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Primary Health Properties PLC – HOLD Oriel - Primary Health Properties PLC (HOLD) 

FY14A was a transformational year for PHP as the company increased its net 

rental income by 43%, and more than doubled EPRA earnings per share. 

Acquisitions and cost reductions have driven dividend cover to 84% during a 

temporary period of over-distribution, whilst maintaining an 18 year unbroken 

record of dividend growth. We maintain our HOLD rating. 

 
Valuation & rating. PHP’s shares have risen 4.1% year to date, underperforming the 

sector by 2.7%, and trade at a 19% premium to current NAV (i.e. NAV as at today) and 

we think it may take time for the NAV to grow to the current share price. The dividend 

yield of 5.2% is significantly ahead of the REIT average of 2.9%, but with leverage high 

at 64% and dividend cover around a year away, we retain our HOLD rating. 

A stable asset class. Primary healthcare property is characterised by high/full 

occupancy (99.8% at end-December for PHP), stable valuation yields compared to the 

wider real estate market, strong tenant covenants (91% of rent effectively backed by 

the NHS, the remainder pharmacies), and long leases (average 15.3 years) with fixed 

uplift/index-linked/upward only rent reviews (4%, 19% and 77% of rent, respectively). 

The demand for new premises is fuelled by demographic pressures of an ageing 

population and the obsolescence of much of the existing stock of primary healthcare 

property. This is compounded by NHS budget constraints driving healthcare provision 

into the more cost-effective primary setting as new technologies enables healthcare to 

be moved out of the relatively expensive hospital environment. We believe the 

enduring low-risk, low valuation volatility and high income characteristics of the asset 

class will persist. 

Stronger-than-expected 2014. PHP reported EPRA EPS of 16.4p in FY14A, ahead of 

our forecast 15.5p, with the more than doubling of earnings driven by cost cutting and 

acquisitions. Dividend cover is being restored ahead of expectations, and we believe 

that on a run rate basis, full dividend cover could be restored by the end of 2H15E. 

Updated forecasts. We have updated our forecasts to take into account the increased 

rental income and lower costs reported for FY14A. Our updated EPRA EPS forecasts 

are: FY15E 18.7p (from 18.5p), FY16E 21.3p (21.1p) and FY17E 22.3p (new). Our

dividend forecasts are unchanged with the growth trajectory of 0.5p/2.6% pa, consistent

with the company’s track record of 18 years of unbroken dividend growth, such that the

shares have a prospective dividend yield of 5.2% at the current share price. Our 

upgraded NAV forecasts are: FY15 330p (from 320p), FY16E 348p (332p) and FY17E

366p (new). 
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Key data 

Stock code PHP LN

Market cap (£m) 432

FTSE All-Share 3710

1mth perf (%) 3.2

3mths perf (%) 8.8

12mths perf (%) 8.1

12mth high-low (p) 393 - 328

Free float (%) 96
 

Key financials 

Year to Dec 2014A 2015E 2016E

NAVPS adj (p) 319 330 348

Prem./(Disc.) (%) 22.0 18.0 11.9

EPS adj (p) 16.4 18.7 21.3

P/E adj (x) 23.7 20.8 18.3

2 yr NAV CAGR (%) na 4.9 4.4

DPS (p) 19.5 20.0 20.5

Div yield (%) 5.0 5.1 5.3

 All data as at 14:15 on 20 February 2015 

All sources unless otherwise stated: Company data, Factset,
Oriel Securities
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Key data1 
Key profit & loss data (£m)

2014A 2015E 2016E 2017E
Net rental income 59.3 63.9 68.2 71.6
Other income 0 0.1 0.1 0.3
Administration expenses (6.8) (4.8) (5.1) (5.4)
JV EBIT 0 0 1.0 1.0
EBIT 52.5 59.1 64.2 67.5
Capitalised interest 0 0 0 0
Net interest (34.3) (38.3) (40.5) (42.7)
JV interest 0 0 0 0
Recurring PBT 18.2 20.8 23.6 24.8
Change in fair value of derivatives (2.5) 0 0 0
Revaluations 29.2 13.7 19.0 19.8
JV revaluations 0 0 0 0
Profit on sale of properties 0 0 0 0
Profit on sale of JV properties 0 0 0 0
Exceptionals (8.1) 0 0 0
PBT 36.9 34.5 42.6 44.6
Tax on ordinary activities 0 0 0 0
PAT 36.9 34.5 42.6 44.6
EPS adj (p) 16.4 18.7 21.3 22.3
DPS (p) 19.5 20.0 20.5 21.5
DPS growth (%) 2.6 2.6 2.5 4.9
Interest Cover (x) 1.5 1.5 1.6 1.6
Dividend Cover (x) 0.8 0.9 1.0 1.0

