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Primary Health Properties PLC
(“PHP”) is a UK Real Estate
Investment Trust (“REIT”) and the
leading investor in modern
primary healthcare premises.

The objective of the Group is

to generate increased rental
income and capital growth
through investment in primary
health property in the UK leased
principally to GPs, NHS
organisations and other
associated healthcare users.

@ 17th consecutive year of
dividend growth with 19.0p
per share paid in the year
(2012: 18.5p)

@ Total annualised rent roll
including commitments has
risen by 48% to £57.6 million
(2012: £38.9 million)

@ Total portfolio including
commitments has increased
by 49% to £958.7 million
(2012: £645.4 million)

for more information visit

www.phpgroup.co.uk




The Lyng Centre, West Bromwich

The Lyng Centre 1s located sn the centre of West Bromwich
and formed part of the Prune Public Partnerships Linuted
(“PPP”) portfolio acquired by PHP in December 2013 The
property was built in 2005 and comprises a total of 5,630
square metres of lettable space. It s a purpose built
integrated care centre with 90% of the space let to 4 GP
practices and NHS Property Services for 25 year lease terms

Financial Highlights

Year ended 31 December

size 5,630sqm

built 2005

cost £18.6 million

patient numbers 20,722

tenants 4 GP practces, NHS Property

Services, Sandwell Council

2013 2012

Rental and related income
Operating profit !

Profit for the year
Adjusted profit 2

Adjusted EPS

Loan to value ratio

EPRA net asset value per share ?

£42.0m £33.2m
£32.8m £27.6m
£20.2m £1.1m
£9.5m £7.4m
10.6p 10.2p
61.6% 60.9%
300.0p 305.0p

{1} Operating profit before result on property portfoho {2) See note 9 (3) See note 28, hasic net assets per share of 274p {2012 236p)
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Chairman’s Statement

In my final report to shareholders as
Chairman of PHP, | am delighted to be
commenting on such an acquisitive and
successful year as 2013 was for the Group

The attractiveness of the Group’s property
portfoho and long term, transparent ncome
stream was a key factor as we raised fresh
equity finance and diversified and length-
ened the Group's lending sources, accessing
low interest rates that prevailed throughout
the year With this resource secured we
dermnonstrated our ability to invest success-
fully increasing rental income and earnings
to make progress toward meeting a key
Board objective of restoring dvidend cover

Performance

Rental income recerved in the year grew
27% to £42 0 mulban (31 December 2012
£33 2 milkon} as the impact of prior
acquisitons was realised, rent commenced
upon the dehvery of new stock and rent
review increases were achieved The rate of
rental growth for the year at 2 2% was
lower than that of 2 4% achieved in 2012,
but the return of growth to the UK
economy and the increased proportion of
our portfolio with RPI linked or fixed
reviews (21% compared to 17%), should
counteract lower open market reviews
being achieved

Operating profit grew to £32 8 million
(2012 £27 6 milhion) and adwvisory fees for
the year fell to an average rate of 0 71% of
gross assets (2012 0 75%) Net debt costs
ncreased to £26 0 mifion (2012 £20 2 million)
reflecting the higher average debt
outstanding through the year as the
property postfolio grew and also a full year

impact of the higher borrowing margins
imposed on the Group in Apnl 2012

Property portfcho

Over £300 millron of assets were added to
the Group’s portfolio in 2013 At the balance
sheet date, invastment properties stood at
£941 6 million (31 December 2012

£622 4 milhen) The portfohio comprised of
259 primary care centres which included
seven properties under construction at the
year-end that are all due to complete in
2014 The total cost to complete these
developments 1s £17 1 million taking the
value of the portfolio when complete to
£958 7 milion {31 December 2012

E645 4 mithon)

The portfolio saw a valuation uphft of 3 5%,
an eguivalent yield of 5 92% (31 December
2012 605%) The valuabon and tightening
of yield in 2013 reflects the prime nature of
the assets, underpinned by a weighted
average lease term remaining {“WAULT") of
16 years (31 December 2012 16 years) and
strong Government covenant

We have a good pipehne of further
acquisihon opportunities which s
enhanced by the pipeline agreement
entered into with Pnme plc in December, a
highly regarded developer in our sector,
with regard to future primary care
developments they may undertake

We also expect the new fiscal year to see
an increased number of approvals of new
primary care developments as the demand
for modern premuses continues and
operations normalise following the changes
to NHS management in England in 2013

A number of opportunities have been
identfied to add value to our properties
through physical extensions and lease
extensions and renewals that will generate
addimonal rental income and provide
capital growth

Prime Public Partnerships (“PPP”)
The acquisthon of the PPP portfolio was the
largest transaction completed in 2013

54 completed assets were acquired for an
aggregate of £233 million in Decernber 2013
PHP assumed existing debt of £178 rmullion
andssued 12 86 million ordinary shares to
the vendors, matenally adding to PHP's
property portfolio and capital base  This
matenal addiion to PHP’s portfolio enhances
the Group’s WAULT and average lot size and
increases the proportion of total rent roll
that 1s subject to increases linked to RP!

Share capital

In June 2013, we raised £65 8 mithon of
equity, net of costs, 1ssuing 21 7 million
shares at 315 pence each A total of

12 86 rilhion shares were 1ssued at an
agreed value of 320 pence to the vendors as
consideration for the PPP portfoho Aninitial
12 58 million were issued on completion
and a final 0 28 million were tssued in January
2014 as the complebon accounts were
finalised

Funding

In March 2013 we completed the refinance
of the debt that we assumed with our
acquisinon of the Apollo portfolio In
December 2012 This saw a new £70 million
four year facility arranged with Barclays
Bank PLC In Nevember, the Group 1ssued a
12 year £70 million secured variable rate
bond that 1s traded on the Main Market of
the tondon Stock Exchange An inihal sum
of £60 million was funded with the final
£10 million to be receved in June 2014,
when 3 tranche of forward funded assets
are scheduled to be complete

Net debt outstanding as at

31 December 2013 totalled £580 million
(31 December 2012 £381 mithon)
mcluding the £178 mullion acquired

with the PPP portfolto Headroom on
debt facihites was £75 mullron

Adding cash balances of £9 3 million and
allocating headroom to fund the cost to
complete development commitments of
£17 1 million reduces net headroom to
£67 2 milion Group loan to value was
61 6% (31 December 2012 60 9%)
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Additonal headroom has been added in
February 2014 with the signing of an
amendment to the Club facility, reinstating
£25 muilhon of resource that was repaid and
cancelled upon the issue of the secured
bonds Discussions are ongoing with other
debt providers that provide evidence that
lending margins are softening

I can also announce that we have now
completed the first stage of the refinance
of the debt assumed with PPP With effect
from 1 January 2014, the average interest
rate charged on this debt has been reduced
by 80 basis points, saving the Group an
estimated £1 4m per annum

Diidends

PHP paid a total of 19 0 pence per share in
dividends to shareholders in the year, the
17th successive year of dnvidend growth
The strength of the Group’s income and the
positive outlook for growth underpinned
the increase for 2013 The Board has now
approved the payment of a second intenm
dividend of 9 7Sp per share in respect of
2013 Thus will be payable on 25 April 2014
to shareholders on the register on

14 March 2014 with an ex-dvidend date
af 12 March 2014 Dividend cover
improved marginally to 57% (2012 56%)
and 1s set to improve further in 2014 as the
actity of 2013 impacts earnings together
with reduced fee rates for adwisory services
and debt costs for the PPP loans

Changes to advisory services

The Board has taken achen to restructure
the costs of advisory services provided to
the Group From 30 Apnl 2014 advisory
services will be provided salely by Nexus,
the existing joint adwiser, as they take on
responsibility for delivening the administrative
and company secretanal services In accor-
dance with the terms of their contract, the
cost of compensating ) O Hambro Capital
Management Limited for its early termination
1s£2 5 mulhon This s payable on 30 Apnil
2014 but has been expensed in 2013 New
fixed compensahen rates for these services
have been agreed with Nexus, effective

from Apnl 2014, no longer linked to the
value of gross assets The saving 1s
estimated to be in excess of £800,000 per
annum, represenhing a short payback penod
The saving will be more pronounced as the
Group’s portfolio continues to grow

In February 2014, we announced changes to
the basis on which property advisory fees
are paid to Nexus New, lower incremental
fee rates were introduced for gross assets
above £1 bilhon, between £1 billvon and
£1 25 biliion and then above £1 25 hilhon
These changes are designed to reflect the
fact that growth in gross assets should not
lead to a proportionate increase in
management costs as economies of scale
are able to be secured

Auditors

Following best governance practice, the
Company tendered its audit services during
the first half of 2013 After detailed
deliberation following a thorough tender
process, the Directors appointed Deloitte
LLP as auditors to the Group and look
forward to working with Deloitte through
their term of office

Board changes

As anngunced on 19 December 2013, | will
not be seeking re-elechon as Chairman
Alun Jones, who 1s the Chairman of the
Audit Committee, will 3ssume the role of
Chairman frarm the end of the 2014 Annual
General Meeting The Board has appeointed
Steven Owen as a non-executive director
with effect from 1 January 2014 and he will
chair the Audit Committee when Alun
becomes Chairman

Change to the NHS in England

2013 saw the implementaton of major
changes in the structure of the NHS in
England Clinical Commissioning Groups
(“CCGs”) replaced Primary Care Trusts
{"PCT5"} and responsibility for rent
reimbursement te GPs moved to the newly
formed NHS England PCT lease Liabilites
were taken over by NHS Property Services
(“NHS5PS"), a company whoily owned by the

frimary Health Properties Annual Report 31 Becember 2013

Secretary of State for Health Although
these changes have delayed the approval of
new projects, our rent collechion performance
has remained strong The changing
demographic backdrop 15 placing increasing
demands on the primary care sector as
technological advances provide the
opportunity for more services to be defivered
from within the community This reinforces
the importance of primary care in delivenng
health services through General Practitoners
with the need for modern purpose built
accommodahon remaining strong

We continue to develop relabonships with
the management of both NHS England and
NHSPS to ensure that the Group remams in
the strongest posibon to fund future develop-
ment of pnmary care centres in the UK

Outlook

During 2013, we have taken a number of
signihicant steps in accordance with our
strategic objectives and towards achieving
the Group's short term prionty of returning
to a fully covered dividend, all whilst
masintamning a progressive dividend policy
The reduction in fee rates for adwisory
services will enhance earnings as will the
recent refinance of the PPP portfcho debt
Our adwvisory team will secure value add
opportunibes within the portfelio and
continue to secure rental growth from
reviews in the portfolio

We have entered into a number of key
strategic pipeline agreements that will deliver
future opportunities to secure additonal
modern primary care properties PHP1sin a
good positon to deliver its business strategy
of generating high guality ncome and asset
improvement in the medium term as the
demand for new, modern bespoke

premises continues

| would like to thank my colleagues for their
hard work and support and | am confident
that 2014 will be a further successful year

Graeme Elhot, Chairman
19 February 2014

Luar 9. A




Strategic Report

Strategic objectives

The overall objective of the Group 1s to
create progressive returns to shareholders
through a combination of earnings growth
and capital appreciation To achieve this,
PHP invests in primary health care
properties across the United Kingdom let
on long term leases, backed by a secure
underlying covenant where rents are
funded directly or indirectly by the UK
government

PHP’s strategy 1s to

(1) acquire modern, purpose butlt primary
care premises that provide secure long
term income streams with the
potental for rental growth,

{2

-—

manage its portfolio through ongomg
discusston and cooperation with its
tenants and the NHS in order to
increase 1ts rental potennal, maintain
the longewvity of underlying income
streams and secure caprtal growth,

{3) fund its investment through a prudent
mix of shareholder equity and debt in
order to generate a leveraged return to
1ts investors within an established
range of risk parameters,

(4) secure a diversified range of debt
funding sources and maturines,

(s

—

maintain a progressive dividend policy
where dnidends are covered by adjusted
profits, and

{6) delwer returns to shareholders through
a combination of dvidend and share
pnce growth

Business model and strategy

PHP's business model 1s to invest solely in
the freehold or long leasehold of modern
purpose-built primary healthcare facilines
leased to general practitioners, NHS
orgamsatons and other associated
healthcare users, including on-site
pharmacies Usually having onginal lease
terms of 21 years or more, at effectively
upward only rentals, the large majority of
income 1s receved either directly from the
NHS or funded by the NHS by way of
reimbursing property costs to GP tenants

The Group engages n development activity
In partnership with a number of specialist
developers in the sector, commithng to
fund and acquire new assets as they are
constructed, but contracting to do so only
once the major areas of risk such as
agreements to let to GP occupiers have
been entered into

The Group also invests in completed, let
properties acquired from a range of
mvestors, provided the underlying
occupatonal leases and other property
fundamentals meet its investment critena

Each potental investment I1s evaluated for
its income and asset value growth
potential In particular PHP seeks
possibilites for extending the term of the
underlying leases and scope to add to the
income and value from providing additional
space and facihities in the future

The Group finances its portfolio with a mix
of equity and debt, the proportions of
which are kept under regular review to
optimise risk adjusted returns to
shareholders over the long term Debt
fachtes are varied, accessing both
traditional bank lenders and debt capital
markets in the form of unsecured retail
bonds and secured corporate bonds
Facihties are closely monitored to target a
spread of providers and range of matunies
to ensure continuity and availabihity that

match the longewity of income streams

Following the successful refinance of the
Group’s core banking facilines in 2012, key
strategic objectives for 2013 were

® ncreasing earnings in order to rebuild
dividend cover, aiming to return to full
cover at the earliest opportunity, and

+ widening the sources of debt funding
accessed by the Group, with the aim of
extending the average matunty of facities
to better match the average duration of
the Group’s occupanonal leases

The Board aimed to achieve these objectives
whilst mamtatning the core fundamentals of
the property portfolio and the longer term
obpectives of the Group, being

+ to secure long term income,

* maintain and enhance the WAULT
within the portfolio,

* ncrease the average lot size of its
property assets,

*  |ower its total expense raho ("TER"), and

*  reduce its average cost of borrowing

The Primary Care Property sector
The sector in which PHP chooses to invest
has a number of key characteristics that
differentiate 1t from other property sectors
and underpin its attractiveness and growth
potential

Primary care 1s the foundaton of the
healthcare services provided by the
National Health Service (“NHS"} in the UX
The GP continues to be the first point of
access to the NHS for UK residents other
than acute emergency care Across the UK
there are an estimated 10,000 GP premuses,
housing nearly 35,000 GPs A large part of
this pnmary care estate 1s compnsed of
ageing, converted residential premises
where considerable investment 15 needed in
order to prowide efficient, hygienic, modern
premises The NHS requires buildings that

Primary Health Properties Annual Report 31 December 2013




Our key measurements of success

2013 2012 2011 2010 2009
Total Investment Property ! £958 7m £645 am £5397m £503 6m £3710
Average lot s1ze £3 7m £35m £34m £3 1m £3 2m
Total property return (ungeared) 8 23% 699% 825% 10 21% 293%
Rent roll E57 6m £38 9m £314m £280m £213m
Drvidend per share 19 Op 18 6p 18 Qp 17 5p 17 0p
Dividend cover 57% 56% 2% 84% 128%
Net asset value (EPRA) £330 9m £231 9m £217 6m £195 6m £172 0m
Net asset value per share (EPRA) 300p 305p 319p 311p 280p
{1} Includes value of ongoing developments as completed
are capable of coping with the increasing Direchions 2013, which came into force on Summary

demands placed upon primary care and also
of housing new and improved equipment
that has resulted from technological
advances and a widening array of services
that are being provided iocally in therr
commumtes by GPs and their practices

It 15 a long standing feature of the sector
that GPs receive resmbursement for costs
associated with their premuses from the
NHS Where theiwr premises take the form
of properties leased from PHP or others,
the reimbursement s for the rent paid to
the landlord and for the costs of
maintaintng and insuring the property
These principles are set out in legislation in
the constitution of the NHS and currently
governed by the National Health Service
(General Medical Services — Premises Costs)

1 April 2013 (the “Direchons”™)

The pelitical drive to move health care
services Into the local community, where
they can be detivered more cost effectively
and provide greater choice to the pabent,
requires modern, purpose bwilt properties
from which these services can be provided
There s still 3 long way to go in modernising
the prunary care estate and that
development will require the investment
capital that private sector mvestors such as
PHP can provide PHP has an 18 year track
record of investing in the primary care
sector, working wath specialist developers,
GP groups and the NHS to develop high
quality prermises and adapt both the
physical volume and configuration of space
to meet the changing needs of the sector

The Business Review on pages 6 to 25
brings together an overview of our business
model and strategy We look at how we
performed in the year and progress made
in the business and the Group's financial
position, and we assess the key risks and
performance indicators

These pages illustrate the progress made in
recent years Our strategic pnorihes have
not changed and we will continue to aim to
source attractive acquisiions through
portfolio purchases and individual property
transachons in order to enhance returns to
shareholders and increase dividend cover

The Charrman’s Statement should be read
together with the Strategic Report of which
it 1s deemed to be a part

Cloughmore Medical Centre, Cardiff

PHP acquired this property as an on-site development
when it purchased the Apollo portfolio in December 2012,
continuing to fund the development of thts purpose built

medical centre through to practical completion in August
2013 The property accommodates a GP practice and large
independent pharmacy, located approximately 1 5 muiles
East of Cardiff oty centre The accormmodation extends to
1,042 square metres arranged over two floors wath

19 car parking spaces. It is fully let with approximately

19 5 years unexpired on the leases

size 1,082 sqm
built 2013

cost £2 8 mithion
patient numbers 7,282

tenants

GP prachce, Pharmacy

Primary Health Properbes Annual Report 21 December 2013




Strategic Report

Business Review

£958.7m

portfolio valuation
including all
commitments

49%

increase
on 2012

year ended 31 December 2013

Propenrty portfolio

The Group's property portfohio as at 31 December 2013 compnised of a tota! of 259 assets,
252 of whtch are completed, let investments and 7 that were on site under construchen
(31 December 2012 total 183, 176 completed, 6 under construction, one deferred
completion)

Portfolio valuation and performance

2013 2012

£m £m

Investment properties 929 9 606 7
Properhes in the course of development 17 157
Total properties at 31 Decenber 2013 9316 6224
Finance leasas - 31
Total owned and leased 941 6 6255
Cost to complete devetopment commitments 171 %9
Total owned, leased and committed 958 7 645 4

Lambent Smuth Hampton (“LSH"), Chartered Surveyors and Valuers, independently valued
the portfolio as at the balance sheet date at market value as defined by the Royal
Inshtution of Chartered Surveyors (“RICS”}) The valuation, undertaken on the basis that all
committed development properties and the deferred contract had completed, totalled
£958 7 million This generated a net surplus on revaluation of £2 3 rmillion for the year

The wider UK economic recovery has had a posiive impact on the property sector asa
whole Conhdence is returning to most commercial sectors resulbing in “all-property”
investment yields tightening in the second half of 2013 The long term, secure nature of
primary care propernes has traditionally resulted in a more stable valuation environment
with much fess volatlity in valuahon yields when compared to traditenal commercial
property sectors

Primary Heatth Properties Annual Report 31 December 2013




The general improvement 1n property sentiment combined with
continued demand and increased competition for primary care
assets, as investors are attracted by the secure, long term

nature of the underlying income, has led to some minor yield
tightening through 2013 The portfclio valuation as at

31 December 2013 reflected an average net inibal yield of 5 65%
{31 December 2012 5 72%} with a true equivalent yield of 5 92%
{31 December 2012 6 05%}

The Group's property portfolio showed a total return of +8 2% 1n
2013, +5 6% per annum over the three years to the balance
sheet date and +8 1% per annum over the five year period to

31 December 2013 This compares to the IPD All Property Index
that showed +10 9%, +6 9% and +7 8% respectively

Rumney Medical Centre, Cardiff

The Rumney Primary Care Centre ts a State of the art, purpose built
health centre, accornmodating a substantial GP prachice, NHS
space and an mdependent pharmacy Rumney is a diverse
residential area approxsmately 3 miles North East of Cardiff ety
centre PHP acquired the property as part of the corporate
acquisition of Apollo Medical Partners Limited in December 2012
and continued to fund the development untl practcal completion
tn October 2013 The property extends to 2,212 square metres
with 60 car parking spaces with approximately 20 years unexpired

on the leasas

IPD compile a speciahst Healthcare Property Index which provides
for a more direct benchmark of PHP’s performance against its
specific sector of focus The index will be pubhished on 28 February
2014 and an update wilt be given on PHP’s relative performance in
our next public statement

Were the Group’s assets to be valued using a discounted cash flow
(“DCF”) basss, the portfolio would show a value of £1,015 0 million
as compared to £958 7 milhon using 3 tradittonal yield based
approach This would represent an addional 51 pence per share
In net asset value terms  This DCF valuation has been prepared by
the Joint Advisers on a basis consistent with previous years,
discounting the rental cash flows at 7% per annum

2,212sqm
built 2013
cost £6.9 mullon
patent numbers 15,339
tenants GP practice, Cardiff and Vale Trust,

Pharmacy




Strategic Report

Business Review (continued}

Property portfolio details

Yorkshie

South South East East West North & Hum-
London West East Anglia Midlands Midlands West berside North Scottand  Wales
Number of properties 10 10 62 7 19 26 28 19 22 28 21
Number of tenancies 14 16 123 11 39 62 56 39 41 52 72
Floor area {m?) 28,212 11,157 58,491 5,867 22,377 36041 35056 26,144 22,999 42,303 30,280
Number of patients 86,877 89,762 651,676 82,713 211,709 298,718 288,898 196,399 217,452 262,647 232,035
Rent roll (£'m) 23 18 116 10 39 65 75 47 39 74 56
Capital value {£'m} 405 300 1907 166 651 1049 1273 778 623 1259 919
Number of pharmacies 2 4 34 2 15 20 20 15 12 7 14

The portfalio stahsncs and values above represent only completed assets as at the balance sheet date  PHP has also commutted to fund
seven properties that were under construction as at 31 December 2013 The total cost of these assets 1s £24 7 mullion and all are scheduled
to complete in 2014 and will generate a total of £1 5 million of rent when completed

Analysis of portfolio by capital value of building
Average lot size within the portfolio grew to £3 7 milhan (2012 £3 5 million)

Capital Valug Number of Value %'age %'age

Properties® (EmpP 2013 2012
£0- £1 mithon 4 32 03% 05%
£1 mullion - £3 million 136 2885 30 1% 29 7%
£3 million - £9 million 108 5085 53 0% 58 6%
Above £9 mullion 11 1585 16 6% 11 2%
Total 259 958.7 100 0% 100 0%
Average lot size 2013 37

{1) Including purchase commitments {2} Including values of tand plots

Covenant analysis by annual rent Analysis of pharmacy rental income
92% of the Group's rent roll rs paid directly or indirectly by the Pharmacy rents represent 7% of total income
Government

8 Primary Health Properues Annual Report 31 December 2013




Analysis of rental income by geographic region

Scotland 13%

North 7%

Yorkshire & Humberside 8%

North West 13%

East Midlands 7%

West Midlands 12%

Wales 10%

East Anglla 2%

South East 21%

London 4%

South West 3%

Rent review analysis Analysts of annualised rent by unexpired lease term
Acquisitions in 2013 have increased the proporhon of rent rell 59% of occupational leases have a remaining hfe of 15 years or

with fixed uphfts or reviews linked to RPI

longer The weighted unexpired average lease term (“WAULT”)
(including commitments} is 16 years (2012 16 years}




Strategic Report

Business Review (continued)

Acquisitions

During 2013 the Group acquired or committed to develop and acquire a total of 77 properties
in transactions representing a gross acquisinon value of more than £300 milion

The table below provides an analysis of the assets acquired in 2013

Yorkshire

South South East East West North & Hum-
Loadon Woest East Anglia Midlands Midlands West  berside North Scotland  Wales
Number of propertes 4 4 8 2 b 8 13 5 14 15 2
Floor area {[m?)} 3,677 3,660 8,803 1,551 952 12,956 19,388 4,495 13,968 23,345 3,099
Rent roll (£'m) 10 a6 19 03 02 27 a2 o3 ] 24 42 04
WAULT 202 181 134 198 210 151 206 16 8 133 171 180

Percentage of rent funded

by UK Government 100% 100% 92% 93% 83% 92% 92% 84% 93% 58% 92%
Acquisition cost {£'m) 168 104 297 44 30 433 702 130 396 685 71

10

On 1 July 2013, PHP acquired the entire share capital of Pnmary Health Care Centres
Limited {“PHCC”) for cash  The PHCC portfolio comprnised of 11 fully occupied, standing lat
investment properttes The assets were acquired for a total cost of £29 million, with a
contracted rent roll of £1 7 mitlion and a WAULT of 19 3 years PHCC was acquired at its net
asset value with PHP assurming net debt facilibes totalling £16 3 milhlon This acquisibon
was accounted for as an asset purchase

On 3 December 2013, PHP completed the acquisiton of Prime Pubhc Partnerships
({Holdings) Limited {“PPP”) The acquisiion of the entire share capital of PPP was
undertaken at net asset value of £42 6 milhion bemng met wholly by the issue of a total of
12 86 million PHP ordinary shares to the vendors (see note 22) These shares, subject to
himated exemptions, wili be locked up for a penod of 18 months from the complehon date
This acquisibon was also accounted for as an asset purchase

The PPP portfolio comprised 54 fully let pnmary care assets with an acquisimon value of
£233 milion The portfolio had a contracted rent roll of £14 4 million with a WAULT of

17 years A total of £178 4 muthon of fixed rate debt was acquired with the transachon,
secured by the PPP assets A provision of £13 7 million was allowed by the vendor for the
estimated cost of repaying the debt early, reducing net asset value in arrving at the
purchase consideration  In addiion to the acquision of PPP, a five year development
pipeline agreement was entered into with Prime plc, a sister company owned by the
vendors of PPP Prime plc 15 a successful, long term developer of primary care assets and
the agreement wll prowide a valuable source of future investment opportunites for PHP

A further 12 assets were acquired in the penod for a total of £41 mulion wath a
contracted rent roll of £2 6 million

Primary Health Properties Annual Report 31 December 2013




Properties acquired

Acquisitions during the year

Covenant analysis by annual rent 94% of the rent roll for 1s paid directly
or indirectly by the Government

1



Strategic Report

Business Review (continued)

12

Portfolic management
A key strategic focus of the Group is the achve management of its owned portfolie  This takes
a number of forms that seek to increase rental income and capture enhanced capital valueg

* capital expenditure that ranges from small extensions to more major construction
projects, increasing contracted rental income and extending existing lease terms,

* managing existing leases through re-gearing or refurbishment and maintenance
programmes in exchange for increased rents and extended lease terms

In 2013, three projects were completed with a total cost of £0 4 rmillion adding an average
of 17 years to the lease terms of these properhes

A further three projects were contracted durning 2013, committing £4 1 million of capital
expenditure An average of 21 years will be added to the existing fease durations at these
assets while securing additional rent of £0 32 milhon per annum on completion

The largest of these projects is the development of PHP's centre in Aylesbury The existing
medical centre comprises 725 square metres that s fully let to the occupying GPs for a
remaining term of 10 years Working with the practice to crystallise a transachon that
benefits all parbes, PHP has acquired an adjeining land plot and will develop a further
743 square metres of chinical space The entire enlarged building will, upon complehon
planned for October 2014, be let on a new 24 year lease The transaction secures an
addihional £0 15 milhon of income for PHP which s a yield on cost of 6 5%, but as
importantly extends the term of the lease at this property by over 14 years

A total of £3 0 million was commutted and unpaid as at 31 December 2013 with regard to
asset management projects

The contracted rent roll from the portfolio as at 31 December 2013 totalled £57 6 rmllhon,
an increase of more than 48% over that as at 31 December 2012 of £38 9 milion A large
proportion of this increase results from the acquisibens detailed above, but growth
achieved from rent reviews also contributed a satisfactory tevel in what are snll difficult
economic conditions A total of 79 reviews were completed in the year, adding £0 57 million
to contracted rent rofl, an average annual rate of growth of 2 2%, down from 2 4% n 2012

Extension to The Poplar Grove Practice, Aylesbury
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Operations

2013 2012

£fm £m

Rental and related income 420 332
Property related and administrabve expenses {6 5) (56)
Operating profit before result on property portfolio and financing 3558 276
Net financing costs {26 0) {20 2)
Ad)usted profit 95 74
Profit on sale of asset held as a finance lease 06 -
Early loan repayment fee (09) (16}
Fair value gan/{loss) on interest rate swaps 114 {2 9}
Net result on property portfolio 23 {18)
NOR-recurring expenses 27} -
Profit before tax 202 11

Acquisimons, development and project delivenies and rent reviews
have driven a 27 0% increase (n gross rental income recewed during
2013 to £42 O mullion (2012 £33 2 mithon) As detailed above, the
addibon of the PPP portfolic, completed in December 2013, will
signihcantly increase rents receivable in 2014 before any further
property transactions in the current period

