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Primary Health Properties is a research client of Edison Investment Research Limited 

Primary Health Properties (PHP) offers a prospective yield of 5.8%, 
generated from a broad portfolio of government-backed healthcare 
facilities on long leases. In 2013 the dividend progressed again, with cover 
improved marginally despite share issuance to fund acquisitions. We 
forecast continued dividend growth and significantly improved cover 
(100% by H215). A full period earnings contribution from 2013 portfolio 
additions, expected further portfolio growth, a reduction in funding costs 
following debt restructuring, a reduction in advisory fees following 
contract renegotiation and a modest improvement in rents all contribute to 
this trend. 

Year end Revenue 
(£m) 

PBT* 
(£m) 

EPS* 
(p) 

DPS 
(p) 

Yield 
(%) 

EPRA NAV/ 
share (p) 

12/12 33.2 7.4 10.2 18.5 5.5 305 
12/13 42.0 9.5 10.6 19.0 5.7 300 
12/14e 60.6 16.9 15.3 19.5 5.8 301 
12/15e 67.3 21.0 19.0 20.0 6.0 303 

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items 
and share-based payments. 

2013 dividend up; cover slightly improved 
2013 saw the dividend paid increase to 19p (2012: 18.5p), the seventeenth year of 
successive growth. The first dividend payable in 2014 is 9.75p and we forecast 
19.5p for the year. Despite a higher dividend being paid on an increased number of 
shares (including the capital raise of 21.7m shares in June 2013), dividend cover 
increased to 57% (2012: 56%); we forecast progress to 100% cover by H215. 

Portfolio growth and savings lift 2014e significantly 
The acquisition of Prime Public Partnerships (PPP) in December 2013 was 
significant, adding £233m to the portfolio value. The 2013 earnings effect was 
minimal but it will contribute fully in 2014, which should improve dividend cover. 
Similarly, the July 2013 Primary Health Care Centres Limited (PHCC, gross assets 
of £29m) deal contributed for only six months in 2013. The first phase of PPP debt 
refinancing, effective from 1 January 2014, is expected to reduce funding costs by 
£1.4m pa. A restructured management contract, effective 1 May 2014, will reduce 
administrative service charges and break the link to a growing portfolio value. We 
expect further portfolio additions (c £100m pa for 2014-15) and modest underlying 
rent improvements of c 2% pa. In all, we expect cover, on an increasing dividend, of 
80% in 2014 and full year 96% in 2015. 

Valuation: Secure income underpins dividend 
PHP’s healthcare facilities offer a good yield from a reliable revenue stream with 
capital value changes that should be steady rather than volatile. 92% of revenue is 
government backed, and the weighted average unexpired lease term is 16 years, 
with the opportunity to grow. PHP’s own dividend remains progressive and our 
forecasts show a path to full cover. 
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Summary of 2013 results 

We detail below the key points from 2013 with a more detailed review of the effect of 2013 
acquisitions in the section below. The largest portfolio development (with the acquisition of PPP) 
was only concluded in December 2013, and while it has had an impact on the balance sheet, its 
effect on earnings has been modest. 

 Group rental income received increased by 27% to £42.0m (2012: £33.2m) with an average 
annualised uplift of 2.2% on reviews completed in the year (2012: 2.4%); combined with 
acquisitions and commitments, the annualised rent roll increased by over 48% to £57.6m 
(2012: £38.9m). 

 Operating profit before the net result on the property portfolio rose 18.7% to £32.8m (2012: 
£27.6m). 

 Adjusted earnings (on the company’s basis – see Exhibit 9) increased by 28% to £9.5m (2012: 
£7.4m). 

 19.0p per share of dividends were paid during the year (2012: 18.5p), the seventeenth 
successive year of dividend growth. The first dividend payable in 2014 is 9.75p per share and 
we forecast 19.5p for the year. 

PHP added c £314m of properties to its investment property portfolio, taking the total to £941.6m as 
at 31 December 2013 (31 December 2012: £622.4m). Including the cost to complete development 
commitments, total portfolio value increased by 48% to £959m (2012: £645m). The net initial 
valuation yield of 5.65% was slightly lower (2012: 5.72%), partly reflecting an increase in average 
property size. The EPRA net asset value was £330.9m (2012: £231.9m).  

