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Primary Health Properties plc  
d 

Acquiring growth 

It has been a transformative year for PHP, the merger with MedicX nearly doubling 

the size of the portfolio. Significant synergies have already been realised and we 

expect more could be identified. PHP’s shares have enjoyed outperformance over 

the last five years versus its peers and the sector, and its shares now trade on a 49% 

premium to NAV. Whilst this looks expensive, we feel this shows that investors are 

disregarding the NAV and instead highly valuing the income stream (due to its 

security and longevity). In this regard PHP has re-rated over the past year from a 

4.7% to 3.7% dividend yield, and our base case is for this not to change (although 

given the low interest rate environment and ongoing demand for income it is 

possible the dividend yield could decline further). Our target price of 167p reflects a 

3.7% dividend yield a year out, and we maintain our Hold rating. 

 A successful merger: A year on from the merger with MedicX and the benefits are 

evident with a strong set of FY2019 results. Significant savings have been achieved via 

synergies realised reducing corporate costs (£4m pa), and via refinancings reducing 

the cost of debt (by 50bps). FY2020E will be the first full year post-merger, and we 

believe further synergies could be identified over the medium-term.  

 The benefits of acquiring in Ireland: Whilst rental growth in the market is minimal 

(1.1% achieved last year on open market reviews), it is moving in the right direction. 

We expect acquisitions (forecast £100-£125m pa) to continue to be the main driver of 

rent roll growth, two thirds of which are expected to be in Ireland. PHP is gaining 

critical mass in this geography with 7% of the portfolio, targeting to increase to 15%. 

Acquisitions in Ireland are beneficial as PHP can enjoy a greater income return after 

costs versus the UK, and the assets provide exposure to a different covenant (HSE) 

and index linkage (Irish CPI). Further we forecast some yield compression in that 

market over the next few years (compared to flat valuation yields expected in the 

UK), which would provide valuation uplift and NAV growth.   

 Similar portfolios, differences in models: The new larger PHP now has a portfolio size 

exceeding that of Assura, in excess of £2.4bn. This meaningful increase in its size 

means it is more of a comparable peer; the main differences being Assura’s direct 

development pipeline versus PHP undertaking forward funding developments only, 

Assura’s lower leverage (current LTV 36% vs PHP at 44%), and PHP’s Irish exposure.  

Year End NAV Premium/(discount) to 
NAV 

NAV Growth DPS ord Yield EPS P/E 

Dec p % % p % p x 

2019A 107.9 49.7 2.7 5.6 3.5 5.4 29.8 

2020E 111.1 (from 110.6) 45.5 2.9 5.9 (from 5.8) 3.7 6.0 26.8 

2021E 114.6 (from 115.0) 41.0 3.2 6.2 (from 6.0) 3.8 6.3 (from 6.2) 25.5 

2022E 118.4 36.5 3.3 6.5 4.0 6.6 24.5 

 Source Company Data, Panmure Gordon 
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ACQUIRING GROWTH  

A year on from the merger with MedicX and it is evident that PHP is reaping the 

benefits, having realised synergies securing significant reductions in company costs. 

Going forward, we expect minimal rental growth in the market (although there are 

signs it is moving in the right direction), therefore we expect the main driver of rent roll 

growth to be continued acquisitions. Valuation yields have tightened over the last few 

years and we do not expect much further movement, other than in Ireland where yields 

are higher, and where PHP is starting to gain critical mass from targeted acquisitions.  

Reaping the full benefits of the merger 
The merger with MedicX has seen two highly complementary portfolios come together to 

provide investors with an increased market capitalisation and share liquidity. There are 

also substantial cost savings from synergies, of which £4m pa has already been realised. 

This has led to a reduction in the EPRA cost ratio to a low 12%. FY2020E will be the first 

year to include MedicX for a full 12 months, therefore we could see further synergies 

identified. Significant savings have also been made from refinancing of historically 

expensive debt, with a 50bps reduction in the weighted average cost of debt secured in 

the year. The marginal cost of debt (2.5%) is significantly lower than the average (3.5%), 

therefore as drawdowns are made and refinancings occur, it is likely we will see further 

reductions in the medium term (not included in our forecasts therefore potential upside).   

