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Nearing full investment

Target has provided a NAV and portfolio update as at 30 June. The
previously announced acquisition of a newly-built home in Leicestershire
and the forward funding of one in Merseyside bring the portfolio to a total
of 47 properties and closer to management’s target of a 20% loan-to-value
(LTV) ratio (14.2% at 30 June). We have adjusted our estimates for the NAV
update and to account for the timing of the new investments. Target has
the longest lease portfolio of any UK REIT, producing stable income
streams from high-quality and purpose-built modern care homes. These
support a prospective dividend yield of 5.2%.

Revenue  EPRAEPS EPRANAV/  Price/EPRA DPS Yield
Year end (Em) (p) share (p) NAV/share (x) (p) (%)
06/15 12.7 5.71 97.9 1.23 6.12 5.1
06/16 16.3 4.56 100.6 1.20 6.18 5.1
06/17e 213 4.81 101.9 1.18 6.28 5.2
06/18e 26.5 6.47 103.5 1.16 6.34 5.3

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

NAV and pipeline update

At 30 June 2017 EPRA NAV stood at £256.9m, or 101.9p per share, from 101.5p at
31 March. The Q3 dividend of 1.57p was covered by 2p of IFRS earnings, but not
yet by EPRA EPS, which excludes 0.5p of revaluation. Passing rent was £20.3m,
up 2.8% in the quarter, representing a 6.75% net initial yield. 70bp of the rental
increase were due to rent reviews and the rest from acquisitions. The portfolio was
valued at £282.0m at 30 June, after a like-for-like increase of ¢ 0.5% (£1.3m),
broadly in line with rental growth, and a £6.1m acquisition. Subsequent purchases
have taken the portfolio to £298.6m. This steady performance shows the team’s
success in delivering stable, predictable income from a growing portfolio of long
leases (the weighted average unexpired lease term was 29.5 years at 30 June).

Two new properties

The Amwell in Melton Mowbray was acquired in early July for £8.4m and let for 35
years to Melton Care, a joint venture between Care Concern and local operator
Magnum Care. The £8.2m forward funding agreement is for a land acquisition and
the development of a high-quality care home in Birkdale, which will be carried out
with Athena Healthcare. Athena will lease the completed property for 35 years from
completion, expected by March 2019. The investments represent a yield in line with
the rest of the portfolio (¢ 7%).

Valuation: Long leases support dividend

Target's premium to EPRA NAV remains in the mid-teens, supported by the
attractive 5.2% prospective dividend, paid from a growing portfolio of leases with
the longest average unexpired term of any UK REIT. The company remains
conservatively geared at 14.2% LTV, with a target of 20% at full investment. The
care home market enjoys long-term secular demand, which is likely to provide
further investment opportunities for Target to participate in this growth.
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Summary of NAV update

The full year results will be published in September, but the NAV update gave a brief overview of
the balance sheet, which we have used to update our model. The update contains no surprises and
Target continues to execute management’s strategy of investing in purpose-built homes in areas

with a supportive local economy and demographics. The main points are summarised below:

At 30 June 2017 the portfolio of 45 assets was valued at £282.0m (31 March: 44 and £274.6m).

Of the increase, £6.1m was from the acquisition of a care home in Dover and £1.3m from

valuation increases. The latter were equivalent to ¢ 0.5% of the existing portfolio value, broadly
in line with the like-for-like rental growth.

The rent roll stood at £20.3m, up 2.8% from £19.8m at 31 March. Of the increase, ¢ £0.14m, or

0.7%, was due to rent increases and the rest was from new leases on acquired properties.

Portfolio net initial yield was up slightly at 6.75% (31 March: 6.7%) and WAULT rose to 29.5

years over the period due to the addition of new 35-year leases.

Exhibit 1: Portfolio value and rent roll progression
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Exhibit 2: WAULT and yield progression
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Total borrowings were £40.0m, for an LTV ratio of 14.2%, excluding a cash balance of £10.4m.
At 30 June, Target had £10m of capital available from its revolving credit facility. The company
is close to agreeing a new debt facility with a new lender, replenishing its debt resources
following the post-year end acquisitions.
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EPRA NAV increased to £256.9m at 30 June from £256.1m at 31 March, equivalent to 101.9p

per share.

Exhibit 3: EPRA NAV per share changes in the quarter
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New investments

The two acquisitions were announced on 12 July 2017 and are outlined below. Both new assets are
in relatively prosperous areas with populations of potential residents. Once the forward-funded
asset is built, both will fulfil Target’s criteria of having a long useful life ahead of them with less
refurbishment and alteration required than older stock.

The Amwell in Melton Mowbray has 88 beds and welcomed its first residents in March 2017. The
development was carried out by Melton Care to its own design and has excellent public spaces,
large bedrooms with wet rooms en suite, a cinema, coffee shop and gym as well as a good location
near the town centre, next to a park on the River Eye. The joint venture partners in Melton Care are
Care Concern, a national operator with which Target works at several other homes, and local
operator Magnum Care, which runs two other homes in Leicestershire. The 35-year lease has
capped and collared RPI uplifts and the total acquisition cost was £8.4m.

