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A =, Convertible to fund further accretive acquisitions

p

Ljrgkittzzl;e o PHP continues its growth strategy via a new £75m convertible

Dec '13 NAV 300p bond to invest into an “attractive pipeline” of acquisitions.

Free float 100% Once the proceeds are fully invested, the deal will add cl1p to

Index FTSE SmallCap EPS, while the premium and dividend protection provide

i‘;‘;ttor:ews AuRe_""I'mE;ti‘:‘T:‘: attractive terms to equity investors. PHP’s dividend of 5.8% is
_ ’ the highest in the sector and is from the most secure income

UK portfolio 100% stream with rapidly improving cover — Buy.

Description

The group is engaged in the generation of
rental income and capital growth through
investment in primary health care property in
the UK leased primarily to GPs, Primary Care
Trusts, health authorities & other associated
health care users

Performance

Source: Bloomberg
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Convertible bond highlights

A £75m, senior, unsecured convertible bond with five-year maturity.

Coupon of 4.25% (below PHP’s average 4.85% all-in cost of debt).
Conversion price of 390p, or a +16% premium — well above the current 300p
net asset value.

Importantly, the dividend protection is set at a level that will ensure the
conversion premium is not materially reduced as dividends are paid.

Use of proceeds

Proceeds will be used to expand the portfolio further. In Q1, PHP outlined an
“attractive pipeline” of acquisition opportunities and, following the increase
in available resources, we await further announcements.
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300 « Initially, PHP will use the proceeds to pay down revolving credit facilities, in
260 r order to reduce the immediate impact of the interest charge on earnings (see
260 page 2).
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We reduce our Dec 2014E EPS by -4% to 15.4p (from 16.0p), but increase
Dec 2015E and Dec 2016E EPS by +1% and +4% (to 18.9p and 21.0p), and this
equates to dividend cover of 0.8x, 0.9x and 1.0x over the next three years.

We also reduce our NAV forecasts marginally to account for higher acquisition
costs, by -0.4%, -1% and -1% respectively over the next three years.

The shares currently trade on a +10% NAV premium and 5.8% dividend yield
— the highest in the sector and from the safest income stream. Buy.

Stats

Source: Company accounts, Peel Hunt estimates

Y/E Dec Net Op Inc Adj EPS EPS growth PER DPS Div yield Adj NAV ~ NAV/3net Disc/Nav  Disc/3net
(Em) (p) (%) (x) () (%) (p) () (%) (%)

2013A 41.6 10.6 4.5 B285 19.0 55 299.5 273.7 154 26.3

2014E 57.4 15.4 45.0 22.4 195 5.6 305.6 279.7 131 23.5

2015E 63.2 18.9 22.6 18.3 20.0 5.8 309.5 283.6 11.6 21.8

2016E 67.6 21.0 11.2 16.4 20.5 5.9 320.6 294.8 7.8 17.2

This document must be treated as a marketing communication for the purposes of Directive 2004/39/EC as it has not
been prepared in accordance with legal requirements designed to promote the independence of research; and it is not
subject to any prohibition on dealing ahead of the dissemination of investment research.
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Financial impact

Impact on the P&L

The 4.25% convertible coupon will be partially mitigated initially by paying down
revolving credit facilities which have a margin of c2.35% (PHP’s average bank
lending margin). Following repaying the revolvers, even if no acquisitions were
made for the rest of 2014, this would reduce PHP’s EPS by only around 0.8p.
However, our forecasts assume further acquisitions and we therefore reduce our
2014 EPS by 0.6p or 4%.

As acquisitions complete, the convertible will become EPS-accretive. Once
all proceeds are fully invested at an investment yield of around 5.75%, we
estimate the proceeds will generate an additional £0.9m of recurring profit
c0.8p per share on an annualised basis

Impact on the balance sheet and leverage

The convertible will be accounted for as debt, but this will be revalued in the
balance sheet at each reporting date.

As the convertible will initially pay down revolving credit facilities, there will be no
initial impact on LTV. However, as the proceeds are invested, the LTV will rise
towards 66% (from 62% at December 2013). #Corporate client of Peel Hunt

Likelihood of the bond converting

The bond can be converted at any time between 41 days after settlement and
the bond maturity in May 2019, but only if the market price is above the
conversion price (390p). However, the initial premium of +16% means this is
unlikely to occur in the near term unless the share price performs strongly.

