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Primary Health Properties - Winning returns, lowest
costs

Strong results for 2019, well positioned for 2020

Primary Health Properties PLC (LON:PHP) recently announced its full-year
results to December 2019. These were in line with our forecast and confirmed
a strong year for the company. Earnings per share as measured by the
adjusted EPRA EPS (see footnotes to the table) grew by 5.8%, and the
dividend (full-year total) was increased to 5.6p.

Following the transformational merger with MedicX (another primary
healthcare real estate investment trust, or REIT) in March 2019, the company
has fully delivered on the key merger objectives – integrating the companies,
a reduction of £4mln in the cost base, and financing cost reduced by half
a percentage point to 3.5%. The success of the merger was a significant
contributor to the strong share performance in the year, in our view.

Drivers for 2020

With the merger objectives largely complete, we believe that the focus for
2020 returns to the more organic value drivers. The company has six new
developments on site for completion in 2020, and a pipeline of property
acquisition targets. Furthermore, we expect to see more asset management
projects to increase the value of the existing portfolio. In addition, we believe
that there will be a continuation of the improved trend in rental uplifts in the
UK market. We provide an overview of these drivers on p2.

Positive developments in the last few months

The last 12 months have been another period of strong returns for PHP
shareholders; in fact, PHP has outperformed (in total returns) versus the FTSE
350 and versus the EPRA UK REIT index (UK property fund index) over the last
one year, three years, and five years. Some factors underpinning this performance
include:

• Dividend growth every year since inception — 23 years.
• 90% of rents covered by government national health bodies of the UK and

Ireland. This supports 99.5% occupancy rates and minimal tenant defaults or
similar unplanned costs.

• The lowest cost ratio (costs / rental income) in the entire UK REIT space.
• Headroom to continue growing the portfolio of health centres in the UK and

Ireland.

We believe that the conditions remain in place for continued strong returns to
shareholders in the coming years.

Year end Dec 31 2018 Current 2020 2021
 

Portfolio value (£mln) 1,502.9 2,413.0 2,575.0 2,745.0
Net rental income (£mln) 76.4 115.7 130.5 138.6
EPRA earnings (£mln) 36.8 59.7 73.5 77.4
EPRA EPS (GBp) 5.2 5.4 5.9 6.2
DPS (GBp) 5.40 5.60 5.90 6.10
EPRA NAV / share (GPp) 105.1 107.9 109.9 113.4
Gearing (LTV%) 44.8 44.2 47.2 49.0

 
Proactive Research

* EPRA is the European Public Real Estate Association

* EPRA definitions of earnings per share (EPS) and net asset value (NAV) are industry standards.
Definitions can be found at www.epra.com
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Harry Hyman, managing director. Hyman has
extensive experience in investing in the primary
healthcare sector, having developed PHP’s
business from inception more than 20 years
ago. He is a graduate of Cambridge University
and a fellow of the Institute of Chartered
Accountants in England & Wales.

Richard Howell, finance director. Howell is
a chartered accountant and has more than 20
years’ experience working with London-listed
commercial property companies, including
Brixton PLC and LondonMetric Property PLC.

Drivers for 2020

The strong share price performance in 2019 — a total return of 43.4% — was
partly a reflection of the success of the merger of PHP with MedicX. The merger
synergies have now been largely realised. For 2020, we believe that the company
will focus its attention on organic measures to drive value. These include:

1. Property developments. The company has six ongoing health centre
developments that are due to complete in 2020, with an area of 16,397
square metres. This compares with completions totalling 4,695 square
metres during 2019.

2. The company has a pipeline of property acquisition targets totalling
£160mln. With the current gearing ratio at 44.2% (38% excluding a
convertible bond) and headroom in the available debt facilities, we
believe that additional debt can be used to finance acquisitions, leading
to earnings accretion.

3. The company sees opportunities to spend on upgrades to existing
facilities. These initiatives usually generate a positive return in terms of
rental income uplift, and also drive extensions to lease durations.

Finally, we note that the environment for rent reviews improved in 2019. Various
mechanisms are used to review the level of rent receivable on PHP’s healthcare
properties. Some 69% of the portfolio is covered by open market value reviews,
under which a government agency determines any rent increase (no decreases
generally allowed).