Acquisitions expected to be main driver of growth 
The key driver of growth will continue to be acquisitions (we forecast £100 - £125m pa, 

driving 71% of rent roll growth over the next 3 years – Figure 1). PHP currently has a 

pipeline totalling c£160m, with £44m in legals. Further additions will come from 

completion of forward funding developments; PHP currently has six properties under 

development (four in Ireland), with an expected value of £57m once complete.  

Figure 1: Driver of growth predominantly acquisitions  

 

Source Company data, Panmure Gordon 

Figure 2: UK vs Ireland income return after costs 

  

Source Company data 
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It is expected that approximately two thirds of acquisitions will be in Ireland, which show 

a greater yield gap between the acquisition yield and financing costs (income return after 

costs of 3.4% vs 2.1% in UK – Figure 2) than in the UK. PHP currently has 16 assets in 

Ireland (7% of portfolio by value), with a target to increase this to 15%. We also expect 

further yield compression (forecast 10bps pa) in Ireland, which will drive valuation uplifts 

and NAV growth. See Figure 3 for a sensitivity analysis on our FY2020E NAV from changes 

in the yield shift assumptions on the Irish and UK portfolios. 

Figure 3: Sensitivity analysis on UK and Irish yield shift assumptions on FYY2020E NAV (p) and growth (%) 
 Ireland yield shift (bps) 

UK yield 
shift 
(bps) 
 

 0 -10 -20 -30 -40 

0 110.8 111.1 111.4 111.7 112.0 

-5 112.8 113.0 113.3 113.6 113.9 

-10 114.8 115.0 115.3 115.6 115.9 

-15 116.8 117.1 117.4 117.7 118.0 

-20 118.9 119.2 119.5 119.8 120.1 
 

 Ireland yield shift (bps) 

UK yield 
shift 
(bps) 
 

 0 -10 -20 -30 -40 

0 2.6% 2.9% 3.2% 3.5% 3.7% 

-5 4.5% 4.7% 5.0% 5.3% 5.6% 

-10 6.3% 6.6% 6.9% 7.1% 7.4% 

-15 8.2% 8.5% 8.8% 9.0% 9.3% 

-20 10.2% 10.4% 10.7% 11.0% 11.3% 
 

Source Panmure Gordon 

Rental growth showing signs of improvement 
We have been waiting for the rate of rental growth to start picking up for a while. 

Management states that there has been a definite firming of tone in the market, and 

rental growth whilst still minimal, is starting to increase (Figure 4). Growth in open 

market rent reviews has been slow due to a lack of evidence for valuers but again is 

moving in the right direction (1.1% in 2019, 0.4% in 2018, 0.3% in 2017). As development 

activity picks up in the market, there is more evidence of replacement costs and build 

cost inflation. There are currently 415 OMV rent reviews outstanding with an expected 

uplift equivalent to 1.2% pa. There is also an asset management opportunity on the re-

gearing of expiring leases (37% of rent roll has an unexpired lease term <10 years – Figure 

5). Although the rent may not necessarily increase (or be uplifted marginally), the 

extension of lease terms to c.20 years should result in the valuation yields tightening, 

creating valuation uplift.  

Figure 4: Rental growth moving in right direction Figure 5: Opportunity in the expiring leases 

  

Source Company data 

Two very similar peers 
Following the merger with MedicX, PHP’s portfolio is now larger than that of Assura with 

similar portfolio qualities (Figure 6). The key differences are: 

 PHP only undertakes forward funding developments whereas Assura undertakes direct 

development (which will be stepping up post its acquisition of developer GPI) 

 PHP’s exposure to Ireland (growing from 7% now to a target of 15%) which provides 

exposure to a different government body (HSE) and a different index linkage (Irish CPI 

versus predominantly open market rent reviews in the UK) and, 
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 PHP’s higher leverage (44% currently and expected to grow to 48%, within its target of 40 

– 55%, vs 36% for Assura currently although we forecast this to reach 44% by FY2022E).  