PHP has announced two transactions post year end with a total consideration of c £21m, which 
grows the total portfolio to 261 properties (of which nine are under construction and due to 
complete in 2014) with a gross asset value of c 979m. 

 The portfolio was 99.7% let with a weighted average lease length (including commitments) of 
16 years. 

 A total of £140m of new debt facilities were completed in the year, including a new four-year 
£70m revolving debt facility with Barclays Bank plc, and a £70m, secured, 12-year floating rate 
corporate bond. 

 In June 2013, £65.8m net of costs in new equity was raised (21.7m shares at 315p). In 
addition, 12.86m shares were issued to the vendors of the PPP portfolio at 320p. An initial 
12.58m was issued on completion in December 2013 and 0.28m in January 2014 on 
finalisation of the completion accounts.  

 The PPP portfolio acquisition included the assumption of £178m of fixed-rate debt, with an 
allowance made for expected refinancing costs and was settled by the issue of £42.6m in 
shares to vendors. 
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End 2013 portfolio summary 
Exhibit 1: Detailed portfolio valuation £m 
31 December 2012 2013 
Investment properties 606.7 929.9 
Properties in the course of development 15.7 11.7 
Total properties 622.4 941.6 
Finance leases 3.1 0 
Total owned and leased 625.5 941.6 
Cost to complete development commitments 19.9 17.1 
Total owned, leased and commitments 645.4 958.7 
Source: PHP, Edison Investment Research.  

Exhibit 2: Portfolio (as at 20 March 2014) 
Capital value Number of assets Value (£m) Percentage 
Over £9m 12 177 18.1% 
£3m to £9m 108 509 51.9% 
£1m to £3m 137 291 29.7% 
Up to £1m 4 3 0.3% 
Total  261 979 100.0% 
Source: PHP, Edison Investment Research 

The table below sets out the longer-term growth in the portfolio and rent roll, assuming all 
properties were complete at the year end.  

Exhibit 3: Historic growth in the portfolio £m  
31 December 2009 2010 2011 2012 2013 
Total investment property 371 503.6 539.7 645.4 958.7 
Average lot size 3.2 3.1 3.4 3.5 3.7 
Rent roll 21.3 28 31.4 38.9 57.6 
Source: PHP, Edison Investment Research. Note: Includes value of ongoing developments as completed. 

2013 saw a 3.5% increase in property valuation, mainly reflecting the increase in rents, combined 
with some modest tightening of yield (equivalent yield at 31 December 2013 5.92%, compared with 
6.05% at the 2012 year end).  

2013 operational developments should increase 2014 earnings 
A number of management actions taken in 2013 should see an uplift in 2014 earnings. 

 Revised terms for provision of property advisory and administrative services to generate 
annualised savings in excess of £0.8m (against the previous contract), with further savings 
once the portfolio exceeds £1bn. 

 First stage of restructuring of PPP debt undertaken with effect from 1 January 2014, reducing 
running interest rate by 80 basis points, an annual saving of £1.4m. 

PHP also agreed a five-year development pipeline agreement with Prime plc, a sister company 
owned by PPP’s principal shareholders. Prime is a developer of primary care assets and the 
agreement is expect to provide PHP with a steady source of investment opportunities. Portfolio 
growth will drive earnings. 

PHP added over £300m of assets to its total portfolio in 2013, increasing its value to £958.7m 
(£941.6m excluding development commitments) at the year-end (FY12: £645.4m, £625.5m 
excluding commitments). Additions so far in 2014 (c £21m) take the portfolio to 261 properties, 
including nine under construction due to complete in 2014. Our estimates include £100m of portfolio 
additions in both 2014 and 2015, a mix of both let standing and forward-funding commitments. 

The acquired Primary Health Care Centres Ltd portfolio, in July 2013, comprised 11 fully occupied, 
standing investment properties. PHP acquired £29m in gross assets with a £1.7m contracted rent 
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roll and 19.3-year weighted average unexpired lease term. It paid net asset value, in cash, and 
assumed £16.3m of net secured debt. 

