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Finals: dividend back to full cover 
PHP delivered a 4.7% dividend yield, which combined with 
20bps of yield shift, led to a 16% total return in 2015. A 20% 
increase in EPS means the dividend is back to full cover for the 
first time since 2009. The property yield of 5.3% looks set for 
further yield compression and, with the shares around 20-25% 
cheaper than its closest peers, PHP is currently one of our top 
picks, particular in these volatile markets. Click here for our 
detailed note on PHP, Assura, MedicX published 14 Jan. 

Highlights 
 Adj EPS +20% to 4.9p – marginally above our estimate (4.8p) and this means 

the dividend was fully covered 1.1x in H2 – the first time in several years. 

 The 5.0p dividend equates to a 4.7% yield and this is the 19th consecutive 
increase. PHP will now pay quarterly dividends, with 1.28125p in Feb ‘16. 

 Adj NAV increased +10% to 88p –marginally ahead of our 87p forecast. The 
total accounting return for the year was 16%. 

 The property increased +3.9% with 20bps of yield compression to 5.3% net 
initial - we expect to see further compression, given the yield is still around 
2.5x higher than gilts, and this more than offset the additional risk. 

 The EPRA cost ratio (effectively the EBITDA margin) reduces further to 
11.5% and PHP remains the most efficient company in our coverage. 

 LTV falls marginally to 62.7% (from 64.1%), but this would decline to 
c55% upon conversion of the convertible bond (matures 2019).  

 The company made £44m of purchases in 2015 and management reports a 
“strong pipeline of transactions across both the UK and Ireland in solicitors hands 
and being documented”. We assume £75m of purchases per annum. 

 Ireland is seeing similar demographic changes to the UK and management, 
like MedicX, intends to enter the market. Leases are typically 25 years, have 
CPI-linked uplifts and around 60-75% of the income will be from the Irish 
HSE, which has a similar funding structure/covenant to the NHS. Yields 
however are around 200-250bps higher at c7.0-7.5%. 

Rental growth slowed to 0.9% (from 1.8%) but the rate of NHS development 
approvals is slowly increasing and given construction and land price inflation we 
expect medium-term rental growth to maintain development viability.  
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2015A 62.3 4.9 19.0 21.9 5.0 4.7 88 77 22 38 
2016E 65.4 5.7 16.1 18.9 5.1 4.8 95 85 12 26 
2017E 70.1 6.0 5.1 17.9 5.3 4.9 103 93 4 15 
2018E 75.1 6.1 2.6 17.5 5.4 5.0 112 102 (5) 5 

 

 

Data 

Price 107p 
Target price 125p 
Market cap £478m 
Dec ’15 EPRA NAV 88p 
Free float 100% 
Index FTSE SmallCap 
Sector Real Estate 
Next news Aug - Interims 
 

UK portfolio 100% 
European portfolio 0% 
North American portfolio 0% 
Rest of World portfolio 0% 
 

 

Description 

PHP owns GP surgeries let on long leases with the 
income largely directly/indirectly from the UK 
Government. 
 

Performance 
Source: Bloomberg 
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Investment case 
 Secure, growing and high dividend - PHP’s yield of 4.7% is now fully 

covered and the dividend is expected to continue to grow at c2-3% per 
annum. This is backed by one of the most secure income streams, with 90% of 
rent direct/indirectly secured from the government, 15-year average lease 
length, 99.7% occupancy, upward-only rent reviews and no tenant default in 
its history. 

 Growing sector – There are around 1.3m visits to GP surgeries every day in 
the UK and, with an ageing and increasing population, the government has 
declared primary care the “bedrock” of the NHS, with a 24/7 service targeted 
by 2020. Currently around 40% of GPs believe their existing properties are 
not fit for purpose and 70% believe their property is inadequate for the range 
of services they would like to deliver. In November 2015 the government 
confirmed a further £6bn of funding for primary care by the end of 2016/17, 
and spending is then expected to increase by 4-5% per annum. 