Figure 6: Two similar portfolios 

 PHP (Dec 19) Assura (Sept 19) 

Number of properties 488 560 

Value (£bn) 2.41 2.039 

Contracted rent roll (£m) 127.7 104.4 

Average NIY (%) 4.86% 4.72% 

WAULT (years) 12.8 11.6 

Government backed income (%) 90% 85% 

Occupancy (%) 99.5% 98% 

% rent roll fixed/index uplifts/ other 31% 30% 

% rent roll open market reviews 69% 70% 

Last average rent review uplift pa 1.90% 2.04% 

Cost of debt (%) 3.50% 3.16% 

LTV (%) 44% 36% 

Average debt maturity (years) 7.2 6.9 

EPRA cost ratio (%) 12% 12.8% 

Source Company data 

Share price performance & valuation 
PHP has outperformed both its primary healthcare and long income peers, and the wider 

UK real estate sector over the past 5 years (Figure 8) and on a year’s view the shares are 

up 35% (Assura up 39%). Assura and PHP have both re-rated from a c.10% to c.50% 

premium to NAV over the last year, showing that investors are largely ignoring the NAV, 

instead valuing the shares based on their long-term and secure income streams. This can 

be illustrated by the dividend yields moving in 100 bps over the past year (Assura 4.4% to 

3.4%, PHP 4.7% to 3.7%) (Figure 9). Whilst we think this is probably far enough and our 

target price of 167p reflects a 3.7% dividend yield a year out (hence our Hold rating) 

(sensitised in Figure 7), given the low interest rate environment and ongoing demand for 

yield, we could rationalise the dividend yield declining further.  

Figure 7: Sensitivity analysis – Dividend yield a year out vs share price total return 
 Dividend yield  

 4.2% 4.0% 3.7% 3.5% 3.3% 

Implied target price (p) 148 155 167 177 188 

12-month total return -5.0% -0.4% 7.2% 13.1% 20.0% 
 

Source Panmure Gordon 

Figure 8: PHP outperformance over five years Figure 9: Highly valued income stream 

  

Source Company data, Datastream 
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THE NUMBERS  

Figure 10: Financial Statements – Year end December 

Income statement (£m) 

Year End December FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E 

Net rental income 71.3 76.4 115.7 130.2 137.3 144.0 

Administrative expenses  -8.7 -9.9 -12.3 -13.2 -13.5 -13.8 

EBIT 62.6 66.5 103.4 117.0 123.8 130.2 

Net interest -31.6 -29.7 -43.7 -43.7 -46.6 -50.1 

Recurring PBT 31.0 36.8 59.7 73.3 77.1 80.1 

Revaluations 64.5 36.0 48.4 34.8 39.4 43.4 

Profit on the sale of inv properties 0.0 0.1 1.4 0.0 0.0 0.0 

Exceptionals 0.0 0.0 -146.1 0.0 0.0 0.0 

PBT 91.9 74.3 -70.2 108.1 116.5 123.5 

Tax 0.0 0.0 -1.1 0.0 0.0 0.0 

Profit/loss after taxation 91.9 74.3 -71.3 108.1 116.5 123.5 

              

Adjusted diluted EPS (p) 5.2 5.20 5.42 6.02 6.34 6.58 

Earnings growth (%) 8.3% 0.0% 4.2% 11.1% 5.3% 3.8% 

DPS (p) 5.3 5.40 5.60 5.90 6.20 6.50 

Dividend growth (%) 2% 3% 4% 5% 5% 5% 

Dividend cover (x) 1.0x 1.0x 1.0x 1.0x 1.0x 1.0x 

Interest cover (x) 2.0x 2.2x 2.4x 2.7x 2.7x 2.6x 

Balance Sheet (£m) 

