12-month trailing

dividends declared. Prices at 5 March 2020.

Sensitivities

As a long-term investor in a specialist sector of the commercial property market characterised by
long leases, predominantly government backed, with minimal vacancy and (in the UK) upwards-
only lease adjustments supported by predominantly fixed-cost debt, and with MedicX successfully
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integrated, we consider PHP to have low operational risk in a sector context. The sector is driven by
demographics (aging, growing and sicker populations) rather than general economic conditions but
there are nevertheless a range of factors that could affect the business, especially over the longer
term, including structural changes in the markets in which the group operates, changes to
government health and fiscal policies, funding conditions and operational performance, In particular
we note:

Enhancing organic rental growth, continuing property acquisitions are a significant driver of the
growth that we forecast, requiring PHP to maintain a suitable pipeline of standing properties
and development assets for investment on favourable terms and conditions. The enhanced
scale of the group following the merger with MedicX and bringing together the strong industry
relationships of both companies is a positive long-term indicator, evidenced by the current
strong investment pipeline.

Market environment:

As discussed above, the demand for healthcare in both the UK and the Rol seems set for
further growth, while government and health service planning in both countries puts
primary healthcare at the centre of measures to improve delivery and generate overall
efficiencies. Primary healthcare estates need substantial modernisation and upgrading to
meet this demand.

Attractive risk-adjusted yields have enticed new investors to the sector resulting in a
tightening of yields over several years. Competition is greatest for the larger, purpose-built
properties that are expected provide the best potential for longer-term rental growth and
returns. However, favourable funding conditions have maintained a positive spread
between acquisition yields and costs, including funding costs, while the spread in Ireland,
where PHP has a strong and growing presence, remains above that in the UK. Signs of
accelerating rental growth are a positive factor.

Government policy: while changes cannot be ruled out over the longer term, the UK
government and all major parties support health service planning, which includes a larger,
community-based role for primary care, with 24/7 access to GP services and supported by
increased funding. The Irish government is similarly restructuring its primary care provision.

General economic and monetary conditions: the non-cyclical nature of the sector reduces the
impact of fluctuations in the wider economy and property market. We expect such fluctuations
to have no material direct impact on PHP’s income and, as has been the case historically, we
would expect variations in property valuations to be less pronounced than for the broad
commercial property sector.

With ¢ 82% of debt facilities and ¢ 98% of drawn debt at end-FY19 either fixed rate or hedged
with swaps, PHP is well protected against any unexpected increase in market interest rates in
the short to medium term. While the average maturity of the debt facilities has increased to 7.2
years at end-FY19, it remains shorter than the WAULT (12.8 years at end-FY19), and without
assuming further management action, there is a risk that over the long term interest rates,
particularly real interest rates, may be higher as debt facilities mature.
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Exhibit 14: Financial summary

£m

Year end 31 December

PROFIT & LOSS

Net rental income

Administrative expenses

EBITDA

Net result on property portfolio

Other acquisition related value adjustment
Operating profit before financing costs
Finance income

Finance expense

Net finance expense

Net other income/expense

Profit Before Tax

Tax

Profit After Tax (FRS 3)

Adjusted for the following:

Net gain/(loss) on revaluation

Profit on disposal

Fair value gain/(loss) on derivatives & convertible bond
Exceptional revaluation related to MedicX acquisition
Deferred tax

EPRA earnings

Exceptional item

Amortisation of fair value adjustment to acquired debt
Adjusted EPRA earnings

Period end number of shares (m)
Average Number of Shares Outstanding (m)
Fully diluted average number of shares outstanding (m)
Basic IFRS EPS (p)

Basic adjusted EPRAEPS (p)

Diluted adjusted EPRAEPS (p)
Dividend per share (p)