 High total returns – We see potential for significant yield compression given 
the conservative property yield of 5.3%; if a large portfolio of say £300m of 
assets were put on the market, it would attract significant institutional interest 
and almost certainly trade well below 5%. Our forecasts assume just 20bps of 
further yield compression and this equates to a three-year accounting total 
return of 46%, or 14% per annum – in line with the 14% compounded annual 
shareholder return since IPO, one of the best track records in the property 
sector. 

 Super-efficient – External management structures are often associated with 
high running costs, but PHP is not only the most efficient of the medical 
property companies, but the most efficient of all UK real estate companies, 
with an EPRA cost ratio of 11.5% (down from 12.0% last year). 

 Cheaper than its peers – PHP is around 20% cheaper than Assura and 
MedicX on a P/E basis, around 20% cheaper on an EV/EBIT basis and 
around 5-10% cheaper on a NAV basis.  
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New Peel Hunt forecasts 
Following recent upgrades in our January 2015 note, we today make further 
small upgrades: 

Earnings 
 We maintain our 2016E and 2017E EPS forecasts at 5.7p and 6.0p 

respectively and publish our new 2018E forecast (6.1p). These forecasts 
assume around £75m of purchases per annum, and the company has £39m in 
solicitors hands and a further £100m identified and in progress. Dividend 
cover over the next three years is expected to be 111%, 113% and 114%.  

These forecast do not include the potential dilution from the convertible bond, 
which matures in 2019. Were this to convert, our EPS forecasts would be 
5.4p, 5.7p and 5.8p respectively (still fully covering the dividend). 

Dividend 
 We maintain our 2016E and 2017E dividend forecasts at 5.125p and 5.25p 

and today publish our 2018E forecast (5.375p). This represents dividend 
yields of 4.8%, 4.9% and 5.0% respectively. 

NAV 
 We increase our NAV forecasts over 2016 and 2017 by 1p to account for 

today’s higher than expected NAV. The shares trade on a 13% premium to 
our Dec 2016E NAV forecast (95p), reducing to a 5% discount by Dec 2018E 
(112p forecast). 

Table 1: New Peel Hunt forecasts 
Source: Company accounts, Peel Hunt estimates 

 2015 2016E 2017E 2018E 

Y/end December (£m) Actual NEW Old NEW Old NEW Old 

PBT £21.7m £25.5m £25.5m £26.9m £26.9m £27.3m n/a 

Adjusted EPS (p) 4.9p 5.7p 5.7p 6.0p 6.0p 6.1p n/a 

Adjusted EPS (post convertible) 4.8p 5.5p n/a 5.7p n/a 5.8p n/a 

P/E ratio 22x 20x  19x  18x  

        

DPS (p) 5.000p 5.125p 5.125p 5.250p 5.250p 5.375p n/a 

Dividend yield (%) 4.7% 4.8%  4.9%  5.0%  

Cover (%) 98% 111%  113%  114%  

        

NAV (p) 88p 95p 94p 103p 102p 112p n/a 

Total return (%) 16% 14%  14%  14%  

Discount/Premium (%) 22% 13%  4%  -5%  
 

 

This report is prepared solely for the use of E
lizabeth S

now



 

 

Peel Hunt 
Primary Health Properties# 
4 February 2016 
 

4 

 
Recommendation structure and distribution  
 Recommendation distribution at 4February 2016  

 Corporate No Corporate % No %   

Buy 76 84% 152 52%   
Add 8 9% 41 14%   
Hold 6 7% 82 28%   
Reduce 1 1% 9 3%   
Sell 0 0% 6 2%   
Under Review 0 0% 1 0%   

  
 
Until 7 September 2015, Peel Hunt’s Recommendation Structure was as follows: Since 7 September 2015, Peel Hunt’s Recommendation Structure is as follows:  