Expenses are largely represented by advisory fees paid to the Jomnt
Adwisers In 2013, the fees for all advisory services were calculated
on the basis of the gross asset value of the Group With the fee
rate apphed reducing as gross assets increase, the average fee rate
paid to the Joint Advisors for 2013 fell to 0 71% (2012 0 75%) The
impact of the reducing advisory fee can also be seen in overall
operating costs which represented 0 88% of average gross assets in
2013, a reduction from 0 93% n 2012

At present, Nexus Tradeco Limited {"Nexus"} provides property
adwvisory and management services to the PHP group with

} 0 Hambro Capitai Management Limited (“JOHCM”) providing
administrative and accounhing services, as well as acting as the
Company Secretary
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On 26 September 2013, PHP announced the termination of the
JOHCM contract with effect from 30 April 2014, when Nexus will
assume responsibility for the administrative services JOHCM
currently provide The change also removes the link to gross assets
for the cost of administrabive services  Nexus will instead receive
an agreed fixed annual fee in relanon to these services which may
be increased or decreased by up to 5% per annum, subject to
movements in the Retail Price index {or such other appropnate
independent index agreed by Nexus and the Company)

JOHCM wall continue to provide its services for the period up to

30 April 2014, being remunerated in accordance with its service
agreement JOHCM will then receive a contractual terminaton
payment of £2 5 million n liew of the remainder of its two year
notice period As required by accounting standards, the
termination fee has been charged to the income statement in 2013

In making these changes, the Board has broken the link between
gross assets and admimstrative costs and will secure eshmated
annualised savings {based on gross assets at 31 December 2013} in
excess of £0 8 million per annum The real underlying saving will be
greater than this as gross assets conbinue to grow
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99.7%

occupancy

within the completed
property portfolio

92% orrem

roll effectively funded
by the Government

as at 31 December 2013

On 28 January 2014, the Company announced ¢hanges to the fee rate structure for the
property advisory services provided by Nexus, introducing a reduced fee rate of 32 5 basis
points for gross assets between £1 billion and £1 25 bibhon and 30 basis points for gross
assets above £1 25 billion

Gross Assets Fee
First £250 milhon 0 500%
Between £250 nullion and £500 million 0A475%
Between £500 midlion and £750 million 0 400%
Between £750 million and £1 bilhon 0375%
Between £1 billion and £1 25 billion 0325%
Above £1 25 bithon 0300%

The Group’s overall debt costs rose (in 2013 as the property portfoiio grew, mcluding the
Apollo assets acquired in December 2012 and as a full year's impact of the increased cost of
borrowing was felt following the significant debt refinance in 2012  Net interest costs rose
by 28% 10 2013 to £26 O mulhion (2012 £20 2 mdlion} Significant work has been
undertaken in 2013 to provide additional and replacement debt facilities as the portfoho
increases, but secured at rates that take advantage of the continued low interest rates that
were seen through most of 2013

Operating profit increased by 19% to £32 8 mithon (2012 £27 6 million) and adjusted profit
increased to £9 5 million (2012 £7 4 mallon)

Dividends

2013 was the 17th consecutive year of dvidend growth for PHP shareholders with a total of
19 0 pence per share being paid in the year (2012 185 pence] No porhon of this dwvidend
represents a Property income Distributan (*PID*)

A major strategic objective of the Board 15 to restore the Company to full dvidend cover at
the earliest opportunity whilst maintaining a progressive dividend policy Adjusted profit
increased 1n 2013 to £9 5 muilhon (2012 £7 4 million) with dividend cover increasing from
56% to 57% This small improvement in dwvidend cover demonstrates that despite a
sizeable equity ratse in 2013 and a small increase i the rate of dividends paid, property
transachons in the peniod and the successful refinancing of associated debt have enhanced
earnings to establish improved dividend cover

The acquisihons completed in 2013 and revised advisory fee structures together with the
completion of the first stage of the refinance of the debt assumed with the PPP acquisition
on 13 February 2014, but effectve from 1 January 2014, wili have a major impact on
dnidend cover into 2014
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Taw Hiil Medical Centre, Swindon

Taw Hill Medical Centre 15 a GP practice located 4 4 miles north-east of Swindon PHP acquired the property as part of the
corporate acquisition of Pnme Public Partnerships Limited (PPP) The property extends to 1,066 square metres with 74 car
parking spaces [t was purpose bu:lt in 2003 and is fully let with approximately 13 years unexpired on the lease

size 1,066 sqm
buiit 2003
cost £2 9 mitlion

patient numbers 11,024

tenants GP practice
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Total shareholder return

An important performance indicator monitored by the Board is total return ta shareholders
This 1s measured as a combinaton of the dvidend paid in a calendar year and the
movement in share price m the same penod  Total return to PHP shareholders in 2013 was
7 6% as cornpared to the total return of the FTSE All Share Index of 20 8%

The table below compares PHP’s total return performance with that of general reat estate
equines and the FTSE aver the longer term

I Onevyear  Three years Five years
! % % %
Primary Health Propertes 76 &3 140
FTSE All-Share Real Estate Index 196 141 14 4
1 FTSE All-Share Index 208 103 190

Source Investment Property Databank (“IPD")

Capital resources and debt finance
Matching the considerable success in acquinng earnings enhancmng property assets in the
year, significant activity has been undertaken with regard to the funding base of the Group

Share issues

A total of 21 7 millon new shares were issued in June at 315 pence each, realising proceeds of
£65 8 millign, net of issue costs  This saw the conclusion of a mult structure offer that allowed
exishing shareholders to parhicspate in the issue and afso saw a number of new insptutional
shareholders join the register, widening and strengthening the Company’s share-holder base
The 1ssue price reflected a small discount of 6 3% to the share price immediately before
announcing the issue, but was 3 3% ahead of the European Public Real Estate Association net
asset value per share (“"EPRA NAV") as at 31 Decermnber 2012 of 305 pence

At a General Meentng on 2 December 2013, the acquisinon of PPP was approved with the
entire consideration being settled by the issue of PHP shares to the vendors The final
consideranon for PPP was a total of £42 6 million, representing the agreed net asset value
of PPP with 12,577,771 shares bemg 1ssued upon completion on 3 December (see note 22)
and a further 282,768 shares 1ssued on 28 January 2014 (see note 16) following agreement
of the complebon accounts of PPP as well as a further 235,475 shares being issued,
following a Deed of Variahon being entered into regarding the St Cathenine’s property on
the same date Ali shares were 1ssued to the vendor at an agreed value of 320 pence per
share, a premium of 6 2% over EPRA NAV per share as at 30 June 2013 and a discount of
Just 1 2% on the share price at close on 14 November 2013, the day immediately before the
announcement of the transaction

On 28 January 2014, a revision to an occupational lease agreement at a property within
the PPP portfolio was completed This crystalised an additional amount of consideration
in the sum of £0 75 milhon which was settled by the 1ssue of 235,475 shares PHP shares
{see note 16)
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Deht facilites

In March 2013, the Group completed the refinance of the debt that
was assumed wrth the acquisiion of the Apollo portfolio in
December 2012 A new £70 million, four year revolving debt facihty
was entered into with Barclays Bank PLC, establishing @ new lending
refationship for the Group with a major lender to the property
sector 50% of the sums drawn under this facility were locked into
historically low interest rates for the duration of the facility through
an interest rate swap that generated an all-in cost of funding at
below 3 5%

In November 2013, a wholly owned subsidiary of PHP 1ssued a
twelve year secured, corporate bond to a single insbtubonal bond
mvestor The issue was for a total of £70 million with a matunty of
30 December 2025 An inital tranche of the proceeds, totalling
£60 million was receved on 1ssue and the remaining £10 milhon
wil! be receved on 30 June 2014 as a number of development
commitments complete The underlying bonds incur interest on
the paid up amount at an annuahsed rate of 220 basis points above
six month LIBOR, payable semi-annually This transaction
demonstrates PHP's abihty to access a wide range of debt capital
markets, underfining the attraction of the long term, high covenant
quality income characteristcs of the property portfaho

The proceeds of the bond were used to refinance the expensive debt
assumed with the PHCC acquisition in July, utilising the allowance
agreed with the vendors of PHCC for the cost of terminating the
incumbent Aviva debt A further tranche of the proceeds repaid a
faciiny advanced by Clydesdale Bank that was due to expire in mid
2014 with the balance being used to pay down elements of the
Group’s Club facility with RBS and Santander where the borrowing
cast would otherwise have increased in 2014 and 2015

Since the year end, the Group completed the reinstatement of an
amount of £25 million to the Club facility that will be advanced on
the same terms as the existing Club debt
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The PPP acquisihon saw the Group assume debt faciities totalling
£178 4 mulhon secured upon the PPP assets The debt s provided
by Aviva In their tradibional, longer term amornhsing form

A prowision of £13 7 million was agreed with the vendors as a
reductron to the net asset value of PPP to allow for the estmated
costs of repaying the debt taken on  The average term of these
facilines was 17 years at acquisiion and the debt carried a
weighted average coupen of 5 9% Detalled discussions have been
ongoing with Aviva since completon of the PPP acquisihon to agree
terms for the refinance and re-sethng of the revised terms of Aviva
loans partly with Aviva and partly with other lenders to the Group

On 13 February 2014, the Group completed the first stage of the
restructuring and refinance of the Aviva loans assumed with the
acquisibon of PPP Stage 1 saw the payment of £13 7 million as
allowed by the vendor tn the acquistion pricing, to re-set the
nterest rates to current levels for the existing loans  Effective from
1 January 2014, the rates have been reduced by an average of

80 basis points A capital repayment of £15 milion was also made
as pant of Stage 2 that will see the re-tranching of the debtand a
further reduction in applicable rates

The principal value of debt drawn as at 31 December 2013 totalled
£589 0 million The Group held cash balances of £9 3 million resulting
in Group net debt of £579 7 milhon The Group’s loan to value rano
{“LTV") was 61 6% (31 December 2012 60 9%) and interest cover for
the year was 1 55 times {2012 1 57 tmes) with a Group covenant
minimum requirement of 1 3 times

Debt facilimes available to the Group at 31 December 2013,
including the secured and retail bonds, totalled £677 6 million
Deducting net debt and allowing for funding the cost to complete
development commitments of £17 1 million as at the balance sheet
date results in net headroom of £67 2 million
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Secured bond issue

£70m

Matunty
30 Dec 2025

issued at a margin of

220 basis points

above sixth month
LIBOR

year ended 31 December 2013

Summary of financing

Provider Maturity Fadility Drawn at Headroom
maximum 31 Dec 2013 31 Dec 2013
£m £m £m
RBS {overdraft) Mar 2015 50 - 50
Rovyal Bank of Scotland/ Santander Mar 2016 1400 1005 395
Barclays Mar 2017 700 495 205
Aviva Nov 2018 750 750 -
Aviva Dec 2022 250 250 -
Aviva Jan 2032 261 261 B
Aviva Dec 2030* 177 9** 1779 -
Retall Bond July 2019 750 750 -
Secured Bond Dec 2025 700 600 100
Total 6640 5890 750
Average maturity 8 8 years
Cash on deposit (93} 913
Group net debt 5797
Costs to complete
Forward funded developments {14 1)
Asset management projects 30
Net headroom 672

* Thisis a weighted average matunity

** Figure represents the nominag! value of debt as at 31 December 2013 Debt within the balance sheet 1s fair
valued as at acquisitien to Include an eshmate of the cost to refinance the fagility

Interest rate hedging

On incepnion of the Barclays bank facility, the Group entered into a four year interest rate

swap for a nominal value of debt of £28 0 million, for a four year term expinng in March

2017 at a fixed rate of 0 9%

There have been no other changes to the Group’s hedging portfolio  The table below

anaiyses the debt facihities available to the Group in accordance with their interest rate bases

Faclities Drawn
£'m £'m %
Fixed rate debt 3790 571 3790 643
Debt hedged by interest rate swaps 206 0 310 2060 350
Floabng rate debt 790 119 40 07
6640 1000 5890 1000

The incremental rate of debt from secured facilibes 1s 3 month LIBGR plus an average

margin of 235 basis points
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Key assets

Floor area Total contractad

Patient Construction

Property Town/City m? annual rent  Principal occupiers WAULT  numbers date
1 StCatherine's Health Centre  Birkenhead 4,614 1,106,532 2 GP Prachces, NHS Trust, Pharmacy 29 15,352 2012
2 Lyng Centre West Bromwich 5,630 1,157,699 4 GP Prachces, NHSPS, Council 16 20,722 2005
3 Victona Central Health Centre  Wallasey 4,904 1,045,506 3 GP Practices, NH5PS, Pharmacy 20 14,600 2008
4 Nairn Health Centre Nairn 4,977 967,523 2 GP Practices, Council 22 14,475 2008
5 Port Talbot Resource Port Talbot 3,934 969,647 4 GP practices, Local Health 16 28,289 2009

Centre Board, Council, Pharmacy
6 Rotherham Communtty Rotherham 4,636 867,318 NHSPS 15 1,475° 2008

Health Centre

Prospect House Kettering 3,667 639,707 GP Practice, Pharmacy 18 27,975 2008

Fort William Health Centre Fort Willlam 3,468 684,969 3 GP Practces, Scothish Minssters,

Pharmacy 13 14,110 2007

9 Links Health Centre Montrose 4,001 672,422 3 GP Practices, NHS Trust 11 17,152 2003
10 Connah's Quay Resource Connah's Quay 3,595 677,190 3 GP Practices, Local Health Board, 16 14,383 2010

Centre

Council, Pharmacy
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Shareholder
value

Net Assets of

£302.4m

an increase of

£123.3m
69‘%) over 2012

as at 31 December 2013

20

Swap rates for the periods covered by the Group’s hedging portfolic increased toward the
end of 2013 reflectng improved economic data both in the UK and wider global economies
This has resulled in a decrease in the net far value habwhity of the Groups denvatve portfolio
to £28 6 ritlion as at 31 December 2013, down from £52 8 milhon as at 31 December 2012
£11 4 milhion of this is recogmsed in the Statement of Comprehensive Income, but there 1s
no cash flow impact of any element of the fair value adjustment in 2013

Net asset value

Balance Sheet net asset value has increased through 2013, assisted by the share 1ssues
undertaken in the year and also the reduction in the denvative portfolio fair value
adjustment

EPRA net assets have also increased in absolute terms driven primanly by the share issue
undertaken in June 2013 and the shares issued with the acquisibon of PPP

EPRA net assets per share have fallen across 2013 by 1 6% to 300 0 pence per share

{31 December 2012 305 O pence per share)

Environmental and social issues

Due to the nature of the external management arrangements, PHP's direct greenhouse gas
emissions are negligible PHP places high importance on the impact of such gases and is stll
working with its tenants to develop ways m which te monitor and reduce emissions

Environmental matters are considered as part of the assessment of the suitability of
purchasing new medical centres to expand the partfolio, whether through forward
purchase development agree-ments or open market purchases PHP undertakes an
assessment of environmental risk as an important element of its due diligence process,
abtaining an environmental desktop study and energy performance certificates ("EPC”)
755% of the newly completed assets delivered in 2013 held an EPC with a rating of C

or better

PHP has engaged an Environmental Consultant, Collier & Madge, to help in this process
PHP’s ability to influence the energy efficency of builldings 1s imited where completed
properties are acquired and let on FRI terms Where possible and as a norm for newly built
premses, environmental issues are included o the leases entered into by the medical
practitioners More generally, new buildings acquired are usually specified to meet the
NHS's exacting standards with regard to environmental considerations
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Victoria Central,
Wallasey

PHP acqutred Victoria Central located in
Wallasey, Merseyside in December 2013 as
part of the Prime Public Partnerships Limited
{PPP) corporate acquisition The building was
constructed in 2009 and extends to a total of
4,904 square metres It is fully let to 3 GP
practices and NHS Property Services with a

pharmacy

size 4,904 sqm

buiit 2009

cost £17 9 million

patient

numbers c 14,600

tenants 3 GP practices, NHS Property

Services and Pharmacy

PHP 1s committed to the principles of continuous timprovement In

managing enviranmental issues, including the proper management
and monitoning of waste, the reduction of pollution and enussions,
and compliance with environmental legislation and codes of practice

PHP provides purpose built healthcare properties for use by GPs,
NHS organisations, pharmacies and healthcare users, thus indirectly
benefiting the communities in which they are based

PHP 15 a founder member of the Social Stock Exchange (“SSE”) The
SSE gives investors access to publicly listed businesses with strong
social and environmental purpose

The Group has no employees and Directors do not have service
contracts No disclosure has therefore been included in relaton to
policies on employees and human nights as required by Section
414C of the Compantes Act

Relationships

Other than shareholders, PHP's performance and value are
influenced by other stakeholders, principally its lessees (the GPs,
NHS organmisations and healthcare users), the property developers,
the Distnict Valuers, lenders and bondholders and the Joint
Adwisers PHP’s approach to these relahonships 1s based on the
principle of mutual understanding of aims and objectives and the
highest standards of ethics and business practice

Outlook

PHP’s business grew substantally during 2013 The acquisition of
PPP in December increased the portfolio by some 33%, securing a
portfolio of high quality, purpose built pnmary care centres that
enhanced the overall composition of the Group’s real estate portfolio
The posiive contribubion of these assets will be seen in 2014 and
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will be further enhanced by the refinancing achieved in early 2014
of the debt assumed with the portfolio, as was pfanned at
acquision The refinance provides a very large step toward
regaining full dvidend cover, which remains the prime short term
objectwe of the Board, whilst retaining a progressive dividend
policy The transaction secures 2 five year pipeline arrangement for
new developments with Prime ple, one of the leading developers of
prnimary care assets, and also provides PHP with the opportunity to
generate additional income and capital value afforded by the asset
management possibilines within this portfolio

Actions taken by the Board in the last six months have also paved
the way for ongoing operating costs to be further contained

Annual savings will be realised on the administranve services
procured by the Company and as the portfolio conhnues to grow, as
a proportion of gross assets, the incremental cost of property
advisory and management services will also reduce

Primary Care and the GP remain the gatekeepers to the NHS The
consensus 1s that more health care services should be moved into the
primary care setting and in order to do this further modern, purpose
built premises will be required The demand and competition for
the good guality, long term, secure income streams that characterise
the Group’s portfolio are strengthening, but the Board see the
Company as being well placed to lead the provision of private capnal
and skilled management to secure future investment opportunibes

The Board conbtinues to priorshse the return to full dvidend cover
as its main short term objective and will take further steps toward
this with its prudent acquisition policies, securing assets that make
an tmmediate contribution to profitability but also demonstrate the
potential for future growth in 2014 and beyond
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Risk
Impact

Minigahon

Risk

Impact

Mitigation

Risk

Impact

Mitigation

In common with most businesses, the Group 1s affected by a number of nisks and uncertainbes, not all of which are
wholly within its control Note 21 provides further detatl and quantitative information on the financial risks faced
by the Group The Group aims to operate in a low risk environment, focusing on a single sector of the real estate
rmarket The Board has reviewed and agreed pohcies for managing each of the nisks and uncertainties which are
summarised below The Board sees items 1, 2 and 5 as its principal risks at the present ime

fFunding and available finance

1 Exposure to interest rate movements

Movement in underlymg interest rates could adversely affect the Group's profits and cash flows

¢ The Group retains a proportion of its debt on along term, fixed rate basis It also mitigates its exposure 1o
interest rate movements on floating rate factites through the use of a series of interest rate swaps and other
dernvative Instruments

2 Limited debt market capacty restricts ability to continue to fund operations

Without confirmed debt facilites, PHP may be unable to meet current and future commitments or repay or
refinance debt faciites as they become due

« PHP funds its operations through a mixture of income from its operations, equity and debt finance PHP
regularly monitors its cash flow and debt funding requirements tn order to ensure that it can meet its Liabilihes
and looks to retain a spread of providers and maturites so that its refinance risk ts less concentrated

* PHP secured £140 mifion of new debt facilities in 2013 This scluded a £70 millicn, tweltve year secured bond
accessing the corporate debt market for the first bme PHP widened 1ts spread of maturnihes and lenders with
facilities secured and assumed n 2013

= Activity since the year end has added further capacity, increased the vaniety of funders and maintained the
broad spread of matunihes

3 Lack of capital resources to support the Group's activities

Without sufficient capital, PHP may become unable to progress investment opportunthes as they anse or to
counteract the impact of potential falling property values on the Group’s balance sheet and iinance commitments
should property values fall in the future

* Liquidity and gearing are kept under review by the Joint Adwisers and the Board Forward funding commitments

are only entered into f supported by committed, available funds

* Historically, the Company has been able to access the equity markets to raise additional capital when required
The Company undertock a share placing during 2013, raising an amount of £65 8 million net of costs

* PHP issued a £70 million twelve year, secured corporate bond in 2013 at a margin of 220 basis points over six
maonth LIBOR
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4 Banking facilibes include various covenant requirements

Should the Group be unable to meet these covenants it could result tn possible default or penalhes being levied

+ PHP monitors its covenant compliance on an ongoing basis to ensure comphance or early warning of any 1ssues
that may arnise The Group maintains its borrowings at levels below its maximum covenant requirements and
retains the flexibility of subshtuting secunty or refinancing loans should it need to Covenants are set on a
facility by facility basis and by reference to the pool of assets used to secure faciiies (where appropriate)

Property market risks

S PHP invests in a niche asset sector affected by Government decisions

A change of Government policy or a downturn in demand for pnmary care premises may adversely affect the
Group's portfolio and performance

* The Group monitors Government policy with regard to Primary Care $0 as to be able to anticipate any changes
The use of GPs within the NHS and the long term, estabhished use of third party owned premises has not
changed for some time and 15 not an area changed by the Health & Social Care Act The Group has received
written confirmation of the continued funding of its tenants by the NHS

* The long term nature of the Group’s occupational leases provides secunty of mcome and protechon should a
policy change need to be catered for

6 Property valuations may fall

Property valuations may fall to such a level that leads PHP to breach its borrowing covenants

* Whlst the specialist nature of the Group's assets can itself be a risk (see below), the inherent charactenshcs
have histoncally demonstrated low volatlity in terms of valuation movements

+ The Group manages its achvities so as to always operate within its banking covenant bimits and constantly
monitors the margins {1 e fall to breach) that would have to be experienced in order to cause any default

» The portfolo s effectively 100% let, on long lease terms with more than 90% of rent being funded by the NHS
Rentaf growth 1s achueved on review, all of which helps in maintaining asset values

7 lack of available properties or the inability to invest on acceptable terms

The Group may be unable to secure additional investment properties so as to enable PHP to continue to grow

* The Group mamtains close relatonships with a number of developers of, and other investors in, pnmary health
care propertes se as to afford the best possible opportunity to secure future acquisitions

* The Group s not exclusively reliant on acquisitions to grow as it secures leases with effectively upwards only rent
review mecharisms and s able 10 generate income and value from the management and development of its
exishng portfolo

+ Pipeline agreements have been entered into with recognised developers in the sector (Apollo Capital Projects
Develcpments Limited and Prime plc)
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Taxation risks

8 Failure to comply wath REIT legislation

A breach of REIT requirements may lead to the Group losing its REIT status and the taxaton benefits that affords

* Management moniter the acbvibes and performance of the Group to ensure that all requirements of the REIT
legislation are met at all umes New transactons are structured when undertaken so as to continue to meet
these statutory requirements

9 A change in Government legislation

Should the UK-REIT regime cease to apply the Group may become chargeable to taxahon with a significant impact
on performance and strategy

¢ The Group momitors communicaton from HMRC with regard to the ongong maintenance of the REIT regime

The Group participates (n a number of industry bodies and groups that engage in continuous dialogue with
HMRC over proposed changes to legislahon and their impact on PHP

= The changes to the REIT regime introduced in 2012 are designed to encourage further REITs and confirm the
continuance of the regime for the foreseeable future

Operational nisks

10 Continuance of Adwviser contracts

PHP has no employees and depends on services supplied by third parties for the eficient operaton and
management of the Group Following the concentration of the provision of advisory services with Nexus from
30 Apnl 2014, the terminahon of the Adwisary Agreement with Nexus could adversely affect the Group’s ability to
effectiveiy manage its operations

* The Advisory Agreement with Nexus includes provisions requinng Nexus to serve all or any part of its notice
penod should the Company decide to terminate providing protectron for an efficient handover

* The Advisary Agreement with the Nexus includes remuneration linked to the performance of the Group in order
to incentivise long term levels of performance

* The Management Engagement Committee regularly reviews the performance of the Jont Adwisers

11 Breach of Health and Safety and Environmental requirements

A breach of such requirements could have reputational, criminal or financial imphcatons on the Group which could
be sigmhecant

¢ The Board views the assessment of Health and Safety and environmental risk as an important element of its due
diligence process when acquiring propertes and employs specialist adwisers to undertake nsk assessments

* Properties are modern and specihcally designed for purpose including best practice with regards to
environmental requirements thereby mitiganng risks

* Owned properties are inspected regularly in rotahon and well mamtamed
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Key Performance Indicators (“KPIs”)

The Board monitors KPls as set out below to review the Group’s performance in meeting its Strategic Objectives as set out on page 4

Objective Metric
To grow property assets
under management

Acquisitons achieved

Positive movement in asset values

Future commitments made

Strategic Objective 1 Performance

77 addibonat assets acquered or commutted to in the year

Portfolo revaluation uphft of £2 3 mulhon for the year

Balance of commitments outstanding as at the year end of £17 1 miliion

Objectives Metnc
To maxsmise portfolio rent roll and
maintain security of ncome

Continue to grow annuahsed rent roll

Maintain core NHS tenant covenant

Maintain weighted average remaining lease term

Strategic Objectives 1 and 2 Performance

Contracted committed rent roll grew from an annualised £38 9 million to
£57 6 million

Over 90% of income effectively funded by the NHS

Weighted average lease length (including commitments) of 16 years
{2012 16 years}

Three asset management projects contracted tn 2013 will add an average
of 21 years to the unexpired lease term for those properties

Objective Metric
TJo manage our balance
sheet effectively

Maintamn longevity of debt facihties

Maintain appropnate balance between debt and equity within
covenanted levels

£140 million of debt facilibes secured in 2013, including the secured bond
LTV at 61 6%, well wathin current and future covenant limits
Equity 1ssue in the year raised net proceeds of £65 8 million

Average matunty of debt faciities extended to 8 8 years (2012 6 6 years)

Sustained growth in Adjusted EPS
Sustained dividend growth
Growth in EPRA NAV per share

Adjusted EPS increased from 10 2p to 10 6p
17th successive year of dividend growth, 3% to 19 O per share
EPRA NAV per share 300 pence (31 December 2012 305 pence}

Out-performance versus IPD benchmark

Centnued rental growth

Strategic Objectives 3 and 4 Performance
Objective Metric

To deliver sustainable long-term

shareholder value and returns

Strategic Objective 5 Performance
Objective Metric

To maximise the returns from the

nvestment portfolio Performance

Strategic Objective 6

[n 1y

One, three and five year portfolio performance underperformed the IPD all
property benchmark, but PHP continued outperformance of the IPD
Healthcare Real Estate Index

Rental growth of 2 2% p a on reviews completed n the year

Harry Hytnan, Managing Director
19 Februayy 2014
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Five Year Summary of Group Financial Performance

IFRS

2009 2010 2011 202 2013
Net assets (Em) 1519 1647 168 1 1791 3024
Net asset value per share {p)
+ basic and diluted 247 262 246 236 274
EPRA net asset vafue per share {p)
+ basic and diluted 280 312 319 305 300
Closing portfolio including development
loans and finance leases {£m) * 3449 4724 5287 6255 9415
Annuahised rent roll {Em) ¢ 213 B0 314 368 562
Profit before taxation {E£m) 108 257 127 11 202
Adjusted profit
Earnings per share {p)
* hasic 266 413 190 16 232
* adjusted 184 147 145 02 106
Total dividend per share {p) 170 175 180 185 190
Market price per share at 31 December (p) 2890 3350 3185 3400 3530
Total return (%)
= PHP Ordinary Share 110 228 05 154 76
* FTSE All Share 301 145 a5 123 208
« FTSE All Share Real Estate Investment Trust 129 69 83 306 196

{1) Completed assets only
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Joint Advisers

Nexus Tradeco Limited (*Nexus”)

Nexus identifies surtable properties, negohates the terms of purchase of those properbes
and provides property management services on behalf of the Group It also provides the
services of the Managing Director On 5 December 2011, Nexus Group Holdings Limited, the
previous holding company of Nexus Property Management Limited, carried out a statutory
demerger following which the participabon in the Adwisory Agreement was novated to
Nexus Tradeco Limited, which 1s now the Joint Adviser The personnel responsible for
managing PHP are unchanged The Group 1s engaged in the provisicn of independent
advice and financial services to organisatiens operating in the public and private sectors,
with particular emphasis on health, education and property

J O Hambro Capital Management Limited (“JOHCM”)

JOHCM (a wholly owned subsidiary of ) O Hambro Capital Management Heldings Limited
(“Holdings™)), 1n turn a wholly owned subsidiary of BT Investment Management Limited,
incorporated in Australia and histed on the Austrahian Secunites exchange, provides
administranve and accounting services to the Group and 1s Company Secretary Mr James
Hambro 1s chairman of Holdings JOHCM provides investment management services to
apen ended investment companies, segregated mandates and other public funds and s
authorised and regulated by the Financial Conduct Authonty in the conduct of its
investment business

Changes to Advisory Services

On 26 September 2013, the Board anncunced that it has agreed revised arrangements in
respect of the provision of administrative and accounting services Under the revised
agreement Nexus will assume responsibility for providing the services previously supplied
by JOHCM, with effect from 30 April 2014

Links Health Centre, Montrose size 2,436sqm
built 2003

Links Health centre 15 located in Montrose, a coastal town 38

miles north of Dundee It was part of the corporate acquisiion cost £10 8 milhon

of Pnme Public Partnerships Umited (PPP) in December 2013 patient

The property was built in 2003 and measures 2,436 square
metres (t s fully jet to 3 GP practices and Tayside Pnimary Care

National Health Trust

numbers ¢ 17,000

tenants 3 GP Practices & Tayside Pnmary Care
Care Natonal Health Trust




The Board

Our diverse and
experienced Board is
an essential
component of the
success of Primary
Health Properties PLC

Graeme Elliot, Chasrman
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Graeme Efhot 4

Non-Executive Chairman Appointed
February 1996 Mr Elliot was formerly
executive vice chairman of Slough Estates
PLC, prior ta which he held semor positions
at Rio Tinto Ple

James Hambro 45

Non-Executive Director Agpointed
February 1996 Mr Hambro 1s Chairman of
James Hambro & Partners LLP and
Chatrman of J O Hambro Capital
Management Holdings Limited, parent
company of ] O Hambro Capital
Management Limited, the Joint Adviser and
Company Secretary of Primary Health
Properttes PLC He is also Non-Executive
Chatrman of Hansteen Holdings PLC

Alun Jones 123

Non-Executive Director and Sentor
Independent Diractor Appcinted 1 May
2007 Chairman of the Audit Committee
and a member of the Remuneration,
Management Engagement and Nomination
Committees A Chartered Accountant, Mr
lones retired from PricewaterhouseCoopers
LLP 1n 2006, having been a previous
member of PwC's UK and Global
Supervisory Boards He was a member of
the Financiat Reporting Review Panel from
2006 to 2011

Harry Hyman *5

Managing Director Appointed February 1996
A Chartered Accountant and Managing
Director of Nexus Tradeco Nexus has three
operating dnisions, property fund manage-
ment, publishing and corporate finance
The group specialtses in health, education
and property He is also Non-Executive
Chairman of Summit Germany Limited and
a director of the Quated Companies
Alhance PHP has been @ member of the
Quated Companies Alliance since 2002
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Willlam Hemmings

Non-Executive hrector Appomnted 18 June
2012 Mr Hemmings 1s Head of Closed End
Funds at Aberdeen Asset Managers Limited,
a Director of a number of subsidiary
companies of Aberdeen Asset Management
PLC and an alternate director of the Inish
hsted Select International FundsPLC Mr
Hemmings s also a director of the
Association of Investment Companies

Mark Creedy *2?

