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Resolving sole underperforming tenant issue

Impact Healthcare REIT has successfully negotiated the transfer of the
operation of the homes leased to one of its 13 care home tenants, which,
as previously disclosed, in H123 has not paid its contractual rent (3.4% of
the group total). The transfer is structured to maintain continuity of
staffing and care while generating operational improvements. Under the
terms of the transfer, our forecasts for FY23 and FY24 are reduced but we
expect full dividend cover to be maintained. Meanwhile, the broader
portfolio continues to perform well, with 100% of rents received from each
of the company’s other tenants, which has been the case since launch.

Netrental EPRA earnings* EPRA EPRA NTA/ DPS PINAV Yield
Yearend income (Em) (Em) EPS*(p) share (p) (p) (x)** (%)™
12122 454 326 84 110.1 6.54 0.88 6.7
12/23e 52.6 347 8.4 114 6.77 0.87 7.0
12124 54.6 35.7 8.6 1143 6.96 0.85 72
12/25e 57.0 379 9.2 116.0 7.10 0.84 73

Note: *EPRA earnings exclude fair value movements on properties and interest rate
derivatives. **P/NAV and yield are based on the current share price.

Continuity with operational improvement

Silverline, which operates seven of Impact’'s 138 care homes, has not paid its
contractual rent (£1.6m pa/3.4% of total contracted rents) for the first two quarters
of 2023, although the shortfall was partly covered by the utilisation of rent deposits.
In line with Impact’s stated goal of resolving the situation by mid-2023, Silverline’s
tenant operating companies have been sold on a solvent basis to a newly created
affiliate (Melrose Holdings, MHL) of existing tenant Minster Care Group. MHL will
immediately take on operational responsibility for the homes, supported, under a
service agreement, by Minster, which has a long track record of taking on and
improving underperforming care homes. Impact will provide MHL with a three-year
loan facility of up to £1.6m, at a rate of 8% pa on drawn funds, providing working
capital and capex funding during the initial phase of the planned turnaround in the
performance of the homes. Cash surpluses generated by the homes will first be
utilised to pay management fees of £1k per bed to Minster (c £400k pa currently
plus VAT). Any surplus cash after this will be used to repay the loan facility and
accrued interest to Impact and once repaid, will be paid as rent, variable during this
initial turnaround period. Impact is confident in the quality of the assets and their
ability to deliver good quality care at affordable rents. Silverline’s problems appear
to stem from operational challenges that were aggravated during the pandemic,
and we do not believe these are representative of Impact’s wider portfolio.

Fully covered DPS growth maintained

Reflecting the continuing pause in rent receipts, the company estimates a net

¢ £1m negative impact on profitability (of which ¢ £0.5m was reflected in our
previous forecasts). We assume that surplus cash from the homes is used to repay
the loan facility during FY24 and that rents resume (at £1.6m pa) in FY25. FY23e
adjusted EPS is 0.1p lower (102% DPS cover) and FY24e is 0.2p lower (102%).
FY25 benefits from MHL rents, completion of the Norwich development and
indexation.
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The transfer avoids disruption and incentivises an
operational turnaround

Impact held extensive discussions with a number of alternative care providers before concluding
that the transfer to MHL was the most attractive solution and in the best interests of all
stakeholders. MHL'’s acquisition of the Silverline tenant companies on a solvent basis (ie including
its liabilities) avoids a period of uncertainty for home residents and the staff that care for them and
commences a process of operational improvement immediately. It is unlikely this would have been
possible had Impact sought a potentially lengthy lease reassignment or if the Silverline operating
companies had been forced into default, and we believe that the turnaround experience provided by
Minster has been secured in a cost-effective manner.

MHL is wholly owned by connected parties of Mahesh Patel, who is both the controlling shareholder
of Minster and a principal in the investment adviser,* making this a related-party transaction. It is
however the case that the close relationship between Minster, the company, and its investment
adviser that has facilitated Minster’s involvement on terms that have been scrutinised and
benchmarked by the independent board and verified with a range of external advisers. Mahesh
Patel has a 35-year track record of owning and managing care homes and, while Minster does not
benefit directly transfer, other than its service fee, MHL is incentivised to turn around the homes and
repay its liabilities, including drawn loan balances with Impact.