Importantly, dividend protection is high at 19.5p. This is in line with our 2014E
dividend forecast, and therefore the initial conversion premium is unlikely to
reduce materially as any dividend amounts over 19.5p are paid.

Assuming the dividend rises by 0.5p each year over the next five years, we
estimate the conversion price could fall by 5p in total over the course of the
bond. This would reduce the conversion price from 390p to 385p, or by just 1%.

This 390p conversion price equates to a high +30% premium to the Dec 2013
EPRA NAYV of 300p, and a +21% premium to our new Dec 2016E NAV forecast
of 321p (the latest date we estimate).

If we assume our Dec 2016E NAYV forecast rises by 3% pa in 2017 and 2018
(driven by 3% rental growth and no yield shift), we could see a 340p NAV by
December 2018. To this figure, the conversion price would equate to a +17%
NAV premium and a 5.5% prospective dividend yield (assuming the DPS rises
by 0.5p each year to 22p for the year to December 2019) — this remains a higher
rating than that on which PHP currently trades.

As the conversion price of 390p is still +15% ahead of the 340p Dec 2018E NAV
estimate, the bond is likely to be accretive to NAV upon conversion by
approximately +2%.

If converted, the bond would represent c19m new ordinary shares, or 17% of the
existing issued share capital.
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Investment case
« At the current share price, PHP’s dividend yields 5.8%, the highest dividend

yield of our coverage of 30 UK-listed real estate stocks. Not only is it the highest
dividend yield, but PHP also provides the most secure income stream in the
sector:

- The average lease length of PHP’s portfolio is ¢16 years — the longest in
our coverage.

- Over 90% of the income is directly or indirectly funded by the UK
Government.

- The estate is continually near-100% occupied and the company has
never had a medical tenant (including pharmacy) default in its 18-year
history.

- Around 21% of the portfolio now has fixed uplift leases or index-linked rent
reviews. The remaining leases are effectively upward-only reviews.

e The portfolio itself comprises over 260 modern, high-quality primary health care

centres that require minimal capex and have limited ongoing landlord costs (we
forecast direct costs of around 1% of rent).

This enables PHP to distribute a large, consistent and rising dividend, and the
company is one of the very few to have raised its dividend consistently over a
long period (18 years).

New Peel Hunt forecasts

Dec 2014E forecasts

We reduce our adjusted EPS forecast to 15.4p (from 16.0p) to account for the
overall increase in interest charges and the possible delay in the completion of
acquisitions.

We also reduce our NAV forecast marginally to 306p (from 307p) to account for
clp of bond issue costs.

We maintain our 19.5p dividend forecast, for 5.8% yield and 79% cover — the
largest dividend yield in the sector.

Table 1: New Peel Hunt forecasts

Source: Company accounts, Peel Hunt estimates

2013 2014E 2015E 2016E
Y/end December Actual New Old New Old New Old
Recurring PTP (Em) 9.5 17.0 17.7 20.9 20.7 23.2 22.2
Adjusted EPS (p) 10.6 15.4 16.0 18.9 18.7 21.0 20.1
DPS (p) 19.0 195 195 20.0 20.0 20.5 20.5
Cover (x) 56% 79% 94% 102%
Dividend yield (%) 5.6% 5.8% 5.9% 6.1%
Adjusted NAV (p) 300 306 307 309 314 321 323
Premium (%) +13% +10% +9% +5%
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Dec 2015E forecasts
« We increase our adjusted EPS forecast marginally to 18.9p (from 18.7p), with
acquisitions offsetting the higher debt cost from the convertible.

o Adjusted NAV is reduced slightly to 309p (from 314p) to account for more
acquisitions and therefore higher acquisition costs.

e DPS maintained at 20.0p, for 5.9% yield and 94% cover.
Dec 2016E forecasts

e We increase our adjusted EPS to reflect the accretive nature of the convertible
bond once fully annualised — adjusted EPS rises to 21.0p (from 20.1p).

o Adjusted NAV marginally reduced to 321p (from 323p).
o DPS maintained at 20.5p, for 6.1% yield and 102% cover.
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Recommendation structure and distribution as at 14 May 2014 Corporate No Corporate % Total No Total %
Buy > +10% expected absolute price performance over 12 months 65 86% 159 56%
Hold +/-10% range expected absolute price performance over 12 months 11 14% 107 38%
Sell > -10% expected absolute price performance over 12 months 0 0% 16 6%

|
NB The recommendation is the primary driver for analyst views. The target price may vary from the structure due to market conditions, risk profile of the company and
capital returns

