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Primary Health Properties

Healthy yield

PHP offers exposure to the defensive primary health property sector, which benefits
from long leases, full occupancy and a strong tenant covenant, allowing high
visibility of income. As a result, we believe PHP is a quality yield story with low NAV
volatility compared with its commercial property REIT peers. In our view, these
remain attractive characteristics in the current low interest rate, risk averse
environment. In the year to date, management has positioned the business for
further growth. PHP now has an improved funding position and increased
operational flexibility having diversified and extended its finance sources. With
c.£110m to deploy, we expect PHP to deliver modest DPS growth and enhance
dividend cover, building on a record of 16 consecutive years of DPS growth.

= Solid results: Interim results to 30 June featured positive momentum in the rent roll,
EBITDA and DPS, although higher funding costs reduced recurring profit and dividend
cover as expected. EPRA NAV was broadly stable (down 1.2% since 31 Dec)
demonstrating the defensive nature of healthcare assets relative to commercial property.
PHP declared an interim DPS of 9.25p (covered 68%) in line with expectations. EPRA
NAV was 314.9p, down 1.2% since 31 Dec reflecting modest dilution from the May
equity issuance (6m shares issued at 305p, a 4% NAV discount). Property yields were
stable at 5.74%. Basic NAV including marking interest rate swaps to market rose
modestly to 248.9p from 246.3p at 31 Dec. LTV improved fractionally to 56.4%.

u Increased investment firepower: In the year to date, PHP extended the maturity of its
core bank debt (£175m) and diversified funding sources by issuing a £75m, unsecured
retail bond yielding 5.375% pa providing improved operational flexibility to grow the asset
base. Any assets acquired with bond proceeds could be used as security for existing or
new bank debt, potentially lowering LTV and reducing the cost of future debt. We
estimate PHP has firepower of c.£110m to deploy into a mix of let standing (immediately
yielding) and forward funded assets (pre-let, yielding on completion) at accretive prices.

m Acquisitions key to growth: We expect acquisitions to support future DPS and NAV
growth as well as restoring dividend cover (from recurring profits) to historic levels of >
90%. £21m of acquisitions have completed to date, and we expect the pace to pick up. A
further £37.5m of deals are in solicitors' hands and the pipeline is strong. Importantly,
there remains a positive yield gap between acquisition yields and finance costs. New
opportunities are likely to include single property deals and portfolios available through
managements extensive contacts and an increased level of development following the
enactment of the Health & Social Care Act in March.

m Outlook: We anticipate market values and therefore NAV to remain broadly stable and
further modest growth in DPS in 2012/13, reflecting lower rental growth and a focus on
rebuilding dividend cover. The pace of investment and mix of purchases between let
standing and forward funded assets will determine how quickly dividend cover will
rebuild. Our current estimates assume dividend cover rises to ¢.90% by Dec 2014.

For FSA purposes this marketing communication has not been prepared in accordance with legal
requirements designed to promote the independence of investment research. Important disclosures relating to
Numis Securities Limited are on pages 12 to 13 and include the analyst certification on page 12. For
investment banking relationships, if any, with companies mentioned in the report, potential conflicts of interest
and additional disclosure please refer to pages 12 to 13. When applicable, disclosures regarding ratings may
be found at http://www.numis.com/x/us/regulatory.html
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Solid operational performance

Growing rent roll — 2-3% pa
looks sustainable

EBITDA growth

Higher finance costs as
expected

Recurring profits fell but
should improve as investment
firepower is deployed

5.5% prospective yield

Broadly stable EPRA NAV

Strong portfolio performance

Acquisitions key to future
growth
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Interim Results Summary

In the six months to 30 June, PHP delivered a solid operational performance reflecting
the strong income characteristics and defensive nature of the property portfolio.

[ 2.8% increase in annualised rent roll

The annualised rent roll grew 2.8% to £33.3m, reflecting acquisitions and 2.7% average
rental growth achieved on reviews. PHP added four properties during the period, at a
cost of £11.5m. Whilst rental growth was lower than the 3% achieved in 2011, we
believe it is a good performance in a generally weak property market. Management
believe that annual growth of 2-3% is sustainable.