Free cash surpluses (after the Minster fees) pass directly to Impact in the form of loan repayments
and accrued interest and, once the loan is repaid, variable rents. Of course, MHL/Minster may be
unsuccessful in engineering a turnaround, reducing or even eliminating cash payments to Impact,
but we think this an unlikely result. Rather, there is an upside opportunity for Impact, beyond
restoration of the existing rents, which are set at a low level (¢ 60% of the portfolio average as per
Exhibit 1). As any surplus in excess of the Minster fees (a fixed rate per bed) passes to Impact, this
may in time exceed the previous rent level. If such a point is reached or in sight, we would expect
the company to seek opportunities to revert to a normal lease structure or potentially dispose of
some or all of the assets where these are deemed non-core.

Exhibit 1: Summary of Silverline operated assets

Acquired Number of rooms Rent pa Rent per room Valuation  Valuation per room

(Em) (£000) (Em) (£000)
The Beeches, Bradford Mar-20 60
Willow Bank, Bradford Mar-20 59
Laurel Bank, Bradford Mar-20 63
Total Silverline Bradford 182
Springhill, Kilmarnock Nov-21 61
Stobhill, Glasgow Aug-22 60
Baillieston, Glasgow Aug-22 60
Cardonald, Glasgow Aug-22 35
Total Silverline Scotland 155

Total Silverline 398 £1.60 £4.0 £18.50 £46

Total portfolio 7231 £47.90 £6.6 £635.40 £88

Source: Impact Healthcare REIT data, Edison Investment Research

1 Mahesh Patel directly or indirectly owns 72.5% of Minster Care Group. Impact came to market in March
2017 with an agreement to acquire a significant number of assets (the seed portfolio) from its initial tenants,
Minster Care and Croftwood Care, both part of the Minster Care Group. As Impact’s portfolio has grown and
diversified, from an opening combined 100%, by end-FY22, the share of contracted income represented by
the Minster Care Group had reduced to 37%. Mahesh Patel is also a significant investor in Impact, with
direct or indirect ownership of 3.1% at end FY22.
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Silverline problems not reflective of the wider Impact
portfolio

In our May 2023 , we focused on the strategic drivers of Impact’s strong performance since
listing in 2017, amid a structurally supported sector, which has nonetheless been challenged by the
pandemic and, more recently, high inflation.

We noted that Impact’s initial investment alongside Silverline, in turnaround assets, before the
impact of COVID-19 had become apparent or the pandemic declared, was in contrast to its core
focus on stabilised assets, with a consistently positive trading history and a good reputation in the
local markets in which they operate, at affordable rents that can sustain high levels of rent cover.? In
retrospect, although this deviation from the core strategy was unfortunate, it is worth noting that this
is the only rent collection problem experienced by Impact since listing. Rent collection for Q123 was
98% (96% excluding the £0.2m Silverline rent deposit release) and we expect a similar level for
H123. Excluding Silverline, rent collection is 100%, as has been the case since listing, with no lease
variations.

For the wider portfolio, strong fee growth and increased home-level occupancy have continued to
offset inflationary impacts, maintaining average rent cover at a strong 1.8x.

Our revised forecasts

Our revised forecasts assume a full repayment of lending to MHL by end FY24 and a full restoration
of rents (at the previous level of £1.6m) from the beginning of FY25, forecast for the first time.

Impact has estimated that the rental default by Silverline, partly offset by rental deposits, and
including the impact of the new arrangements agreed with MHL, will likely amount to a reduction in
earnings versus its original FY23 budget of ¢c £1m. Around half of this was reflected in our last
published forecasts in May 2023, representing ¢ £0.5m in our revised forecasts.

For FY24, we assume no rents are received from the homes operated by MHL (previously £1.6m),
with any cash surplus used to repay MHL borrowings. For FY25, with all the debt repaid, we
assume a sufficient cash surplus to support rental income of £1.6m. We also expect a first-time

¢ £1m contribution from the Norwich forward-funded development, expected to reach practical
completion by end FY24.