In December 2013 PHP completed the acquisition of PPP. The group purchased PPP’s entire share 
capital for £42.6m, which was met by an issue of 12.86m PHP shares. The shares, subject to 
limited exemptions, are locked up for 18 months from the completion date. PPP’s portfolio was 54 
fully let primary care assets, valued at £233m at acquisition, with a £14.4m contracted rent roll and 
17-year weighted average unexpired lease term.  

In addition to the above, the group paid £41m for another 12 assets in FY13, adding a £2.6m 
contracted rent roll. For 2014 and 2015, our estimates assume £100m pa of portfolio acquisitions at 
a net initial yield of c 6%, ahead of the group’s current all-in cost of debt of c 3.8%.  

Contracted rent roll brought forward into FY14 was £57.6m, up 48% y-o-y. Reflecting the timing of 
acquisitions, this is well ahead of actual gross rent received in FY13 (£42m, up y-o-y).  

Acquisitions were supplemented by 79 rent reviews completed in FY13, which added £0.57m to the 
rent roll, and reflected 2.2% average annual growth (FY12: 2.4%). We note that of the £57.6m 
contracted rent roll, £20.4m is due for review in 2014 and a further £14.9m in 2015. All rent reviews 
are upwards revision only with any increases being a mix of RPI (three-year trailing average) and 
fixed increases (RPI and fixed were in aggregate 21% of portfolio at the end of 2013 compared with 
17% in 2012) and the balance open market reviews (which have seen a slowdown in growth). The 
cash flow sensitivity to rent reviews is given in the exhibit below.  

Open market rent reviews are currently relatively modest, and the small increase in the proportion 
of the portfolio on fixed uplifts and index-linked reviews should provide some additional support. 
Historically, rental increases have broadly tracked inflation, and any increase in building costs (as 
the economy recovers) may provide ongoing support.  

Exhibit 4: Cumulative cash flow from rent reviews 

 
Source: PHP, Edison Investment Research 

A larger portfolio also provides further opportunities to improve rental and capital returns from active 
management of existing assets. This component of group strategy includes:  

 Capital expenditure on projects from modest extensions to major construction. These would 
generate equivalent increases in contracted rents and extend existing lease terms.  

 Management of existing leases to secure extensions to lease terms and increased rents, often 
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2014 debt restructuring 

Financing cost savings for 2014 
From the start of 2014, the initial stage of refinancing the £178.4m of debt assumed with the PPP 
acquisition has reduced average interest rates on that debt by 0.8%, generating an estimated 
£1.4m pa saving. The penalty for early repayment was covered by the £13.7m of provisions raised 
in PPP ahead of the sale and built into the financial analysis of the acquisition. There will also be 
some savings from issuing a single corporate bond to refinance the PHCC acquired debt (again 
with the early repayment charge taken as a provision pre-sale) and other facilities that were due to 
mature during 2014. We believe that the increased scale and diversity of the business, together 
with bank appetite to lend to secure corporates, may see some further improvement in financing 
costs in 2014.  

2013 debt developments 
During 2013 the key developments in debt funding were: 

 In March 2013 PHP refinanced the debt assumed upon the acquisition of the Apollo portfolio in 
December 2012. It secured a new £70m four-year revolving debt facility with Barclays Bank. It 
fixed 50% of sums drawn under, at an all-in funding cost below 3.5% for the duration of this via 
an interest rate swap.  

 In November 2013 the group issued a 12-year £70m secured corporate bond to a single 
institutional bond investor. A £60m initial tranche was received on issue, with the remaining 
£10m due to be received at the end of June 2014 in conjunction with completion of specific 
developments. Interest on the paid up amount is charged at 220bp above six-month Libor. The 
group used the proceeds of the bond to refinance more expensive debt assumed with the 
PHCC acquisition in July and used an allowance agreed with the vendors to cover the cost of 
early repayment of existing secured debt. It also repaid a facility with Clydesdale Bank due to 
expire in mid-2014 and used to pay down elements of its Club facility with RBS and Santander, 
for which borrowing costs would otherwise have increased in 2014 and 2015. On 18 December 
2013, PHP successfully listed the floating rate guaranteed secured bonds. 