L 6.3% EBITDA growth

EBITDA was £13.4m compared with £12.6m at 30 June 2011, reflecting the impact of
previous acquisitions and a stable cost base. Fees paid to the joint managers under the
external management contract represented 0.77% of gross assets. Management fees
as a percentage of gross assets should start to fall as the portfolio increases in size,
reflecting the sliding fee rate on gross assets over £500m.

[ ] 25% increase in net finance costs

Reflecting increased average margins from 70 to 230 bps and an increase in debt to
fund acquisitions, finance costs increased to £9m up from £7.2m at 30 June 2011. PHP
had drawn £301m of £459.2m available funds. LTV was 56% compared with a typical
maximum LTV of 65%.

u 20% decline in recurring profits

Recurring profit fell y-on-y reflecting increased finance costs and a slower acquisition
rate, as expected. However, as PHP deploys its ¢.£110m investment firepower into
earnings-accretive assets combined with rental growth, we would expect recurring profit
growth and continued improvement in dividend cover.

| 16th consecutive year of DPS growth

PHP declared a 9.25p DPS (ex date 26 Sept) to be paid in October giving an annualised
DPS of 18.5p reflecting a 5.4% yield. Our estimates assume a DPS of 19p for the year
to Dec 2013 implying a prospective yield of 5.6%.

[ 1.2% decrease in EPRA NAV to 314.9p

Although property values increased £0.6m, EPRA NAV declined reflecting modest
dilution from the small equity issuance in May. Basic NAV incl. an unrealised mark to
market impact of the interest rate swap portfolio, was 248.9p up from 246.3p at 31 Dec.
Our forecasts assume EPRA NAV at 31 Dec 2012 of 316p, rising to 321p in Dec 2013.

u Strong property outperformance

The portfolio has outperformed both IPD healthcare and All Property indices over 1, 3
and 5 years. In the 12 months to 30 June 20112, total return was 7.2% compared with
IPD All Property at 4.4%, thus demonstrating the resilience of the asset class.

u Outlook

We anticipate market values and therefore NAV to remain broadly steady and further
modest growth in DPS in the next 12 months. The pace of investment and mix of
purchases between let standing and forward funded assets will determine how quickly
dividend cover (from recurring profits) returns to historic levels (>90%). Our estimates
assume ¢.60% cover for Dec 2012 rising to ¢.90% by Dec 2014.
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Defensive property sub-sector

Impressive long-term
performance record

Market favours high yield, low
NAV volatility
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Performance

At the portfolio level, PHP has outperformed both the IPD healthcare and All Property
indices over 1, 3 and 5 years. Total return for the 12-month period to 30 June was 7.2%
compared with 4.4% for the IPD All Property index.

Table 1. Real Estate Performance to Dec 2011

(%) 1 Year 3 Years 5 Years
PHP 10.1 10.1 6.6
IPD Healthcare Property Index 9.4 7.5 5.7
IPD All Property Index 7.8 8.7 (0.9)

Source: Company Data
The defensive nature of PHP’s asset base has been a key driver of outperformance, in
our view. In particular, the company has a high degree of income visibility supported by
long-leases (>16 yrs), a fully let portfolio and strong tenant covenant (NHS). When
combined with virtually no oversupply risk, asset values have proven to be less volatile
than commercial assets through the real estate cycle.

These characteristics have supported an impressive long-term share price and NAV
performance record relative to commercial REITs. Moreover, PHP has delivered 16

consecutive years of dividend growth, and remains one of the highest yielding UK
REITs.

Figure 1. PHP Price & NAV Relative to UK Commercial Peers

300
250
200
150
100
50
0 T T T T T T T T T T T T T T T

~ 2] (=23 o — (V) [s2] < [Xe] «© ~ © D o ~— (V)

2 2 2 < b b < @ < i e 5 5 i b i

c c c c c c c c c c c c c c c c

© © [ © © [+ [+ [+ o o o o © o o o

- - - - - - - - ) ) ) ) ) ) ) )

e Price relative e====NAV relative

Source: Numis Securities Research Department
As the charts below illustrate, the market has rewarded this relatively strong
performance with a premium of ¢.7.9% to historic EPRA NAV at 30 June 2012 or 5.9%
to our Dec 13 EPRA NAV estimate of 321p. Indeed, share price returns and premiums
have been similar to other high yielding stories with low NAV volatility, such as
Infrastructure stocks. In the current low interest rate, risk-averse environment, investors

continue to favour these characteristics that should continue to underpin PHP’s share
price performance.
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Figure 2. 5 Year Absolute Price Total Returns