The site in Birkdale, Merseyside, received planning permission in February 2017 for a 55-bed
home, again with excellent amenities. The site acquisition and forward funding agreement have a
total capped cost of £8.2m, with completion scheduled for March 2019, when the home will be let to
Athena Healthcare for 35 years, again with capped and collared RPI uplifts. Athena has three
operational homes and several under development; the Birkdale development will be the third
Athena home owned by Target. This home will target the premium market and is located in an
affluent suburb of Southport, an area with high demand for care homes.

Changes to estimates

We had previously assumed that Target would invest £40m in H217 (to 30 June 2017) and £20m in
H118. The timing of the acquisitions announced on 12 July means that we have trimmed our H217
assumption to £35m but leave our H118 assumption unchanged. We have assumed that the
forward funding will be disbursed as follows: £2.5m each in H118, H218 and H119, with the
remaining £0.7m in the last quarter before the Birkdale home is completed by March 2019. We also
assume that the funding will attract interest at the same rate as our assumed property yield of 7%.

The publication of a summary balance sheet has enabled us to make some assumptions about
cash flow movements, but the FY17 financials overleaf remain estimates, pending final results to be
announced in September. The changes to our estimates are summarised below. The slight increase
in revenue is a result of the resilient net initial yield. That flows through to higher EPS and
contributes to the increased EPRA NAV forecasts. We have not increased our dividend assumption.

Exhibit 4: Estimate changes

Revenue EPRA EPS EPRA NAV/share DPS
Old (Em)  New (£Em) Change (%) Old(p) New(p) Change (%) Old(p) New(p) Change (%) Old(p) New (p) Change (%)
2017e 234 234 0% 48 48 1% 100.7 101.9 2% 6.28 6.28 0%
2018e 27.9 281 1% 6.3 6.5 2% 102.3 103.5 2% 6.34 6.34 0%
2019 28.7 29.2 2% 6.6 6.9 4% 105.2 106.5 2% 6.34 6.34 0%

Source: Edison Investment Research

Valuation: Long-term income

The 5.2% prospective yield is supported by 47 leases with 17 different tenants that have the longest
WAULT of any UK REIT. Earnings will increase as Target becomes fully invested and approaches
its planned LTV ratio of 20%, which we expect in FY18 as management deploys more debt capital,
and we continue to expect the dividend to be fully covered in FY18. The ¢ 18% premium to EPRA
NAV is below the level of other REITs investing in healthcare assets, which trade at more than 20%
above EPRA NAV, and shows the attraction of Target’s long-term, stable income streams to
investors. Target's valuation may continue to converge with peers as its track record and scale
increase.
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Exhibit 5: Financial summary

Year end 30 June

£000s

Rent revenue

Movement in lease incentive or rent review
Rental income

Other income

Total revenue

Gains/(losses) on revaluation

Cost of corporate acquisitions

Total income

Management fee

Other expenses

Total expenditure

Profit before finance and tax

Net finance cost

Profit before taxation

Tax

Profit for the year

Movement in valuation of interest rate swap
Total comprehensive income for the year
Average number of shares in issue

IFRS earnings

Adjusted for rent arising from recognising
guaranteed rent review uplifts + lease incentives
Adjusted for valuation changes

Adjusted for corporate acquisitions
EPRA earnings

Adjusted for performance fee

Group adjusted EPRA earnings

IFRS EPS (p)

EPRAEPS (p)

Adjusted EPS (p)

Dividend per share (declared)
BALANCE SHEET

Investment properties

Trade and other receivables

Non-current assets

Trade and other receivables

Cash and equivalents

Current assets

Total assets

Bank loan

Interest rate swap

Trade and other payables

Non-current liabilities

Trade and other payables

Current Liabilities

Total liabilities

Net assets

Period end shares

NAV per ordinary share

EPRA NAV per share

Earnings yield on EPRA NAV

Dividend yield on EPRA NAV

CASH FLOW

Profit before tax

Adjusted for

Interest receivable

Interest payable

Revaluation gains on property portfolio
Cost of corporate acquisitions
(Increase)/decrease in trade and other receivables
Increase/(decrease) in trade and other payables
Total working capital adjustments
Interest paid

Interest received

Tax paid

Total other adjustments

Net cash flow from operating activities
Purchase of investment properties
Acquisition of subsidiaries

Net cash flow from investing activities
Issue of ordinary share capital

Expenses of issue

Sale of shares from treasury
(Repayment)/drawdown of bank loan
(Grant)/repayment of development loan and cost of bank facility
Dividends paid

Net cash flow from financing activities
Net change in cash and equivalents
Opening cash and equivalents

Closing cash and equivalents

Net debt (cash)

Source: Company data, Edison Investment Research
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expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Target Healthcare REIT and prepared and issued by Edison for publication globally. All information used in
the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2017. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1646 653 7026 +61 (0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 295 Madison Avenue, 18th Floor Level 12, Office 1205
60325 Frankfurt London, WC1V 7EE 10017, New York 95 Pitt Street, Sydney

Germany United Kingdom us NSW 2000, Australia


https://register.fca.org.uk/ShPo_FirmDetailsPage?id=001b000000MfYL6AAN
http://www.edisongroup.com/

	NAV and pipeline update
	Two new properties
	Valuation: Long leases support dividend
	Summary of NAV update
	New investments
	Changes to estimates
	Valuation: Long-term income