Any drawings on the MHL loan arrangement are covered in our previous cash projections, with no
requirement for additional drawings on Impact’'s own debt facilities.

The FY24 rent reduction arising from the MHL arrangements is partly offset by increased rent
indexation (3.5% versus 3.0% previously) reflecting the stubbornness of inflation.

We understand that the lease variation, from a set rent to a variable rent, will reduce portfolio
contractual income but correspondingly increase rent collection.

Although our forecast earnings are reduced, we continue to expect increased DPS to be fully
covered by adjusted ‘cash’ earnings, 102% in both FY23 and FY24, increasing to 106% in FY25.

2 Rent cover is a key metric used by Impact in monitoring and assessing the ability of individual homes and
operators to support the rents that it expects from its portfolio sustainably. The ratio tracks home-level
earnings before interest, tax, depreciation, amortisation, rent and group management overheads
(EBITDARM), or operational cash earnings, on a rolling 12-month basis divided by rents over the same
period. It excludes ‘turnaround’ and ‘immature’ homes. Immature homes are defined as homes that are
newly opened or are undergoing major capital improvement requiring partial closure. The rent cover
calculation excludes eight properties that are defined as turnaround or immature.
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Exhibit 2: Forecast revisions

New forecast Previous forecast Forecast change

£m unless stated otherwise FY23e FY24e FY25e FY23e FY24e FY23e FY24e FY23e FY24e
Cash rental income 39.3 40.6 425 39.8 414 (0.5) (0.9)

Interest from loan investments 6.1 6.5 6.5 6.1 6.5 0.0 0.0

Net revenue* 454 471 49.0 459 479 (0.5) (0.9) -1% -2%
Net finance costs (8.6) (9.5) (9.5) (8.7) (9.5) 0.0 0.0

Administrative costs (8.1 (8.3) (8.4) (8.1) (8.3) 0.0 0.0

Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Adjusted eamnings 28.7 29.3 31.2 29.1 30.1 (0.5) (0.9) -2% -3%
IFRS adjustments 7.2 7.6 7.9 7.3 7.6 (0.0 0.0

Loan fee amortisation (1.2) (1.2) (1.2) (1.2) (1.2) 0.0 0.0

EPRA earnings 34.7 35.7 379 35.2 36.5 (0.5) (0.9) 1% 2%
EPRAEPS (p) 8.4 8.6 9.2 8.5 8.8 (0.1) 0.2) -1% -2%
Adjusted EPS (p) 6.9 7.1 75 7.0 7.3 (0.1) (0.2) -2% -3%
DPS declared (p) 6.8 7.0 741 6.8 7.0 0.0 0.0 0% 0%
EPRA DPS cover 124% 124% 129% 126% 127%

Adjusted DPS cover 102% 102% 106% 104% 105%

EPRA NTA per share (NAV) (p) 114 114.3 116.0 1.5 114.6 (0.1) (0.3) 0% 0%
NAV total return 7.5% 8.6% 7.4% 7.6% 8.7%

Source: Edison Investment Research. Note: *Includes interest earned on investments via loans.

Impact has a clear and progressive dividend policy linked to rental growth. The FY23 DPS target
represents an attractive yield of 7.0%. Meanwhile, the shares trade at a 14% discount to Q123 NAV
per share of 112.6p. NAV increased from 110.17p at end FY22, with an increase in property values
driven by like-for-like rental growth from its long, upward-only, index-linked leases.

The Silverline assets

Following detailed internal and independent assessment, Impact believes that the assets that were
operated by Silverline are capable of providing an attractive and sustainable return with good levels
of care, subject to enhanced stewardship, relating mainly to improvements in occupancy and
staffing costs (with reduced reliance on expensive agency staffing).

Silverline became Impact’s 11th tenant in March 2020, as the new operator of three homes
acquired in Bradford for £7.5m, with the initial rent of £630k pa reflecting a gross yield of 8.1%. The
homes were all purpose-built to a high standard by the vendor, providing 182 rooms, all ensuite.
Under previous management, the homes had been through a period of underperformance and were
acquired as a turnaround opportunity, to be operated by Silverline. Silverline operated other homes
in Yorkshire, including one in Bradford, and presented Impact with plans to generate the required
operational improvement.

