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Primary Health Properties
Steady progress
HOLD
Target price 120p | Published price 108p

Full year NAV was in line with our expectation +3.9% to 91.1p, aided by a
+2.3% LFL property gain with yields -15bps to 5.38%. EPRA EPS -2% was
8% below our forecast due to cash drag, with the DPS +2.5% in line. Rent
review uplifts remained soft +0.9%, in line with the prior year, but market
dynamics are now improving: Increased funding, primary care reform and
approvals for new primary care development alongside rising inflation
expectations will provide upside. The shares trade on a CY17E P/NAV of
1.16x vs the sector 0.86x, with a DPS yield of 4.9%. Maintain HOLD.
FY16 NAV in line, EPS 8% below due to cash drag
Full year NAV was in line with our expectation +3.9% to 91.1p, vs. our 91p forecast. EPRA EPS fell 2% to 4.8p, 8% below our 5.2p forecast, principally due to cash drag following the April equity raise
with a lower level of acquisition spend than we forecast. The DPS +2.5% to 5.125p was in line with
our forecast, uncovered against reported EPRA EPS, but cash distributions paid in the year were
covered.

+2.3% LFL valuation gain yields -15bps
A +2.3% LFL property revaluation gain was principally driven by yield compression, with the
equivalent yield down -15bps to 5.38%, albeit this was weighted to H1 80%/20% (Assura 5.42% as at
September 2016).

Low rental growth
Rental growth remained low, with the weighted average uplift on completed reviews +0.9% in line with
the prior year. This continued to reflect a lack of comparable new build evidence, used to price open
market reviews.
The portfolio remained well let at 99.7%, in line with FY15, with a weighted average unexpired lease
length of 13.7yrs (14.7yrs FY15). The EPRA cost ratio similarly remained stable at 11.5%.

Acquisitions spend supporting rents
The group added 24 properties through FY16 (8 in FY15), with one Irish acquisition at a total cost of
£74.2m, albeit this was below our expectation of >£100m. Purchases added £4.2m to the rent roll rent
at an average unexpired lease length of 14 yrs.
Aided by the equity raise LTV fell from 62.7% to 53.7%, with interest cover at 2.05x (covenant 1.3x),
providing capacity for further acquisition growth in FY17.
PHP cites a strong pipeline of future purchases with £72m in the UK and €53m in Ireland.

Furthermore, the group has been selected for 8 development projects as part of the Estates and
Technology Transformation Fund.

Taking share in a low-risk, growth market
We expect PHP’s portfolio to benefit from long-term structural growth, driven by a growing and ageing
UK population coupled with efforts to improve the efficiency and cost effectiveness of the NHS by
expanding the scope of services provided by GPs. The majority of the existing primary care estate is
considered unfit for purpose to meet this growing demand. Development activity has been hampered
by NHS reforms which has depressed rental growth in recent years, although there are signs that
activity is returning and 20% of rents are directly linked to RPI. The shares trade on a CY17E P/NAV
of 1.16x vs sector 0.86x, but offer a DPS yield of 4.9%. We maintain a HOLD rating.

Figure 1: Summary Financials & Valuation (not updated for FY16 results)
Valuation Summary (CY)
P/NAV (x)
P/E (x)
Div Yield (%)
EV/EBITDA (x)
FCF Yield (%)

2015A
1.23
22.1
4.6%
24.3
3.2%

2016E
1.19
20.7
4.7%
22.1
2.1%

2017E
1.16
17.7
4.9%
21.2
5.5%

2018E
1.13
16.7
5.0%
20.7
5.9%

Financials (FY - Dec y/e)
Gross rental income (£m)
Net rental income (£m)
Gross to net (%)
Adj. EBITDA (£m)
EBITDA margin (%)
Adj. EBIT (£m)
EBIT margin (%)
Adj. net Interest (£m)
Adj. PBT (£m)
Adj. EPRA EPS - diluted (p)
DPS (p)
Cover (x)

2015A
63.1
62.3
98.7%
55.5
87.9%
55.5
87.9%
-33.7
21.7
4.9
5.0
1.0

2016E
71.3
70.4
98.8%
62.9
88.3%
62.9
88.3%
-34.1
28.8
5.2
5.1
1.0

2017E
77.8
76.8
98.8%
68.9
88.5%
68.9
88.5%
-32.4
36.4
6.1
5.3
1.2

2018E
82.5
81.4
98.8%
73.2
88.7%
73.2
88.7%
-34.4
38.7
6.5
5.4
1.2

Diluted EPRA NAV (p)
Net cash/(debt) (£m)
LTV (%)

87.7
-700.7
63%

90.7
-744.3
57%

93.0
-814.4
58%

95.8
-868.1
59%
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