Buy, > +10% expected absolute price performance over 12 months Buy, > +15% expected absolute price performance over 12 months  
Hold, +/-10% range expected absolute price performance over 12 months Add, +5-15% range expected absolute price performance over 12 months  
Sell, > -10% expected absolute price performance over 12 months Hold, +/-5% range expected absolute price performance over 12 months  
 Reduce, -5-15% range expected absolute price performance over 12 months  
 Sell, > -15% expected absolute price performance over 12 months  
 Under Review (UR), Recommendation, Target Price and/or Forecasts suspended 

pending market events/regulation 
 

 
NB The recommendation is the primary driver for analyst views. The target price may vary from the structure due to market conditions, risk profile of 
the company and capital returns 

 
Peel Hunt…  

 Shareholding (%) held by   during the last 12 months 

Company Analyst 

Company 
in PH 
(>3%) 

PH in 
Company 
(>3%) 

makes a 
market in this 

company 

is broker 
to this 

company 

has received 
compensation from this 

company for the 
provision of investment 

banking services 

has acted as a 
sponsor/broker/NOMAD/ 
financial advisor for an 
offer of securities from 

this company 

Primary Health Properties    x x x  
   

Recommendation history  

Company Date Rec Date Rec Date Rec Date Rec 

Primary Health Properties 13 Jun 13 Buy       
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Authorised and Regulated by the Financial Conduct Authority, 25 North Colonnade, Canary Wharf, London E14 5HS. 
Registered in England and Wales No: OC357088. Registered office as above. 