The unfolding pandemic, with its negative impact on occupancy and staffing costs,® appears to
have had a significantly negative impact on Silverline’s wider performance and its ability to turn
around the Impact-owned homes in Bradford. During 2021, the withdrawal of lending facilities led to
several Silverline-owned and operated homes being forced into administration, triggering a
reassessment of its strategy, including a greater focus on nursing care.

In November 2021, Impact completed the acquisition of Springhill Nursing care home in
Kilmarnock, Scotland, for £3.25m, in a sale and leaseback with Silverline, with the initial rent of
£243k pa just under 2x covered and reflecting a gross yield 7.5%. For Impact, the acquisition was
attractively priced and immediately accretive and had the added benefit of freeing up capital for
Silverline, supporting its business repositioning. Springhill is a four-storey Georgian building with a
substantial purpose-built extension offering a total of 61 beds with ensuite wet room facilities. It was
acquired with an EPC rating of C531 with a strategy to achieve an equivalent EPC rating of B.

3 Across the industry, staff shortages, including the impacts of sickness, infection control and reduction in the
international movement of trained care staff, all increased the requirement for agency staff at a much higher
cost.
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The acquisition of three further Scottish properties was agreed in March 2022 and completed in
August 2022, adding 155 beds, all ensuite. The aggregate consideration of £8.1m and initial rents
of £628k reflected a gross yield of 7.75%. The homes were acquired with EPC ratings of English-
equivalent B on one home and English-equivalent C on two homes, with a strategy to bring these
two homes to English-equivalent B.
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Exhibit 3: Financial summary

Year to 31 December (£Em)

Cash rental income

Interest income from loaned portfolio investments
Rental income arising from recognising rental premiums, fixed rent uplifts &
lease incentives

Net rental income

Administrative & other expenses

Realised gain on disposal

Operating profit before change in fair value of investment properties
Unrealised change in fair value of investment properties
Change in fair value of loan asset call option
Operating profit

Net finance cost

Profit before taxation

Tax

Profit for the year (IFRS)

Adjust for:

Change in fair value of investment properties Including loan assets)
Gain on disposal

Change in fair value of interest rate derivatives
EPRA earnings

Rental income arising from recognising rental premiums & fixed rent uplifts
Amortisation of loan arrangement fees
Amortisation of lease incentive

Non-recurring costs

Gain on disposal

Adjusted eamnings

Average number of shares in issue (m)

Basic & diluted IFRS EPS (p)

EPRAEPS (p)

Adjusted EPS (p)

Dividend per share (declared) (p)

EPRA earnings dividend cover

Adjusted earnings dividend cover

NAV total return

EPRA cost ratio

BALANCE SHEET

Investment properties

Other non-current assets

Non-current assets

Cash and equivalents

Other current assets

Current assets

Borrowings

Other non-current liabilities

Non-current liabilities

Borrowings

Other current liabilities

Current Liabilities

Net assets

Adjust for derivative financial liability/(asset)
EPRA net tangible assets (NTA)
Period end shares (m)

IFRS NAV per ordinary share (p)

EPRA net tangible assets (NTA) per share (p)
CASH FLOW

Net cash flow from operating activities
Purchase of investment properties (including acquisition costs)
Capital improvements

Other cash flow from investing activities

Net cash flow from investing activities

Issue of ordinary share capital (net of expenses)
(Repayment)/drawdown of loans

Dividends paid

Other cash flow from financing activities

Net cash flow from financing activities

Net change in cash and equivalents
Opening cash and equivalents

Closing cash and equivalents

Balance sheet debt
Unamortised loan arrangement costs

Net cash/(debt)

Gross LTV (net debt as % gross assets)

Source: Impact Healthcare REIT historical data, Edison Investment Research forecasts
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This report has been commissioned by Impact Healthcare REIT and prepared and issued by Edison, in consideration of a fee payable by Impact Healthcare REIT. Edison Investment Research standard fees are £60,000
pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the
provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

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

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

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

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

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

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

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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