Key cash flow data (£m)
2014A 2015E 2016E 2017E

Operating cash flow 49.0 59.1 64.2 67.5
Funds available for distribution 25.0 20.8 23.6 24.8
Free cash flow (pre investment) 4.3 (1.4) 0.8 0.9
Property acquisitions (54.9) (75.0) (75.0) (50.0)
Development expenditure 0 0 0 0
Property disposals 0.5 2.0 2.0 2.0
Net cash from share issues 0 0 0 0
Other 52.9 0 0 0
Net cash flow 2.8 (74.4) (72.2) (47.1)

Key balance sheet data (£m)
2014A 2015E 2016E 2017E

Investment properties 1,026.2 1,112.9 1,204.9 1,272.7
Investments 0 0 0 0
Other fixed assets 0.0 0.0 0.0 0.0
Other current assets (26.7) (26.7) (26.7) (26.7)
Net debt / (cash) (425.7) (500.1) (572.2) (619.3)
Provisions/fair value on derivatives (264.8) (264.8) (264.8) (264.8)
Adjustments 45.5 45.5 45.5 45.5
NAV adj 354.6 366.9 386.7 407.4
NAVPS adj (p) 319 330 348 366
NAV adj growth (%) 6.4 3.5 5.4 5.4
NNNAVPS (p) 293 304 322 340
Net debt/equity (%) 120.0 136.3 148.0 152.0
Loan to value (%) 63.8 65.6 66.5 66.7

 
 

 

 

Key information 
Business description 

PHP is a REIT that invests solely in freehold and long leasehold 

healthcare properties that are let principally to GPs, NHS 

organisations and associated healthcare users. The company 

engages in a limited amount of development activity in conjunction 

with recognised development partners with schemes de-risked by first 

entering into a pre-let with a GP. PHP has 265 healthcare centres 

with a portfolio value over £1bn, and derives 91% of its income from 

the UK Government. The company is externally managed by Nexus 

TradeCo. 

Senior management 

Harry Hyman (Managing Director) 

Phil Holland (Finance Director) 

Tim Walker-Arnott (Property Director) 

Key dates 

August - 1H15 results 

   

Major shareholders 

Private individuals - 9.7% 

Investec Wealth - 5.8% 

BlackRock - 5.0% 

Website 

www.phpgroup.co.uk/  

1Year end December
Source: Company data, FactSet, Oriel Securities estimates
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Updated forecasts 

Stronger-than-expected FY14A 
We have updated our forecasts following stronger-than-expected full year results from PHP, which 

showed higher earnings growth than we had forecast (EPRA EPS 16.4p vs our forecast of 15.5p) 

resulting in dividend cover of 84%, up from 57% a year before. The company has achieved this with 

three drivers of earnings growth: 

1. Increase in revenue through acquisitions. PHP acquired Prime Public Partnerships (PPP) in late 

2013 adding £14.4m to the rent roll by the addition of 54 high quality assets for £233m. A further 

£43m of acquisitions were made during FY14A, which together with the PPP assets comprised 

much of the 43% increase in net rental income during the year. 

2. Management cost reduction. The provision of property advisory and administration services has 

been consolidated into the single external manager, Nexus TradeCo, following the termination of 

the agreement with J O Hambro as the previous joint advisors in May 2014. This has resulted in 

significantly lower administration fees, potentially lower property service fees in the near future and 

a simplification of the fee structure. We estimate the cost saving to be c.£1.2m pa, with FY15E the 

first year in which this saving is fully reflected in earnings. The total expense ratio was reduced to 

69bps in FY14A, down from 88bps. 