Year End December FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E 

Investment properties 1361.9 1502.9 2413.1 2562.9 2702.3 2845.7 

Other fixed assets 0.0 0.6 0.5 0.5 0.5 0.5 

Other current assets -26.7 -27.5 -43.2 -43.2 -43.2 -43.2 

Net debt -726.3 -670.2 -1120.8 -1232.5 -1328.9 -1426.0 

Other liabilities 0.0 0.0 -7.6 -7.6 -7.6 -7.6 

Fair value of derivatives -22.1 -17.8 -13.5 -13.5 -13.5 -13.5 

Adjustments 36.8 20.6 84.3 84.3 84.3 84.3 

Adjusted NAV 623.6 808.6 1312.8 1350.9 1393.9 1440.2 

          

NAV per share (p) 100.7 105.1 107.9 111.1 114.6 118.4 

NAV growth (%) 10.5% 4.4% 2.7% 2.9% 3.2% 3.3% 

LTV (%) 53% 45% 44% 46% 47% 48% 

Cash flow (£m) 

Year End December FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E 

Operating cash flow 60.1 68.5 94.1 117.0 123.8 130.2 

Funds available for distribution 30.5 40.9 54.7 73.3 77.1 80.1 

Free cash flow (pre-investment) 0.7 6.2 0.3 3.3 3.6 2.8 

Property acquisitions -75.4 -101.9 -49.9 -125.0 -100.0 -100.0 

Development capex 0.0 0.0 0.0 0.0 0.0 0.0 

Property disposals 0.0 0.0 2.5 10.0 0.0 0.0 

Net cash from share issues 0.0 111.0 97.6 0.0 0.0 0.0 

Other 72.9 -13.9 88.4 0.0 0.0 0.0 

Net cash flow -1.8 1.4 138.9 -111.7 -96.4 -97.2 

Source Company Data, Panmure Gordon 

 

 

2019 included c.9 months of results from 

the MedicX merger, with the first full 

year of impact being 2020E. We expect 

underlying rental growth of 1-2% pa 

driving dividend growth of c.3-5% pa. Our 

estimates allow for c.£1m pa of 

performance fees as we believe the 

company could report a total return of 

just over 8% pa. 

We expect broadly flat valuation yields in 

the UK but a little compression (10bps 

pa) in Ireland. Together with income 

growth this suggests NAV growth of c.3% 

pa. We forecast the LTV to edge up a 

little to c.48% by FY2022E as the 

company becomes fully invested. 

We allow for further acquisitions of £100-

£125m pa, and expect some small 

disposals next year, as management fine-

tunes the portfolio post the MedicX 

acquisition. 
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 This investment research has been prepared in accordance with COBS 12.2 & 12.4 on behalf of Panmure Gordon (UK) Limited ("Panmure Gordon"), as defined 

within the Financial Conduct Authority’s Handbook. It is not investment research in accordance with the legal requirements designed to promote investment 

research independence and is also not subject to any prohibition on dealing ahead of the dissemination of investment research. It may not be reproduced, 

redistributed or copied in whole or in part for any purpose. 

 

This report has been approved in the UK by Panmure Gordon solely for the purposes of section 21 of the Financial Services and Markets Act 2000. In the UK, this 

report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have professional experience in matters relating to 

investments) or Article 49(2)(a) to (d) (high net worth companies, unincorporated associations etc.) of the Financial Services and Markets Act 2000 (Financial 

Promotions) Order 2005 (as amended) or (ii) are professional customers or eligible counterparties of Panmure Gordon (all such persons together being referred to 

as "relevant persons"). This report must not be acted on or relied upon by persons in the UK who are not relevant persons. Panmure Gordon is not a US registered 

broker-dealer. Transactions undertaken in the US in any security mentioned herein must be effected through a US-registered broker-dealer in accordance with SEC 

Rule 15a-6. Neither this report nor any copy or part thereof may be distributed in any other jurisdiction where its distribution maybe restricted by law and persons 

into whose possession this report comes should inform themselves about, and observe, any such restrictions. Distribution of this report in any such other 

jurisdiction may constitute a violation of UK or US securities laws, or the law of any such other jurisdiction. This report does not constitute an offer or solicitation to 

buy or sell any securities referred to herein. It should not be so construed, nor should it or any part of it form the basis of, or be relied on in connection with, any 

contract or commitment whatsoever. 