Non-Executive Director Appownted

1 November 2008 Chawrman of the
Management Engagement Commuttee and
a member of the Audit, Remurerahon and
Nomination Committees Mr Creedy 1s

currently Director of Fund Management at
UNITE Group plc overseemg the fund
management of the UNITE UK Student
Accornmodation Fund and UNITE's other
joint ventures He was Managing Director
of the property fund management subsidiary
of Legal & General Investment Management
from 2002 to 2007 and was previously
Managing Director of Chartwell Land plc, a
wholly owned subsidiary of Kingfisher plc
He was also a non-executive director of B&Q.

Steven Owen 23

Non-Executive Director Appointed 1 January
2014 A chartered accountant, Steven Is
currently CEQ and Partner of Wye Valley
Partners LLP, and was Deputy CEO and
Finance Director at Brixton plc until 2009
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Or lan Rutter OBE 33

Non-Executive Director Appointed

22 September 2005 Chairman of the
Remuneration and Nomination Committees
and a member of the Audit and
Management Engagement Committees

He has worked as a GP since 1980 1n
Shipley, Yorkshire He is currently the Senior
European Faculty Head of IHI, the Institute
of Healthcare Improvement, based in
Boston,USA He 1s a former CEO of North
Bradford and Airedale PCTs He has worked
at the Department of Health as Chinical
Lead in the Policy and Strategy Unit and as
Deputy National Director of Primary Care

{1)Member of the Audit Committee

{2} independent

{3)Member of the Management Engagement,
Nomination and Remuneration Committees

{4}Member of the Standing Committee

{5)Joint Manager representative
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Directors’ Report

Dividends paid in 2013 total

1 9 = 0 p per Ordinary share
9 - 75p interim dividend declared

to be paid on 25 April 2014

year ended 31 December 2013

The Directors present their Annual Report to Shareholders for the
year ended 31 December 2013 Further information on the Group's
busmess which is required by section 417 of the Companies Act
2006, can be found n the following sections of the annual report,
which are incorporated by reference into this report

* Charrman’s Statement on pages 2 to 3, and

« Strategic Report on pages 4 to 25

Principal activity

The principal activity of the Group (of which Primary Health
Properties PLC 1s the parent company) continues to be the
generation of rental income and capital growth through investment
in pnmary health care property throughout the United Kingdom

The Group became a Real Estate Investment Trust (UK REIT’} on
1January 2007 It 15 the opinion of the Directors that the Group has
conducted its affairs so as to be able to continue as a UK REIT

Financial
The results for the year are shown in the Group Statement of
Comprehensive Income on page 50

Intenim ordinary dnvidends totallmg 19 Op per Ordinary share were
paid duning the year (year ended 31 December 2012 18 5p)

The Board proposes to pay an intenm ordinary davidend of 9 75p
per Ordinary share on 25 April 2014 Further informaton on
divtdends can be found in the Shareholder Informaton section on
page 80

Directors
Biographical information for the current Birectors can be found on

pages 28 and 29

Graeme Elhiot will retire after the conclusion of the Annual General
Meeting ("AGM”) and will therefore not be seeking re-electron
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Pursuant to the termmaton of the management agreement with
JOHCM, James Hambro's appointment 1s due to cease on 30 April
2014 In view of his valued contribution and wide expenence, the
Board has asked Mr Hambro, subject to shareholder approval, to
continue 2% a director He (s willing to do so and will therefore stand
for re-election at the AGM Steven Owen was appointed by the
Board with effect from 1 January 2014 and wilt also stand for
election at the AGM All other directors, who served throughout
the year, will retire and, being eligible, offer themselves for
re-election

The Company’s Articles of Association require that Directors should
submut themsetves for election at the first Annual General Meeting
following their appotntment and thereafter for re-elechion at least
every three years However, the Company has zdopted the
requirements of the UK Corporate Governance Code in relation to
the annual re-elechon of Directors

Information on the perfarmance evaluation of the Board 15 shown
in the Corporate Governance report on page 41 Details of
Dwrectors’ interests in the share capital and eguity of the Company
and Directors’ Remuneration are contained in the Directors’
Remuneration Report on pages 42 to 45

Powers of the Directors

The Durectors have been authonsed to allot and 1ssue Ordinary
shares and to make market purchases of the Company’s Ordinary
shares These powers are pursuant to the passing of resclutions at
the Company’s Annual General Meeting Details of the resolutions
regarding the allotment, 1ssue and purchase of the Company’s
shares are set out in the explanatory notes to the Notice of Annual
General Meeting which can be found in the separate document
posted to sharehelders with thrs Annual Report

Substantal interests

As at 19 February 2014, the Company had been nothed or was
otherwise aware of the following shareholders who were directly or
indirectly mterested in 3% or more of the voting nghts in the
Company’s 1ssued share capital

Voting rights. %
Investec Wealth & Investment 6,472,088 583
Unicorn Asset Management 5,151,026 464
Brooks Macdonald Asset Management 4,996,020 450
Blackrock 4,909,552 442
Troy Asset Management 4,720,000 425
CCLA Investment Management 4,265,000 384
Charles Stanley 4,218,014 380
Riaing 4,177,498 376
Nexus Group Holdings Limited 4,000,000 360
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The Ordinary Shares held by Nexus Group Holdings imited {“Nexus
Group”) are subject to a debenture and fixed charge over all of
Nexus Group assets As at the date of this report, Nexus Group has
confirmed that it 1s not in default of any of its banking
commatments and that it has no current intenhon to sell any of its
holding Nexus Group i1s connected te Harry Hyman

Share capntal

The Company has ane class of share in 155ue, being Ordinary Shares
of 50 pence each At the date of this report, the Company had
110,992,473 Ordinary Shares of 50 pence each in issue, each
carrying the right to one vote Details of changes in share capital
are set out in note 22 of the financial statements

Corporate governance

A report on corporate governance and comphance with the
provisions of the UK Corporate Governance Code, which forms part
of this Directors’ Report, 1s contained on pages 35 to 41

Report on greenhouse gas emissions

The Group 1s externally managed and as such has no employees or
premises Any emissions therefore are negligible Further
information on the Group’s social and environmental impact can be
found in the Strategic Report on page 21

Articles of Association

The Company’s Articles of Association (adopted by special
resolution on 6 QOctober 2009) may only be amended by special
resolution at a General Meeting of the shareholders

Significant agreements

The Company 1s required to disclose details of any agreements that
it considers to be essentizl to the business The Board do not
consider the banking facility agreements with the Group’s lenders
to fall into this category as if any one of these arrangements ended,
the Group would seek alternative funding and the loss or disruption
caused should only be temporary

The Adwvisory Agreement with the Joint Advisers {further detatls of
which can be found in the Related Party Transactions section
below) ts considered essential to the business as the Group has no
employees The agreement 1s reviewed at least annually by the
Management Engagement Committee

During the financial year and as at the date of this report, none of
the Birectors other than those referred to below was matenally
interested in any significant agreements relating to the Group’s
business ¢r in any proposed transachions
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Related party transactions

Mr Hyman 1s a director of Nexus Trdeco Limited (“Nexus”) and Nexus
Group Mr Hambro 1s chairman of ] O Hambro Capital Management
Holdmgs Lmited, the parent company of JOHCM Nexus and JOHCM
are Joint Adwisers to the Group and Messrs Hyman and Hambro are
therefore deemed to have an interest in the Advisory Agreement
referred to above and are thus related parties

Advisory Agreement

Pursuant to an adwisory agreement dated 14 March 1996 (as
amended from time to bme and last amended and restated on
28 February 2011} (“the Agreement”) between the Company and
the Joint Adwvisers (Nexus and JOHCM), the Company apposnted

»  Nexusto provide property advisory and management services
and the services of the Managing Director of the Company, and

*  JOHCM to provide admimistrative and accounting services and
to act as the appointed Company Secretary

Each Joint Adviser has the continuing right to appeint and remove
one person as a Director of the Company and to recewe the
Director’s fee (currently £30,000 per annum)

{1) Advisory fees
The current base fee payable to the Joint Advisers 1s calculated as a
percentage of the gross asset value of the Group as follows

Gross Assets Total Fee
First £50 million 100%
Between £50 millhion and £500 million 075%
Between £500 milion and £750 milion 0525%
Between £750 milhon and £1 billion 04375%

The Advisory Agreement contains a provision giving the Company
the abtlity to pay Nexus and JOHCM a payment i lteu of nobce in
the event that the Company terminates the agreement Such
payment will be calculated by reference to the unexpired notice
pertod and the gross asset value at the nme of the termination and
cannot be greater than the fees that they are contractually entitled
to receive The Agreement s terminable by not less than two years’
written nohce

Addional payments that may be made to Nexus for non-standard
real estate related services are capped at 10% of the total annual
fees payable to Nexus

The Agreement contains no provisions to amend, alter or terminate

the Agreement upon a change of control of the Group following a
takeover bid

at




Directors’ Report continued

(v) Performance Incentive Fee [“PIF”)

Nexus and JOHCM are entitled to a PIF equal to 15% of any
performance in excess of an 8% per annum ncrease in the Group's
“Total Return” (as derived from the audited accounts for the
immediately preceding financial penod prior to the date of
payment) provided that if the Total Return is less than 8% in any
one year, the deficit must be made up in subsequent years before
any subsequent PIF s paid N¢ performance fee was payable in
2013 or 2012 and there 15 a deficit of some £53 2 million

{2012 £66 7 million) to be made up in the net asset value before
any further PIF becomes payable under the terms of the Agreement

sing the relevant audited accounts, the Total Return for the
purpaose of PIF 1s determined by calculahng the change in the net
asset value per ordinary share, on a fully diluted basis, after any
adjustment for any increase or reduction in the 1ssued share capital
and adding back gross dividends paid per ordinary share

{in) Changes te advisory services

On 25 September 2013, the Company gave notice to JOHCM to
terminate the prowision of the existing company secretanal services
and on the same date the advisory agreement was amended and
restated 50 that Nexus will assume responsibility for providing
services previously supplied by JOHCM, with effect from 30 Apnil
2014 on the same terms save that

s the Company will pay Nexus s fixed annual fee of £748,621 in
relation to the company secretanal services for a period of two
years from 1 May 2014 (the “Effective Date”) and an annual fee
of £935,776 after that date,

* the company secretanal fee may be increased or decreased by
up to 5 percent subject to movements 1n RPI, and

* the finance and company secretarnal services shall continue for
a penod of two years from the Effechve Date and thereafter the
notice penod to terminate such services shall be 12 months
given by Nexus or the Company

(1v) Summary of the changes to the advisory agreement

On 24 January 2014, the Board announced a revision to the
structure for advisory fees paid to Nexus far the management of its
property portfolio with effect from 30 Apnl 2014

The current fee arrangement for property advisory services (the
“Property Servites Fee”), based on gross asset value, 1s as follows
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Gross Assets Total Fee
First £50 million 0 5500%
Between £50 mullion and £350 million 04125%
Between £350 million and £450 milion 0 4875%
Between £450 million and £500 million 05625%
Between £500 million and £750 million 0 4500%
Above £750 mallion 03750%

The revised terms of the advisory agreement will estabhish
incremental Property Services Fees payable to Nexus as gross assets
increase firstly above £1 bilhon and then further when above

£1 25 billion The amended property advisory fee structure will
conbnue to be calculated with reference to the gross asset value of
the Company and is detailed below

Gross Assets Total Fee
First £250 mullion 0 5000%
Between £250 million and £500 mullion 0 4750%
Between £500 milhon and £750 milion 0 4000%
Between £750 million and £1 billion 03750%
Between £1 belhon and £1 25 bilhon 03250%
Above £1 25 billien 0 3000%
Employees

The Group has no employees, no employee share scheme and
there are no agreements between the Company and its Directors
providing for compensation for loss of office or employment
{whether through resignation, proposed redundancy or otherwise)
that may occur because of a takeover bid

Creditor payment poficy

For all trade creditors, the Group's policy 15 1o agree the terms of
payment at the start of business with the service provider, ensure
that parties are aware of the terms of payment and pay in
accordance with contractual and fegal obliganons Payment in
respect of 10 days’ average purchases from trade creditors of the
Group was outstanding at the year end

Donaticns
The Group does not make any political or chanitable donations

Share Service
The Shareholder Information section on pages 82 to 83 provides
details of the share services available

Finanaial instruments

The Group’s financial nsk management objectives and policies are
thscussed in notes 20 and 21
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Post balance sheet events
Details of events occurring since the year end are given in note 32
on page 73

GoIng concern

The Group’s business achvibes together with the factors likely to
affect its future development, performance and position are set out
in the Strategic Report on pages 4 to 25 The financial result of the
Group, its position, its cash flows, hquidity positon and borrowing
facilihes are described on pages 50 to 53 and note 18 on page 66

In addon, notes 18, 19, 20 and 21 to the financial statements
in¢lude the Group's inancial nisk objectives, capital position, details
of financial instruments and hedging activities and its exposure to
credit nsk and hiquidity nsk

The Group’s property portfolio 1s 99 7% let to tenants with strong
covenants and the property acquisiion pipeline 1s currently strong
During 2013, the Group refinanced the debt assumed with the
Apollo portfolio, arranging a new £70 milhion, four year revoiving
debt facility wath Barclays Bank PLC as well as raising a net

£65 8 milhon through an equity 1ssue In November 2013 the
Group 1ssued a secured £70 milhon twelve year, corporate bond

Headroom on debt facihties was £75 million Adding cash balances
of £9 3 million and allocating headroom to fund the cost to
complete development commitments reduces net headroorm to
£67 2 milhon Headroom of £65 million 15 available on banking
facilibes (note 18) with an addiional £10 milhon to be received
from the bond 1ssued 1n November 2013 {note 19) Since the year
end the Group has also recewved credit approval confirmation that
an amount of £25 million has been re-instated to the club facility
The Group’s current [oan to value ratio 15 61 6%, with all banking
covenants being met during the year and subsequent to the

year end

The Directors belheve that the Group 15 well placed to manage its
business risks successfully Having reviewed the Group's current
posiion and cash flow projections, actual and prospective loan
facilities and covenant cover, the Directors have a reasonable
expectation that the Group has adequate resources to continue in
operational existence for the foreseeable future For this reason the
Directors continue to adopt the going concern basis of accounting
in preparing the financial statements
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Directors’ Statement as to disclosure of

information to Auditor

The Directors who were members of the Board at the time of
approving the Directars’ report are listed on page 82 Having made
enquiries of fellow Directors and of the Company’s Auditor, each of
the Directors confirms that

+ to the best of each Director’s knowledge and belief, there 1s no
information (that is, informanon needed by the Group's Auditor
in connecbion with preparing the report) of which the
Company’s Auditor 1s unaware, and

+ each Director has taken all the steps a director rrught
reasonably be expected to have taken to be aware of relevant
audit nformation and to establish that the Company's Auditor
1s aware of that information

Annual General Meeting

The Annual General Meeting will be held on 10 April 2014 at

10 30am The Notice conveming the Annual General Meehng and
explanatory notes for the resolutions sought are set out in the
separate document enclosed

The Directors consider that all of the resolutions proposed are in
the best interests of the Company and it 1s therr recommendaton
that shareholders support these proposals as they intend to do so
in respect of their own shareholdings

Auditor
Followmng a compettive tender process the Board appointed
Delostte LLP a5 Group auditor with effect from 17 June 2013

A resolution to reappoint Deloitte LLP as the Group's auditor and to
authorise the Board to determine their remuneraton will be put to
Shareholders at the forthcoming Annual General Meeting

By order of the Board
vy

1 0 Hambro Capital Managément Lmited, Company Secretary
19 February 2014

Primary Health Properties PLC
Registered office Ground Floor, Ryder Court,

14 Ryder Street, London SW1Y 608

Registered in England and Wales No 3033634
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Directors’ Responsibility Statements

Statement of Directors’ Responsibilihes in Respect of
the Group and Company Financaial Statements

The Directors are responsthle for preparing the Annual Report, the
Directors’ Remuneration Report and the Group and Company
financal statements in accordance with applicable law and
regulations

Campany law requires the Directors to prepare financial statements
for each financial year Under that law, the Directors have prepared
the Group financial statements in accordance with International
Financial Reporting Standards {IFRSs) as adopted by the European
Union and the Parent Company financial statements in accordance
with United Kingdom Generally Accepted Accounting Prachce
{United Kingdom Accounting Standards and apphicable law) Under
company law, the Directors must not approve the financial
statements unless they are satished that they give a true and farr
view of the state of affawrs of the Group and the Company and of
the proht or loss of the Group for that penod

In preparing the Group financial statements, the Directors are
required to

* select suitable accounting policies and then apply them
consistently,

« present informaton, nciuding accounnng pohcies, in a manner
that prowvides relevant, rehable, comparable and
understandable information,

* make judgements and estmates that are reasonabie and
prudent,

» state whether IFRSs as adopted by the European Union and
apphcable UK Accounting Standards have been followed,
subject to any matenial departures disclosed and explained In
the Group and Parent Company finanaial statements
respectively, and

+ prepare the financial statements on the gong concern basis
unless it 1s nappropnate to presume that the Group wall
continue In business

The Directors are responsible for keeping adeguate accounting
records that are sufficient to disclose with reasonable accuracy at
any tme the financial posthon of the Company and the Group and

to enable them to ensure that the financial statements and the
Directors’ Remuneration Report comply with the Companes Act
2006 and, as regards the Group financial statements, Article 4 of
the IAS Regulations They are also responsible for safeguarding the
assets of the Company and the Group and hence for taking
reasonable steps for the prevenbon and detection of fraud and
other irregularites

The Directors are responsible for the maintenance and integrity of
the Company’s website Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may differ from tegistabon in other junsdichons

Responsibility Statements under the Disclosure and
Transparency Rules

Each of the current Birectors confirms that, to the best of therr
knowledge

« the Group financial statements, prepared in accordance with
IFRSs as adopted by the European Union, give a true and farr
view of the assets, iabilities, financial posinon and profit of the
Company and the undertakings intluded in the tonsohdahon
taken as a whole, and

* the Management report incorporated into the Managing
Directos’s Review On pages 4 to 21 weludes a far review of the
development and performance of the business and the position
of the Company and the undertakings included in the
consolidation taken as a whote, together with a descniption of
the principal risks and uncertainties that it faces

In addition, having taken all the matters considered by the Board
and brought to the attention of the Board durning the year into
account, the Directors are satisfiad that the annual report and
accounts, taken as a whole, 15 fair, balanced and understandable
and provides the informahon necessary for shareholders to assess
the Company’s performance, business model and strategy

For and on behalf of the Board

19 February 2014

Graeme Ellot
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Corporate Governance

The Group's policy 15 to achieve best practice in its standards of
business integrity in all of rts activibies This includes a commitment
to follow the highest standards of corporate governance
throughout the Group where possible

The Financial Repoerhing Councit (“FRC”) published a new edibon of
the UK Corporate Governance Code in September 2012 which apphes
to reporting penads beginning on or after 1 October 2012 ("the
Code”) This report describes how the Group has complied with the
applicable provisions of the Code The Board considers that it has
complied with the prowisions of the New Code throughout the year
and certain Directors have served on the Board for more than three
terms of three years However, afl Directors have been subject to
rigorous review, performance evaluation and annual election

Board Composihon

The Board comprises the Chairman, Managing Director and six non-
executive Directors, four of whom are considered by the Board to
be independent under the New Code Details of the Chairman, the
Directors and their individual roles are shown on pages 28 and 29
Therr biographical details demonstrate a range of corporate,
financial, property, investment and NHS experience relevant to the
Group’s business and demonstrate sufficient cahibre to bring
independent judgement on i1ssues of strategy and performance of
the Group

The roles of the Chairman and the Managing Directer are distinct
and have been agreed by the Board The Charrman chairs the Board
and general meetings of the Company, sets the agenda of such
meetings and promotes the highest standards of integrity, probity
and corporate governance throughout the Group, particularly at
Board level He ensures that the Board receves accurate, timely
and clear information, communicates effectively with Shareholders,
facilitates the effective contnbuton of non-executive Directors and
constructive refations between executive and non-executive
Directors He also ensures that any new Directors participate in a
full, formal and tallored inducton programme and that the
performance of the Board, its committees and individual Directors
15 evaluated at least once a year There s a clear structure for, and
the effective running of, Board commuttees The Managing Director
15 accountable for the management of the Group with the Joint
Adwisers as set out in the Adwvisory Agreement Alun Jones s
currently the $emor Independeat Director He is available to
Shareholders if they have any concerns that cannot be resolved
through the normal channels His role is to support the Chairman
and act as his sounding board when required and if necessary, to
act as an intermediary for the other Directors
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As part of its annual self-assessment, the Board critically evaluates
the independence of individual Directors and has concluded that all
of the Directors continue to act independently in both character
and judgement, taking account of the interest of all Shareholders
Alun Jones, lan Rutter, Mark Creedy and Steven Owen meet the
independence cniteria set out in the Code, whilst Graeme Elhiot and
James Hambro have been on the Board longer than nine years and,
as such, do not meet these criteria The Board considers that
wilham Hemmings meets the cniteria of independence in spint
however, having acted as an alternate director since March 2000,
he 1s not considered independent under the Code

Board Diversity

The Board believes that it must nclude the nght blend of indwviduals
whose skills and experience have been derved from a vanety of
backgrounds Oirectors must demonstrate ndependence of mind,
mtegrity and willingness to challenge constructively Appointments
are made first and foremost on the basis of ment using objecthive
cniteria and taking into account the recognised benefits of all types of
diversity The board will continue to ensure that this s taken into
account when considening any new appointments

Board Changes

On 19 December 2013, the Company announced that the current
non-executive Chairman, Graeme Elliot, will retire from the Board
at the end of the Annual General Meeting tn April 2014 Alun Jones,
the current senior independent non-executive director and Chairman
of the Audit Committee, will become Chairman from that date

The Board also announced the appointment of Steven Owen as an
independent non-executive director with effect from 1 fanuary
2014 It 1s intended that Steven will become chairman of the audit
committee following the 2014 AGM The Board are currently
considening the positon of Senior tndependent Director following
the appotntment of Alun Jones as Chairman and expect to make an
announcement in the near future

Operation of the Board

The Board is responsible for leading and steering the Group withun
3 framework of prudent and effective controls which enable nisk to
be assessed and managed It also sets the Group's strategic aims,
ensuring that the necessary resources are avaifable for the Group
to meet its objectives, reviews the performance of the advisers
through its Management Engagement Commuttee and sets the
Group's values and standards, ensuring that its obligations to its
Shareholders and other stakeholders are satished

The Board has a schedule of matters formally reserved to it for its
decision such as strategie, major financial and key operational i1ssues
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Matters not requiring debate or necessary for the implementation of
urgent decistons, on matters previously discussed at Board Meetings,
are delegated to 3 Standing Committee

The Board has delegated certain acthivihies to the Joint Adwvisers as
described in the Advisory Agreement section of the Directors’
Report on page 31

The Adviscry Agreement also provides for the appointment of
JOHCM as Company Secretary, meaning that it i1s responsible for
ensuring that Board procedures are followed, that applicable rules
and regulations are complied with and for advising the Board
{through the Charman) on governance matters The appointment
and removal of the Company Secretary 1s a matter for the Board as
a whole

The tramnng needs of each Director are regularly reviewed by the
Chairman Directors are able to receive traning or additional
information on any specific subject pertinent to therr role as 2
Director that they request or require During the year, the Board
has reviewed and discussed the Financial Reporting Council
Revisions to the UK Corporate Governance Code and associated
Guidance on Audit Committees All Directors have access to
independent professional advice at the Company's expense, if
deemed necessary and subject to clearance by the Chairman

The Group maintans agpropnate insurance cover i respeet of legal
action against the Company’s Directors

in addition to the Board meetings held duning the year, the Board ts
regularly in touch for consultation by electronic means and met for
an off-site strategy meeting and for the AGM There were also

11 Committee meetings held duning the year Dwrectors were
sometimes unable to attend meetngs due to unavoidable business
interests, but full Board packs are distributed to all Board members
for all meetings and separate discussions were held with, or
comments were sought by, the Chairman on all matters of
relevance

There are opportunihes throughout the year for the Charman and

Independent Directors to discuss matters without the other
Directors being present
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Meetings and Attendance
Director Board Meetings Audit Committee
{Total in year B) (Totat in year 3)
Graeme Elliot 8 3
Mark Creedy 8 3
James Hambro 7 nfa
William Hemoings 8 nfa
Harry Hyman B nfa
Alun Jones 8 3
Dr lan Rutter g 3

Board Committees

The following Committees have been established by the Board and
have been granted specific delegated authority to consider certain
aspects of the Group’s affairs

s Audit Commiltee
* Remuneranon Commitiee
« Nomination Committee

* Management Engagement Committee
The Chairmen of the Commuttees repaort back to the Board as and
when appropnate Reports from each commuittee chairman are

included on pages 37 to 41

Terms of reference for each committee are available on the Group’s
website at www phpgroup co uk/governance
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Audit Commuittee Report

Alun lones
Chairman of the Audit Committee

The Audit Commuttee 1s chaired by Alun Jones Me 1$ supported by
Graeme Elliot and three independent non-executive directors,

Dr lan Rutter, Mark Creedy and Steven Owen Steven Owen joined
the Committee th January 2014 Apart from this change alt
mambers served throughout the year It is the intention that
Steven Owen will chair the Commuittee following the conclusion of
the AGM n April 2014, whereby Alun Jones will step down to
assume the chairmanship of the group

Alun Jones and Steven QOwen are chartered accountants and, as can
be seen from their biographies on pages 28 and 29, both possess
the recent and relevant commercial knowledge and experience to
satisfy the provisions of the Code There are no employees of the
Joint Managers on the committee The committee may invite the
Managing Directer, representatives of the Joint Advisers and
non-independent directors to attend the meetngs as appropnate