180
160 1
140 4
120 4
100
80 |
60
40 4
20 4
0 ‘ ‘ ‘ ‘ \ \ \ \ \ \

Sep-07 Mar08 Sep08 Mar09 Sep-09 Mar10 Sep-10 Mar-11  Sep-11  Mar-12  Sep-12

Index of Total Retumns

== MXF Price —PHP Price Infrastructure === FTSE 350 Real Estate

Source: Numis Securities Investment Companies Research

Premium to commercial REITs PHP shares are currently trading on a 5.9% premium to our Dec 13 EPRA NAV

can be justified at this stage estimate compared with the sector average for the three listed UK primary health peers

of the cycle of 7%. Whilst we feel that on average the UK health peers are fairly valued, we believe
a premium to commercial REITs can be justified at this stage in the real estate cycle. It
is interesting to note that according to forecasts by CBRE Clarion, the global real estate
securities manager, US healthcare property plays command substantially higher
premiums to NAV than their UK healthcare property counterparts, despite having a
typically shorter lease profile and lower proportion of government backed income.

Figure 3. Ave. Premium to EPRA NAV
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First UK REIT to issue a retail
bond
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Margin between group debt
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Investment firepower

We anticipate a relatively stable outlook for the kind of property assets in which PHP
invests, featuring modest rental growth (2-3% pa) and broadly stable valuation yields.
We also anticipate further dividend growth in 2013, albeit modest as management
focuses on enhancing dividend cover from recurring profits.

Against this backdrop, the pace of future NAV and DPS growth will be determined by
access to attractively priced capital and new assets. We believe PHP looks well placed
in both regards. In H1 the company extended the maturity of the majority of its core
bank debt and further diversified its funding sources following the period end, becoming
the first UK REIT to issue a retail bond.

In July 2012, PHP issued a seven-year, £75m bond with a 5.375% pa coupon. The
bond is unsecured, and is covenant light giving attractive operational flexibility for PHP
to grow its asset base. To avoid cash drag, £50m of the proceeds have initially been
used to pay down the revolving element of bank loans on a short term basis and will be
redrawn to fund acquisitions.

The company now has considerable investment firepower of ¢.£110m (after repayment
of AIB loan) from a variety of sources with staggered maturity dates. The weighted
average maturity of debt is now 5.4 years, whilst this is not the longest amongst its peer
group, it is much improved from 12 months ago.

Table 2. Finance Facilities

Facility Available for
Provider Maturity (Em) Investment (£m)
RBS Mar-13 5.0 5.0
AlB Jan-13 27.0 0
Clydesdale Jul-14 50.0 28.6
RBS/Santander Mar-16 175.0 24.3
Aviva Nov-18 75.0 0
Aviva Dec-20 25.0 25.0
Aviva Jan-32 27.2 0
Total Bank Debt at 30 June 384.2 82.9
Retail Bond at 24 July Jul-19 75.0 75.0
Total Facilities 459.2 157.9

Source: Company Data

Although the overall cost of group debt has increased (as expected) with average
margins up from 70 to 230 bps over Libor, there is still a comfortable margin between
finance and acquisition costs. We estimate an average blended cost of available group
debt of ¢5.1% (including undrawn facilities), which compares with acquisition yields of
between 5.8-6.25% depending on whether the asset is let standing (yielding day one) or
forward-funded (yielding on completion). New assets should therefore be earnings
accretive.

Furthermore, following the retail bond issue, management has some flexibility to
potentially reduce the blended cost of debt going forward. In particular, any assets
acquired with the proceeds could be used as additional security for existing or new bank
debt. Using lower amounts of senior secured debt on purchases could result in lower
margins being charged, in our view.