In our view, the UK government was taking a very conservative view during the
period 2015-2018; however, we believe that it has become clear that maintaining
world-class healthcare infrastructure requires private sector investment. In 2018,
and more so in 2019, we believe that the government agencies have taken a more
realistic view of rents in order to encourage investment.

The following chart shows the levels of rental uplift that PHP has realised from
its property portfolio. Our own view is that rent increases will remain at healthy
levels in the 1.5-2.5% corridor in the coming years.

Rents escalations have improved in
2018 and 2019, following a softer period
2015-2017

Rental growth history
 

Source: Primary Health Properties
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General Disclaimer and copyright
LEGAL NOTICE – IMPORTANT – PLEASE READ

Proactive Research is a trading name of Proactive Investors Limited which is regulated and authorised by the Financial Conduct
Authority (FCA) under firm registration number 559082. This document is published by Proactive Research and its contents have not
been approved as a financial promotion by Proactive Investors Limited or any other FCA authorised person. This communication is
made on the basis of the 'journalist exemption' provide for in Article 20 of The Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 and having regard to the FCA Rules, and in particular PERG 8.12.

This communication has been commissioned and paid for by the company and prepared and issued by Proactive Research for
publication. All information used in the preparation of this communication has been compiled from publicly available sources that
we believe to be reliable, however, we cannot, and do not, guarantee the accuracy or completeness of this communication.

The information and opinions expressed in this communication were produced by Proactive Research as at the date of writing and
are subject to change without notice. This communication is intended for information purposes only and does not constitute an
offer, recommendation, solicitation, inducement or an invitation by, or on behalf of, Proactive Research to make any investments
whatsoever. Opinions of and commentary by the authors reflect their current views, but not necessarily of other affiliates of
Proactive Research or any other third party. Services and/or products mentioned in this communication may not be suitable for all
recipients and may not be available in all countries.

This communication has been prepared without taking account of the objectives, financial situation or needs of any particular
investor. Before entering into any transaction, investors should consider the suitability of the transaction to their individual
circumstance and objectives. Any investment or other decision should only be made by an investor after a thorough reading of the
relevant product term sheet, subscription agreement, information memorandum, prospectus or other offering document relating to
the issue of securities or other financial instruments.

Nothing in this communication constitutes investment, legal accounting or tax advice, or a representation that any investment or
strategy is suitable or appropriate for individual circumstances or otherwise constitutes a personal recommendation for any specific
investor. Proactive Research recommends that investors independently assess with an appropriately qualified professional adviser,
the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences.

Past performance is not a reliable indicator of future results. Performance forecasts are not a reliable indicator of future
performance. The investor may not get back the amount invested or may be required to pay more.

Although the information and date in this communication are obtained from sources believed to be reliable, no representation is
made that such information is accurate or complete. Proactive Research, its affiliates and subsidiaries do not accept liability for loss
arising from the use of this communication. This communication is not directed to any person in any jurisdiction where, by reason of
that person's nationality, residence or otherwise, such communications are prohibited.

This communication may contain information obtained from third parties, including ratings from rating agencies such as Standard
& Poor's, Moody's, Fitch and other similar rating agencies. Reproduction and distribution of third-party content in any form is
prohibited except with the prior written consent of the related third-party. Credit ratings are statements of opinion and are not
statements of fact or recommendations to purchase, hold or sell securities. Such credit ratings do not address the market value of
securities or the suitability of securities for investment purposes, and should not be relied upon as investment advice.

Persons dealing with Proactive Research or members of the Proactive Investors Limited group outside the UK are not covered by the
rules and regulations made for the protection of investors in the UK.

Notwithstanding the foregoing, where this communication constitutes a financial promotion issued in the UK that is not exempt
under the Financial Services and Markets Act 2000 or the Orders made thereunder or the rules of the FCA, it is issued or approved
for distribution in the UK by Proactive Investors Limited.

London

+44 207 989 0813

The Business Centre

6 Wool House

74 Back Church Lane

London E1 1AF

New York

+1 347 449 0879

767 Third Avenue

Floor 17

New York

NY 10017

Vancouver

+1 604-688-8158

Suite 965

1055 West Georgia Street

Vancouver, B.C. Canada

V6E 3P3

Sydney

+61 (0) 2 9280 0700

Suite 102

55 Mountain Street

Ultimo, NSW 2007

www.proactiveinvestors.co.uk