Responsibilities
The main roles and responsibilites of the Audit Committee include

* monitonng the integnty of the Group's financial statements
and reviewing significant financial reporting 1ssues and
judgments contaned theren,

* reviewing the Group's systems of financial control and rnisk
management,

* making recommendations to the Board on the appointment
and dismissal of the external auditor and approving therr
remuneration and terms of engagement,

* monitoning and reviewing the external auditors’ mmdependence,
objectivity and effectiveness, taking into account professional
and regulatory requirernents, and

* apnnually considening the need for an internal audit funchon
There are arrangements (n place whereby employees of the Joint

Adwisers may, in confidence, raise concerns about possible
improprieties in matters of finanoial reporting amongst other
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things The Committee ensures that the Joint Advisers have in place
arrangements for the proportionate and independent inveshgation
of such matters

Report on the committee’s actvihes during the year
During the year, the committee discharged its responsibilihies under
its terms of reference, by

* reviewing the Group’s draft annual financiat statements and
2013 half year results statement prnor 1o discussion and
approval by the Board, and reviewang the external auditor’s
reports thereon,

+  reviewing the Group's budgets and forecasts and subsequently
monitoning the quarterty management accounts and reports
aganst budget,

* reviewing the continuing appropriateness of the Group’s
accounting policies,

* reviewing the auditors’ plan for the audit of the Group's 2013
financial statements, receving and reviewing confirmations of
auditor independence and approving the terms of engagement
and proposed fees for the 2013,

* considening the qualthcations, expertise, resources and
independence of the auditors through reviews of their reports
and performance,

+ arrangmng a tender for the Group audit (see below),
+ reccmmending the re-appointment of the auditor for 2014,

* the committee chairman meeting with the auditors and with
staff of the Joint Advisers in February, early August and
December to review the audit plans and progress, accounting
processes and to discuss emerging points and early drafts of
the financial reports, and

+ the committee recenving presentatons from the joint managers
on the subject of nsk, its idendbficabon, management and control,
accounting and control and property portfolio management

The audit commuttee has reviewed the contents of this year’s
annual report and accounts and advised the Board that, in its view,
the report s fair, balanced and understandable and provides the
information necessary for shareholders to assess the Group’s
performance, business model and strategy

Audit tender

The UK Corporate Governznce Code has introduced new
recommendatons that auvdits should be put out for tender every
ten years In recognition of this, in Apnl 2013, a number of audit
firms were invited to tender for the audit of the Group
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The firms parhcipanng in the tender process were required to
submut their proposals against the following criteria

* Organisation and capabihity — including the firms’ industry
experience, scope of service, technical expertise and support
culture and \ndependent assurance,

e Audit appreach and delivery —including knowledge of the
business, strategy, planning and nsk management processes ,
quality of accounting judgments and responsibility for these,
timely resolution of audit 1ssues, communicahon and reporting
and transition expenence,

*  Audit quality — including quality assurance, audit effectiveness,
integrity, independence, objecthwty, process improvement and
added value,

+ Resourcing and engagement team — including quality of
proposed engagement team, skills and personal qualites of
audit partners and leadership, team structure, resourcing
model and succession, responsiveness, and

+ Feesand terms

Each firm was invited to submit a written proposal and from these a
shortlist of three firms was identfied and requested to make a
presentation and question and answer session to members of the
audit committee and representatives from the joint adwisers All
presentations were of the highest qualty, but after due dehberation
and taking into account the relevant sector expenence, the
committee reccmmended to the Board that Deloitte LLP be
apparnted as auditors to the Group Celoitte LLP was thus appointed
with effect from 17 June 2013 The appointment was made to fill a
“casuval vacancy” i accordance with the Companies Act 2006

Ernst & Young LLP provided the company with a “Statement of
Circumstances” confirmung that it resigned as audior of the company
with effect from 17 June 2013 following its unsuccessful tender and
for no other reason Accordingly, a resolution will be put to
shareholders at the 2014 Annual General Meeting recommending
the appointment of Deloitte LLP as auditors to the Group

The Company has a policy governing the conduct of non-audit work
by the auditors Under that policy, the auditors are prohibited from
performing services where the auditors may be required to audit
their own work, participate in activities that would normaily be
undertaken by management, are remunerated through a ‘success
fee’ structure where the success of a project 1s dependent upon the
accounting treatment, or act in an advocacy role for the Company
Other than the above, there s pot an autematic ban in place on the
auditors undertaking non-audit work However, each possihile
appeintment 1s reviewed on a case by case basis Activities that may
be perceved to be in conflict with the role of the external auditor
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must be submitted to the Committee for approval prior to
engagement, regardless of the fee involved The Committee pays
partcular attention to matters it considers t¢ be important due to
thewr impact on the Group's results and where a high level of
complexity, judgement or evaluation 1s involved Details of the
amounts paid to the external auditors dunng the year for audit and
other services are set out 1n note 4 to the financial statements on
page 59

Effectveness of external auditor

The effectiveness of the audit process 1s dependent on appropriate
audit nsk identification at the start of the audit cycle The
Cormmittee receved from Deloitte LLP a detailed audit plan,
identifying their assessment of these key nsks For 2013, the
primary risks identihed were in relabon to the valuation of the
property portfolio, accounting for acquisthions, accounting for
investment properties under construchon, financing and valuaton
of financial instruments and going concern The Board and the Joint
Advisers take responsibihity for exercising judgement when
necessary in preparing the Annual Report and Financial Statements
They prepare and review papers provided to the Auditors sethng
our their judgements and approaches taken to specific items The
work undertaken by the auditors in this area to test management’s
assumphons and eshmates i1s challenged by the audnt commitiee
who assess the effecbveness of the audit process through the
reporting received from Deloitte LLP at both half-year and year end
In addinon, the audit committee seeks feedback from the joint
adwvisers on the effectveness of the audit process The Committee is
satished with the effectiveness of the Auditors

Sigmificant accounting matters

The Committee constders all inancial information published in the
Annual and Intenm Financial Statements and considers accounting
pohicies adopted by the Group, presentahon and disclosure of
financial informaton and, in particular, the key judgements made in
preparing the Financial Statements

Valuation of the property portfolio

The Group has property assets of £941 6 million as detaled on the
Group Balance Sheet As explained in note 11 to the inancial
statements, properties are independently valued by Lambert Smith
Hampton i accordance with I1AS40 Investment Property The audit
committee reviewed and discussed with management the judge-
ments and assumptons made in respect of the property valuation,
reviewed the valuer’s report and the auditor’s comments thereon,
and conctuded that the valuation remains appropriate

Accounting for acquisitions

In July, PHP acquired the entire issued share capital of Primary
Heatth Care Centres ("PHCC”) for a cash conssderation of
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£10 5 million In December, the Company announced

the acquisibon of the entire share capital of Pnmary Public Partnersiups
{Holdings) Limited [*PPP”} for £41 2 million The key issue for both
deals was the consideration against the critenia of IFRS3 Business
combinabions In assessing this, the committee made enquines of
management and receved guidance from the auditors The
commuttee was satished that treating both the transactions as
asset, rather than business acquisitions, was appropriate

Financing and valuation of finanoial instruments

The Group undertook a number of financing transactions dunng
the year in January 2013, a £27 million facility with AlB was repad
upon its maturity The underlying interest rate swaps remain in
place and no breakage costs were incurred In March, the debt
which was assumed with the acquisinen of the Apclle portfoho in
December 2012 was refinanced with a new £70 milion facility with
Barclays Bank PLC In June, the Group raised £65 8 million net of
1ssue costs following an equity 1ssue In November, the Group
issued a 12 year £70 milhon vanable rate bond The proceeds of the
bond were used to refinance a facility with Clydesdale Bank plc that
was due to expire in early 2014, Aviva loans acquired with the PHCC
acquisition, and a tranche of the Group's Club facility with Royal
Bank of Scotland Plc and Santander Banking Group These
transactions served to diversify the Group’s funding sources leading
to reduced overall nsk The key accounting issues arising from these
transactions concerned the treatment of breakage costs The Group
recogmised break costs of £0 95 million i respect of the early
repayment of the Aviva and Clydesdale debt The committee
considered the potenbal impact of the early settlement of these
transactions and the resulting accounting impact This was achieved
by holding discussions with management and the auditors and
reviewing reports received from both parties The commuttee was
satished that the accounting guidehnes had been followed
appropriately

The Group hedges its exposure to interest rate nisks swaps using
financial instruments The Greup accounts for these instruments in
accordance with 14539 and makes the additional required
disclosures under IFRS 7 ‘Financial Instruments Disclosures” Thisis
a complex area of accounting and accordingly Deloitte LLP provides
detailed reporting to the committee

The valuation of the financial instruments 1s undertaken by

1 C Rathbone (“ICRA”}, an independent speciahst i this area

The commuttee has considered and comphed with the requirements
of IFRS13, concerming the measurement of credit nisk in the
valuation of financial instruments This was reflected in the half
year results The committee received detailed verbal and written
reporting from JCRA and Deloitte LLP and accordingly 15 sansfied
that the accounting guidehnes have been applied appropriately
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Revenue recogrition .
Following objective assessments, the Group adopts a policy of
recogmising 90% of the expected upkift from rent reviews from the
date a rent review falls due unnl the date it 1s settled, when any
additonal balance due 15 recogrised The Commuttee reviewed the
Judgments made in respect of this policy, reviewed past expenence
of settlements and challenged management as to its continued
appropniateness The commuttee received confirmabion from
management that the policy remained appropriate The committee
also received detasled reporting from Deloitte LLP, the newly
appointed auditors, on this matter and ts satisfied that the policy
remains appropriate

Internal control

The Audit Committee 1s responsible for the Group's system of
internal control, which has been in operation throughout the year
and to the date of this Report, and for reviewing its effectiveness It
believes that the key nsks facing the business have been identhed
and it has implemented an ongoing system to identfy, evaluate and
manage these risks that 13 based vpon, and relevant to, the Group’s
business as a UK REIT

Following the Financial Reporting Council’s publication of “Internal
Control Rewised Guidance for the Directors on the Combined
Code”, and the FRC’s Guidance on Audit Commuttees published in
September 2012, the Commuttee beheves key features of the
system of mternal control include a comprehensive system of
budgeting, financial reporting and business planning, formal
documnentaton procedures and the close mvolvement of the
Managing Director and the Joint Advisers in all aspects of the day-
to-day operations The scope and quality of the Joint Advisers’
systems of mternal controls are monitored and reviewed and
regular monitoring reports are provided to the Board Any
ncidences of signiiicant control failings or weaknesses that have
been idenbfied and the extent to which they have impacted on the
Group are reported to the Board and the Board ensure that the
Joint Advisers take the necessary achions to remedy those failings
or weaknesses immediately |

Nevertheless, the Committee believes that, although robust, the
Group’s systemn of internal control1s designed to manage, rather
than eliminate, the risk of failure to achieve the Group’s business
chjectives Therefore the system can provide only reasonable and
not absclute assurance against matenial misstatement or {oss

In preparing the periodic financial reports of the Group, the
Committee Is rehiant on the policies and procedures followed by the
Joint Adwvisers to ensure that the records accurately reflect trans-
achions so as to facilitate the producbon of consolidated financial
statements in accordance with International Financial Reporting
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Standards (“IFRS”) and other applicakle reporting standards In
addihon, the integrity of the financial reporting and consolidation
processes and the completeness and accuracy of financial
information are subject to review by the Audit Commuttee and the
Board At the time of reviewing the half yearly and annual financal
reports, the Audit Committee also receves comfort letters from each
of the Joint Advisers to assist the Board in making the disclosures

Internal audit

The Audit Committee considers annually the requirement for an
internal audit funchion The focused nature of the Group's business,
its size and simple structure together with the regular review of the
processes and performance of the Joint Advisers has led the
Commuttee to recommend to the Board that, at the present time,
there i1s no current requirement for an internal audit functicn

Remuneration Committee

Dr lan Rutter
Charrman of the Remuneration and Nomination Committee

The Remuneration Committee normally meets once per year and
comprises three Independent Directors being Dr lan Rutter
{Chairman), Alun Jones and Mark Creedy Its role s to seek and
retain the appropnate calibre of people on the Board and
recommend fee levels to the Board consistent with prevailing
market condihions, peer group companies and Directors’ roles and
responsibiliies The Company has no employees and therefore pay
and employment considerabons are not taken into account in
determining Directors’ fees, nor does it determine executive pay
The Committee met twice durning the year to review Directors’
remuneration with all members in attendance

Nomination Committee

Composition and responsibilities

The Normination Committee 1s chaired by lan Rutter and its other
members are Alun Jones, Mark Creedy and Steven Qwen, all of
whom are Independent and non-executive  Steven Qwen joined the
Commuttee in January 2014 The Committee 15 charged with the
responsibility of nominating any new Directors to the Board and
considenng succession planning It reviews from time to time the
composition of the Board, having regard to its balance and structure
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Board diversity

The Terms of reference of the Nomination Commuttee state that
potennal candidates should be considered on merit and against
objective critena and with due regard for the benefits of diversity
on the board, including gender

The Directors constder the background and experience brought to
the Board by each indwidual! to contnibute to its diversity In any
recruitment, the Board prefers t¢ select the best qualifhied
candidate to provide the Board with the experhse required to
implement its long-term strategy, rather than te fulhl any fixed
quota Subject to that overnding principle, the Directors beheve
that the Board’s perspective and approach can be greatly enhanced
through gender, age and cultural diversity kn recommending new
appointments to the Board the Nomination Committee considers
the existing balance of skilis, knowledge and experience and the
bme candidates have available to commit to the role

Report on the Committee’s achvities during the year
During the year, the committee discharged its responsibilities,
under its terms of reference, by

* reviewing the proposals for rotation and re-election of
Directors at the Annual General Meeting,

* considenng and making recommendations to the Board for the
appointment of Chairman and a new Director,

s reviewing the succession plan for the Board,

* discussing the results of the performance and evaluation
exercise, and

* reviewing its Terms of Reference

Non-executive Directors are appomted for an inital three year term
and are subject to annual re-election by Shareholders and to three
months’ notice from the Company or the Director Each Director, on
appomntment, 1s provided with a letter setting out the terms of
appointment, the fees to be paid and the tme commitment expected

Having received nohce from Mr Elliot that he mtended to step
down from the Board with effect from the 2014 AGM, the
committee considered the appointment of Chairman, having due
regard to the main principles of the UK Corporate Governance Code
and the Terms of Reference of the committee The committee
censidered the ophons available, including the possible
appointment of an external candidate and after due consideration,
having reviewed the most recent performance evaluabon and
noting the results of a benchmarking exercise, concluded it would
be in the best interests of the Company to recommend the
appointment of Mr Jones as Chairman to the Board In respect of
the appointment of Steven Owen, the Committee appointed an
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external search consultant, FA Associatas, which has no other
connection with the Group, and provided a full specihication of the
skill set required from a new appointee In due course, a shorthst
agreed with external consultants was compiled The commuttee’s
recommendation, Steven Owen, was interviewed by the whole
committee and other members of the Board pnior to his
appointment Steven’s biographical details are shown on page 29
He is a chartered accountant and has considerable expenence in
the commercial property arena The Committee concluded that
Steven possesses the necessary skills and attributes to charr the
Audit Committee It 1s the intention that he assumes this position
with effect from the conclusion of the AGM

Management Engagement Committee

Mark Creedy
Chairman of the Management Engagement Committee

The Management Engagement Committee comprises Mark Creedy
{Chairman}, Dr lan Rutter, Alun Jones and Steven Owen Steven
Owen joined the Committee in January 2014 The Committee
meets at least annually to review the terms of the Joint Advisory
Agreement (“the Agreement”) and the performance of the Jamt
Adwvisers The other non- executive Directors may attend the
meentngs if invited to do so by the Chairman

During the year, the Management Engagement Commuttee met or
consulted several imes and reviewed the terms of the Agreement,
negotiated with the Joint Advisers and approved revised
arrangements in respect of the prowvision of administarative and
accounting services Under the revised agreement, Nexus will
assume responsibility for providing these services with effect from
30 Apnil 2014 The principal reason for changing the terms of the
advisory agreement was a deswe to move away from paying a gross
asset value-inked administrahon and Company Secretanal fee
Under the revised terms, the Company will pay Nexus a fixed
annuat fee in relaton to these services which may be increased or
decreased by up to 5% subject to movements in the Retail Price
Index (or such other appropniate independent index agreed by
Nexus and the Company) Further details of this and the
remuneration paid to the Joint Advisers are shown on page 59
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Board performance and evaluation

The Chairman 1s respensible for ensuning the annual evaluaton of
the Board’s performance and that of its Committees and individual
Directors During the year, this was done by the arculation of a
guestionnaire based on the process and questions outlined in the
Code concerning Board and Committee performance and meetngs
The Chairman discussed with the Board broad themes and
outcomes for 2013 and haghlighted strengths and any areas of
weakness The outcome of the evaluation process was that the
Board and its Committees were Judged to be operating effectively
The other Directors, led by the Semor Independent Director,
evaluated the performance of the Charrman

Communication with Shareholders

The Group commurncates regularly with institutional shareholders,
analysts and the financial press throughout the year Annual and
intenim reports are presented to formal meetings of analysts and
interim management statements are widely distributed to these
and other parhes who may have an interest in the Group's
performance These documents, statements and analyst
presentations are also made avallable on the Company’s website
The Managing Director reports at each Board meeting on investor
relations and to provide feedback from meetings with major
sharehelders and analysts and the Board receives copies of all
research published on the Group The Board meets periodically on
a formal and informal basis with the Company’s brokers and
professional advisers in order to better understand the views of
major shareholders about the Company

Investors are encouraged to attend the Annual General Meeting at
which they have an opportunity to ask questtens The Annual General
Meeting 1s normally attended by all directors and the chairmen of
each of the Board committees are avaitable to answer questions

The Company ensures that any price-sensitive information i1s
released to all shareholders at the same time 1n accordance with
regulatory requirernents All major presentabons are availlable to all
shareholders through the Company’s website Shareholders may
choose to recerve the annual and interim reports either in paper
form or electronically These reperts, along with a wide range of
shareholder information, are also available on the Company’s
website Additional information for shareholders can be found on
pages 80 and 81

By arder of the Board
) 0 Hambro Capital Management bmited

Company Secretary
19 February 2014
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Directors’ Remuneration Report

Statement from Chairman of the Remuneration
Committee

We have presented the remunerabon report for the year to

31 December 2013 in accordance with the new regulatons
gaverning the disclosure and approval of directers’ remuneration
The report has been divided into two parts

« Directors’ Remuneration Policy, which will be subject to a
binding resolubon at the forthcoming AGM and every three
years thereafter, and

= Annual Report on Remuneration, which provides snformation on
how the policy has been applied during the year and which will be
subject to an adwisory resolution at the forthcoming AGM

In preparing the report the Committee has taken into account
gutdance on directors’ remunerabon reporting from the GC100 and
Investors Group

The Remuneration Committee’s role is to seek and retan the
appropriate calibre of people on the Board and recommend fee
levels to the Board conststent with prevailing market conditions,
peer group companies and Directors’ roles and responsibilinies

The Commuttee met twice during the year and at its December
meeting proposed an increase in Directors’ Remuneration This was
subsequently approved by the Board and therefore, with effect
from 1 January 2014, Directors fees were increased to £30,000 per
annum for each Director, £40,000 per annum for the Chairman and
an addibonal £6,000 per annum for the Chairman of the Audit
Commuttee Total Director’s remuneration 1s currently subject to an
overall Articles imit of £500,000

In determiming these fees, the Committee considered the following
factors

» Asdescribed in more detarl in the Chairman’s Statement and
Strategic Report, PHP has had a very busy and successful year
Total shareholder returns were 7 6% including dividends paid of
19 Op per share The Group dwersified and lengthened its
lending sources, reduced management costs as a proportion of
gross assets, raised equity finance and grew the portfolio by
almaost £300 mullon

* The enlarged size and increased complexity of the busmess has
resulted in greater demands be:ng required of the Directors
In order to meet these demands, the Board has agreed to
increase the number of formal prearranged Board Meeting
from four to six per year with effect from 1 Jznuary 2014
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These are tn addihon to commuttee meetngs of the Board,
attendance at an offsite strategy meeting, ad ho¢ meetings and
the AGM There were 11 committee meetings held in 2013

s Following the decision of the Chairman to retire at the next
AGM, the Committee sought to appoint a new independent
non-executive director During this process, the Commuttee
recerved advice on Directors’ remuneraton from FPL
Associates, an external search consultant which has no other
connection with the Group

+ Inaddimon to external advice, the Committee also received an
analysis of directors’ fees paid at other companies having a similar
profile to that of the Company

Having considered this information, the Comrittee believe that the
proposed level of remnuneration for 2014 1s sufhciently competitive, in
order to be able to attract, retain and motwvate directors of the
highest calibre

Directors’ Remuneration Policy

The Company's policy 15 to pay each Director a fixed fee per annum
commensurate with the level of commitment required and
prevailing rates informed by external consultants and comparable
organisahons Additional responsibility, such as that of the Chairman,
1s rewarded by a fixed additional sum and expenses incurred m
connection with the Company’s business are reimbursed

A resolution to approve this Remuneration Policy will be proposed at
the AGM of the Company to be held on 10 Apnl 2014 If the
resolution 1s passed, the Remuneration Policy provisions wll apply
until they are next put to shareholders for renewal of that approval,
which must be at intervals of not more than three years, or the
Remuneration Policy 15 vaned, in which case, shareholder approval for
the new Remunerahon Policy will be sought

The Company has no employees and therefore pay and
employment considerations are not taken into account in
determining Directors’ fees, nor does it determine executive pay
No component of any Director’s remuneration is subject to
performance factors The Committee determines appropriate levels
of remuneraton for all Directors' fees, subject to the overall imit as
set out in the Articles of Association of £500,000

The table of Directors’ Remuneration Components at the top of
page 43 shows non-execubive director remuneration for the year
ending 31 December 2014 and those paid for the year ended

31 December 2013
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Table of Directors’ Remuneration Components

Cor

" Di 2014 2013 Purpase of reward Operation

Annual Fee All Directors £30,000 £27,500 For commitment as Directors

Determined by the Commmittee !

of a public company
Additonal Fee Chairman of the Board £10,000 £8500 For addibonal responsibiity and  Determined by the Committee !
time commitment

Addthonal Fee Chairman of £6,000 £5,500 For additonal responsibiity and  Determined by the Committee *
the Audit Committee time commitment
Expenses All Directors nfa nfa  Reimbursement of expenses paid  In accordance with Group expense pohicy
by them in arder to perform
therr duties
Notes

1 The Committee seeks to attract and reta:n high cahbre Directors by offering a
market competitive fee level The leve) of the fee is reviewed penodically by
the Remuneration Committee, with reference to market levels at other
compames having similar profiles o that of the Company, and consultation
with third party adwvisors A recommendahon is then made to the Board

2 The Company has no employees Accordingly, there are no differences in policy
on the remunerabon of Directors and the remuneration of employees

Recruitment Polices

1 The remuneration package for any new Chawrman or non-
executive Director will be the same as the pravailing rates
determined on the bases set out above The fee and
entitlement to reclaim reasonable expenses 15 set out in the
Directoss’ Letter of Appointment

2 The Company will not pay any introductory fee or incentive to
any person to encourage them to become a Director, but may
pay fees to search and selecbon consultants in connection with
the appointment of any non-executive Director

3 The maximum aggregate fee currently payable to all Directors
15 £500,000

Service Contracts

No diractor has a service contract The contracts for the services of
James Hambro and Harry Hyman are with JOHCM and Nexus
respectively, pursuant to the Joint Advisory Agreement There are
letters of appointment in place for the other Directors including the
Chairman These provide, subject to the appointment and any re-
appointment being in accordance with the terms of the Articles of
Association and to rebrement by rotation, Directors are appointed
for an imihal term of three years and that such appointment can be
terminated upon erther party giving not less than three months’
prior written notice, with no compensation for loss of office These
letters of appointment are available for inspection at the Registered
Office and at the AGM
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3 No Director is entitied to recerve any remuneration which is performance
related As a result there are no performance conditions in relation to any
elements of the Directors’ remuneration in existence to set out in this pohoy

4 There have been no changes to the Company’s remuneration policy for
Directors since the publicaton of the last Annual Repaort of the Group

All Directors are subject to re-appointment by Shareholders at the first
Annual General Meeting held after their appointment and annual re-
election thereafter in accordance with Code Provision B 7 1

Loss of Office - Directors do not have any enbtlement to payment
upon loss of office over and above the pro-rated fees due to them
and any outstanding expenses

Seenarios — as the Directors’ fees are fixed at annual rates, there are
no other scenanos where rermuneration will vary It s accordmngly
not considered appropriate to provide different remunerahon
scenanos for each Director

Statement of consideraton of conditrons elsewhere in the Company —
as the Company has no employees, the process of consulting with
employees on the sethng of the Remuneration Policy 1s not
relevant

Other Items

None of the Directors has any entitlement to pensions or pension
related benefits, medical or fe insurance schemes, share options,
long-term incentive plans, or performance related payments No
Director is entitled to any other monetary payment or any assets of
the Company except in thewr capaaty as shareholders of the Company

Directors and Officers iability insurance cover 1s maintained by the
Company, at 1ts expense, on behalf of the Directors
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Directors’ Remuneration Report continued

Annual report on remuneration The Directors who served duning the year receved the following fees
This part of the report has been prepared in accordance with Part 3

of Schedule 8 of The Large and Medium-sized Companies and Single total figure of remuneraton {audited information)

Groups {Accounts and Reports) Regulations 2013, and relevant

Year ended Year ended
sechons of the Listing Rules The annual report on remuneration 31 Dec 2013 31 Dec 2012

will be put to an advisory shareholder vote at the 2014 AGM The

information on pages 44 to 45 has been audited where required Graeme Elliat (Chawrman) £35,000 £32,500
Harry Hyman (Managing Director) £27,500 £25,000
under the regulations and indicated as audited information where
Alun lones {SIiD and Chairman of
applicable Audit Commuittee} £33,000 £30,000
James Hambro £27,500 £25,000
The Remuneration Committee determines appropriate fevels of Maron Gilbert . £11,575
remuneraton for all Directors’ fees as set out in the Arhicles of William Hermrmungs £27,500 £13,425
Association The Committee makes recommendations to the Board Dr lan Rutter {Charrman of Remunerahon
as a whole and no Director i1s involved m any decision regarding his and Nomination Committees) £27,500 £25,000
own remuneration Directors’ fees were last reviewed on 1 January Mark Creedy (Chaiman of Management
2013 The set fee for each Director 1s currently £27,500 per annum Engagement Committee) £27,500 £25,000
and £36,000 per annum for the Chairman The Audit Committee Total £206,500 £187,500
Chairman receives an additional £5,500 per annum The Committee
has agreed that, with effect from 1 January 2014, these fees will Harry Hyman 15 2 Director of Nexus, James Hambro ts a Director of
increase to £30,000 per annum for each Director, £40,000 per J O Hambro Capital Management Hotdings Limited, the halding
annum for the Chairman and an addihonal £6,000 per annum for company for JOHCM Nexus and JOHCM are the jomt adwisers of
the Chatrman of the Audit Committee In reaching these figures, the Company
the Commuttee 15 reflacting the growth in the portfolio and the
mcreasing amount of ime spent on the Company’s business, and James Hambro's and Marry Hyman's entitfements {to Directors’ fees
has compared the fees with those paid by the Company's peers which are the same as other Directors}) is contained in the Joint

Company’s performance

The following graph compares, aver a five year peniod, the total Shareholder return (as required by Company Law) of the Company's
Ordinary shares relative to a return on a hypothetical holding over the same peniod in the FTSE All-Share Real Estate Investment Trust
Index This Index has been chosen by the Board as the most appropnate in the circumstances Total Shareholder return is the measure
of returns provided by a company to Shareholders refleching share price movements and assuming reimvestment of dividends

For the year ended 31 December 2013, the highest and lowest mid-market price of the Company’s Ordinary shares was
365p and 312p respectvely
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Advisory Agreement The fees in respect of the services of Harry
Hyman are paid to Nexus The Joint Advisory Agreement provides
for the first £100,000 of the adviser fee to be payable to Nexus each
year in respect of the services of the Managing Directer The fees in
respect of Mr Hambro’s services are paid to JOHCM The feen
respect of Mr Hemimings' services as a Director 1s paid to Aberdeen
Asset Management PLC The Company has not comphed with Code
prowision D 1 2 and has not disclosed the amount of fees receved
by the Managing Director in respect of his other non-executive
Director appointments Since he 15 committed to working a certain
number of days @ month for this Company, this amount 1s not
deemed relevant and the Remuneration Committee 1s satisfied that
the Company received the appropriate time commitment from the
Managing Directer Further detatls of the Joint Advisory Agreemant
are given in the Related Parhes sechion of the Directors’ Report on
page 39 and details of the amounts paid to each of the Joint
Adwvisers in note 4 to the financial statements on page 59