Following a relatively slow H1 for acquisitions, the pace of investment has picked up in
H2, and we would anticipate further transactions before the year end. Acquisitions made
in the year to date are as follows.
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Table 3. Acquisitions Year to Date
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Cost Est. Incremental £m

Forward funding Date (Em) Rent PA Tenant/Completion Notes

Stourbridge, 19-Sep 8.5 0.53 10 GP practice, 25-year term Completion H2 2013
Newton Abott 10-Sep 3.0 0.19 6 GP practice, 25-year term, Completion H2 2013
Let Standing

Luton 20-Jul 3.9 0.23 17 years on lease

Caerphilly 21-May 3.8 0.23 20-year lease, 4 GP’s and local health board
Watton Medical Centre, Norfolk 24-Apr 2.7 0.16

Total 21.9 1.34

Acquisitions and rental
growth will enhance dividend
cover and support modest
growth

Source: Company Data
We understand a further £37.5m of potential deals are in solicitors’ hands. Our current
forecasts assume a total of £30m of deals complete in 2012 and £70m in 2013,
supporting modest growth in the DPS and an improvement in dividend cover from
recurring profit. Any shortfall will be made up from substantial distributable reserves.

Table 4. DPS and Dividend Cover Estimate

Dec-12F Dec-13F Dec-14F
Recurring Profit (£m) 7.9 9.6 12.8
Dividend per share Est. (p) 18.5 19.0 19.5
Implied Dividend cost (£m) 12.96 14.17 14.55
Bond coupon cost PA (£m) 2.01 4.03 4.03
Div cover from recurring profit* (%) 59 67 88
Div Cover incl. revaluation (%) 76 96 122

*Net of all finance costs including bond coupon
Source: Numis Securities Investment Companies Research

We estimate that PHP needs to generate c.£43m of annual rental income (£33.3m
currently) to fully cover our DPS estimate and the retail bond coupon from recurring
profits. This implies an additional £10m of rent. Assuming PHP uses its c.£110m of its
firepower to add new stock to the portfolio, this could add a further c.£7m of rent
assuming current market yields.

In addition, incremental income generated through rent reviews will have an immediate
positive impact on dividend cover. The following chart illustrates the potential
incremental cash flows in the event that existing rents increase in line with the long-term
trend range of 2.5-3.5% pa at rent review.

Figure 4. Potential Incremental Income on Rent Reviews
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Factoring in rental growth at the lower end of this range at 2.5% pa would add £2.2m of
incremental income by 2014. If rental growth were 3.5%, this would add £3.14m.

In summary, we believe that through a combination of rental growth, further acquisitions
and tight cost control, PHP should return to full dividend cover from recurring profit in
the relatively near term.
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Table 5. Income Summary

Financial Summary

3 October 2012

Dec-11A Dec-12F Dec-13F Dec-14F
Rent & Related Income (£m) 30.7 33.3 37.6 41.2
Admin Costs (£m) (5.5) (5.6) (6.3) (6.6)
Net Finance Costs (£m) (15.4) (19.8) (21.8) (21.8)
Recurring Profit/Loss Before Tax (£m) 9.8 7.9 9.6 12.8
Profit/Loss before tax incl. revaluations (£m) 12.7 9.9 13.6 17.8
Recurring EPS (p) 14.3 11.0 12.8 17.2
DPS (p) 18.0 18.5 19.0 19.5
Shares in issue (m) 68.2 71.9 74.6 74.6
Implied Dividend Cost (£m) 12.2 12.96 14.17 14.55
Source Numis Securities Investment Companies Research

Table 6. Balance Sheet Summary
Dec-11A Dec-12F Dec-13F Dec-14F
Property (£m) 528.7 584.2 658.2 703.2
Total Assets (£m) 531.4 587.4 661.4 706.4
Debt (£m) (300.7) (310.3) (407.9) (437.9)
Total Liabilities (£m) (363.3) (401.0) (471.0) (501)
Net assets (£m) 168.1 186.4 190.4 205.5
Basic NAV (incl swap mark to market) (p) 247 250 255 275
EPRA NAV (£m) 217.6 236 240 255
EPRA NAV (p) 317 316 321 341
LTV (%) 57 56 62 62

* Restated for equity issuance
Source Numis Securities Investment Companies Research

We summarise key assumptions as follows:
Rental growth: We assume modest rental growth of 2% on average in both 2012 and

2013 and 1% in 2014. This will be bolstered by ¢.£30m of acquisitions in 2012, £70m in
2013, and £30m in 2014.