3. Debt cost reduction. PHP has fully refinanced £178m of debt acquired with the PPP assets, 

reducing the rate on that debt by more than 100bps. An £82.5m Convertible Bond was issued in 

May 2014 (coupon 4.25%, conversion price 390p per share), and £235m of bank facilities were 

restructured in August 2014, reducing lending margins by an average of 55bps. We believe the 

average interest rate at end-December was c.5%, but with a marginal cost of new debt closer to 

3%. 

Valuation growth in the investment portfolio of 3.2% led to a 6.3% increase in NAV to 319p at end-

December, above our forecast of 310p (we had assumed capital growth of 2.4% in FY14A). 

Earnings and dividends per share 

We have updated our earnings forecasts to reflect the higher rent roll following acquisitions FY14A, and 

also the lower cost of debt as described above. Our assumptions for future acquisitions are unchanged 

at £75m pa in FY15E and FY16E, and we assume acquisitions of £50m in FY17E (new). Our updated 

EPRA EPS forecasts are: FY15E 18.7p (from 18.5p), FY16E 21.3p (21.1p) and FY17E 22.3p (new). 

Our dividend forecasts are unchanged with the growth trajectory of 0.5p/2.6% pa, consistent with the 

company’s track record of 18 years of unbroken dividend growth. Our new earnings forecasts show that 

dividend cover is 94% in FY15E (up from 92%) rising to full cover of 104% in FY16E (from 103%). We 

believe that on a run-rate basis the company will have achieved full cover by the end of 2015, in line 

with management guidance given at the time of the PPP acquisition. Achieving full cover is dependent 

on the rate of acquisitions, and although management commented at its results that it would not hurry 

the acquisition program at the expense of finding the right assets to fit the existing portfolio, we believe 

the risk is to the upside on the timing of the return of full dividend cover. 

NAV per share 

Our upgraded NAV forecasts assume modest inward yield shift of 2bps pa (unchanged assumption), 

consistent with the historic low volatility of the primary healthcare property asset class. PHP reported 

rental growth of 1.8% for 135 rent reviews concluded in FY14A (which includes rent reviews outstanding 

from previous years, when we believe rental growth was slightly higher). Management commented that 

it expects rental growth at similar levels for the immediate future, but to increase as the rate of new 

development approvals increases. With this in mind, we leave our income growth assumption for the 

portfolio valuation unchanged at 1% in FY15E, and increase it to 1.5% pa in FY16E and FY17E. Our 

updated NAV forecasts with these assumptions are: FY15 330p (from 320p), FY16E 348p (332p) and 

FY17E 366p (new). 
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Recommendation history

Primary Health Properties PLC

Date Recommendation

Initiated: 16-Sep-2014 HOLD

 

Disclosures on interests
 
Oriel Securities is a market maker or liquidity provider in the securities of the following issuer(s): Primary Health Properties PLC 
 

Certifications
I, John Cahill, certify that the views expressed in this research report accurately reflect my personal views about the subject securities or issuers, and I, John Cahill, certify that 
no part of my compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in this research report.
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Disclaimer 

© Copyright 2015 Oriel Securities Ltd, all rights reserved. 

Additional information with respect to any security referred to herein may be made available on request.  This research material is a marketing communication.  It is not 
investment research and has not been prepared in accordance with 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.   

This material is for the general information of clients of Oriel Securities Limited (‘Oriel Securities’) only and is not to be distributed to or used by any person who is a 
retail client, as defined in the FCA Conduct of Business Sourcebook 3.4, or private individual in any jurisdiction. It does not take into account the particular investment 
objectives, financial situation or needs of individual clients. Before acting on any advice or recommendations in this material, clients should consider whether it is 
suitable for their particular circumstances and, if necessary, seek professional advice. This material should not be construed in any circumstances as an offer to sell or 
solicitation of any offer to buy any security or other financial instrument, nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, 
any contract relating to such action. This material is based on information that we consider reliable, but we our affiliates, directors, officers or employees do not warrant 
or represent (expressly or impliedly) that it is accurate, complete, not misleading or as to its fitness for the purpose intended and it should not be relied upon as such. 
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update the material in this report on a timely basis, but 
regulatory compliance or other reasons may prevent us from doing so.  