Non-executive Directors are not eligible for bonuses, pension
benehts, share options, long-term incentive schemes or other
benefits Directors may be reimbursed for travef and
accommaodation expenses in connechon with Board Meetings and
in bine with the Group’s expense policy

Relative impertance of spend on pay

The following table shows the total remuneration pard to Directors
and total management fees paid compared to the dividends paid to
shareholders

2013 2012 Difference
Directors’ fees * £206,500 £187,500 £19,000
Management fee £4,847,000 £4,166,000 £681,000
Dividends £16,518,350 £13,216,000 £3,302,350

{1) As the Company has no employees the total spend on remuneraton comprises
Just the Diractors’ fees

Note the items Iisted 1n the table above are as required by the Large and

Medium sized Companies and Groups (Accounts and Reports) (Amendment)
Regulations 2013 ss 20 with the exception of the management fee which has been
included because the Directors believe it will help shareholders” understanding of
the relative importance of the spend on pay The figures for this measure are as
shown In Notes 4 and 10 to the financial statements
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The interests of the Directors in the share capital of the Company
(all of which are beneficial unless otherwise stated) and any
interests of a person connected with a Director (within the meaning
of the Disclosure and Transparency Rules) are shown below

31 December 31 December

2013 2012
Mark Creedy 12,000 12,000
Mark Creedy {non-beneficial) 635 635
Graeme Elliot 16,500 15,000
James Hambro 48,857 44,416
James Hambro (non-beneficial) 503,327 501,464
William Hemmings 5,266 4,241
Harry Hyman 72,640 66,084
Harry Hyman {non-beneficial} 4,023,357 4,011,086
Alun Jones 22,500 19,177
Steven Qwen - -
Dr {an Rutter 9,144 8,699

Save as disclosed below, no changes occurred between
31 December 2013 and the date of this Report

Mr Hyman and Mr Hemmings are parbcipants in the Company’s
monthly investment account that is administered by Equiniti on the
Company’s behalf As a consequence of this partcipahon, at the
date of this Report Mr Hemmings’ beneficial interest had increased
to 5,349 shares and Mr Hyman'’s ta 72,745 shares

Statement of shareholder voting
At the 2013 AGM, sharehoider voting on the remuneration report
was as follows

No of % of

shares votes cast

Votes cast in favour 24,046,821 99 76

Votes cast against 56,727 024

Total votes cast 24,103,548 100 60

Abstenhons 20,634 0aQ9
Approval

The Directors’ remuneration report, including both the Birectors’
Remuneraton Policy and the Annual Report on Remuneration has
been approved by the Board of Directors

Signed on behalf of the Board of, ctors

Dr lan Rutter
Chairman of the Remundration Committee
19 February 2014
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Independent Auditor’s Report
to the members of Primary Health Properties PLC

Opinion on financial statements of Primary Health Propertes plc
In our epinan

* the financial staternents give a true and fair view of the state
of the Group’s and of the Parent Company’s affairs as at
31 December 2013 and of the Group's profit for the year
then ended,

+ the Group financial statements have been properly prepared in
accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union,

* the Parent Company financial statements have been properly
prepared 1n accordance with United Kingdem Generally
Accepted Accounting Practice, and

s the finanaazl statements have been prepared n accordance
with the requirements of the Companies Act 2006 and, as
regards the group financial statements, Article 4 of the 1AS
Regulation

The financial statements comprise the Group Statement of
Comprehensive Income, the Group and Parent Company Balance
Sheets, the Group Cash Flow Statement, the Group Statement of
Changes in Equity the Parent Company Reconcihiation of
Movements in Shareholders’ Funds and the related notes 1 to 32
for the Group and 1 to 15 for the Parent Company The hnancial
reporting framework that has been appled in the preparation of
the group financial statements i1s apphcable law and IFRSs as

Risk

Valuation of Property Portfolio

The Group owns and manages a portfolio of modern pnmary
healthcare properties The valuation of the portiolio 1s
underpinned by a number of judgments and assumpbons

The Group uses professionally qualthed external valuers to fair
value the Group’s portfolio at six-monthly intervals The portfolio
was vafued by the investment method of valuation with
development properties valued by the same methodology with a
deduchon for all costs necessary te complete the development

adopted by the European Umion The financial reporting framework
that has been applied in the preparation of the parent company
finaneial statements is apphcable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted
Accounting Practice)

Going concern

As required by the Listing Rules we have reviewed the Directors’
statement contamed within the Directors Report on pages 30to 33
that the Group s a going concern We confirm that

* we have concluded that the Directors’ use of the going concern
basis of accounting in the preparation of the financial
statements 15 appropnate, and

» we have not identified any matenal uncertainties that may
cast significant doubt on the Group’s ability to continue as a

gowng concern

However, because not all future events or candibons can be
predicted, this statement 1s not a guarantee as to tha Group’s
ability to continue as a going concern

Our assessment of risks of matenal misstatement

The assessed nisks of material misstatement descrnibed below are
those that had the greatest effect on our audit strategy, the
allocation of resources in the audit and directing the efforts of the
engagement team

How the scope of our audit responded to the risk

We assessed management’s process for reviewing and
challenging the work of the external valuer

We met with the third party valuers, Lambert Smith Hampton
{“LSH"}, appointed by management for the valuation of the
property portfolic and we assessed the reasonableness of the
significant judgments and assumptions applied in therr valuations,
including outstanding rent reviews and yields

We assessed the competence, independence and integnty of the
external valuer

We benchmarked and challenged the key assumptions to external
industry data and comparable portfolios, in parhcular the yreld

we verified the integrity of a sample of mformation provided to
valuers by management relating to rental iIncome, occupancy and
Iife of the lease
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Risk

Accounting for portfolio acquisitons

The acquisibons of PHCC and PPP duning the year require
consideraton as to whether they should be accounted for as a
business combination or asset acquisiton under IFRS 3 The
appropriate treatment has been determined to be an asset
acquisiton for both PHCC and PPP These acquisitions also
require a detailed fair value exerase to ascertain appropnate fair
values to assign to the assets and habilihes on recognition within
the Group

How the scope of our audit responded to the risk

We have inspected the sale and purchase agreements which
govern these transachons and have confirmed the consideration
paid to cash cutflows on bank statements and share issues to
Companies House returns

We assessed the portfolio acquisitons against the critena of

IFRS 3 Business combmahons to ensure that the correct accounting
treatment was adopted We checked that the allocation of fair
value between the assets and habilibes acquired was appropniate
and ensured that the information used by management in
determining the fair values was accurate and relevant

Accounting for financing transactions
PHP has undertaken significant financing and capital transactions
in the year, including share and bond 1ssues

We have audited the legal documents which govern the financial
transactions and confirmed the flow of funds into the Group We
have ensured that the accounting guidelines have been followed
appropnately and that the liabilibes are reflected appropnately at
fair value in the financial statements with the costs of setang up
borrowings correctly accounted

Valuation of derivative finanaial instruments
Financial instruments give nise to a significant audit sisk due to
their complexity both in terms of valuation and disclosure

We have revalued a sample of the financial instruments using our
own models via reference to the derivative contracts provided by
counterparties and have compared the valuations produced to
the director’s valuations, including the impact of the credit
valuation adjustments

We have recalculated hedge effecbveness calculabons and
reviewed the hedge designation documentation for a sample of
the hedged instruments to check that the appropniate hedge
accounting has been reflected in the financial statements

Revenue recognition in respect of outstanding rent
reviews and tenant incentives

The Group adopts a policy of recognising 90% of the expected
uplift from rent reviews from the date when a rent review falls
due to the date it i1s settled This can be a significant amount due
to the length of time rent reviews can take

Within the property portfolio there are a number of lease terms
which require unusual accounting entries These include rent free
penods, payments to extend break clauses and leases with fixed
rental increases

Qur procedures to test the rent review accounting have included
checking that rental income recognised under the 90% policy has
been appropniately calculated, assessing the accuracy of the
predicted future rent and investigating settled rent reviews

In respect of the tenant incentives and fixed rental uphfts we have
recalculated the proposed accounting entries and agreed the
terms to signed lease agreements We have investigated a sample
of further lease agreements to ensure there are not further
tenant incentives or fixed renta! uplifts to be recognised

The Audit Committee’s consideration of these risks is set out on page 37

CGur audit procedures relating to these matters were designed in the context of our audit of the financial statements as a whole, and not to

express an opinton on individual accounts or disclosures Our opimion on the financial statements 1s not modified with respect to any of the

risks described above, and we do not express an opinion on these individuat matters
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Independent Auditor’s Report continued

Our appheation of matenality

We define materiahity as the magmtude of misstatement in the
financial statements that makes it probable that the economic
decisions of a reasonably knowledgeable persan would be changed
or mfluenced We use matenality both in planning the scope of our
audit work and in evaluating the results of our work

We determuned planming materiahty for the Group to be

£6 0 milhon, which 1s 2% of net assets We have used a lower
matenalty of £ 4 million for our testing of transactions which
affect adjusted earnings on the grounds that that these would be
quahtabvely matenal and this 1s a crnibical financial performance
measure of the group

We agreed with the Audit Committee that we would report to the
Commuttee all audit differences in excess of £0 1 million, as well as
differences below that threshold that, in our view, warranted
reporting ¢n qualitahve grounds We also report to the Audit
Committee on disclosure matters that we identified when assessing
the overall presentation of the financial statements

An overview of the scope of our audit

Our audit scope was based on our assessment of the risks identhed
above which were determined as a result of obtaining an
understanding of the Group and its operating environment,
including internal centrol We carried out a full audit of the Group
and each of 1its underlying subsidiaries which contribute 16 the
Group numbers included within these accounts

Opinion on other matters prescribed by the
Companies Act 2006
In our opinion

* the part of the Directors’ Remuneration Report to be audited
has been properly prepared in accordance with the Companies
Act 2006, and

* the information given in the Strategic Report and the Directors’
Report for the financial year for which the financial statements
are prepared i1s cansistent with the financial statements

Matters on which we are required te report by exception
Adequory of explanations recewed and accounting records

Under the Componies Act 2006 we are required to report to you if;
i our opinion

+ we have not received all the information and explanations we
require for our audht, or

* adeguate accounting records have not been kept by the parent
company, or returns adequate for our audit have not been
recerved from branches not visited by us, or

* the Parent Company financial statements are not in agreement
with the accounting records and returns

We have nothing to report in respect of these matters

Directors’ remuneration

Under the Compamies Act 2006 we are also required to report if in
our opimion certain disclosures of directors’ remuneration have not
been made or the part of the Directors’ Remuneration Report to be
audited 1s not in agreement with the accounting records and
returns We have nothing to report ansing from these matters

Corporate Governance Statement

Under the Lisbing Rules we are also required to review the part of
the Corporate Governance Statement relating to the company’s
compliance with nine provisions of the UK Corporate Gavernance
Code We have nothing to report arising from our review

Our duty to read other information in the Annual Report
Under International Standards on Auditing (UK and Ireland), we are
required to report to you if, in our opinion, information in the

annual report s

+  materally mconsistent with the information in the audited

financial statements, or

= apparently materally incorrect based on, or materially
nconsistent with, our knowledge of the Group acquired in the
course of perforrmng our audit, or

+ otherwise misleading

In particular, we are required to consider whether we have
idennfied any inconsistencies between our knowledge acquired
durmng the audit and the directors’ statement that they consider the
annual report 1s fair, balanced and understandable and whether the
annual report appropriately discloses those matters that we
communicated to the audit committee which we consider should
have been disclosed We canfirm that we have not identified any
such mnconsistenaies or misleading statements
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Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement,
the Directars are responsible for the preparation of the financial
statements and for being sabsfied that they give a true and far
view Our responsibility 15 to audit and express an opinion on the
financial statements in accordance with applicable law and
International Standards on Auditing (UK and freland) Those
standards require us to comply with the Auditing Practices Board’s
Ethical Standards for Auditors

Thus report 1s made solely to the Company’s members, as a body, in
accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we mught state to the
company’s members those matters we are required to state to
them in an auditor’s report and for no other purpose To the fullest
extent permutted by law, we do not accept or assume responsibility
to anyone other than the Company and the Company’s members as
a body, for our audit work, for this report, or for the opimions we
have formed

Scope of the audit of the financial statements

An audit involves obtaining ewidence about the amounts and
disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error  This includes an
assessment of whether the accounting policies are appropriate to
the Group’s and the Parent Company’s circumstances and have
been consistently applied and adequately disclosed, the
reasonableness of sigmhcant accounting eshmates made by the
Directors, and the overall presentation of the financial statements
In addition, we read all the financial and non-financial information
in the Annual Report to identify matenal inconsistencies with the
audited financial statements and to identfy any information that 1s
apparently matenially incorrect based on, or materially inconsistent
with, the knowledge acquired by us in the course of performing the
audit If we become aware of any apparent material misstatements

Q onsistencies we consider the implicabons for our report
) %

ire Faulkner
(Semor statutory auditor)

for and on behalf of Delomte LLP
Chartered Accountants and Statutery Auditor

London, United Kingdom

19 February 2014
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Group Statement of Comprehensive Income
for the year ended 31 December 2013

2013 2012
Notes £000 £000
Rental income 41,895 32,806
Finance lease mcome 87 345
Rental and retated income 3 41,982 33,151
Direct property expenses {388) (402)
Administranve expenses 4 {6,080} (5.124}
Non-recurning expenses Termination Fee 4d (2,485} -
Non-recurring expenses Costs associated with PPP acquisihon (217) -
QOperating prafit bafore result on property portfolio 12,802 27,625
Profit on termination of finance lease 5 638 -
Net result on property portfolio 11 2,313 {1,768)
Profit before financing costs 35,753 25,857
Finance income 6 434 518
Finance costs 7a {26,450} {20,760}
Early loan repayment fees 7b (950) {1,564)
Fair value gain/{loss) on derivative interest rate swaps and amortisahon of Cash flow hedging reserve Tc 11,432 (2,922)
Profit on ordmmary activities before taxathon 20,219 1,129
Taxation charge 8 1 1
Profit for the year * 20,220 1,130
Items that may be reclassified subsequently to profit and loss
Fair value movement on interest rate swaps treated as cash flow hedges 26 12,840 {285)
Other comprehensive income/(loss) for the year net of tax * 12,840 (285)
Total comprehensive income for the year net of tax ! 13,060 845
Earnmngs per share 2 9 227p 16p
EPRA earmings per share ? 9 6 6p 80p
Adjusted earnings per share 73 9 10 6p 102p

The above relates wholly'to continuing operabons
{1)Wholly attributable to equity shareholders of Pnmary Health Properties PLC.

{2)There 15 no difference between basic and fully diluted €PS
{3)Adjusted for large one-off tems and movements in fair value of properties and derrvatives (see note 3)
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Group Balance Sheet
as at 31 December 2013

2013 2012
Notes £000 £000
Non current assets
Investment properhes 11 941,548 622,447
Net investment in finance leases 13 - 3,100
Dervative interest rate swaps 20 472 -
942,020 625,547
Current assets
Trade and other recervables 14 4,764 2,916
Net investment in hnance leases 13 - 21
Cash and cash equivalents 15 9,288 25,096
14,052 28,033
Total assets 956,072 653,580
Current habihhes
Derivative interest rate swaps 20 {7,566) {7,523)
Corporation tax payable {23} -
Deferred rental income {11,934} (7.811)
Trade and other payables 16 {16,269} {10,687)
Provision for habilites and charges 17 - {1,564)
Borrowings Term loans and overdraft 18 (1,857) {79,934)
{37,649) (107,519)
Non-current liabithties
Borrowings Term loans and overdraft 18 {462,171) (247,905)
Borrowings Bonds 19 {132,408) (73,755)
Derwvative interest rate swaps 20 {21,459) (45,311)
{616,038) {366,971)
Total habilties {653,687) (474,490)
Net assets 302,385 179,090
Equity
Share capital 22 55,237 38,017
Share premium account 23 55,611 58,606
Capital reserve 24 1,618 1,618
Special reserve 25 135,483 59,473
Cashflow hedging reserve 26 (14,337) (27,177}
Retained earnings 27 68,773 48,553
Total equity ! 302,385 179,090
Net asset value per share - basic 28 274p 236p
EPRA net asset value per share ? 28 300p 305p
{1}wholly attnbutable to equity shareholders of Pnmary Health Properties PLC
{2) See definibon 1n note 28
These financial statements were approved by the Board of Directors on 19 February 2014 and signed on its behalf by
Graeme Elliot
Chairman [ - 4
AT
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Group Cash Flow Statement
for the year ended 31 December 2013

2013 2012
Notes £000 £000
Operating actvities
Profit on ordinary activines before tax 20,219 1,129
Less Finance income 6 (a34) {518)
Plus Finance costs 7 26,450 20,760
Plus Provision for early loan repayment fee 950 1,564
Plus Amertisahon of cash flow hedge reserve 571 1,345
{Less/plus} Fair value (gain}/loss on dervatives 7 [12,003) 1,577
Qperatng profit before financing costs 35,753 25,857
Adjustments to reconcile Group operahng profit to net cash flows from operating activities
Net result on property portfolio 11 {2,313) 1,768
Profit on termination of iinance lease 5 (638) -
Fixed rent uphft adjustment {905) -
tncrease/(decrease) in trade and other recevables * 4,402 (133)
increase in trade and other payables ! 333 7,240
Cash generated from operations 36,682 35,432
Taxaton paid ? 8 (89} -
Net cash flow from operating achvities 36,593 35,432
Inveshing achivihes
Payments to acquire investment properbes {44,560) (a2,221)
Proceeds from disposal of finance lease 5 3,768 -
Payments to acquire Apollc Medical Partners Limited - {3,298}
Payments to acquire PHCC (net of cash acquired) (9,738) -
Payments to acquire PPP {cash acquired) 1,954 -
Paymenits to acquire Gracemount Medical Centre Limited {net of cash acquired) {6,155} -
Interest recerved on developments 188 237
Bank interest receved 48 199
Net cash flow used in investing activities {54,495) {45,083}
Financing activibes
Proceeds from issue of shares [net of expenses) 65,772 18,399
Cost of share 1ssue - PPP (540) -
Term bank loan drawdowns 120,718 75,685
Term bank loan repayments (195,740} {100,101)
Proceeds of bond i1ssue (net of issue costs} 58,680 73,671
Swap interest paid {7,661) {6,736)
Non unlisahon fee {1,023) (714)
Loan arrangement fees {1,273) {2,655)
Interest paid {18,328) {10,670)
Breakage fee on Aviva debt 7 (2,380) -
Equity dividends pard net of scrip devdend 10 (16,130) {12,209)
Net cash flow from financing activities 2,094 34,670
{Decrease}fincrease mn cash and cash equivalents for the year {15,808) 25,019
Cash and cash equivalents at start of year 25,096 77
Cash and cash equivalents at end of year 15 9,288 25,096
{1) Asset movements include movements relating to acquisihons
{2) Taxathion was pad 1n the penod in order to settte the outstanding habilites in the acquired corng Al ble wers included in the consideration calculahon
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Group Statement of Changes in Equity
for the year ended 31 December 2013

Cash flow
Share Share Capital Spedal hedging Retalned
capital premium reserve reserve! reserve earnings Total
£000 £000 £000 £000 £000 £000 £000
1 January 2013 318,017 58,606 1,618 59,473 (27,177) 48,553 179,090
Profit for the year - - - - - 20,220 20,220
income and expense recognised directly in equity
Fair value movement on interest rate swaps - - - - 12,269 . 12,269
Amortisation of cash flow hedging reserve 571 571
Total comprehensive income - - - - 12,840 20,220 33,060
Proceeds from capital raisings 10,873 - - 57,627 - - 68,500
Expenses of capital raisings - - . {2,728) - - (2,728)
Share issue as part of consideration for PPP 6,289 - - 35,344 - - 41,633
Share 1ssue expenses - - - {1,040} - - (1,040)
Reserves transfer 2 - {3,325) - 3,325 . - -
Dividends paid
Second interim dwvidend for the year ended
31 December 2012 (9 5p) - - - {7,006) - - (7.006)
Scrip dividends in heu of second interim cash
dividend {net of expenses) 32 185 - [217) - - -
First interim drnidend for the year ended
31 December 2013 (9 Sp}) - - - (9,124) - - (9,124)
Scrip dwidend w heu of first intenm cash
dividend [net of expenses} 26 145 - {171) - - -
31 Decemnber 2013 55,237 55,611 1,618 135,483 (14,337) 68,773 302,385
1 January 2012 34,136 54,430 1,618 57,405 {26,892) 47,423 168,120
Profit for the year - - - - - 1,130 1,130
Income and expense recognised directly in equity
Fair value moverment on interest rate swaps - - - - {1,630) - {1,630)
Amortisahon of cash flow hedging reserve - - - - 1,345 - 1,345
Total comprehensive income - - - - {285) 1,130 B45
Proceeds from capital raisings 3,115 - - 15,885 - - 19,000
Expenses of capital misings - - - {601} - - (601)
Share 1s5ue as part of consideration for
Apollo 616 3,325 - - - - 3,941
Share 1ssue expenses - {6) - - - - {6)
Dwvidends paid
Second interim dwvidend for the year ended
31 December 2011 (9 25p) - - - {5,969) - - {5,969)
Scrip dividends in heu of second intenim cash
dividend [net of expenses) 54 292 - [346) - - -
First tnterm dradend for the year ended
31 Decermber 2012 {9 25p) - - - (6,240) - - {6,240}
scrip dividend in heu of first intenm cash
drvidend {net of expenses) 96 565 - {661) - - -
31 December 2012 38,017 58,606 1,618 29,473 (27,177) 48,553 179,020
{1) The Special Reserve is a distributable reserve
{2) £3 3 million has been transferred from Share Premium to the Special Reserve with regards to the Apollo transachon under the merger reltef provision of the
Compamies Act 2006
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Notes to the Financial Statements

1 Corporate informaton
The Group’s financial statements for the year ended
31 December 2013 were approved by the Board of Directors on
19 February 2014 and the Balance Sheets were signed on the
Board’s behalf by the Chairman, G A Elliot Primary Health
Properhes PLC1s a public hmited company incorporated and
domuciled in England & Wales The Company’s Ordinary shares
are admitted to the Official List of the UK Listing Authority, a
division of the Financial Cenduct Authonty, and traded on the
London Stock Exchange

2 Accounting policies

Basis of preparation

The Group’s financial statements have been prepared on the
histonical cost basis, except for investment properbes and
derivative financial instruments that have been measured at
fair value

N
[N

The Group’s financial stataments are presented in Sterhng
rounded to the nearest thousand

Staterment of complance

The Group prepares consofidated financial statements under
International Financial Reporting Standards (“IFRS”) as adopted
by the European Union and applied in accordance with the
Companies Act 2006 and Article 4 of the IAS Regulahons

Going concern
The financial statements are prepared on a going concern basis
as explained in the Directors’ Report on page 33

2 2 Ssummary of significant accounting policies
Basis of consolidaton
The Group’s financial statements consohdate the financial
statements of Pnmary Health Properties PLC and its wholly
owned subsidiary undertakings Subssidiaries are consohdated
from the date of their acquisihon, being the date on which the
Group cbtammed control and continue to be consolidated unhl
the date that such control ceases Control compnses the power
to govern the financial and operating policies of the investee so
as to obtamn benefit from its activities and 15 achieved through
direct or indirect ownership of voung rights, currently
exercisable or convertible potennal voting rights, or by way of
contractual agreement The financial statements of the
subsidiary undertakings are prepared for the accounting
reference period ending 31 December each year using
consistent accounting policies All intercompany balances and
transactions, including unreahsed profits ansing from them, are
eliminated on consolidaton

The Parent Company financial statements of Primary Health
Propertes PLC and each of its subsidiary undertakings will
continue to be prepared under UK GAAP for the current year
The use of IFRS at Group level does not affect the distributable
reserves available to the Group

Segmental reporting

The Directors are of the opsnton that the Group 15 engaged in a
single segment of business, being investment in property in the
Umited Kingdom leased principally to GPs, NHS Organisations
and other associated health care users

Investment properties and investrent properbes

under construchon

The Group's Investment propertes are held for long-term
investment inimally, Investment progerties are measured at
cost including transaction costs Subsequent to inbal recogninion,
investment properbies and investment properties under
constructhion are stated at fair value based on market data and
a professional valuatton made as of each reporting date The
fawr value of investment property does not reflect future capitat
expenditure that will mprove or enhance the property and
does not reflect future benehts from this future expenditure

Gains or losses ansing from changes in the fair value of
investment properhes and investment properties under
construchon are included in the Group Statement of
Comprehensive Income in the year in which they arise

Investment properties are recogrised for accounting purposes
upon completion of contract, unless a specific completton date
15 noted in the contract, in which case the property will be
recogmsed on the date specified Investment propertes cease
to be recognised when they have been disposed of Any gains
and losses ansing are recognised (n the Group Statement of
Comprehensive Income in the year of disposal

Developrent loans

The Group has entered ito developrnent loan agreements with
third party developers in respect of certain properties under
development These loans are repayable at the option of the
developer at any tme The Group bas entered into contracts to
purchase the propertes under development when they are
completed in accordance with the terms of the contracts The
loans are repayable by the developers in the event that the
building work 1s not completed in accordance with the
purchase contracts Interest is charged under the terms
detailed in the respective development agreements and taken
to the Group Statement of Comprehensive Income in the year
in which it accrues

Property acquisitons and business combinations

Where a property 15 acquired through the acquisitien of
corporate interests, the Board considers the substance of the
assets and achvities of the acquired enbies in determining
whether the acquisiion represents the acquisiton of a
business The basis of the judgement 1s set out in note 2 3(b)

Where such acquisibons are not judged to be an acquisibon of
a business, they are not treated as business combinations
Rather, the cost to acquire the corporate entity 1s allocated
between the identfable assets and habilihes of the enbity
based on therr relative fair values on the acquisibion date
Accordingly, no goodwill or additional deferred taxation arises
Otherwise, corporate acquisihions are accounted for as
business combimations

Impairment of assets

The Group assesses, at each reporting date, whether there 15 an
dicaton that an asset may be imparred If any such indicahon
exists, or when annual impairment testing for an asset 1s
required, the Group makes an estimate of the asset’s
recoverable amount An asset’s recoverable amount is the
higher of an asset’s, or cash-generating unit’s, fair value less
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costs to sell and its vatue in use and ts determined for an
individual asset, unless the asset does not generate cash
inftows that are largely independent of thase from other assets
or groups of assets Where the carrying amount of an asset
exceeds its recoverable amount, the asset 1s considered
wmpaired and is written down to its recoverable amount In
assessing value in use, the estmated future cash flows are
discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the time value of
money and the nsks specihe to the asset Impairment losses are
recognised in the Group Statement of Comprehensive Income

An assessment 1s made at each reporting date as to whether
there 1s any indication that previously recognised impairment
losses may no longer exist or may have decreased If such
indication exists, the recoverable amount 15 eshmated

A previously recognised impairment loss 1s reversed only «f
there has been a change in the esumates used to determine
the asset’s recoverable amount since the last impairment loss
was recogrused If that is the case, the carrying amount of the
asset 15 increased to its recoverable amount That increased
amount cannot exceed the carrying amount that would have
been determined had no impairment loss been recogmsed for
the asset in prior years Such reversal 1s recogmised i the
Group Statement of Comprehensive lncome

income

Revenue 15 recognised to the extent that performance has been
provided and 1t s probable that economic benefts will flow to
the Group which can be reliably measured Revenue 1s
measured at the fair value of the consideration recewvable,
excluding discounts, rebates, VAT and other sales taxes or duty

Rental income

Rental income ansing from operating leases on nvestment
properbes Is accounted for on a straight-line basis over the lease
term A rent adjustment s recognised from the rent review date in
relation to unsettled rent reviews, which are accrued at 90% of the
estimated rental income For leases which contain fixed or
miimum deemed uplifts, the rental income 1S recognised on a
straight-line basis over the lease term Incentives for lessees to
enter into lease agreements are spread evenly over the lease
terms, even if the payments are not made on such a basis

Interest income

Revenue 1s recogrised as interest accrues, using the effective
mterest method (that 1s the rate that exactly discounts estmated
future cash receipts through the expected life of the financial
mnstrurnent to the net carrying amount of the financial asset)

Trade and other receivables

Trade recevables are recognised and carned at the lower of
their original invoiced value and recoverable amount Where
the time vatue of money 1s matenial, receivables are carried at
amortsed cost Provision 15 made when there 1s objective
evidence that the Group will not be able to recover balances in
full Balances are written off when the probability of recovery i1s
assessed as bemng remote

Cash and cash equivalents

Cash and cash equivalents are defined as cash and short term
deposits, including any bank overdrafts, with an orginal
matunty of three manths or less
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Trade and other payables
Trade payables are recognised and carried at thewr invoiced
value inclusive of any VAT that may be apphcable