Admin Costs: We assume the external management fee comprises ¢.75% of admin
costs. As gross assets grow the fee will ratchet down as follows:

B 1% of gross assets up to £50m

B 0.75% charged on gross assets between £50-500m

m  0.525% charged on gross assets between £500-750m
m  0.4375% charged on gross assets over £750m

Finance Costs/Debt: Assumes current agreed facilities only with a blended cost of
¢5.1%.

Property assets: We assume PHP adds £30m of new assets in 2012 rising to £70m in
2013 and a further £30m in 2014. These will be financed through existing debt facilities.

EPRA NAV: As with other REITs, we believe the key measure of portfolio performance
is EPRA NAV on the basis of European Public Real Estate Association (“EPRA”) best
practice recommendations. EPRA NAV is the main measure to assess companies on a
going concern basis, with assets and liabilities not expected to crystallise, such as the
fair value of derivatives.

Our EPRA NAV assumes modest valuation uplifts of c.£4m in 2013 and £5m in 2014.
We also assume that PHP continues to successfully avoid crystallising mark to market
losses on its interest rate swaps, which has proven to be the case historically.
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Given the long average lease length of the portfolio, PHP uses interest rate swaps to
mitigate exposure to variable interest-rate risk. It is Group policy to maintain the
proportion of floating rate interest exposure at between 20-40% of total interest rate cost

The portfolio of interest rate swaps are with RBS and AIB. The contracts have a variety
of expiry dates and will hedge interest rate exposure by fixing the cost of a maximum of
€.£180m of its available ¢.£270m (at 30 June) debt at ¢.4.75%. As at 30 June, the mark
to market valuation of the entire swap portfolio was £49.3m.

In theory, the liability may crystallise if PHP were to repay the related debt or cancel its
swaps, we assume that neither scenario is likely in the near term. Although we expect
the £27m AIB debt to be repaid on maturity (Jan 2013), we understand that PHP is able
to leave the swaps in place and provide security against any mark to market liability
(c.£11m currently). Given the recent bond issue and available debt facilities, we believe
the company has ample resources to provide any security that may be required. The
chart below illustrates the NAV in recent periods including and excluding the value of
the swaps.

Figure 5. EPRA NAV (p) and NAV incl. mark to market of swaps (p)
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Source: Company Data

Given the visibility of its cash flows, PHP also publishes a DCF valuation of its portfolio
that underpins the EPRA NAV, in our view. The company can expect to receive
minimum future lease payments of at least £530m from its existing asset base excluding
any future rental growth. This bodes well for future dividend payments and underpins
the EPRA valuation, in our view. Key DCF assumptions include a discount rate of 7%,
2.5% rental growth pa, and 1% growth pa in residual values which equates to an
additional 63p of NAV.
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Appendix
Portfolio Summary

Long lease length

The average unexpired lease length of the portfolio is 16.0 years, which coupled with
regular upward-only rent reviews gives high visibility of cash flow, particularly compared
with commercial real estate operators. PHP can expect to receive minimum future lease
payments of at least £530m from its existing asset base, excluding any future rental
growth.

Where leases are shorter than average, management undertakes asset management
initiatives to enhance longevity of income. Five projects have been approved for 2012
including pharmacy additions and minor refurbishment works. The total projected cost is
£3.2m, rental yield on cost of 7.2%, and should deliver a valuation surplus over cost of
32%.

Figure 6. PHP Lease Lengths
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Source: Company Data

New leases are typically 20-25 years, which is in stark contrast to commercial property
lease lengths that are just over five years on average.

Strong tenant covenant

Another comfort factor for dividends is the strength of the underlying tenant covenant.
Of the total income, 90% is paid either directly or indirectly by the UK government.
Figure 7. Covenant Strength
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12% index linked

Higher replacement costs will
drive rental growth
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In the case of GP tenants, the typical payment structure is quarterly. The most common
lease in the portfolio provides that the relevant government body (NHS or PCT) pays
GPs the current market rent for their premises, plus an allowance of 5% for any repairs.
In turn, GPs pay the current market rent to PHP and accept responsibility for all repairs
and maintenance.