Oriel Securities or its employees may from time to time have long or short positions in securities, warrants, futures, options or other financial instruments referred to in 
this material. Oriel Securities designates research material to be Connected or Unconnected, such terms are as used in Oriel Securities’ Research Policy. This policy is 
summarised on Oriel Securities’ website at and is available from the Compliance Officer at Oriel Securities. In relation to Connected research material, the analyst is 
aware that Oriel Securities has a contractual relationship with the issuer such as being broker and/or financial adviser and, as a result, Oriel Securities may have a 
conflict of interest that could affect the objectivity of this material.  In relation to Unconnected research material, the analyst is unaware of any contractual relationship 
between Oriel Securities and the issuer (either because none exists or because of the operation of Oriel Securities’ Chinese Wall policy).  

Oriel Securities has published a Conflicts of Interest Policy that is available at http://www.orielsecurities.com/x/conflict.html, which describes the organisational 
and administrative arrangements for the prevention and avoidance of conflicts of interest. 

Further disclosures required under the FCA Conduct of Business Sourcebook 12.4 may be accessed via http://www.orielsecurities.com/x/disclosures.html. 
Unless otherwise stated, share prices provided within this material are as at the close of business on the day prior to the date of the material.  

Neither the whole nor any part of this material may be duplicated in any form or by any means. Neither should any of this material be redistributed or disclosed to 
anyone without the prior consent of Oriel Securities. Oriel Securities accepts no liability whatsoever for any direct, indirect or consequential loss or damage of any kind 
arising out of the use of all or any of this material. 

The services, securities and investments discussed in this material may not be available to nor suitable for all investors. Investors should make their own investment 
decisions based upon their own financial objectives and financial resources and it should be noted that investment involves risk, including the risk of capital loss. Past 
performance is no guide to future performance. In relation to securities denominated in foreign currency, movements in exchange rates will have an effect on the value, 
either favourable or unfavourable. 

This material is issued by Oriel Securities in the UK, which is authorised and regulated by the Financial Conduct Authority in connection with its UK distribution. Oriel 
Securities is a member of the London Stock Exchange. 

 
CANADIAN DISTRIBUTION 

This report has been prepared by Oriel Securities and has been distributed to Canadian clients of CIBC World Markets Inc. (“CIBC WM Inc.”) by CIBC WM Inc. This 
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 Organization of Canada (“IIROC”).  

If this report had been prepared by CIBC WM Inc. in compliance with IIROC’s disclosure requirements, CIBC WM Inc. would have been required to disclose when it and 
its affiliates collectively beneficially own 1% or more of any class of equity securities issued by the company covered in this report.  

In contrast, under FCA rules, Oriel Securities must only disclose when it or any of its affiliates hold major shareholdings in the company covered in this report, including 
shareholdings exceeding 5% of such company’s total issued share capital.  
 
UNITED STATES’ DISTRIBUTION  

This report is distributed in the United States by Oriel Securities and is intended for distribution in the United States only to "Major US Institutional Investors" as defined 
in Rule 15a-6 under the US Securities Exchange Act of 1934, as amended.  

Oriel Securities is a non-US broker-dealer and is not registered with the US Securities and Exchange Commission ("SEC"). Accordingly, any transaction by Major US 
Institutional Investors in the securities discussed in this document would need to be effected by CIBC World Markets Corp. ("CIBC WM Corp."), not Oriel Securities.  

CIBC WM Corp. is a broker-dealer registered with the SEC and is a FINRA member firm. CIBC WM Corp. is not an associated person of Oriel Securities. Investment 
products provided by or through CIBC WM Corp. or Oriel Securities are not FDIC insured, may lose value and are not guaranteed by CIBC WM Corp. or Oriel 
Securities.  
 
This material is not for distribution to the public or a large number of persons, but is personal to named recipients. All recipients of marketing communications are 
required to be (a) persons who have professional experience in matters relating to investments falling within Article 19(1) of the Financial Services and Markets Act 
2000 as amended (Financial Promotion) Order 2005 (the "Order") or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, 
falling within Article 49(1) of the Order (all such persons together being referred to as "relevant persons"). This material must not be acted on or relied on by persons 
who are not relevant persons. Any investment or investment activity to which this material relates is only available to relevant persons and will be engaged in only with 
relevant persons. 

Oriel Securities Limited, Registered office: 150 Cheapside, London, EC2V 6ET, Tel: 020 7710 7600, Registered in England No. 4373759 

 