Bank loans and borrowings

All loans and borrowings are iniially measured at fair value less
directly attnibutable transachon costs After inthal recognihon,
all interest-bearing loans and borrowings are subsequently
measured at amortised cost, using the effective interest method

Borrowing costs

Borrowing costs that are separately identihiable and directly
attributable to the acquisition or construchon of an asset that
necessarily takes a substantial period of time to get ready for its
intended use or sale are capitalised as part of the cost of the
respective assets All other barrowing costs are expensed in the
period in which they occur Borrowing costs consist of interest
and other costs the Group incurs (n connection with the
borrowing of funds

Provisions

Provisions are recognised when the Group has a present
obligation as a result of a past event and it s probable that an
outflow or resources embodying economic benefits will be
required to settle the obligation and a rehable eshmate can be
made of the amount of the cbligation

Conversion to UK-REIT

The Group’s conversion to UK REIT status was effective from

1 January 2007 Conwversion to a UK-REIT results in, subject to
continuing relevant UK-REIT criteria being met, the Group’s
property profits, both income and gains, being exempt from UK
taxaton from 1 January 2007 Acquired companies were
converted to a UK-REIT status, there were no charges payable
following the abolibon of the REIT conversion charge

Taxation

Taxation on the profit or loss for the penod not exempt under
UK-REIT regulations comprises current and deferred tax
Taxatian 15 recognised in the Group Statement of
Comprehensive Income except to the extent that it relates to
items recognised as direct movements in eguity, in which case
1t 15 also recognised as a direct movement i equity

Current tax 1s the expected tax payable on any non-REIT taxable
income for the period, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment to tax
payable in respect of previous years

Finandal instruments

Financial assets at foir value through profit or foss

Fenancial assets at fair value through profit or loss include
financizl assets designated upon imitial recognition as farr value
through profit and loss Thss category includes derivative
financial instruments entered into by the Group that do not
meet the hedge accounting cntena as defined by IAS39
Finanoial assets at farr value through profit and loss are carried
in the Balance Sheet at fair value with gains or losses
recogrised in the Group Statement of Comprehensve Income

Financiol habiitres at faw velue through profit or loss

Fenancial habilities at farr value through profit or loss include
financial habilities held for trading and financial habilibes
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designated upon ininal recogninon at fair vaiue through proht
or loss Financial habilines are classified as held for trading if
they are acquired for the purpose of selling in the near term
This category tncludes derivative financial instruments entered
into by the Group that are not designated as hedging
instruments in hedging relationships as defined by 1AS 39
Gains or losses on liabilimes held for trading are recognised i
the Group 5tatement of Comprebensive Income

Loans and recevables

Loans and receivables are non-derwvative financial assets with
fixed or determnable payments that are not quoted on an
active market Such assets are carried at amortised cost using
the effective interest method Gains and losses are recognised
in the Group Statement of Comprehensive lncome when the
loans and receivables are de-recognised or impaired, as well as
through the amortsation process

De-recognition of financial assets and liabilines

Financral assets

A financial asset {or where applicable a part of a financia asset
or part of a Group of simiar inancial assets) s de-recognised
where

the rights to receve cash flows from the asset have expired,

the Group retains the right to receive cash flows from the
asset, but has assumed an obhgaton to pay them in full
without maternial delay to a third party under a ‘pass-
through’ arrangement,

the Group has transferred its right to receive cash flows from
the asset and either {a} has transferred substantally all the
risks and rewards of the asset, or {b} has neither transferred
nor retained substantially all the rnisks and rewards of the
asset, but has transferred control of the asset

Where the Group has transferred its rights to recewe cash flows
from an asset and has neither transferred nor retained
substantally ali the nsks and rewards of the asset nor transferred
control of the asset, the asset i1s recognised to the extent of the
Group’s continuing involvement in the asset Continuing
involvement that takes the form of a guarantee over the
transferred asset 1s measured at the lower of the oniginal
carrying amount of the asset and the maximum amount of
consideration that the Group could be required to repay

Financial habiittes
A financial hability 1s de-recognised when the obligation under
the habihity 1s discharged or cancelled or expires

Where an existing inancial hability is replaced by another from
the same lender on substantally different terms, or the terms of
an exasting hiability are substantally modified, such an exchange
or modification s treated as a de-recogminon of the onginal
hiabihity and the recogmuion of a new habiity, and the difference
in the respective carrying amounts is recognised in income

Fair value measurements

The Group measures certain financial instruments such as
derivatives, and non-financial assets such as investment
property, at fair value at the end of each reporting peniod Also,
fair values of financial instruments measured at amortsed cost
are disclosed in the financial statements

Fair value 1s the price that would be received to sell an asset or

paid to transfer a hability in an orderly transaction between

market participants at the measurement date The fair value

measurement s based on the presumption that the transachon

to sell the asset or transfer the liability takes place either

* In the principal market for the asset or hability, or

» |n the absence of a principal market, in the most
advantageous market for the asset or iabiity

The Group must be able to access the principal or the most
advantageous market at the measurement date

The fair vatue of an asset or hability 15 measured using the
assumpnons that market partictpants woukd use when pricing
the asset or hability, assunming that market participants act in
thew economic best interest

A fair value measurement of a non-financial asset takes into
account a market parbopant’s abihity to generate economic
benefits using the asset (n its highest and best use or by selling
it to another market participant that would use the asset inits
highest and best use

The Group uses valuation techniques that are appropriate in

the circumstances and for which sufficient data 1s available to

measure fair value, maximising the use of relevant observable

inputs and minimising the use of unobservable inputs

stgnificant to the fair vatue measurement as a whole

Level 1 Quoted {unadjusted) market prices in achve markets for
identcal assets or liabilibes

tevel 2 Valuation technigues for which the lowest level input
that s significant to the far value measurement 1s
directly or indirectly observable

Level 3 Valuation techrigues for which the lowest mput that 1s
significant to the fair value measurement 15
unobservable

For assets and liabilibes that are recognised in the financial

statements on a recurring basis, the Group determines whether

transfers have occurred between levels in the hierarchy by

reassessing categorisation at the end of each reporting period

Derivative financial instruments (denvatwves) and hedge
accounnng

The Group uses interest rate swaps to help manage its interest
rate risk

The Group documents at the incephon of the transachion the
relabonship between hedging instruments and hedged rtems,
as well as its nsk management objectives and strategy for
undertaking various hedging transacbens The Group also
documents its assessment, both at hedge inception and on an
ongoing basts, of whether the derivatives that are used in
hedging transactions meet the strict criteria for being described
as “effective” 1n offsetting changes in cash flows of hedged tems

All derivatives are initially recogmised at fatr value at the date
the dervative 1s entered into and are subsequently remeasured
at fair value The fair values of the Group’s interest rate swaps
are calculated by J C Rathbone Associates Limited, an
independent specialist which provides treasury management
services to the Group
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For swaps that have been cancelled which previously qualiied
for hedge accounting, the remaining value within the cash flow
hedging reserve at the date of cancellation is recycled to the
Statement of Comprehensive Income on a straight line basis
from the date of cancellation to the original swap expiry date

The method of recogrusing the resulting gan or loss depends
on whether the dervative 1s designated as an effective hedging
instrument

¢ where a denvative is designated as a hedge of the vanability
of a highly probable forecast transaction, such as an interest
payment, the element of the gam or loss on the derivative
that 1s an “effective” hedge 15 recogrised directly in equity
When the forecast transaction subsequently results in the
recognition of a financial asset or a hinanaial lability, the
associated gains or losses that were recognised directly in
equity are reclassified into the Group Statement of
Comprehensive income in the same penod or periods during
which the asset acquired or hability assumed affects the
Group Statement of Comprehensive Income 1 e when
interest Income or expense Is recognised,

the gain or loss on derivatives that do not meet the strict
cntena for being “effectve” and so do not quahfy for hedge
accounting and the non-gualifying element of denvatives
that do qualify for hedge accounting, are recognised in the
Group Statement of Comprehensive Income immediately
The treatment does not alter the fact that the derivatives are
economic hedges of the underlying transacthon

Dividends payable to Shareholders

Dividends proposed by the Board of Directors and unpaid at
the year end are not recogmsed in the financial statements as
they are appropriations of income Furthermore, any final
dwidends would not be recognised until they have been
approved by Shareholders at an Annual General Meeting

Leases — Group as a lessor

The vast majonty of the Group’s properties are leased out under
operating leases and are included within investment properties
Rental income, ncluding the effect of lease incentives, Is
recognised on a straight line basis over the lease term

Where the Group transfers substantally all the risks and
benefits of ownership of the asset, the arrangement 1s
classified as a finance lease and a receivable 1s recogmsed for
the inthal direct costs of the lease and the present value of the
murmimum lease payments Finance income 1s recognised in the
Group Statement of Comprehensive Income 50 as to achieve a
constant rate of return on the remaining net investment in the
lease Interest income on finance leases 1s restricted to the
amount of interest actually received

2 3 Significant accounting estimates and judgements

The preparation of the Group financial statements requires
management t¢ make a number of estimates and judgements
that affect the reported armounts of assets and iabiibes and
may differ from future actual results The estimates and
judgements that are considered most critical and that have a
significant inherent nisk of causing a matenal adjustment to the
carrying amounts of assets and liabilibes are
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a) Estimates

Fair value of tnvestment properties

Investment property includes (1) completed investment
property, and (i} nvestment property under construction
Completed investment property comprises real estate held
by the Group or leased by the Group under a finance lease in
order to earn rentals or for capital appreciation, or both

The market value of a property 1s deemed, by the
independent property valuers appointed by the Group, to be
the estimated amount for which a property should exchange,
on the date of valuabon, in an arm’s length transachon
Properties have been valued on an indwadual bass, assuming
that they will be sold individually over time Allowances are
made to reflect the purchaser’s costs of professional fees and
stamp duty

In accordance with RICS Appraisal and Valuation Standards,
factors taken into account are current market conditions,
annual rentals, state of repai, ground stability,
contamination issues and fire, health and safety legislations

In determuming the fair value of investment properties under
construction the valuer is required to consider the significant
nsks which are relevant to the development process
wnciuding, but not hmited to, construction and lething nsks
Where assets under construchion are pre-let and
construction risk remains with the respective developer or
contractor, these facts are taken into account in eshimating
fair values

Foir value of derrvatives

In accordance with I1AS39, the Group values its dervative
financial instruments at fair value Fair value 1s estmated by
J C Rathbone Associates Limsted on behalf of the Group,
using a number of assumptons based upon market rates and
discounted future cash flows The denvative financial
mstruments have been valued by reference to the mid price
of the yield curve prevailing on 31 December 2013 Fair value
represents the net present value of the difference between
the cash flows produced by the contracted rate and the
valuahon rate

Rent reviews

The Group’s occupatonal leases include periodic rent
review provisions All reviews are effectively upwards only
and esther reviewed to Open Market Rent, inked to RPI or
subject to a fixed uplft at the review date The Group
accrues for the potential uphift in rent from the date of
the review Esttmated rents are estabhished by the Joint
Advisers using therr own data from previous reviews
supported by estmates from third party advisers The
Group then acerues 90% of the estmated rental increase
Any additional rent recevable 1s booked on receipt when
the rent review 15 agreed
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b} Judgements
teases
The Group has entered into commercial property leases on
1ts investment property portfalio The Group has determined
that it retains all the significant nisks and rewards of
ownership of the vast majority of the properties, which are
leased out on operating leases The Group has entered into a
small number of finance lease arrangements where 1t has
determined that it has transferred substantially all the risks
and rewards incidenta! to ownership to the occupier

Hedge effectiveness

The Group has a number of interest rate swaps that mature
after the Group’s bank facilihes, to which they relate, are due
to expire [n accordance with 1A539, in order to apply hedge
accounting in relation to these interest rate swaps, the Group
has determmed that it 1s highly probable that these bank
facilines wall be re-negotiated on or before expiry and that
variable interest rate debt inance will be in place until the
expiry date of the swaps

Property acqunisitions during the year

The Directors have reviewed the acquisihons during the year
on an individual basis in accordance with the requirements
of IFRS3(R) They consider that they all meet the critenia of
asset acquisitions rather than business combinations and
have accounted for them as such Although corporate
enhities were acquired, they were specaial purpose vehicles
for holding praperties rather than separate business entihes
This judgement was made due to the absence of business
processes inherent in the entites acquired

2 4 Standards adopted dunng the year
The accounting pohcies adopted are consistent with those of
the previous financial year, except for the following new and
amended IFRSs effective for this Group as of 1 january 2013
The nature and the impact of each of the new standards and
amendments are described below

Other amendments to certain standards apply for the first ime
in 2013 However, they do not impact the annual consolidated
financial statements of the Group

* IFRS 13 Fair Value Measurement — IFRS 13 establishes a
single source of guidance for all farr value measurements
IFRS 13 does not change when an entity 15 required to use
fair value, but rather provides guidance on how to measure
fawr value under IFRS when fair value 1s required or
permitted The Group has considered the specific
requirements relating to highest and best use, valuation
premise, and principal {or most advantageous) market The
methods, assumptions, precesses and procedures for
determining fair value were revisited and adiusted where
apphcable The resulting calculations under IFRS 13 affected
the principles that the Group uses to assess the fair value,
but the assessment of the fair value under IFRS 13 affected
the pnnciples that the Group uses to assess the far value,
but the assessment of fair value under IFRS 13 has not
matenally changed the fair values recognised or disclosed

IFRS 13 manly impacts the disclosures of the Group It
requires specihic disclosures about the fair value
measurements and disclosures of far values, some of which
replace exishng disclosure requirements in other standards,
including IFRS 7 Financial Instruments Disclosures

The disclosure requirements of IFRS 13 apply prospectively
and need not be provided for comparative periods before
inthal application Consequently, comparatives of these
disclosures have not been provided

IAS 1 Presentation of Other Iterns of Other Comprehensive
Income —Amendments to IAS 1 The amendments to IAS 1
became effective 1 July 2012 and were first applied to the
Group on 1January 2013 The amendments introduce a
grouping of tems presented in Other Comprehensive Income
{OCI) Items that will be reclassihied (‘recycled’) to profit or
loss at a future pornt in ttme have to be presented separately
from items that will not be reclassified The amendment
affected presentation only and had no impact on the Group’s
financial position or performance

2 5 Standards tssued but not yet effective
Standards 1ssued but not yet effective as of the date of 1ssuance
of the Group's financial statements are listed below Tius listing
of standards and interpretations issued are those that the
Group reasonably expects to have an impact on disclosures,
financial positon or performance when appled at a future
date The Group intends to adopt these standards when they
become effective

» IFRS 9 Financial Instruments Wil impact both the
management and disclosures of Financial Instruments

* |FRS 12 will impact the disclosure of interests the Group has
it other enhties

» IFRS 10 Consohdated Financial Statements
» |AS 27 Separate Financial Staterments
+ |AS 28 (rewvised) Investments i Associate and joint Ventures

The Directors do not expect the adoption of the Standards
listed above to have a significant impact on the financial
statements of the Group n future penods, other than IFRS 9
which will impact both the measurement and disclosure of
financial instruments Beyond the information above, it 1s not
practicable to provide a reasonable estimate of the effect of
these new amended standards untl a detasled review has been
completed

Primary Health Properties Annual Report 31 December 2013



3 Rental and related income
Turnover comprises rental mcome and finance lease income
recervable on property investments in the UK, which s exclusive
of VAT Turnover 1s derived from one reportable operating
segment Details of the lease income are given below

Group as a lessor
a) The future mintmum lease payments under non-cancellable
operating leases recevable by the Group are as follows

Less More
than 1-5 than
one year years Syears Total
£000s £000s £000s £000s
2013 56,188 224,122 587,088 807,398
2012 38,208 152,536 421,031 611,775

The future mimimum lease payments include amounts due in
future years from investment properties under development
at the year end

b) There were no cantingent rents recogrised as income
the year

The rental iIncome earned on operating leases ts recogmsed
on a straight line basts over the lease term

The Group leases medical centres te GPs, NHS erganisations
and other healthcare users, typically on long term
occupatonal leases which provide for regular reviews of rent
on an effectvely upwards only basis

4 Group operating profit is stated after charging

2013 2012
£000 £000

Adminisirative expenses recurnng
Advisory fees (note 4a) 4,847 4,166
Drrectors’ fees (note 4Ac) 219 188
Property advisory fees and
other services payable to Nexus a0 50
Other professional fees 315 139
Taxation Fees payable to corporate tax adwisers

Fees payable for compliance work 110 30

Fees payable for advisory work ag 52
Other expenses 186 284
Fees payable to the Company’s auditor
and their associates for the audit of the
Company’s annual accounts 100 120
Fees payable to the Company’s auditor
and their associates for other services to
the audit of the Company’s subsidiaries 92 95
Total audit fees 192 215
Audit-related assurance senices 40 -
QOther assurance services 8 -
Corporate finance services 35 -
Total non-audit fees 83 -
Total 6,080 5,124
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a) Advisory fees
The adwisory fee calculated and payable for the period to 31
December was as follows

2013 2012

£000 £000

Nexus 3,114 2,497
JOHCM 1,733 1,669
4,847 4,166

Further details on the Advisory Agreement can be found in
the Directars’ Report on page 31

As at 31 December 2013, £162,000 of advisory fees payable
to JOHCM were outstanding {2012 £143,000) and £352,000
was payable to Nexus {2012 £242,000}

Further fees payable to Nexus in accordance with the
Adwvisory Agreement of £65,000 (2012 £55,000} in respect of
capital projects were capitalised in the year

b) Performance Incentive Fee (“PIF”}
Information about the Performance Incentive Fee ("PIF*) 15
provided tn the Directors’ Report on page 32

¢} Remuneration of Directors
Information about the remuneration of individual directors
15 provided in the Directors’ Remuneration Report on
page 44

d} Terminaton Fee Non recurring
Fee payment on termination of the Joint Advisory
Agreement

2013 2012
£000 £000
JOHCM 2,485 -

Following the announcement on 26 September 2013 by the
Board of PHP to terminate the Joint Advisory Agreement, a
contractual termination fee of £2 485m will be payable to
JOHCM upon termination of their services on 30 Apnl 2014
Accordingly, an appropriate provision has been recognised in
the Group Statement of Comprehensive Income

Profit on termination of finance lease

2013 2012
£000 £000
Profit on termimation of finance lease 638 -

On 27 March 2013, the Group recognised a profit on disposal of
a property held under a finance lease Disposal proceeds of

£3 77m were received and the carrying value of the asset at the
date of disposal was £3 13m A small amount of disposal costs
was incurred
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6

Finance income

Details of the fair value loss on hedges which meet the
effechveness critersa for hedge accounting under 1AS 39 are set

2013 2012 out in note 26

£000 £000
Interest income on financial assets f:g:): ig;tz!
Bank interest 41 206
Development loan interest 383 257 Net finance costs
Other interest 5 55 Finance income (note 6) (434) {518}

238 518 Finance costs {(as per above) 26,450 20,760

26,016 20,242
Finance costs
Taxation
2013 2012 a) Tax credit tn the Group Statement of Comprehensive
£000 £000 Income

Interest expense and similar charges on finanaial habihites
a) Interest paid

Swap interest paid 7,699 6,860
Bank loan interest paid 12,021 10,296
Bond interest paid 4,314 1,789
Bank facihty non-utilisabon fees 976 733
Bank charges and loan commuitment fees 1,340 1,082

26,450 20,760

b} Earty loan repayment fees

Fee on breakage of Apolfo debt B24 1,564
Fee on breakage of PHCC debt 126 -
950 1,564

Following the Apolto transacnon in December 2012, the debt
assumed as part of the transacton was fully repaid in March
2013 An addibienal charge to the Group Statement of
Comprehensie Income was made of £0 7 mitlion in addition to
an amount of £1 & million provided for at December 2012

A contnibution of £2 6 millicn was made by the vendors and
factored into the acquisition price

Following the PHCC transaction in July 2013, the debt assumed as
part of the transachion was fully repaid in October 2013 An
addional charge to the Group Statement of Comprehensve
Income was made of £0 3 mithon

¢) Denvatives
Net fair value (gain)/loss on interest

rate swaps {12,003) 1,577

Amortsation of cash flow

hedging reserve 571 1,345
{11,432) 2,922

The fawr value gain of £12 0 million {2012 lass £1 6rmillion) on
derivatives recognised in the Group Statement of Comprehensive
Income for the year has arisen from the interest rate swaps for
which hedge accounting does not apply

The tax credit 1s made up as follows

2013 2012
£000 £000
Current tax
UK corporation tax (note 8b) (1) (1)

The tax credit relates to the release of tax prowisions from prior
years and vanances i the amount of corporation tax paid in
acquired comparues aganst the agreed provision at acquisibon

A reduchon in the UK corporation tax rate from 24% to 23% was
effective from 1 Apnl 2013 In addihon, the Government
announced its intention to further reduce the UK corporation tax
rates from 23% to 21% from 1 April 2014 and 21% to 20% from

1 Apnil 2015 Accordingly, these rates have been applied in the
measurement of the Group's tax hability at 31 December 2013

b) Factors affeching the tax credit for the year
The tax assessed for the year 1s lower than (2012 lower than)
the standard rate of corporahon tax in the UK The differences
are explained below

2013 2012
£000 £000
Profit on ordinary activities
before taxation 20,219 1,129
Theoretical tax at UK corporanon tax
rate of 23 3% {2012 24 5%) 4,711 277
REIT exempt income (3,280} {1,857)
Transfer pnaing adjustments 1,870 797
Non taxable items (3,302} 819
Finance lease adjustment 1 1
Losses carried forward - (37)
Movement In tax provision
relating to prior years {1) (1)
Current tax credit {note 8a) (1) (1)
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9  Earnings per share
The calculation of basie and diluted earnings per share 1s based
on the following

Net profit
attributable
to Ordinary Ordinary Per
Sharehclders Shares Share
£000 {number)*  (pence}
2013
Basic earnings per share 20,220 89,121,611 227p
Adjustments to remove
Net result on property
portfoiio (Note 11) (2,313)

Fair value gain on dervatives 2 [11,432)
Profit on termination of
finance lease (627)

EPRA basic and diluted
earnings per share 5,837 B9,121,611 6 6p

Early loan repayment fee
charges 950
Non-recufring expenses

Costs assoclated with

corparate purchase ® 217
JOHCM Termination Fee 2,485
UK corporation tax credit (1)

Adyusted basic and diluted

earnings per share 9,487 £9,121,611 10 6p
2012
Basic earmings per share 1,130 72,675,900 16p

Adjustments to remove

Net result on property

portfolio (Note 11) 1,768
Fair value loss on dernvatives * 2,922

EPRA basic and diluted

earnings per share 5,820 72,675,500 8 0p
Provision for early repayment

fees 1,564

UK corperation tax credit (1)

Adjusted basic and diluted
earnings per share 7,383 72,675,900 10 2p

(1) Weighted average number of Ordinary Shares in ssue duning the year

{2} In view of the continuing volatlity in the faw value adyustment of dervatives
n respect of the peniod end valuation of dervatives that flows through the
Group Statement of Comprehensive income, the Directors bebeve that 1t 1s
appropriate to remove the gan of loss in the calculabion of adjusted earmings
13) Costs related to the PPP acquisition that were expensed as ncurred in
acrordance with Accounting Standards
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10 Dimvidends

Amounts recognised as distributions to equity holders in the year

2013 2012
£000 E£000
Second intenim dvidend for the year
ended 31 December 2012 {9 50p) pad
22 Apnil 2013 {2012 9 25p) 7,006 5,969
Scrip drvidend in hieu of second interim
cash dwidend 217 346
First intenim dvidend for the year ended
31 December 2013 (9 50p) pad
1 November 2013 {2012 9 25p) 9,124 6,240
scrip dvidend in bew of first intenim
cash dwvidend 171 661
Total dividends 16,518 13,216
Per share 19 Op 18 5p
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11 Investment properties, investment properties under construction

62

Properties have been independently valued at fair value by Lambert Smith Hampton (“LSH”), Chartered Surveyors and Valuers, as at the
balance sheet date in accordance with IAS 40 Investment Property LSH confirm that they have valued the propertes in accordance
with the Prachce Statements in the RICS Appraisal and Valuaton Standards {“Red Beok”) The Valuers are appropnately qualified and
have sufficieat market knowledge and relevant experience of the locabon and category of investment property and have had full regard
to market evidence when deterrmiring the values

The properties are 99 7% let The valuations reflected a 5 65% inihal yield (2012 5 72%) and a 5 92% (2012 6 05%} true equivalent
yield Where properties have sutstanding rent reviews, an estimate 15 made of the hkely rent on review in line with market expectations
and the knowledge of the valuer

In additton to the market value exercise performed by £SH, the Joint Advisers monitor the value of the Group’s investment portfoho
based en DCF analysis Full details can be found in the Strategic Report on page 6

In accordance with 1AS 40, investment properties under construction have also been valued at fair value by LSH In determining the fair
value, the valuer 1s required 1o consider the significant risks which are relevant to the development process including, but not himited
to, construction and letirng risks In the case of the Group’s portfolio under construction, where the sites are pre-let and construction
risk remains with the buillder/developer, the valuers have used the special assumpnons that, as at the valuation date, the developments
have been completed satisfactonly, the agreements of leases have been completed and the rents and other tenants lease obhigations
have commenced A fair value increase of £478,000 (2012 decrease of £764,000} in respect of investment property under construction
has been recognised in the Group Statement of Comprehensive Income, as part of the total net valuation gain on property portfolio in
the year of £2 31 mithon (2012 loss of £1 77 million)

In line with Accounting Policies {page 54), the Group has treated the acquisitons during the year as asset purchases rather than
business combinations as they were judged to be acquisibons of properties rather than businesses

| Inwe nt
Investment properties properbies
properties long under
freehold leasehotd ! ction Total
£000 £000 £000 £000
As at 1st January 2013 513,345 93,371 15,731 622,447
Property Additons 19,927 9,750 18,447 48,124
Acquisiion of PHCC? 23,711 5,171 - 28,882
Acquisition of PPP? 199,188 38,168 - 237,356
Impact of lease imncentive adjustment 1,262 228 - 1,490
Transfer from properties in the course of development 14,702 8,275 {22,977) -
Revaluatons for the year (1,101) 3,872 478 3,249
As at 31 December 2013 771,034 158,835 11,679 941,548
As at 1 January 2012 433,245 87,966 4,375 525,586
Property additons 30,111 1,021 10,234 41,366
Properties acquired during the year following
Acquisition of Apolle Medical Partners Limited 41,966 4,247 11,550 57,763
isposal ? - - {500) {500)
Transfer from properties in the course of development 9,164 - {9.164) -
Revaluations for the year {1,141) 137 (764) {1,768)
As at 31 December 2012 513,345 93,371 15,731 622,447
({1} Disposal of long leasehold interest as part of acquisihon of newly developed property at Pelton, County Durham
{2} Figures include a farr value adjustment made on acquisition as well as acquisition related costs
Reconciliation of net result on property portfofio
Additonal consideraton on property transachons (17} (919} - {936)
Revaluanons for the year (1,101} 3,872 478 3,249
Year ending 31 Decemhber 2013 {1,118} 2,953 478 2,313

Addimonal consideration on property transacthions relate to payments made following the lething of various areas of expansion space on
certain properties acquired as pant of the Apollo portfolso  Each letting has created additional rentat mcome for the Group leading to an
addihonal capital payment betng made to the vendors

Bank borrowings and bonds are secured on investment propertes for the value of £929 14 rulhon
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Fair value hierarchy
The following table provides the fair value measurement hierarchy for Investment property and tnvestment property under
construchon as at 31 December 2013

Quoted Significant Significant
pricesin observable unobservable
Date of active markets Inputs inputs
valuation Total {Level 1) {Lavel 2} (Level 3)
£000 £000 £000 £000
Assets measured at fair value
Investment properties (Note 11) 31-Dec-13 941,548 - - 941,548

The following table provides the fair value measurement hierarchy for Investment property and investment property under construction as at

31 December 2012

Quoted Stgnificant Significant
prices in observable unobservable
Date of active markets tnputs inputs
valuation Total {Level 1) {Level 2) {Level 3)
£000 £000 £000 £000
Assets measured at farr value
Investment properties {Note 11) 31-Dec-12 622,446 - - 622,446

There have been no transfers between tevel 1 and Level 2 during the year, nor have there been any transfers between Level 2 and Level

3 duning the year

Valuation techniques used to derive Level 3 fair values
The informaton in this note presents the followmng for each ¢lass of nvestment property
+ The fair value measurements at the end of the reporting period

« The level of the far value higrarchy (e g Level 2 or Level 3) within which the fair value measurements are categorised in their entirety

= A description of the valuation techniques applied

* A summary of the inputs used in the fair value measurement

« For Level 3 fair value measurements, quanttative information about the significant unobservable inputs used in the fair value
measurement

The valuations have been prepared on the basis of Market Value [MV) which 1s defined in the RICS Valuation Standards, as

"The estmated amount for which a property should exchange on the date of valuation between a willing buyer and a willing seller in an

arm’s-length transaction after proper marketing wherein the parties had each acted knowledgeably, prudently and without
compulsion "

The following descriptions and definibons relating to vatuaton techmques and key unobservable inputs made tn determintng fair
values are as follows

Valuation techmiques market comparable method
Under the market comparable method (or market comparable approach), a property’s fair value s esimated based on comparable
transactions

Unohservable input estimated rental value (ERV)

The rent at which space could be let in the market conditions prevailing at the date of valuation (Range £30,000-£1,157,725 per
annum)

Unobservable input rental growth

The esnmated average increase in rent based on both market estimations and contractual situations

Unobservable input equivalent yield
The equivalent yield 1s defined as the internal rate of return of the cash flow from the property, assuming a rise to ERV at the next
review date, but with no further rental growth (Range 4 74%-6 58%)

Unobservable tnput physical condition of the property
The properties are physically tnspected on a three year rotating basis
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12

Special assumptions

With regards to properties tn the course of development and in
various stages of construction the following assumptons have
been applied

* That all works to construct the proposed developments have
been completed fully and to an acceptable standard in
accordance with plans and specifications,

« The leases to the vanous occupiers have been completed in
accordance with the agreed lease terms you have provided
to us, and

+ The rent and other tenant and landlord obligahons under the
leases commence at the vafuation date

Sensitivity of measurement of significant unobservable

Inputs

s Adecrease in the estimated annual rent will decrease the
fair value

* A decrease in the equivalent yield will increase the fair value

* Anincrease in the remaining lease term will increase fair
value

Investments
Those subsidiaries listed below are considered to be the only
principal subsidianes of the Company

Subsidiary

Primary Health Investment Properties Lirited (PHIP) ?
Primary Health Investment Properties (No 2) Limited !
Primary Health investment Propernes (No 3) Limited !
Primary Health Investment Properties (Mo 4) Limited ?
PHIP (5) Limited 2

Patentfirst Partnerships Limited ?