 
This material was prepared by Peel Hunt LLP, which is authorised and regulated in the United Kingdom by the Financial Conduct 
Authority (FCA) and is a member of the London Stock Exchange. This document must be treated as a marketing communication for the 
purposes of Directive 2004/39/EC as it has not been prepared in accordance with legal requirements designed to promote the 
independence of research; and although Peel Hunt LLP is not subject to any prohibition on dealing ahead of the dissemination of 
investment research, Peel Hunt LLP applies this prohibition through its internal systems and controls.  
The analyst or analysts responsible for the content of this marketing communication certify that: (1) the views expressed and attributed 
to the research analyst or analysts in the report accurately reflect their personal opinion(s) about the subject securities and issuers 
and/or other subject matter as appropriate; and, (2) no part of their compensation will be directly or indirectly related to the specific 
recommendations or views contained in this research report. Peel Hunt has effective organisational and administrative arrangements set 
up within the firm for the prevention and avoidance of conflicts of interest with respect to research recommendations, including 
information barriers. 
This document is for the use of the addressees only and is not intended for nor should be disseminated to Retail Customers as defined in 
Directive 2004/39/EC. It may not be copied or distributed to any other person without the written consent of Peel Hunt LLP and may not be 
distributed or passed on, directly or indirectly, to any other class of persons, Peel Hunt LLP may in its discretion distribute this document to any 
other person to whom it could lawfully be distributed by an unauthorised person and without its content being approved by an authorised 
person. This document has been prepared using sources believed to be reliable, however we do not represent it is accurate or complete. Neither 
Peel Hunt LLP, nor any of its partners, members, employees or any affiliated company accepts liability for any loss arising from the use of this 
document or its contents. It is provided for informational purposes only and does not constitute an offer to sell or a solicitation to buy any security 
or other financial instrument. While we endeavour to update on a reasonable basis the information and opinions contained herein, there may be 
regulatory, compliance or other reasons that prevent us from doing so. The opinions, forecasts, assumptions, estimates, derived valuations and 
target price(s) contained in this material are as of the date indicated and are subject to change at any time without prior notice. This research 
does not constitute a personal recommendation and the investments referred to may not be suitable for the specific investment objectives, 
financial situation or individual needs of recipients and should not be relied upon in substitution for the exercise of independent judgement. Past 
performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested. The stated price of 
any securities mentioned herein is not a representation that any transaction can be effected at this price.  
Peel Hunt LLP, its partners, members, employees or any affiliated company may have a position or holding in any of the securities mentioned 
herein or in a related instrument. This document is approved for communication by Peel Hunt LLP in the UK and to EEA market professionals 
who have registered with Peel Hunt LLP to receive such information. Please note that the share price used in this note was the mid-market price 
at the close of business on the previous trading day. 
Unless otherwise stated, Peel Hunt LLP owns the intellectual property rights and any other rights in all material contained in this document. No 
part of this document may be modified, photocopied or duplicated in any form by any means or redistributed, transmitted, published or 
derivative works created from this document without the prior consent of Peel Hunt LLP. By accepting this document you agree that you have 
read the above disclosure and to be bound by the foregoing limitations / restrictions. 
US Disclosure: This research is distributed to US investors by Peel Hunt Inc., which is a member of Financial Industry Regulatory Authority 
(FINRA) and Securities Investor Protection Corporation (SIPC). Peel Hunt LLP accepts responsibility for the contents of this report and it has 
not been altered in any way by Peel Hunt Inc. Peel Hunt LLP and/or its affiliates may hold 1% or more of any class of common equity securities 
in the issuer that this publication covers. Disclosures in relation to Peel Hunt LLP and/or any affiliate’s role in: (1) managing or co-managing a 
public offering of securities for the issuer; (2) receiving compensation for investment banking services from the issuer in the past 12 months; (3) 
expecting or intending to receive compensation for investment banking services from the issuer in the next three months; and, (4) making a 
market in the issuers securities; are set out in the main disclosure section of this publication. 
Canada Disclosure: This research may only be distributed by Peel Hunt LLP to Permitted Clients as defined in Section 1.1 of NI 31-103 in 
reliance on the International Dealer Exemption and International Adviser Exemption pursuant to subsections 8.18(2) and 8.26(3) of National 
Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations (“NI 31-103”) and Notification to Clients of the 
prescribed information under subsections 8.18(4)(b) and 8.26(4)(e) of NI 31-103 in Alberta, British Columbia, Ontario and Quebec. Peel Hunt 
LLP is not registered in the local jurisdiction to provide advice on securities or to trade in securities. Peel Hunt LLP is: (1) registered in England 
and Wales with its principal place of business in the United Kingdom; (2) a member of the London Stock Exchange; and (3) regulated by the 
Financial Conduct Authority. All or substantially all of the Company’s assets may be situated outside of Canada. There may be difficulty 
enforcing legal rights against the Company because of the above. This research report has not been prepared in accordance with the disclosure 
requirements of Dealer Member Rule 3400 – Research Restrictions and Disclosure Requirements of the Investment Industry Regulatory 
Organisation of Canada (IIROC). If this research report had been prepared in compliance with IIROC’s requirements it would require disclosure 
if the IIROC regulated dealer and its affiliates collectively beneficially owned 1% or more of any class of equity securities issued by the company 
covered in this research report. Under FCA requirements disclosure is only required for major shareholdings by the FCA regulated dealer or any 
of its affiliates, including at least shareholdings exceeding 5% of the total issued share capital of the company covered in this research report. 
Republic of South Africa Disclosure: This research may only be distributed to clients as defined in the FAIS Notice 37 of 2014 issued by the 
Financial Services Board. This research is distributed by Peel Hunt LLP under the exemption granted from section 7(1) of the Financial 
Advisory and Intermediary Services Act, 2002. 
Australia Disclosure: This research is distributed in Australia by Peel Hunt LLP under the exemption in ASIC Class Order [CO 03/1099] from 
the requirement to hold an Australia financial services licence. This research may only be distributed to a “Sophisticated Investor” or a 
“Professional Investor” and a "Wholesale Client" (within the meaning of sections 708(10), 708(11) and 761G of the Australian Corporations Act, 
respectively), being a person to whom an offer of securities can be made without disclosure under Chapter 6D of the Australian Corporations 
Act.  
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