Nine per cent of rents come from pharmacy operators including national players such as
Lloyds, Rowlands and Boots. Their premises are usually next to GP surgeries, have co-
terminus leases and command a higher rent per sq ft.

Table 7. Portfolio Rental Levels

Tenant Area (sq m) Area (sq ft) Rent (Epsm) Rent (£psf)
NHS 164,686 1,772,020 174 16.17
Pharmacy 9,959 107,162 286 26.57
Other 3,257 35,040 127 11.81
Total 177,902 1,914,222 179 16.67

Source: Company Data

GP rents are typically subject to triennial reviews that provide the potential to increase
revenue on a regular basis.

Inflation Protected Revenues

The regular rent review process provides an element of inflation protection as 12% of
total rent roll is index linked with a floor at 0%: 2% is subject to a fixed uplift, typically
increasing 2-3% pa every three years.

Figure 8. PHP Rent Review Performance vs Inflation
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Source: Company Data
The balance is subject to effective upwards only open market reviews, agreed with the
District Valuer's Office, a government agency. Key inputs into deciding a fair rent
include the replacement cost of the asset, as well as general inflation and market
evidence. In particular, replacement costs continue to rise, driven by tighter building
regulation, higher specification requirements and increasing raw material prices. This
should support rental growth across the portfolio.
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Valuation yields less volatile
than commercial property
assets
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Lower Volatility of Asset Values

Lambert Smith Hampton values PHP’s portfolio every six months based on the
individual value of each property. Given the favourable income characteristics, strong
covenants and generally matched supply and demand of primary care assets, valuation
yields have been less volatile than other commercial real estate assets. The following
table illustrates the significant difference in yield shift across property types in the cycle.

Table 8. Yield Shift - Peak to Current

PHP Prime Retail Prime Industrial Prime Office
Valuation yield at cycle peak (%) 52 4.3 53 4.5
Valuation yield at cycle low (%) 6.2 7.6 8.7 8.2
Movement 100 bps 330 bps 340 bps 370 bps
5 Year average (%) 5.7 5.6 6.5 5.9

Source: Company Data/Numis Securities Investment Companies Research/ IPD

11
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Numis has received compensation for investment banking services from Primary Health
Properties in the past 12 months. Where Numis acted as Lead or Co Lead Manager details
are disclosed here http://www.numiscorp.com/x/trackRecord.html

Numis and/or one or more of its affiliates may receive or may seek to receive compensation
for investment banking services from Primary Health Properties in the next 3 months.

Market Making

As at the date of this research report, Numis and/or one or more of its affiliates is making a
market in Primary Health Properties and MedicX Fund.

Additional Disclosure

This Numis Securities Limited (“Numis”) research report is for distribution only under such
circumstances as may be permitted by applicable law. This research report has no regard to
the specific investment objectives, financial situation, or particular needs of any specific
recipient, even if sent only to a single recipient. This research report is offered solely for
informational purposes and is not to be construed as a solicitation or an offer to buy or sell
securities or related financial instruments, nor is it to be construed as a recommendation for
Numis to effect any transaction to buy or sell securities or related financial instruments on
behalf of any recipient. This report does not take into account the tax, or any other financial
issues of investing in an Investment Company. You should seek independent professional
advice on such matters. There is no express or implied understanding between Numis or
Numis Securities Inc. (“Numis Inc.”) and any recipient of this research report that Numis will
receive any commission income in connection with this research report. The securities that
may be described in this research report may not be eligible for sale in all jurisdictions or to
certain categories of investors. This research report is based on information believed to be
reliable, but it has not been independently verified and is not guaranteed as being accurate.
This research report is not guaranteed to be a complete statement or summary of any
securities, markets, reports or developments referred to in this research report.

Any statements or opinions expressed in this research report are subject to change without
notice and Numis is not under any obligation to update or keep current the information

12

3 October 2012

contained herein. All statements and opinions expressed in this research report are made as
of the date of this research report and are not held out as applicable thereafter. Neither
Numis nor any of its directors, officers, employees, or agents shall have any liability,
however arising, for any error, inaccuracy or incompleteness of fact or opinion in this
research report or lack of care in this research report's preparation or publication; provided
that this shall not exclude liability to the extent that this is impermissible under the law
relating to UK financial services.