Patentfirst {Hinckley) Limited ?

Pahentfirst (Burnley) Limited *

Health Investments Limited *

Motorstep Limited *

PHP Investments Not Limited ?

PHP Investments No2 Limited ?

PHP Investments (2011) Lirnited ?

PHP Bond Finance PLC*

PHP Healthcare Investments Limited 2

PHP (Stourbridge} Limited ?

PHP Chinics Limited *

PHP 5t Johns Lirited *

PHIP {Project Finance) Limited 2

PHP Empire Holdings Limited *

PHP AssetCo (2011) Limited 2

PHP Glen Spean Limited ?

Gracemount Medical Centre Limsted 2**

PHP Prnimary Properties Limited ?*

with the excepton of PHP Bond Finance PLC and Pnimary Health
Investment Properties (No 4) Limited, the principal actwity of all of
the above is property investment PHP Band Finance PLC and
Primary Health Investment Properties {(No 4} Limited both act as
intermediary financing compantes within the Group  100% of alf
voting rights and shares held directly or indirectly by the Company

(1) Subsidiary directly held by the Company

{2} Subsidiary indirectly held by the Company

{3) Subsidiary acquired curing the year

{4) Subsidiary company registered in Scotland

{5) Subsidiary acquired durning the year (name changed from Prime Public
Partnerships bimited post acquisiton)

13 Net investment in finance leases

14

2013 2012
£000 £000
Amounts due in more than hve years - 3,086
Amounts due between one and five years - 14
- 3,100
Amounts due in less than one year - 21
- 3,121
The asset held under a finance lease was disposed of on
27 March 2013 (see note 5)
2013 2012
£000 £000
Gross investment in finance leases - 8,781
tess unearned financial revenues - {5,660)
Present value of future minimum
lease payment recevables - 3,121
Trade and other receivables
2013 2012
£000 £000
Trade recewables 2,626 689
Prepayments and accrued income 1,370 1,275
Other debtors 768 775
VAT - 177
4,764 2,916

As at 31 December, the analysis of trade receivables, some of
which were past due but not impaired, s set out below

2013 2012
£000 £000
Neither past due nor impaired
<30 days 1,998 425
Past due but not impaired
30-60 days 55 69
60-90 days 187 -
90-120 days 62 15
>120 days 324 180
2,626 6389
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16

Cash and cash equivalents

17. Prowisions for liabilthes and charges

2013 2012 2013 2012

£000 £000 £000 £000

Cash held at bank 8,788 19,086 As at 1 January - -
Restricted cash 500 6,010 Provision for early loan repayment fee - 1,564
9,288 25,096 As at 31 December - 1,564

Restricted cash as at 31 Decenber 2013 represents a deposit
held by the Trustee of the Secured Bond issued by the Group
The deposit 1s held as temporary collateral awaiing the
completion of a property asset that will be charged as secunty
to the Trustee and the cash deposit released

In the pnor year, there were three separate cash deposits held
with Aviva totalling £6 Om at the year end The deposits were
restricted and released upon a certified valuation cerbficate
being 1ssued against the three Apcllo development properties
When the Apollo Aviva lpan facilibes were repaid on 25 March
2013, the cash deposits were set off against the loan facidibes
and formed part of the repayment

Bank interest 1s earned at floating rates depending upon the
bank deposit rate Short term deposits may be made for
varying penods of between one day and six months, dependent
on available cash and forthcoming cash requirements of the
Group Theses deposits earn interest at various short term
deposit rates

Trade and other payables

2013 2012

£000 £000

Trade payables 906 951
Bank and bond loan interest accrual 3,13 3,313
Other payables 7,671 5,545
VAT 2,302 -
Accruals 2,077 878
16,269 10,687

An additonal 283,720 shares were 1ssued on 31 January 2014
upon agreement of the final complehon accounts, and a
further 235,475 shares were also issued on that date upon a
Deed of Vanaton being entered inte regarding the 5t
Catherine s property Provision has been made for these sums
at the market price for a PHP share as at 31 December 2013 of
353 pence per share gnvng a total provision of £1 8 million

On 26 September 2013 the Company announced the
termination of the Joint Advisors Agreement with JOHCM The
contractual termination fee of £2 485 million wili be payable to
JOHCM upon terminahon of their services on 30 April 2014
Accordingly, an appropnate liabifity has been recognised in the
Group Balance Sheet within other payables
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As part of the acquisthon of Apollo Medical Partners Limited
and its subsichary, Apolic Capital Projects Limited (“ACPL”), on
13 Decernber 2012, PHP assumed fixed rate bank finance
provided by Aviva with a total principal amount of

£49 & million The Group has determined the fair value of the
debt as at the date of acquisition to be £52 3 million, which has
been recognised in the Group Balance Sheet

Cn 19 December 2012, ACPL issued a repayment nobice to
Aviva giving the required three months” notice of its intention
to repay the ACPL loans in full on expary of the notice period

As at 31 December 2012, PHP had recognised a provision based
on the difference between the carrying value of the debt and
the estimated sum required to settle the debt and meet the
eshmated early repayment charges that will crystallise on the
repayment date The Group's best eshmate of the provision,
based on applicable referenced gilt yields as at this date was
£1 56 mulhion, which had been recognised in the Group
Statement of Comprehensive Income In prachce, the amount
payable was £2 29 million, as a result of subsequent movement
in reference gilt yields
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18 Borrowings Term loans and overdrafts
The table indicates amounts drawn and undrawn from each individual facility

&6

Faality Amounts drawn Undrawn
2013 2012 2013 2012 2013 2012
£000 £000 £000 £000 £000 £000
Current

Overdraft facility 5,000 5,000 - - 5,000 5,000
Fixed term loan *1° 1,857 629 1,857 629 - -
Term to January 2013 2 - 27,000 - 27,000 - -
Fixed Rate term loan ® - 52,305 - 52,305 - -
6,857 24,934 1,857 79,934 5,000 5,000

Non Current
Term to March 20162 140,000 175,000 100,500 125,000 39,500 50,000
Fixed Rate term loan* 25,511 26,082 25,511 26,082 - -
Fixed Rate term loan to December 2023 5 25,000 25,000 25,000 25,000 - -
Term to July 2014 ¢ - 50,000 - - - 50,000
Term to November 20187 75,000 75,000 75,000 75,000 - -
Term to March 2017 ° 70,000 - 49,470 - 20,530 -
Fixed rate term 22 - 30 year ¥ 190,257+ - 190,257* - - -
525,768 351,082 465,733 251,082 60,030 100,000
532,625 436,016 467,595 331,016 65,030 105,000

Providers

{1) The Royal Bank of Scotland plc

{2) The Royal Bank of Scotland plc { RBS") and Abbey Nahona! Treasury
Services pk {branded Santander from January 2010) {"The Club Facility' )

{3} Alhed Insh Banks,plc

{4}  Awiva facility {acquired as part of HiL acguisibion) repayable in tranches to
31 January 2032

* The norminal value of this debt equals £177 9 million but includes an adjustment of £13 6

At 31 December 2013, total faclihes of £677 6 mifiion

(2012 £511 0 million) including the £75 mithon Unsecured Retast
Bond, £70 mullion Secured Bond and £5 rmullion revolvng overdraft
faciity were avalable Of these facilities, as at 31 December 2013,
£602 6 million was drawn (2012 £406 0 million) and secured by an
unhmited guarantee from each respective subsidiary and a first
fixed charge over the ownership of the assigned properties The
Group has entered into interest rate swaps to manage its exposure
to interest rate fluctuahons These are set out in note 20

0On 31 January 2013, the AIB £27 million loan facility was repaid
without any requirement to redeem the pre-existing interest rate
swaps and incur any related breakage fees

On 25 March 2013, PHP successfully completed the rebnancing of
the Aviva facility assumed on acquisition of Apollo, with a new
£50 mullion, four year, interest only, revolving loan facility provided
by Barclays Bank Plc On 29 April 2013 the Group subseguently
increased the facility by £20 mullion to take total available
borrowings under this faciity to £70 million

Total early repayment fees of £4 9 million were paid to Aviva, as
compared to a provision of £4 2 million that was made in the 2012
full year accounts  The movement was due to fall in underdying gilt
yields mirrored i a reduction in swap rates  PHP had recerved a
contnbution of £2 & million toward this cost from the vendor upon
the acquisttion of Apollo

0On 18 October 2013, the Clydesdale Facility, which was due to
expire in July 2014, was terminated earty The outstanding loan
batance of £10 million was repaid in full on the same date

On 2 December 2013, as a part of the PPP acquisthon, PHP
assumed £178 4 million in long term, fixed rate debt faciliies with

{5) Awviva GPFCfacility

{6) Clydesdale Bank faciity

{7} Awiva facility

{8} Awviva facility (acgquired as part of the Glen Spean acquisihon in December
2012) repayable in tranches to 2037 - refinanced by Barclays loan

{3} Barclays facity

{10) Aviva facilety {acquired with PPP)

rmiflien to reffect the fatr value of the debt on acquisthon of PPP

Aviva Public Private Finance Limited As part of the fair value
exercise performed at acquisibon, the Group attnbuted the far
value of these loans to be £192 1 million, which has been
recognised n the Group Batance Sheet The loans have terms
ranging from 22 years to 30 years from inception of the loan and
they have current contracted interest rates of 5 33 per cent to

6 09 per cent  Facihty covenants include mamimom levels of debt
service cover by rental mcome {DSCR), with a range of

91 7 per cent to 104 per cent See also note 32

Since the term lpan facilibes have been in existence, the Group has
suffered costs in association with the arrangement of the faclities
including legal advice and loan arrangement fees These costs are
amortsed over the remaining ife of the related facility

Any amounts unamortised as at the peniod end are offset against
amounts drawn on the faciihes as shown in the table below

2013 2012
£000 £000
Term loans drawn due within one year 1,857 79,934
Term loans drawn due in greater than
one year 465,738 251,082
tess Unamorhsed borrowing costs (3,567) (3,177}
Total terms loan due in greater
than one year 462,171 247,905
Term loans in total
per Group Balance Sheet 464,028 327,839

The Group has been in comphance with all of the financial
covenants of the above facilites as apphcable through the year
Further details are shown in note 21e
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Borrowings Bonds

2013 2012

Retall Bond July 2019 75,000 75,000
Bond November 2025 60,000 -
Issue Costs {2,592} {1,245)
132,408 73,755

On 23 July 2012, PHP announced that it had become the first
UK REIT to 1ssue a Retail Bond following the tssue of a

£75 milhon, unsecured, seven year bond, to retail investors
with an annual interest rate of 5 375% paid semi-annually in
arrears The bond issue costs wall be amortised on a straight
line basis over seven years

On 18 December 2013, PHP successfully listed the floating

rate guaranteed secured bonds issued on 4 November 2013
(the "Bonds") on the London Stock Exchange The Bonds

have a nomnal value of £70 million and mature on or about

30 December 2025 The remaining £20 million will be recetved
on 30 lune 2014 following the completion of four development
assets acting as security The Bonds will mcur interest on the
paid up amount at an annuahsed rate of 220 basis ponts above
six menth LIBOR, payable semi-annually in arrears

Denvatives and other financial instruments

The Group uses interest rate swaps to miigate exposure to
interest-rate risk The fair value of these contracts is recorded in
the balance sheet and s determinad by discounting future cash
flows at the prevailing market rates at the balance sheet date

2013 2012
£000 £000
Fair value of interest rate swaps
treated as cash flow hedges under
1A539 (“effective swaps”)
Current habiimes {3,772) {3,778}
Non-current hatnlities {10,499) {23,637}
{14,271) {27,415)

Fair value of interest rate swaps

not qualfying as cash flow hedges

{*ineffective swaps”)

Non-current assets 472 -
(3,745}

Lurrent iabilihes (3,794)

Non-current liabilites (10,960) (21,674)
{14,282) (25,418}

Total fair value of interest rate swaps {28,553) {52,834)

Total non-current assets 472 -

Total current liabilihes {7,566} {7,523)

Total non-current liabilities {21,459} {45,311)

It 1s Group policy to maintain the proportion of floating rate
Interest exposure at between 20%-40% of total interest rate cost
Changes in the fair value of the contracts that do not meet the
strict JAS 39 cniteria to be designated as effective hedging
Instruments are taken to the Group Statement of
Comprehensive Income  For contracts that meet the 1AS 39
critenia and are designated as 'effechve’ cash flow hedges, the
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change in fair value of the contract ts recognised in the
Statement of Changes in Equity through the cash flow hedging
reserve The result recognised in the Group Statement of
Comprehensive Income on 'ineffective’ cash flow hedges in
2013 was a £12 8 millton profit (2012 £0 3 milhon loss}

Floating to fixed interest rate swaps with a contract value of
£178 0 million (2012 £181 3 milhion) were in effect at the year-
end Details of all floating to fixed rate interast rate swaps
contracts held are as follows

Fixed

interest per
Contract value Start date Maturity annum %
2013
£70 0 mullion Octaober 2013  January 2014 4 805
£50 0 mullion August 2007 August 2021 4835
£38 0 miflion August 2007 August 2021 4740
£10 0 million August 2005 August 2015 4530
£10 0 milbon June 2006 June 2026 43810
£178 0 mulhion
2012
£50 0 million August 2007 August 2021! 4 835
£38 0 milhon August 2007 August 2021! 4740
£73 3 millton July 2012 April 2013 4 805
£10 0 mullton August 2005 August 2015 4530
£10 0 million Tune 2006 June 2026 4 810
£181 3 million
Contracts not yetn effect
£80 0 milhon July 2015 July 2016 4 805
£10 0 million June 2016 June 2026 4 510
£10 0 milhen July 2016 July 2026 4400
£10 O milhen luly 2016 July 2026 4 475
£10 0 millicn July 2016 July 2026 4 455
£20 0 mlign July 2016 July 2026 4479
£20 0 mullion July 2017 July 2027 4 760

{1} On 27 February 2012 PHP signed an agreement to cancel the callabibty
ophon held by the counter party on the £50 0 million and the £38 O milhon
swaps in place The callability option has been cancelled for four years until
11 February 2016 at which time it will be reinstated

Details of the two mnterest rate caps held by the Group are
as follows

Floating rate
Start Maturity Premium cap per
Contract valve date date paid* % annum?
£10 0 million Oct 2011 Oct 2014 £31,000 3 00%
£10 0 million Jan 2012 Jul 2014 £26,000 3 00%
{1} One-off fixed amount paid by PHP Group
{2) Payable by Clydesdale Bank PLC
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21. Financial nsk management
In pursuing its investment objectives, the Group is exposed to a variety of risks that could impact net assets or distributabie profits

The Group's principal financial hab:hties, other than interest rates swaps, are loans and borrowings The main purpose of the Group's
loans and borrowings s to finance the acquisinon and development of the Group's property portfohio The Group has trade and other
receivables, trade and other payables and cash and short-term deposits that anse directly from its operations

A review of the Group's objectives, policies and processes for managing and momitoring nisk 1s set out in the Strategic Review on pages
410 25 This note provides further detail on financial nisk management and includes quantitative information on spectiic financial risks

Frnancial nisk factors

a) Interest rate risk
Interest rate risk 1s the risk that future cash flows of a financial instrument will fluctuate because of changes in market interest rates
The Group's exposure to the nisk of changes in market interest rates relates primanly to the Group's fong-term debt obligations with
floating rates as the Group, generally, does not hold significant cash balances, with short term borrowings being used when required
To manage its interest rate risk, the Group enters into interest rate swaps, in which the Group agrees to exchange, at specified
intervals, the difference between fixed and variable rate interest amounts calculated by reference to an agreed-upon principal
amount Note 20 provides details of interest swap contracts in effect at the year end

The sensitvity analysis below shows the impact on profit before tax and equity of reasonably possible movements in interest rates with
all other vanables held constant ft should be noted that the impact of movement in the interest rate vanable 1s not necessanly inear

The fair value 1s arnived at with reference to the difference between the contracted rate of a swap and the market rate for the remaming
duration at the ime the valuation 1s performed As market rates increase and this diference reduces, the associated fair value also

decreases
Effect on fair Effect on
value of financial profit before Effect on
nstruments taxation equity
£000 £000 £000
2013
London InterBank Offered Rate Increase of 50 basis ponts 8,615 2,916 11,531
London InterBank Offered Rate Decrease of 50 basis points (8,615) (2,916) {11,531}
2012
London InterBank Offered Rate Increase of 50 basis points 9,720 3,206 12,926
London InterBank Offered Rate Decrease of 50 basis pomnts (9,720) (3,206} (12,926}
b) Credit nsk

Credit risk is the risk that a counterparty will not meet its obligations under financial instruments or customer contract, leadng to a
financial loss The Group i1s exposed to credit nisk from its principal financial assets being cash and cash equivalents, trade and other
recewvables

Trade receivables

Trade receivables, primanily tenant rentals, are presented 1n the balance sheet net of allowances for doubtful recevables and are
monitored on a case-by-case basis Imparrment allowance is recorded where there 15 objective evidence that the Group wili not be able
to collect all amounts due according to the oniginal terms of the recevable concerned Credit nisk 15 primanly managed by requiring
tenants to pay rentals in advance An analysis of trade recevables past due 15 shown in note 14 No trade recewvables were impared at
the year end

Bank and financial institutions

One of the principal credit nsks of the Group anses from financial dervative instruments and deposits with banks and financial insttutions
The Board of Directors beheves that the credit risk on short-term deposits and interest rate swaps 1s hmited because the counterparhies
are banks, who are committed lenders to the Group, with high credit ratings assigned by internatonal credit-rating agencies

c} Liguidity rnisk
The hiquichity risk 15 that the Group will encounter difficulty in meeting obligahons associated with its financial iabilibes as the
majority of the Group's assets are property investmants and are therefore not readily realisable  The Group's objective 15 to maintain
a mixture of available cash and committed bank facilities that are designed to ensure that the Group has sufficient avattable funds for
its operabons and to fund its committed caprtal expenditure This i1s achieved by continuous monitoring of forecast and actual cash
flows by the joint managers
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The table below summarnises the maturity profile of the Group's financial habihties based on contractual undiscounted payments
including interest

Less than 3to 12 1to5

On demand 3 months manths years >5years Total
£000 £000 £000 £000 £000 £000

2013
Interest-bearning loans and borrowings - 2,200 21,627 268,525 534,200 831,561
Interest rate swaps (net) - 2,042 6,127 46,013 66,581 120,763
Trade and other payables 119 7.890 4,080 1,182 511 13,782
119 17,141 31,334 315,720 601,292 966,106

2012
Interest-bearing leans and borrowtngs B 80,667 10,534 173,116 217,633 481,950
Interest rate swaps (net) - 1,925 5771 25,170 43,962 81,828
Trade and other payables B8 6,196 2,292 1,619 492 10,687
88 88,788 18,597 199,905 267,087 574,465

The Group's borrowings have financial covenants which, if breached, could result in the borrowings becoming repayable immediately
Details of the covenants are given in the Borrowings secbon of the Business Review on page 18 and are disclosed to the facility
prowiders on 2 quarterly basis There have been no breaches during the year {2012 mil)

d) Market nsk
Market risk is the risk that fair values of inancial instruments will fluctuate because of changes in market prices The Board of
Directors has identified two elements of market nisk that principally affect the Group - interest rate risk and other pnce nisk

Interest rate nisk 1s outhined above The Joint Advisers assess the exposure to other price risks when making each investment decision
and monitor the overall level of market risk on the nvestment portfolic on an ongoing basis through a discounted cash flow analysis
Details of this analysis can be found on page 13 of the Strategic Report

Fair values
Set out below 1s a comparison by class of the carrying amount and fair values of the Group's financial mstruments that are carried in
the financial statements

Book value Falr value Book value Fair value
2013 2013 2012 2012
£000 £000 £000 £000
Financial assets
Finance leases - due within one year - - 21 287
Finance eases - due n more than one year - - 3,100 4,516
Trade and other recevables 2,626 2,626 689 6R9
Cash and short-term deposits 9,288 9,288 25,096 25,096
Financial abilihes
Interest-bearing loans and barrowings 596,436 602,595 {401,594} {406,016)
Effective interest rate swaps (net} (14,271) (14,271} (27,415} {27,415)
Ineffective interest rate swaps {14,282) {14,282) (25,419) {25,419)
Trade and other payables {13,784} {13,784) (10,687} {10,687)

The fair value of the iinancial assets and lrabahties 1s mcluded as an estimate of the amount at which the instruments could be
exchanged in a current transaction between willing parbes, other than a forced sale The following methods and assumptions were
used to eshmate fair values

* The fair values of the Group’s cash and cash equivalents and trade payables and receivables are not materially different from those
at which they are carred in the financial statements due to the short-term nature of these instruments

+ The fairr value of floating rate borrowings and finance leases is eshmated by discounting future cash flows using rates currently
avaifable for instruments with similar terms and remaining maturihes The fair value approximates their carrying values gross of
unamortised transacthon costs

+ The fair values of the derivative interest rate swap contracts are estimated by discounting expected future cash flows using market
interest rates and yield curves over the remaiming term of the instrument
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Notes to the Financial Statements (continued)

21. Financial nsk management {conttnued}

70

Far value lierarchy

The table below analyses financial instruments carnied at fair value, by valuation method The different levels are defined as follows

Level 1 Quoted (unadjusted) prices in active markets for identical assets or hiabilites
Level 2 Other techmiques for which all inputs which have a significant effect on the recorded fair value are cbservable, either
directly or incirectly
Level 3 Techmiques which use mputs which have a significant effect on the recorded fair value that are not based on observable
market data
Level 1 Level 2 Level 3 Total
£000 £000 £000 £000
Assets 2013 denvative interest rate swaps - 472 - 472
2012 denvative interest rate swaps - - - -
Liabiliies 2013 dervative interest rate swaps - {29,025) - (29,025)
2012 denwvahve interest rate swaps - {52,834} - {52,834}

e) Capital nsk management

The primary objectives of the Group's capital management i1s to ensure that it remains a going concern, operates within s

quanbtative banking covenants and meets the criteria so as to continue to qualify for UK-REIT status

The capital structure of the Group consists of shareholders’ equity and net borrowings The type and matunty of the Group’s
borrowings are analysed further in note 18 and the Group's equity 1s analysed into its various components tn the Statement of
Changes in Equity The Board, with the assistance of the Joint Advisers, monitors and reviews the Group's capital so as to promote
the long-term success of the business, faciitate expansion and to maintan sustainable returns for Shareholders

Under its banking facilities, the Group 1s subject to the following capital and covenant requirements

* Rental iIncome must exceed borrowing costs by the ratio 13 1

*  UK-REIT comphance tests These include loan to property and geanng tests The Group must sahsfy these tests in order to
continue trading as a UK-REIT Thus is also an internal requirement imposed by the Articles of Assoctation

Facility level covenants also operate with regard to spectfic pods of property assets provided to lenders to secure individual load

faciities These range as follows
Interestcover 11tol51
Loan to value  60% to 100%

During the penod the Group has complied with all of the requirements set out above

2013 2012

£000 £000

Fair value of completed investment properties 929,869 606,716

Fair value of development properties 11,679 15,731

Net investment in finance leases - 3,121

941,548 625,568

Carrytng value of interest-bearing loans and borrowings 596,436 401,594

Unamortised barrowing costs 6,159 4,422
Less PPP fair value adjustment (see note 18) {13,589)

Less cash held [9,288) (25,096}

Nominat amount of interest-bearing loans and borrowings 579,718 380,920

Group loan to value ratio 61 6% 60 9%
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22 Called up share capital

23

24

2013 2013 2012 2012

Mumber £000 Number £000

Issued and fully paid at 50p each 110,474,230 55,237 76,034,208 38,017
At beginning of year 76,034,208 38,017 68,272,229 34,136
Scrip 1ssues in lieu of second interim cash dividends 64,036 32 107,332 54
Scrip 1ssues in hew of first intenim cash dvidends 52,183 26 193,743 96
Proceeds from capital ratsings 21,745,032 10,873 6,229,500 3,115
Shares issued as consideration for PPP (December 2013) 12,577,771 6,289 - -
Shares ssued as consideration for Apollo Medical Partners (December 2012} - - 1,231,385 616
At end of year 110,474,230 55,237 76,034,208 38,017

On 3 December 2013, the Company ssued 12,577,771 new Ordinary Shares of 50 pence each at an agreed price of 320 pence per share
as part of the consideration for the acquisibon of Prime Public Partnerships Holdings Limited and its subsidiary Prime Public
Partnerships Limited (“PPP”) The market price of a PHP share on the issue date was 331 pence A further 283,720 Ordinary Shares of
50 pence each were 1ssued on 31 January 2014 on agreement of the complehon accounts of PPP The market price of a PHP share on
31 January 2013 was 357 pence

On 13 June 2013, the Company completed a share placing at a price of 315 pence per share 21,746,032 shares were 15sued generating
net cash proceeds of £65 8 million

On 20 December 2012, the Company issued 1,231,395 new Ordmary Shares of 50 pence each at an agreed price of 320 pence per share
as part of the consideration for the acquisinon of Apollo Medical Properties Ltd and it subsidiary Apollo Capital Projects Limited

On 24 May 2012, the Company completed a small share placing at a price of 305 pence per share 6,229,509 shares were 1ssued
generating net cash proceeds of £18 4 millon

Share premrum

2013 2012

£000 £000
Balance at beginning of year 58,606 54,430
Reserves transfer {3,325) -
Share 1ssue expenses - {6}
Shares issued as consideration for Apolio Mediczl Partners Limited - 3,325
Scrip 1ssues in heu of intenim cash dwidends 330 857
Balance at end of year 55,611 58,606

During the year, an amount of £3 3 million has been transferred from Share Premium to the Special Reserve in regards to the Apollo
transaction This s in accordance with the merger relief prowvision of the Companies Act 2006 (see note 25} Company law restricts the
applicabiity of the Share Premium account and in respect of the Company it may only be applied in paying unissued shares of the
Company in respect of capitalisahion 1ssues and in writing off the expenses of, or Lthe commission paid or discount allowed on, any 1s5ue
of shares or debentures of the Company

Capital reserve
The capital reserve 1s held to finance any proposed repurchases of Ordinary Shares, following approval of the High Court 1n 1998

2013 2012
£000 £000
Balance at end of year 1,618 1,618
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Notes to the Financial Statements (continued)

25 Special reserve

72

The special reserve arose on the Firm Placing and Placing and
Open Offer on 7 October 2009, the Firm Placing on

12 Apnl 2011 and 23 May 2012 and the Firm Placing, Placing,
Open Offer and Offer for Subscripnon on 12 June 2013 It
represents the share premium on the issue of the shares net of
expenses

2013 2012
£000 £000
Balance at start of year 59,473 57,405
Placing 13 June 2013
(2012 23 May 2012) 57,627 15,885
Associated costs {2,728} {601)
Second interim dividend for the year ended
31 December 2012 (2012 31 December 2011} (7,006} {5,969)
Scrip issue 1n ey of second interim
cash dividend (217} {346)
First interim dividend for the year ended
31 December 2013 {2012 31 December 2012) {9,124} (6,240)
Scrp issue in lieu of iInterim cash dividends (171} {661)
Shares 1ssued in consideration for
PPP {note 22) 35,394 -
Share 1ssue expenses {1,040} -
Reserves transfer 3,325 -
Balance at end of year 135,483 59,473