 As part of the PPP acquisition in December, the group assumed £178.4m debt secured upon 
the assets. This is provided by Aviva as longer-term amortising debt. A £13.7m provision was 
agreed with the vendors – as a reduction to the PPP net asset value – to cover estimated costs 
of repaying this debt ahead of its maturity date. The average term of this debt was 17 years at 
acquisition, with a 5.9% pa weighted average interest rate. On 13 February 2014 it completed 
the first stage of restructuring this debt with the payment of £13.7m to reset interest rates to 
current levels for the existing loans, resulting in an 80bp reduction in the annual coupon. A 
£15m capital repayment was also made as part of a second stage, which will include 
rephrasing of debt amortisation and further reduction in interest rates.  

 Post the year end, PHP completed the reinstatement of £25m previously repaid under that Club 
facility on terms identical to the existing debt.  

Debt summary 
As at the end of FY13 the group had £587m of net debt (FY12: £376m). The increase was primarily 
due to acquisitions, with year-end loan to value of 61.6% (FY13: 60.9%), 1.55x interest cover 
(FY12: 1.57x), vs a covenant minimum requirement of 1.3x. Year-end headroom on debt facilities 
was £75m plus £9.3m of cash of which £17.1m was required to complete existing developments. 
Portfolio additions since year end have been c £21m. The group’s access to debt increased in 
February 2014 when it reinstated £25m of facilities that were previously repaid and cancelled. 
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Current headroom is thus back to the year-end level and the group is in ongoing discussions with 
other debt providers, and says that these provide evidence of softening lending margins. We 
believe further facilities are likely to be agreed to finance acquisitions. 

2014 new advisory fee structure 

Group expenses mainly comprise advisory fees, ie property advisory and management services 
provided by Nexus Tradeco Limited and administrative and accounting services by J O Hambro 
Capital Management Limited, which also acts as company secretary. Up to and including FY13, 
these have been calculated as a percentage of the group’s gross asset value. As that fee rate 
reduces on increasing gross assets, the average fee paid in FY13 fell to 0.71% (FY12: 0.75%) and 
as a result, overall operating costs were 0.88% of average gross assets in FY13, vs 0.93% for 
FY12.  

In order to reduce group expenses, PHP has terminated J O Hambro’s contract with effect from 
30 April 2014, with Nexus to assume responsibility for administrative services. This also removes 
the link between their cost and gross assets as Nexus will receive an agreed fixed annual fee in 
relation to these services. That fee is linked to changes in the RPI and may be increased or 
decreased by up to 5% pa. J O Hambro will receive a termination payment of £2.5m to cover its 
two-year notice period and this was taken as a P&L charge in FY13.  

This change is expected to result in annualised savings (against the previous contract, and based 
on the gross asset level in September 2013, when notice on JOH was served) of over £0.8m pa, 
although the actual underlying saving will be greater as gross assets grow.  

In February 2014 the group also announced changes to the basis on which property advisory fees 
will be paid to Nexus, with lower incremental fee rates introduced for gross assets above £1bn. 
These reflect the economies of scale inherent in the management of a larger portfolio. 

Exhibit 5: Property services fee post February announcement 
Assets under management 
(£m) 

Old fee 
(£m) 

New fee 
(£m) 

Saving 
(£m) 

1,000 4.34 4.38 (0.03) 
1,062 4.58 4.58 nil 
1,125 4.81 4.78 0.03 
1,250 5.28 5.19 0.09 
1,375 5.75 5.56 0.19 
1,500 6.22 5.94 0.28 
Source: PHP, Edison Investment Research 

Valuation 

Dividend cover 
There was a marginal improvement in dividend cover in FY13 to 57% (FY12: 56%). We expect this 
to improve further to 80% for FY14 and 96% for FY15 (100% for H215), as group earnings benefit 
from the factors above. We believe that the steady, reliable yield generated from a broad portfolio of 
long-term, government-financed facilities is the key investment attraction of PHP, and having a clear 
route map to a covered dividend is important. 
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Exhibit 6: Dividend cover (%) H112 to H215e 

 
Source: PHP, Edison Investment Research 

NAV per share 
There are a range of NAVs using the different accounting approaches. 

 Statutory NAV. Based on a traditional yield-based approach to portfolio value, NAV per share 
increased to 274p (2012: 236p), enhanced by share issuance at a premium to NAV during the 
year.  