Numis may rely on information barriers, such as "Chinese Walls", to control the flow of
information within the areas, units, divisions, groups, or affiliates of Numis.Investing in any
non-U.S. securities or related financial instruments (including ADRs) discussed in this
research report may present certain risks. The securities of non-U.S. issuers may not be
registered with, nor be subject to the regulation of the U.S. Securities and Exchange
Commission. Information on such non-U.S. securities or related financial instruments may be
limited. Foreign corporations are typically not subject to audit and reporting standards and
regulatory requirements comparable to those in effect within the United States.Past
performance is not an indication or guarantee of future performance and no representation
or warranty, express or implied, is made by Numis with respect to future performance. The
value of any investment or income from any securities or related financial instruments
discussed in this research report is subject to volatility and can fall as well as rise. Investors
may not get back the full amount they originally invested. The value of any investment or
income from any securities or related financial instruments discussed in this research report
denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations
that may have a positive or adverse effect on the value of or income from any securities or
related financial instruments discussed in this research report.

No part of the content of this research report may be copied, forwarded or duplicated in any
form or by any means without the prior consent of Numis and Numis accepts no liability
whatsoever for the actions of third parties in this respect.

Registered No 2285918. Authorised and Regulated by The Financial Services Authority. A Member of the London Stock Exchange




The following disclosures are addressed to non-US-based recipients.

Numis regards this document as research. It has been approved under part IV article 19 of
The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “FPQO”)
by Numis Securities Limited (“Numis”) for communication in the United Kingdom only to
investment professionals as that term is defined in article 19(5) of the FPO. Its contents are
not directed at, may not be suitable for and should not be relied on by anyone who is not an
investment professional including retail clients. Numis does not provide investment advisory
services to retail clients. This research report is not directed at you if Numis is prohibited or
restricted by any legislation or regulation in any jurisdiction from making it available to you.
You should satisfy yourself before reading it that Numis is permitted to provide research
concerning investments to you under relevant legislation and regulations.This research
report is not an offer or a solicitation to buy or sell any security. It does not constitute a
personal recommendation and recipients must satisfy themselves that any dealing is
appropriate in the light of their own understanding, appraisal of risk and reward, objectives,
experience, and financial and operational resources. It has not been prepared in accordance
with legal requirements designed to promote the independence of research. Non
independent research is not subject under the Markets in Financial Instruments Directive
(“MiFID”) to any prohibition on dealing ahead of the dissemination of research. However,
Numis is required by the FSA to have policies in place to manage the conflicts of interest
which may arise in its production, which include preventing dealing ahead.The prices of the
investments referred to in this research report and the income from them may go down as
well as up and investors may realise losses on them. Neither past performance nor forecasts
are a reliable indicator of future results. Numis accepts no fiduciary duties to the reader of
this research report and in communicating it Numis is not acting in a fiduciary capacity.
Neither Numis nor any of its directors, officers, employees or agents shall have any liability,
howsoever arising, for any error, inaccuracy or incompleteness of fact or opinion in it or lack
of care in its preparation or publication except where such is caused by its gross negligence,
wilful default or fraud; nor shall it exclude or restrict any liability it has under the regulatory
system to the extent that to do so is impermissible under the law relating to financial
services.

All statements and opinions are made as of the date on the face of this document and are
not held out as applicable thereafter. Research will carry the date of publication or, on
research printed overnight, the date on which it was sent to the printers. Where a price is
quoted in research it will generally, in the absence of contrary words, be the latest
practicable price prior to distribution or, in the case of research printed overnight, the closing
price at the close of business. Unless otherwise stated, prices in this research report are
derived from quotations on the London Stock Exchange.

Alist of significant items which could create a conflict of interest and other material interests
in relation to research, together with Numis'’s policy for managing such conflicts of interest, is
set out on the Numis website (www.numis.com/x/regulatory.html).