Peel Hunt...
Shareholding (%) held by during the last 12 months
has received has acted as a
compensation from this sponsor/broker/NOMAD/
Company PHin makes a is broker company for the financial advisor for an
in PH Company market in this to this provision of investment offer of securities from
Company Analyst (>3%) (>3%) company company banking services this company
Primary Health Properties X X X X
Recommendation history
Company Date Rec Date Rec Date Rec Date Rec
Primary Health Properties 13 Jun 13 Buy 28 Feb 13 Hold

This material was prepared by Peel Hunt LLP, which is authorised and regulated in the United Kingdom by the Financial Conduct Authority (FCA) and is a
member of the London Stock Exchange. This document must be treated as a marketing communication for the purposes of Directive 2004/39/EC as it has not
been prepared in accordance with legal requirements designed to promote the independence of research; and although Peel Hunt LLP is not subject to any
prohibition on dealing ahead of the dissemination of investment research, Peel Hunt LLP applies this prohibition through its internal systems and controls.

The analyst or analysts responsible for the content of this marketing communication certify that: (1) the views expressed and attributed to the research analyst
or analysts in the report accurately reflect their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2)
no part of their compensation will be directly or indirectly related to the specific recommendations or views contained in this research report. Peel Hunt has
effective organisational and administrative arrangements set up within the firm for the prevention and avoidance of conflicts of interest with respect to research
recommendations, including information barriers.

This document is for the use of the addressees only and is not intended for nor should be disseminated to Retail Customers as defined in Directive 2004/39/EC. It may not
be copied or distributed to any other person without the written consent of Peel Hunt LLP and may not be distributed or passed on, directly or indirectly, to any other class of
persons, Peel Hunt LLP may in its discretion distribute this document to any other person to whom it could lawfully be distributed by an unauthorised person and without its
content being approved by an authorised person. This document has been prepared using sources believed to be reliable, however we do not represent it is accurate or
complete. Neither Peel Hunt LLP, nor any of its partners, members, employees or any affiliated company accepts liability for any loss arising from the use of this document
or its contents. It is provided for informational purposes only and does not constitute an offer to sell or a solicitation to buy any security or other financial instrument. While
we endeavour to update on a reasonable basis the information and opinions contained herein, there may be regulatory, compliance or other reasons that prevent us from
doing so. The opinions, forecasts, assumptions, estimates, derived valuations and target price(s) contained in this material are as of the date indicated and are subject to
change at any time without prior notice. This research does not constitute a personal recommendation and the investments referred to may not be suitable for the specific
investment objectives, financial situation or individual needs of recipients and should not be relied upon in substitution for the exercise of independent judgement. Past
performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested. The stated price of any securities mentioned
herein is not a representation that any transaction can be effected at this price.

Peel Hunt LLP, its partners, members, employees or any affiliated company may have a position or holding in any of the securities mentioned herein or in a related
instrument. This document is approved for communication by Peel Hunt LLP in the UK and to EEA market professionals who have registered with Peel Hunt LLP to receive
such information. Please note that the share price used in this note was the mid-market price at the close of business on the previous trading day.

Unless otherwise stated, Peel Hunt LLP owns the intellectual property rights and any other rights in all material contained in this document. No part of this document may be
modified, photocopied or duplicated in any form by any means or redistributed, transmitted, published or derivative works created from this document without the prior
consent of Peel Hunt LLP. By accepting this document you agree that you have read the above disclosure and to be bound by the foregoing limitations / restrictions.

US Disclosure

This research is distributed to US investors by Peel Hunt Inc., which is a member of Financial Industry Regulatory Authority (FINRA) and Securities Investor Protection
Corporation (SIPC). Peel Hunt LLP accepts responsibility for the contents of this report and it has not been altered in any way by Peel Hunt Inc. Peel Hunt LLP and/or its
affiliates may hold 1% or more of any class of common equity securities in the issuer that this publication covers. Disclosures in relation to Peel Hunt LLP and/or any
affiliate’s role in: (1) managing or co-managing a public offering of securities for the issuer; (2) receiving compensation for investment banking services from the issuer in the
past 12 months; (3) expecting or intending to receive compensation for investment banking services from the issuer in the next three months; and, (4) making a market in
the issuers securities; are set out in the main disclosure section of this publication.
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