As the special reserve s 3 distributable reserve {in certain
instances}, the dividends declared in the year have been
distributed from this reserve

The 1ssue of shares on 13 June 2013 {2012 24 May 2012),
referred to In note 22, was effected by way of a cash box
mechanmism A cash box raising 15 2 mechanism for structuring a
capital raising whereby the cash proceeds from investors are
invested in a subsidiary company of the parent instead of the
parent itself Use of a cash box mechanism has enabled the
share premium ansing from the issue of shares to be deemed
to be a distributable reserve and has therefore been shown as
a speaal reserve i these financial statements Any 1ssue costs
are also deducted from the special reserve

In the year, £35 3 million has been included within the Special
Reserve which compnses the premium on the share placing for
the acquesibon of PPP through the operation of the merger
rehef provisions of the Comparnies Act 2006

Also during the year, £3 3 mutlion has been transferred from
Share Premium to the Special Reserve in regards to the Apollo
transaction under the same merger rehef provisions

{see note 23)

26

27

Cash flow hedging reserve
Information on the Group’s hedging policy and interest rate
swaps ts provided in note 20

The transfer to Group Statement of Comprehensive Income
and the fair value movement on cash flow hedges which meet
the effectiveness criterta under 1AS 39, taken to equity can be
analysed as follows

2013 2012
£000 £000
Balance at beginming of year {27,177) (26,892)
Fair value movement on cash flow
hedges 8,457 (5,090)
Amortsation of cash flow hedge reserve 571 1,345
Reclassification adjustment far
interest included in the Statement
of Comprehensive income? 3,812 3,460
Net movement on cash flow hedges
["effective swaps") and amortisation
of cash flow hedging reserve 12,840 {285)
Balance at end of year {14,337] {27,177)

(1) Included with finance costs in Group Statement of Comprehensive
Income

The net movement on cash flow hedges 1s made up of the
movement in the valuation of the effective swaps - gan
£13,144,000 {2012 loss £1,776,000], less net accrued interest
of £9,000 (2012 plus accrued nterest of £146,000), add
amortisation of cash flow hedge reserve £571,000

(2012 £1,345,000]}, less an amount posted to the Statement of
Comprehensive Income reflecting the credit value adjustment
of effective swaps £866,000 (2012 £nil)

Retained earnigs

2013 2012
£000 £000
Balance at beginning of year 48,553 47,423
Retaned profit for the year 20,220 1,130
Balance at end of year 68,773 48,553
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28 Net asset value per share
Net asset values have been calculated as follows

2013 2012
£000 £000
Net assets per Group Balance Sheet 302,385 179,090
Denvative interest rate swaps {net ability) 28,553 52,834
EPRA NAV 330,938 231,924

No of shares No of shares

Ordinary Shares

issued share capital 110,474,230 76,034,208

Basic net asset value per Share 274p 236p

EPRA NAV per Share 300p 305p

EPRA NAV is calculated as Balance Sheet net assets including
the valuation result on trading properties but excluding farr
value adjustments for debt and related dervanves

29 Capital commitments
As at 31 December 2013, the Group has entered into separate
development agreements with third parhes for the purchase
of primary health developments, these agreements are
conditional on the completion of certain bulding development
work at a consideration of £17 1 million plus VAT
{2012 £16 3 million plus VAT)

In 2012, the Group had entered into an agreement to purchase
an investment property at a future date at a consideration of
£3 6 million plus VAT This purchase was completed on

1 February 2013

30 Related party transactions
The terms and conditions of the Joint Advisers’ Agreement are
described in the Directors’ Report on page 28 and the
Directors’ Remuneration Report on page 35 Details of the
amounts paid In relation to related party transacthions are
provided in note 4 on page 59
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3z

Contingent Liabilities

The terms and condihons agreed on acquinng Apollo Medical
Partners Lumited (“Apollo”) may oblige the Group to pay a
number of potential addihonal elements of censideration
conditional upon events that may be achieved by the vendor in
an agreed perniod after the acquisihon

A number of the properties acquired with Apollo include small
areas of vacant space to which no value was ascribed on
acquisiion PHP has agreed a three year period within which
the vendor 15 engaged to let this space and should they be
successful, addinonaf consideration may become payable, with
the sums due being valued based on the underlying terms of
each letting achieved, type of the tenant and the area of space
let The Group eshmates the maximum potential payment for
these events at £0 58 mullion as at 31 Decemnber 2013, but
there 1s no certainty that such lethngs will be achieved within
the agreed time frame The new lethngs will add value to the
investment portfolio

Subseguent events

On 16 January 2014, PHP announced that it had contracted to
fund the development of and acquire a new, modern, purpose
built medical centre to be constructed in Wrexham The total
considerabon will be £2 25 mdlion

On 28 January 2014, PHP announced that it had 1ssued 518,243
new Ordinary Shares of 50 pence each in relation to the
acquisiton of PPP The issued shares have been 15sued to the
vendors of PPP in accordance with the terms of the Acquisihen
Agreement

Since the year end, the Group has receved credit approved
confirmation from RBS that an amount of £25 milion has been
re-instated to the Club Facility This will be advanced on the
same terms as the existing Club Factlity
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Company Balance Sheet
as at 31 December 2013

2013 2012

Notes £000 £000
Fixed assets
Investment in subsidiaries 5 246,975 150,276

246,975 150,276
Current assets
Debtors [ 3,561 3,620
Cash at bank 7 12 68
3,573 3,688

Debtors due in more than one year
Intercompany debtors 99,051 80,335
Total assets 349,599 234,299
Creditors amounts falling due within one year
Other creditors and accruals 8 (4,341) (1,871)
Current Liabilites {4,341) {1,871)
Net current assets (768) 1,817
Creditors amounts falling due after more than one year
Intercompany creditors (23,875} {10}
Borrowmng Bond 9 {73,941} (73,755)
Net assets 247,442 158,663
Capital and reserves
Share capital 10 55,237 38,017
Share premmm 11 55,611 58,606
Capital reserve 1,618 1,618
Special reserve 12 135,483 59,473
Retained earnings (507) 943
Equity Shareholders’ funds 247,442 158,663
Net asset value per share
* hasic i3 224p 209p

These financial statements were agproved by the Board of Directors on 19 February 2014 and signed on its behalf by

Graeme Elliot
Chatrman

/4/11/}"”1( ﬂ, .
-
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Company Reconciliation of Movements

in Shareholders’ Funds

for the year ended 31 December 2013

Share Share Capital Special Retained
capital prerntum reserve reserye? earnings Totd
£000 £000 £000 £000 £000 £000

1 January 2013 38,017 58,606 1,618 59,473 949 158,663
Loss for the year - - - B {1,456) {1,456)
Proceeds from capital raisings 10,873 - 57,627 - 68,500
Expenses of capital rasings - - {2,728) - {2,728)
Share 1ssue as part of consideration for PPP 6,289 - - 35,344 - 41,633
Less Share issue expenses - - - {1,040} - {1,040)
Reserves transfer ? - {3.325) - 3,325 - -
Dividends paid
Second intenm dividend for the year ended
31 December 2012 paid 9 50p 22 April 2013 (2012 9 25p) - - - {7,006} - {7,006)
Serip dividends in leu of interim cash dandends 32 185 - {217} - -
First intenm dnadend for the year ended
31 December 2013 paid 9 50p 1 November 20132 (2012 9 25p) - - - {9,124} - (9,124}
Scrip dividend 1n ieu of final cash dividend 26 145 - {171) - -
31 December 2013 55,237 55,611 1,618 135,483 {507) 247,442
1 January 2012 34,136 54,430 1,618 57,405 23 147,612
Profit for the year - - - . 926 926
Proceeds from capital raisings 3,115 - - 15,885 - 19,000
Expenses of capital rarsings - - - (601) - {601}
Share i1ssue as part of consideration for Apollo 616 3,325 - - - 394
Less Share issue expenses - 6} - - - (6)
Dividends paid
Second interim dividend for the year ended
31 December 2011 paid 9 25p 2 Apnil 2012 (2011 9 00p) - - - (5,969} - {5,969)
Serip dividends in heu of interim cash dividends 54 292 - (346) - -
First intenm dividend for the year ended
31 December 2012 paid 9 25p 26 October 2012 (2011 9 Q0p) - - - (6,240) - (6,240}
Scrip dividend 1n ieu of final cash dividend 96 565 - {661) - -
31 December 2012 38,017 58,606 1,618 59,473 949 158,663

(1) Attnibutable to the equity holders of Primary Health Properties PLC.
{2) The Special reserve 1s a distributable reserve

{2) £3 3 million has been transferred from Share Premiurn to the Special Reserve in regards to the Apollo transaction under the merger rehef provision of the Companies

Act 2006
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Notes to the Company Financial Statements

Accounting policies

Basis of preparation/statement of compliance

These finanoial statements have been presented as required by the Companies Act 2006 and have been prepared under the historical
cost convention and in accordance with apphicable Accounting Standards and policies in the United Kingdom (“UK GAAP™)

The Company has taken advantage of the Companies Act 2006 exemption from presenting a Company Profit and Loss Account together
with related proht and loss notes The Company has also taken advantage of the exemption from preparing a cash flow statement,
under the terms of FRS 1 {Revised 1996} ‘Cash Flow Statements’

The loss attributable to the Parent Company for the financial year amounted to £1 5 milhon (2012 profit of £0 9 rmithon)

Convention
The financial statements are presented in Sterling rounded te the nearest thousand

Conversion to UK-REIT
The Group, of which the Company is parant, converted to a UX-REIT effective 1 January 2007 and consequently, the Company's profit 15
exempt from tax under UK-REIT regulations

Income
Revanue is recognised in the financial statements as follows

Interest income
Revenue 15 recognised as interest accrues using the effective interest method that 1s the rate that exactly discounts estimated future cash
receipts through the expected life of the financial instrument to the net carrying amount of the financial asset

Dividends
Dnndend tncome 15 recognised in the period in which it received Board approval and hence, when the Company’s rnight to receve
payment 1s established

Investment in subsidsaries
The carrying value of investments in subsidiaries 15 reviewed for impairment if events or changes in circumstances indicate that the
carrying value may not be recoverahle

Segmental reporting
The Company operates under one business segment and one geographical segment bemng the holding Company of subsidiaries that
invest \n primary health care property within the United Kingdom

Taxation
2013 2012
£000 £000
UK Corporation tax - -
Dividends
Amounts recognised as distribunons to equity holders in the year
2013 2012
£000 £000
Second intenm dividend for the year ended 31 December 2013 {9 50p) paid 22 April 2013 {2012 9 25p) 7,006 5,969
Scrip dividend in hieu of second interim cash dividend 217 346
First tnterim dividend for the year ended 31 December 2013 (9 50p) paid 1 November 2013 (2012 9 25p) 9,124 6,240
Scrip dividend in lieu of first intenm cash dividend 171 661
Total dividends 15,518 13,216
Per share 19 0p 18 5p
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Investments
Investment in subsidianes

Shares Loans Total

£000 £000 £000

At 1 fanuary 2013 80,231 70,045 150,276
Acquistion of PPP Limited 43,403 - 43,403
Acquisinon of PHCC Limited 10,246 - 10,246
Incorporation of PHP Bond Finance plc as a subsidiary 13 13
Increase in loans to subsidiaries during the year - 43,037 43,037
At 31 December 2013 133,893 113,082 246,975
At 1 tanuary 2012 {restated)* 76,220 30,318 106,538
Transfer from other group company 4,695 - 4,695
Impairment of investment {684) - {684)
Increase in loans to subsidianies during the year - 39,727 39,727
At 31 December 2012 80,231 70,045 150,276

* The opening balance has been restated in order to accurately reflect the split of investments betwean shares and loans This had no effect on

the total open:ng investment balance

The principal subsidiaries of the Company are stated below

Subsidiary

Principal actvity

Proportion of voting rights
and ordinary shares held

Primary Health Investment Properhes Limited {PHIP)
Primary Health investment Properties {No 2) Limited !
Primary Health Investment Properties {No 3) Limited !
Primary Health Investment Properties {No 4) Limited *
PHIP {5) Lumited 2

Patientfirst Partnerships Limited 2

Patientfirst (Hinckley) Lirited *

Patentfirst [Burnley) Limtted ?

Health Investments Limited !

Motaorstep Limited ?

PHP Investments Nol Limited ?

PHP Investments No2 Limited ?

PHP Investrments {(2011) Limited ?

PHP Bond Finance PLC?

PHP Healthcare Investments Limited 2

PHP (Stourbridge) Limited 2

PHP Clinics Limited 2

PHP St Jghns Limited *

PHIP {Project Finance) Limited ?

PHP Empire Holdings Limited !

PHP AssetCo (2011) Limsted ?

PHP Glen Spean Limited ?

Gracemount Medical Centre Limited 224

PHP Pnimary Properties Limited %

Property investment
Property investment
Property investment
Property investment
Property investment
Froperty investment
Property iInvestment
Property investment
Property investment
Property investment
Property investment
Property investment
Property iInvestment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property investment
Property mvestment

100%
100%
100%
100%
100%
100%
100%

With the exception of PHP Bond Finance PLC and Primary Health Investment Properties (No 4) Limited, the principal activity of all of the above
1s property investment PHP Bond Finance PLC and Primary Health Investment Properties (No 4) Limited both act as intermediary fhnancing
companies within the Group  100% of all voting rights and shares held directly or indirectty by the Company

The principal acavity of all of the above 1s Property Investment and the Company has a 100% proportion of voting nights and shares held

There are 18 further subsidiaries, all of which are incorporated in the UK A list of these can be found on the latest Annuat Return filed by the

Company on 12 Apnl 2013

(1) Subsidiary directly held by the Company (2) Subsidiary inderectly held by the Company {3) Subsidiary acquired during the year {4) Subsidiary company registered
in Scottand (5} Subsidiary acquired duning the year (name changed from Prime Public Partnerships Limited post acquisibon)
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Notes to the Company Financial Statements (continued)

6 Debtors
2013 2012
£000 £000
VAT - 74
Other debtors and prepayments 21 []
6% Preference dividend due from subsidiary 3,540 3,540
3,561 3,620
7 Cash at bank
2013 2012
£000 £000
Cash held at bank 12 68
8. Creditors amounts falling due within one year
2013 2012
£000 £000
Other creditors and accruals 4,341 1,871
9 Borrowing Bond
2013 2012
Retaif Bond July 2019 75,000 75,000
Unamortised 1ssue costs {1,059) (1,245)
73,941 73,755

On 23 July 2012, PHP announced that it had become the first UK REIT to 1ssue a Retall Bond following the 1ssue of a £75 milhon,
unsecured, seven year bond, to retaul investors with an interest rate of 5 375% pawd sermi-annually wn arcears The bond 1ssue costs will
be amortised on a straight line basis over seven years
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10 Called up share capital

2013 3 2012 2012

Number £000 Number £000

tssued and fully paid at SO0p each 110,474,230 55,237 76,034,208 38017
At beginning of year 76,034,208 338,017 68,272,229 34,136
Scrpaissue in heu of second itenm cash dnidends 64,036 k¥3 107,332 54
Scrip issue in lieu of first mterim cash dvidend 52,183 26 193,743 96
froceeds from capital Risings 21,746,032 10,873 6,229,509 3,115
Shares issued in consideration of PPP Ltd - Dec 2013 12,577,771 6,289 - -
Shares issued i consideration of Apollo Medical Partners Ltd - Dec 2012 - - 1,231,355 616
At end of year 110,474,230 55,237 76,034,208 38,017

On 3 December 2013, the Company i1ssued 12,577,771 new Ordinary Shares of 50 pence each at an agreed price of 320 pence per share

as part of the consideration for the acquisiton of Prime Public Partnerships Holdings Limited and its subsidiary Pnime Public

Partnerships Limited (“PPP”} The market price of a PHP share on the issue date was 331 pence A further 283,720 Ordinary Shares of
50 pence each were 1ssued on 31 January 2014 on agreement of the completion accounts of PPP The market price of a PHP share on

31 January 2013 was 357 pence

On 13 June 2013, the Company completed a share placing at a pnice of 315 pence per share 21,746,032 shares were 1ssued generating

net cash proceeds of £65 8 million

On 20 December 2012, the Company 1ssued 1,231,395 new Ordinary Shares of 50 pence each at an agreed price of 320 pence per share

as part of the consideranon for the acquisition of Apollo Medical Properhnes Ltd and 1t subsidiary Apolio Capital Projects Limsted

On 24 May 2012, the Company completed a small share placing at a price of 305 pence per share 6,229,509 shares were 1ssued

generating net cash proceeds of £18 4 milhion
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Notes to the Company Financial Statements (continued)

11

12.

20

Share premium

2013 2012

£000 £000
Balance at beginning of year 58,606 54,430
Reserves transfer (3,325) -
lssue expenses - (6}
Shares 1ssued 1n considerahon for Apollo Medical Partners Limited - 3,325
Scnp 1ssue in heu of interim cash dividends 330 857
Balance at end of year 55,611 58,606

Duning the year an amount of £3 3 million has been transferred from Share Premium to the Special Reserve in regards to the Apolio
transacnon This 15 in accordance with the merger rehef provision of the Compames Act 2006 (see note 25)

Company law restricts the applicabifity of the Share Premium account and in respect of the Company it may only be apphed in paying
umssued shares of the Company in respect of capitahsation issues and in writing off the expenses of, or the commission paid or
discount allowed on, any 1ssue of shares or debentures of the Company

Special reserve

The special reserve arose on the Firm Placing and Placing and Open Offer on 7 October 2009, the Firm Placings on 12 Apnl 2011 and
23 May 2012 and the Firm Placing, Placing, Open Offer and Offer for Subscription on 12 June 2013 It represents the share premium on
the issue of the shares net of expenses

2013 2012

£000 £000
Balance at start of year 59,473 57,405
Placing 13 June 2013 (2012 23 May 2012) 57,627 15,885
Associated costs {2,728) (e01)
Second intenim dnadend for the year ended 31 December 2012 {2012 31 December 2011) {7,006) {5,969)
Scrip issue 1n lieu of second intenim cash dnadend (217) {346)
First interim dwvidend for the year ended 31 December 2013 {9,124) {6,240)
Scripassue in heu of interim cash doadends (171) (661)
Shares issued in consideration for PPP 35,344 -
Share 1ssue expenses {1,030} -
Reserves transfer 3,325 -
Balance at end of year 135,383 59,473

As the special reserve Is a distributable reserve, the dividends declared in the year have been distributed from this reserve

The 1ssue of shares on 13 June 2013 (2012 24 May 2012}, referred 1o in note 22, was effected by way of a cash box mechanism A cash
box raising 1s @ mechanism for structuring a capital raising whereby the cash proceeds from investors are mvested in a subsidiary
company of the parent imstead of the parent tself Use of a cash box mechamsm has enabled the share premium ansmg from the 1ssue
of shares to be deemed to be a distributable reserve and therefore has been shown as a special reserve in these financial statements
Any 1ssue costs are also deducted from the speaal reserve

in the year, £35 3 million has been included within the Special Reserve which comprises the premium on the share placing for the
acquisibon of PPP through the operation of the merger relief provisions of the Companies Act 2006

Also during the year, £3 3 mullion has been transferred from Share Premium to the Special Reserve in regards to the Apollo transaction
under the same merger relief provisions {see note 11)
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13. Net asset value per ordinary share

14

i5

2013 2012
pence pence
Basic and diluted 224 209

The basic net asset value per Ordinary Share 1s based on net assets attributable to Ordinary Shareholders of £247 0 milhon
{2012 £158 7 million} and on 110,474,230 (2012 76,034,208 shares), being the number of shares in 1ssue at the year end

Contingent labilitwes
The Company has guaranteed the performance of its subsidiaries in respect of development agreements totalling 17 1 million
{2012 £16 3 million)

Related party transactions
Detalls of related party transachons are provided in the Directors’ Report on page 31, Directors’ Remuneration Report on page 43 and
notes 44 to the Group Financial Statements on page 73 There are no employees other than the Directors, listed on page 84

The Company has taken advantage of the exemption available in FRS8 “Related Party Disclosures” notto disclose transactions with
other members of the Group as the Company's own financial statements are presented together with its consolidated financial
statements
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Shareholder Information

Financial calendar 2014

Announcement of 2013 Annual Results

2013 Annual Report posted

Second internim cash dividend (2013) payment

interim Management Statement for the quarter ended 31 March 2014

Annual General Meeting

Half year end

Announcement of Half Year Results

Expected first interim cash dwidend (2014) payment

Interim Managerrent Statement for the guarter ended 35 September 2014

Financial year end

20 Fehruary
'5 March

25 Apnl

10 Apri

10 April

30 June
August
October
November

31 December

Dividends

2013 2013 2012 2012
2nd Interim 1st Interim 2nd Interim 1st Interim
Rate per share 975p 9 50p 9 50p 9 25p
Ex-dwidend date 120314 18049 13 60313 260912
Record date 140314 2009 13 80313 280912
Payment date 250414 011113 220413 261012

Investment Account Share price

As descnbed in the Directors’ Report, the Company has made
arrangernents for an Investment Account to be made available to
allow investors to purchase the Company’s Ordinary Shares The
Investment Account Service i1s provided by Equiniti Financial
Services Limited and s designed to allow lump sum and regular
savings to facilitate the purchase of the Company’s shares The URL
link accessing the detaill and forrs for the this Service can be
accessed from the Company website or alternatively at

www shareview co uk/dealing

For details of the service please contact

Equinin, #O Box 4605, Aspect House, Spencer Road, Lancing,
Waest Sussex, BNS9 GDA

Shareholder helplne 0845 300 0430

Equiniti Financial Services Limited 1s authonsed and regulated by
the Financial Conduct Authority

As with all stock market investments, the price of shares can go

down as well as up and on sale investors may not get back the full
amount they invested

82

The Company’s mud market share price 1s quoted datly in the
Frnancial Times appeaning under “Real Estate” and is quoted on the
Company’s website

Payment of dinidends

If you would like your dividend/interest paid drrectly into your bank
or building society account you should write to Equinit Registrars
including details of your nommated account Although this will
enable your dividend/interest to be paid directly intg your account,
your tax voucher will be sent to your registered address

Scrip Dividend Scheme

The ophional Scrp Dnidend Scheme enables Shareholders to
receive new Ordinary Shares in PHP instead of cash dividends
without incurring dealing costs, stamp duty or stamp duty reserve
tax by electing to take a scnp drvidend instead of a cash dividend
A circular describing the scrip dividend offer will be posted to
Shareholders at the appropriate time

Taxation status

The REIT Regulations in force require that a REIT 1s obliged to pay
distnbuhons equal to 90% of its exempt rental ncome (as
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calculated for tax purposes) Distnbutons from the Company may
comprise PIDs, ordtnary cash dividends or a combination of the
two No PIDs have been paid by the Group since 1 January 2007

A PID will be taxed as property letting income for Shareholders who
pay tax, but this s separate from any other property lethng
business they may carry on PIDs are paid out under deduction of
tax at the basic rate {currently 20% withholding tax) The
Regulabions prowide that tax 15 not deducted if the PID 15 paid to
certain classes of Shareholders, in parhcutar UK Companies,
chanhes, local authorites and UK Pension schemes

In order to pay a PID without withholding tax, the Cormpany has to
be satished that the shareholder concerned 1s entitled to that
treatment For that purpose the Company requires Shareholders to
subrmit a vahd form Shareholders who wish to apply for a Tax
Exemption Form should contact the registrars on 0871 384 2030*
or apply in wrniting to Equinity, Aspect House, Spencer Road,
Lancing, West Sussex BNS9 6DA

* Calls to thes number are charged at 8p per minute plus network
extras Lines are open 8 30am to 5 30pm Monday to Friday

Her Majesty’s Revenue and Customs ("HMRC”) has produced
guidance on Real Estate Investment Trusts paying PIDs to non
residents and this can be found at the following web address
http //www hmrc gov uk/cnr/dt-guide-note-9 htm

The above 15 a general guide only and Shareholders who have any
doubt about their tax posttion should consult their own appropriate
independent professional adwiser

General information about the Company
General infermation about the Company can be found on the PHP
web site at www phpgroup co uk Alternatively you may contact

Harry Hyman, Phil Holland or Tim Walker-Arnott an 020 7451 7050

Registered No 3033634

Equanity Shareview dealing services associated charges

Share dealing

Investors wishing to purchase more Crdinary Shares or dispose of
all or part of their holding may do so through a stockbroker Many
banks also offer this service

The Company’s registrars are Equinit In the event of any quernies
regarding your holding of shares, please contact the registrars on
0871 384 2030*

Changes of name or address must be nothed to the registrars
mnwnhng

Equinih Shareview dealing services

A quick and easy share dealing service ss available to either sell or
buy more PHP shares An online and telephone dealing facthty 1s
available previding Shareholders with an easy to access and simple
to use service

The table below prowides you with details of the associated charges

There 1s no need to pre-register and there are no complicated
forms to fill in The online and telephone dealing service allows you
to trade ‘real ime’ at a known price which wall be given to you at
the time you give your instruction

To deal online or by tetephone all you need 1 your shareholder
reference number, fuli postcode and your date of birth Your
shareholder reference number can be found on your latest dividend
statement Please have the appropnate documents to hand when
yot log on or call, as this enformation wall be needed before you can
buy or sell shares

For further information on this service, or to buy and sell shares,
please contact

Equimit customer services 0845 300 0430

{8 00am — 6 00pm Monday to Fniday)

www shareview co uk/dealing

Trade Percentage Minimum

value of trade value charge

Telephone £0-£50,000 150% £45

£50,001+ 150% on first £50 000

0 20% on remainder

Internet 1 50% £40
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Corporate Profile and Advisers

Directors

Graeme Elliot (Chairman)

Mark Creedy

James Hambro

William Hemmings

Harry Hyman {Managing Director)

Alun Jones (Chairman of Audit Committee
and Senior Independent Director)

Steven Owen (appointed 1 January 2014)
Dr lan Rutter OBE

Company Secretary and
Registered Office

J O Hambro Capital Management Limited
Ground Floor, Ryder Court

14 Ryder Street, London SW1Y 6Q8

Tel 0207747 5678

Fax 020 7747 5612

with effect from 30 Apnd 2014 the
Company Secretary and Registered Office
will be

Nexus Tradeco Limited

5th Floor, Greener House

66-68 Haymarket, London SW1Y 4RF

Tel 020 7451 7050

Joint Advisers

Nexus Tradeco Lirmited

Sth Floor, Greener House

66-68 Haymarket, London SW1Y 4RF
Tel 0207451 7050

J O Hambro Capital Management Limited
Ground Floor, Ryder Court

14 Ryder Street, Landon SW1Y 60B

Tel Q20 7747 5678

Registrars

Equinits

Aspect House, Spencer Road, Lancing
West Sussex BN99 6DA

General enquines 0871 384 2030
Telephone dealing 0845 300 0430
Online dealing

www shareview co uk/dealing

Stockbrokers

Nurmis Securites Lirited

The London Stock Exchange Building

10 Paterncster Square, London EC4M 717

Peel Hunt Linited
Moor House, 120 London Wall
London, EC2Y 5ET

Sohicitors

Nabarro LLP

Lacon House, 84 Theobald’s Road
London WC1X 8RW

Tods Murray LLP
Edinburgh Quay, 133 Fountainbridge
Edinburgh EH3 BAG

Auditors

Deloitte LLP

2 New Street Square,
London EC4A 3BZ

Bankers
Aviva Commeraial Finance Limited
Surrey Street, Norwich NR1 3NJ

Barclays Bank PLC,
1 Churchill Place, London E14 SHP

The Royal Bank of Scotland Plc
280 Bishopsgate, London EC2ZM 3UR

Santander Corporate Banking
2 Triton Square, Regent’s Place
London NW1 3AN

Environmental consultant
Collser & Madge

One Great Cumberiand Place !
London W1H 7AL

Property valuer

Lambert Smith Hampton Group Limited
Interchange Place, Edmund Street
Birmingham B3 2TA
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MIX

Pa;}gll' from
responsible sources
FSC

The paper in this report 1s a FSC certified product, produced with
an FSC rixed sources pulp which is fully recyclable, biodegradable
& Chlorme free It 15 manufactured within a mall which complies
with the international environmental iSO 14001 standard

It has been printed using environmentally friendly vegetable

based inks, formulated on the basis of renewable raw materials,
vegetable oils are non-hazardous from renewable sources Over
90% of solvents and developers are recycled for further use and
recyching inihabves are in place for all other waste associated with
thus production The printers are FSC and ISO 14001 certified with
strict procedures in place to safeguard the environment through all
their processes and are working on inhatives to reduce their
Carbon Footprint

Primary Health Properties PLC

For further information contact
Harry Hyman, Phil Holland or
Tim Walker-Arnott

Telephone 020 7451 7050

www phpgroup.co uk