 

The information in this report, or on which this report is based, has been obtained from sources that Panmure Gordon believes to be reliable and accurate. 

However, it has not been independently verified and no representation or warranty, express or implied, is made as to the accuracy or completeness of any 

information obtained from third parties. The information or opinions are provided as at the date of this report and are subject to change without notice. The 

information and opinions provided in this report take no account of the investors’ individual circumstances and should not be taken as specific or investment advice 

on the merits of any investment decision. Investors should consider this report as only a single factor in making any investment decisions. Further information is 

available upon request. No member of the Panmure Gordon accepts any liability whatsoever for any direct or consequential loss howsoever arising, directly or 

indirectly, from any use of this report or its contents. By accepting this report you agree to be bound by the foregoing limitations. 

 

To manage any potential conflicts of interest in connection with its research business, Panmure Gordon has in place a Conflicts of Interest policy which is available 

on the Panmure Gordon website at www.panmure.com/legal 

Please refer to our Privacy notice, which is available on the Panmure Gordon website at www.panmure.com/about-us/legal/privacy-policy/, for details on how 

Panmure Gordon uses and protects data, for information on how to unsubscribe refer to the Your Rights section. 
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Buy Sell Hold Closing price Target price

Distribution of investment ratings for equity research (as of 18 Feb 20) Rating: GUIDELINE (return targets may be modified by risk or liquidity issues) 

Overall Global Distribution (Banking Client*) Buy Total return of >10% in next 12 months 

Buy Hold Sell Hold Total return >-10% and <+10% in next 12 months 

60% (36%) 26% (1%) 14% (0%) Sell Total return <-10% in next 12 months 

* Indicates the percentage of each category in the overall distribution that were banking and/or corporate broking clients 
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This report is not "Globally Branded" as defined in FINRA Rule 1050 for purposes of distribution in the US. This report was prepared, approved, published and 

distributed by Panmure Gordon (UK) Limited, a company located outside of the United States (a “non-US Group Company”). This report is distributed in the U.S. 

by Panmure Gordon Securities Limited, a U.S. registered broker dealer, on behalf of Panmure Gordon (UK) Limited, only to major U.S. institutional investors (as 

defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected 

by a U.S. customer in the securities described in this report must be effected through Panmure Gordon Securities Limited. Neither the report nor any analyst who 

prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory 

requirements pertaining to research reports or research analysts. No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a 

member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization. 

 

Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses, that (1) the 

views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is 

or will be directly or indirectly dependent on the specific recommendations or views expressed in this report. Please bear in mind that (i) Panmure Gordon (UK) 

Limited is the employer of the research analyst(s) responsible for the content of this report and (ii) research analysts preparing this report are resident outside the 
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among other things, communications with a subject company, public appearances and trading securities held by a research analyst account. 

 

Important US Regulatory Disclosures on Subject Companies. This material was produced by Analysts of Panmure Gordon (UK) Limited solely for information 

purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made available to any person other than 

the recipient. It is distributed in the United States of America by Panmure Gordon Securities Limited and elsewhere in the world by Panmure Gordon (UK) Limited 

or an authorized affiliate of Panmure Gordon (UK) Limited. This document does not constitute an offer of, or an invitation by or on behalf of Panmure Gordon 
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information and other sources, which Panmure Gordon (UK) Limited or its Affiliates consider to be reliable. Panmure Gordon (UK) Limited does not accept any 

liability or responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of opinion and other subjective 

judgments contained herein are made as of the date of this document. 

 

Panmure Gordon Securities Limited assumes responsibility for the research reports content in regards to research distributed in the U.S.  Panmure Gordon 
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