 EPRA NAV. The EPRA NAV has fallen very slightly from end 2012 (305p) to end 2013 (300p) 
Unlike statutory NAV, EPRA NAV did not benefit from the £11.4m gain on interest rate 
derivatives and swap amortisation (it is adjusted for these) and so the reduction is primarily due 
to the uncovered dividend.  

 PHP discounted cash flow. PHP publishes its own its own DCF model, which potentially sees a 
material uplift in NAV compared with the traditional accounting approach. Management’s 
assumptions, including a 7% discount rate and 2.5% rental growth a year, would see a £51m 
increase in NAV adding 51p to the NAV per share. A range of scenarios is given below, with 
every 0.5% on the discount rate or 1% of rental growth being worth c 50p. 

Exhibit 7: Sensitivity of portfolio value DCF model to different assumptions  
  Annual rental growth assumption 
£m  0.0% 1.0% 2.0% 2.5% 3.0% 

DCF  
rate 

6.0% 1,011.9 1,052.1 1,096.3 1,122.5 1,135.2 
6.5% 961.5 999.6 1,041.6 1,066.4 1,079.2 
7.0% 914.5 950.8 990.6 1,014.1 1,026.9 
7.5% 870.7 905.2 943.1 965.3 978.0 
8.0% 829.8 862.7 898.7 919.8 932.4 

Source: PHP, Edison Investment Research 

0%

20%

40%

60%

80%

100%

120%

H112 H212 H113 H213 H114e H214e H115e H215e



 

 

 

Primary Health Properties | 21 March 2014 8 

Exhibit 8: EPRA NAV development in 2013 (p) 

 
Source: PHP, Edison Investment Research 

Financials 

Earnings 
We have adjusted our estimates to reflect the 2013 results and the most recent announcements 
(including the completion of the PPP acquisition). Rental income grows in line with the opening 
portfolio rent roll (PPP added £14.4m), estimated completion of properties under development, 
anticipated further portfolio acquisition (£100m pa in 2014 and 2015 at a 6% initial yield), and 
modest (c 2% pa) rent review uplifts. Our assumed open market rent review increases (2.0% in 
2014, and a conservatively struck 1.5% in 2015) broadly enhance investment property values by a 
similar amount (assuming no change in valuation yields). However, a couple of other factors reduce 
the immediate benefit. The first is acquisition costs, especially as the external valuation builds in 
(5.875%) upfront buyer’s expenses (although stamp duty is not actually payable for a corporate 
acquisition, unlike an asset purchase). A second drag on valuation occurs as leases on specific 
properties approach expiry, when they temporarily revert to land value in the external appraisal, 
pending new or extended leases. In each case PHP either has secured, or expects to secure, 
extensions with its existing tenants on similar terms. Taking these positive and negative factors in 
aggregate, we have assumed £6.1m of net property valuation gains in 2014 and £2.5m in 2014. 
Expense assumptions anticipate the new management fee arrangements and rates from 1 May 
2014. 

Our revised interest cost forecasts allow for the cost of the debt assumed with PPP (£178.4m), as 
well as progress with debt refinancing and restructuring, and the additional borrowing required to 
support further assumed portfolio growth. With earnings being fully distributed, portfolio acquisitions 
feed directly through to our net debt assumptions. We believe the group will have comfortable 
access to additional debt facilities, and while LTV will mechanically rise from 61.6% at FY13 to a 
forecast 65.3% in FY14 and 68.1% for FY15, interest cover will actually be increasing.  