Dividend cover (Adj. EPRA earnings/dividends paid)
EPRA cost ratio

BALANCE SHEET

Non-current assets

Investment properties

Other non-current assets

Current Assets

Cash & equivalents

Other current assets

Current Liabilities

Current borrowing

Other current liabilities

Non-current liabilities

Non-current borrowings

Other non-current liabilities

Net Assets

Derivative interest rate swaps

Change in fair value of convertible bond
Other EPRA adjustments

Adjusted EPRA net assets

IFRS NAV per share (p)

Adjusted EPRA NAV per share (p)
CASH FLOW

Operating Cash Flow

Net Interest & other financing charges
Tax

Acquisitions/disposals

Net proceeds from issue of shares
Debt drawn/(repaid)

Equity dividends paid (net of scrip)
Other cash movements and FX

Net change in cash

Opening cash & equivalents

Closing net cash & equivalents

Debt as per balance sheet

Convertible bond fair value adjustment
Unamortised borrowing costs

Acquired debt fair value a

Net cash/(debt)

Net LTV

Source: PHP data, Edison Investment Research forecasts
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(720.4)
52.9%

(114.5)
143.1
286
(1,262.7)
27
(12.6)
422
(1,181.8)
45.9%
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Contact details

5th Floor

Greener House
66-68 Haymarket
London

SW1Y 4RF

+44 (0)20 7104 5599

Leadership team
Non-executive chairman: Steven Owen

Steven Owen joined the board in 2013 and has been non-executive chairman
since 18 April 2018 when he also became chairman of the nomination
committee. He is a chartered accountant with extensive expertise in investment
and development in commercial property in a listed company environment. He
began his career with KPMG before moving into property with Brixton, where he
was finance director and subsequently deputy CEO. He was CEOQ and founding
partner of Wye Valley Partners, a commercial real estate and asset management
business.

Finance director: Richard Howell

Richard Howell joined Nexus, the property adviser to PHP, in March 2017 and
joined the board of PHP in the same month. He is a chartered accountant with
more than 20 years’ experience working with London listed commercial property
companies, gained principally with LondonMetric Property and Brixton. Richard
was part of the senior management team that led the merger of Metric Property
Investments and London and Stamford Property in 2013 to create LondonMetric
Property with a combined property portfolio of £1.4bn.

Revenue by geography (at 31 December 2019

Ireland

Managing director: Harry Hyman

Harry Hyman founded PHP in 1996 and has served on the board as managing
director since then. On the board he represents PHP'’s property adviser, Nexus
TradeCo, of which he is also managing director and founder. He is a chartered
accountant and in addition to his roles at PHP and Nexus TradeCo, he is a
director of several private companies as well as being the non-executive
chairman of two AlM-listed companies, Summit Germany, which invests in
German commercial property, and Hertsford Capital, listed on the London Stock
Exchange. In addition, Harry is a non-executive director of Biopharma Credit,
which invests in the fast-growing science industry.

Principal shareholders (source: PHP Annual Report, data as at 11 February 2020) (%)
Blackrock Investment Management 7.03
CCLA Investment Management 4.56
Vanguard Group 448
Investec Wealth & Investment 4.39
Hargreaves Lansdown (EO) 4.14
Charles Stanley 3.37
Companies named in this report

Assura Group (AGR), Civitas Social Housing (CSH), Impact Healthcare (IHR), LXi REIT (LXI), Secure Income REIT (SIR), Supermarket Income REIT (SUPR),
Target Healthcare REIT (THRL), Triple Point Social Housing (SOHO), Tritax Big Box (BBOX).
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This report has been commissioned by Primary Health Properties and prepared and issued by Edison, in consideration of a fee payable by Primary Health Properties. Edison Investment Research standard fees are
£49,500 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for
the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
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Copyright: Copyright 2020 Edison Investment Research Limited (Edison).
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regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
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This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Inve stment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide

publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not

offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61 (0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 1,185 Avenue of the Americas Level 4, Office 1205
60325 Frankfurt London, WC1V 7EE 3rd Floor, New York, NY 10036 95 Pitt Street, Sydney

Germany United Kingdom United States of America NSW 2000, Australia