Numis or one or more of its associates or a director or an employee of Numis or of an
associate may from time to time have a position, or may have undertaken or may undertake
an own-account transaction, in a security referred to in this document or in a related security.
Such a position or such a transaction may relate to the market making activities of Numis or
to other activities of Numis.

Numis or one or more of its associates may from time to time have a broking, advisory or
other relationship with a company which is the subject of or referred to in this research,
including acting as that company’s official or sponsoring broker and providing corporate
finance or other financial services. It is the policy of Numis to seek to act as corporate
adviser or broker to many of the companies which are covered by the Research Department.
Accordingly companies covered in any research may be the subject of marketing initiatives
by the Corporate Finance Department.

A company covered in this research may have paid for an analyst’s reasonable expenses to
visit their premises or offered modest hospitality or entertainment; further details are
available on request.

Printed research will identify material sources; electronic research reports are normally
based on company announcements made through the Regulatory Information Service. In
those cases (but not otherwise) where the subject company has seen a draft of the research
report and has suggested factual amendments which are incorporated by the researcher,
this will be noted on the research. This applies normally only to printed pieces.

In printed research the risk warnings (if any) attaching to a particular company will be set out;
in electronic pieces there is a cross-reference to the archive of research on the Numis
website where, under the appropriate company name, details of such matters can be
viewed.

The archive of research (available to all clients who normally receive Numis research) is
available on the Numis website (www.numis.com/x/Mainresearch.html).

Numis accepts no responsibility whatever for any failure by a person resident outside the
United Kingdom to observe the foregoing. No part of the content of any research material
may be copied, forwarded or duplicated in any form or by any means without the prior
consent of Numis and Numis accepts no liability whatsoever for the actions of third parties in
this respect.
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The following disclosures are addressed to non-US and US-based
recipients.

Sector Notes (mentioning 6 or more companies)
http://www.numis.com/x/us/research.html

The company has seen a draft of the note and has made minor factual comments that have
been incorporated.

Valuation and Risks

For details relating to valuation and risks in printed research, please refer to the company
comment contained herein. In electronic pieces of research please refer to the relevant
company section of the Numis website http://www.numis.com/x/us/research.html

Ratings Key

Our aim is to identify funds where the share price will outperform the benchmark on a risk
adjusted total return basis. This may be through either a narrowing of the discount or
outperformance of the underlying portfolio. Funds are categorised as either Core
Recommendations or Trading Opportunities and are assigned a rating of Buy or Sell.

Through the Core Recommendations we seek to identify buying opportunities for investors in
each asset class. Our time frame for Core Recommendations is 12-18 months. Core
Recommendations will take into account valuation, but will place a greater emphasis on the
quality of management, performance record and risk characteristics (including portfolio
diversification, gearing and any outstanding commitments).

Trading Opportunities are typically based on a shorter time frame of 3-6 months and our
views regarding these may change in a relatively short space of time depending on
movements in the premium/discount. These may include Buys and Sells, as well as
switching opportunities between funds with similar investment mandates. When identifying
Trading Opportunities, we tend to place a significant emphasis on valuation, typically by
assessing the upside and downside to the discount/premium to net asset value based on a
combination of historic trading ranges and peer group averages. Where appropriate we will
also take account of discount control mechanisms (e.g. share buyback policies) or potential
corporate action (e.g. forthcoming continuation votes). Generally a Buy/Sell rating will be
categorised by expected out/under performance of at least 5% on an absolute or relative
basis.

When making recommendations we take account of trading liquidity and, all things being
equal, favour the larger and more liquid funds within an asset class. When any changes are
made to the recommendations we will seek to explain the specific reasons for
including/excluding each fund.

For investment companies with Equity mandates we typically focus on the outlook for
relative, rather than absolute share price performance. For instance, we may recommend a
fund investing in Japan because we believe it will outperform the TSE 1st Section, but this
does not necessarily mean that we favour the Japanese market. For some funds there may
be no appropriate benchmark or the target may be to achieve absolute returns (e.g. Hedge
Funds). We may still recommend such funds as long as we believe they can add value on a
risk adjusted basis allowing for the nature of their structure (e.g. gearing) and the volatility of
their asset class.

Distribution of Ratings

Follow this link http://www.numiscorp.com/x/ic-regulatory.html for the 12 month historic
rating.
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