We show PHP’s adjusted earnings calculation in Exhibit 9.  
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Exhibit 9: Key financials – adjusted earnings £000s 
PHP adjusted earnings: 2011 2012 2013 2014e 2015e 
Profit for period 12,654 1,130 20,220 23,043 23,505 
Net gain/(loss) on revaluation (10,584) 1,768 (2,313) (6,108) (2,499) 
Fair value gain/(loss) on derivatives 7,947 2,922 (11,432) 0 0 
Profit on termination of finance lease (312) 0 (638) 0 0 
Provision for early loan repayment fees 0 1,564 950 0 0 
Non-recurring expenses: project costs 0 0 217 0 0 
Non-recurring expenses – JOHCM compensation   2,485 0  
Taxation  (5) (1) (1) 0 0 
      PHP adjusted earnings 9,700 7,383 9,488 16,935 21,006 
Source: PHP, Edison Investment Research 
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Exhibit 10: Financial summary 
  £'000s 2011 2012 2013 2014e 2015e 
Year end 31 December   IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS         
Revenue     30,676 33,151 41,982 60,556 67,304 
Cost of Sales   (436) (402) (398) (517) (575) 
Gross Profit   30,240 32,749 41,584 60,038 66,729 
EBITDA     25,117 27,625 35,504 50,564 56,199 
Operating Profit (before GW and except.) 25,117 27,625 35,504 53,153 59,424 
Intangible Amortisation   0 0 0 0 0 
Exceptionals   312 0 (2,064) 0 0 
Other   0 0 0 0 0 
Operating Profit   25,429 27,625 33,440 53,153 59,424 
Net valuation gain on property portfolio  10,584 (1,768) (389) 6,108 2,499 
FV loss on swaps + provision for early loan repayment fee (7,947) (4,486) 10,482 0 0 
Net Interest   (15,417) (20,242) (26,016) (36,218) (38,417) 
Profit Before Tax (norm)     9,700 7,383 9,488 16,935 21,006 
Profit Before Tax (FRS 3)     12,649 1,129 17,517 23,043 23,505 
Tax   5 1 1 0 0 
Profit After Tax (norm)   9,700 7,383 9,488 16,935 21,007 
Profit After Tax (FRS 3)   12,654 1,130 17,518 23,043 23,505 
        Average Number of Shares Outstanding (m)  66.7 72.7 89.1 110.6 110.7 
EPS - normalised (p)     14.5 10.2 10.6 15.3 19.0 
EPS - FRS 3 (p)     19.0 1.6 19.7 20.8 21.2 
Dividend per share (p)   18.0 18.5 19.0 19.5 20.0 
    ` ` ` ` Gross Margin (%)   98.6 98.8 99.1 99.1 99.1 
EBITDA Margin (%)   81.9 83.3 84.6 83.5 83.5 
Operating Margin (before GW and except.) (%) 81.9 83.3 84.6 87.8 88.3 
        BALANCE SHEET        
Fixed Assets     528,679 625,547 942,020 1,048,128 1,150,626 
Investment properties   525,586 622,447 941,548 1,047,656 1,150,154 
Development properties   0 0 0 0 0 
Net inv. in fin leases/ deriv. int. Rate swaps  3,093 3,100 472 472 472 
Current Assets     2,740 28,033 14,052 15,005 15,541 
Other     0 0 0 0 0 
Debtors   2,633 2,916 4,764 5,005 5,541 
Cash   77 25,096 9,288 10,000 10,000 
Current Liabilities     (36,913) (107,519) (37,626) (37,140) (38,816) 
Creditors   (36,321) (27,585) (35,769) (35,140) (36,816) 
Short term borrowings   (592) (79,934) (1,857) (2,000) (2,000) 
Long Term Liabilities     (326,386) (366,971) (616,038) (721,201) (820,260) 
Long term borrowings   (300,747) (321,660) (594,579) (699,742) (798,801) 
Other long term liabilities   (25,639) (45,311) (21,459) (21,459) (21,459) 
Net Assets     168,120 179,090 302,408 304,791 307,091 
        CASH FLOW        
Operating Cash Flow     24,025 35,432 36,593 52,261 60,563 
Net Interest    (15,417) (20,339) (28,050) (36,218) (38,417) 
Tax   0 0 0 0 0 
Capex   0 0 0 0 0 
Acquisitions/disposals   (44,589) (45,519) (54,731) (100,000) (100,000) 
Financing   15,605 18,399 65,232 0 0 
Dividends   (11,199) (12,209) (16,130) (20,636) (21,206) 
Other   (2,880) 0 0 0 1 
Net Cash Flow   (34,455) (24,236) 2,914 (104,594) (99,058) 
Opening net debt/(cash)     267,075 301,262 376,498 587,148 691,742 
HP finance leases initiated   0 0 0 0 1 
Other    268 (51,000) (213,564) 0 0 
Closing net debt/(cash)     301,262 376,498 587,148 691,742 790,799 
Source: PHP accounts, Edison Investment Research 
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