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NHS capacity Private procedures

Independent hospitals have seen
a huge increase in self-pay since

Capacity is constrained and
waiting times for hospital

£2.1bn

treatment are at record highs

The UK’s public healthcare system entered the Covid-19
pandemic with an already limited capacity

Between 2011 and 2021 the number of hospital beds
fell by 8.7%, leaving the UK with 2.4 hospital beds per
100,000 people —around half the OECD average. As
aresult, the impact of Covid-19 has been substantial,
with the number of patients waiting to be referred for
treatment, and the average length of time they are
waiting, both significantly increasing.

The current NHS backlog is not going anywhere,
with many estimating it will persist for some 7-10
years. This backlog is therefore underpinning
elevated demand for the private hospital sector in the
short to medium term and driving significant investor

Aleaked NHS report, heavily reported on in the
media, suggests the total number of patients waiting
for referral could reach 10 million by 2024.

Median wait times have risen more than 50%,
from 8 weeks to 13 weeks. Long waits have become
more common, especially for complicated or rare
treatments: the share of patients waiting more than 18
weeks rose from 17% in 2020 to 37% in 2022.

The number of people waiting more than a year
has increased from 1,600 in February 2021 to 312,000
in January 2022. All of these trends show little sign
of reversing and are fuelling elevated demand in the

Covid-19

The Covid-19 pandemic has forced many NHS hospitals to
suspend non-urgent care, creating the unprecedented backlog
of patients and significantly longer waiting times. As many
among that backlog of untreated NHS patients now turn their
sights towards private provision, which has traditionally been
less commonly utilised in the UK, the independent sector will
see continued growth.

Percentage increase in operations
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According to the OECD, just 10.3% of the UK population
has medical insurance and private expenditure on healthcare
as a share of total expenditure in the UK is less than the
OECD average. But now the landscape is changing. As just
one example, private hip and knee replacement procedures
increased by 165% and 122% respectively between Q3 2019
and Q3 2021. This shift represents a large opportunity for
independent owners and operators of healthcare real estate.
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Percentage increase in operations (Q3 2021 vs Q3 2019)

According to arecent YouGov poll, over a fifth of
respondents said Covid-19 had made them more likely to
consider using private healthcare, compared to before the
pandemic. Of those, a large majority believed they would be
able to get treatment quicker this way. According to another

Source PHIN; LaingBuisson

Self-pay has already enjoyed strong growth over the past
decade: revenues across the UK self-pay market more than
doubled between 2009 and 2019, generating £1.1 billion in
2019, according to LaingBuisson.

But the current NHS backlog and long waiting times appear

7 2 3 2 2 = 2 & § N poll, conducted by Rare Consulting on behalf of The London to be driving even quicker growth in self-pay. Spire Healthcare,
c c c S d c : .. . . . . . .
kS K § 8 § i rE § © § Clinic, 25% of responders said they are likely to use self-payin  the largest independent provider in the UK, has seen the
the future. Among those earning in excess of £100,000, that proportion of its patients using self-pay almost double,
figure rises to over 50%. increasing from 15% in 2020 to 27% in 2021.
Source NHS
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Operators

Investment

A few large operators and
investors dominate the
independent hospital market

The provision of independent healthcare in the UK remains
heavily concentrated amongst a few large operators. For example,
72% of all private patient procedures were catered for by the five
largest operators in 2020-21, according to CMA/NHS data.

The largest three operators alone - Spire Healthcare, Circle
Health Group, and Nuffield Health - accounted for over half of
the total market.

Number of private patient procedures by provider
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Profitability varies significantly across independent
sector providers of acute medical care services. For instance,
for financials where the majority of activity was in 2019,
LaingBuisson found that (positive) EBITDAR margins ranged
between 5.7% and 31.3%, and the (geometric) unweighted
average within this range was 16.0%. This excluded a handful
of providers that reported negative EBITDAR margins in
recent years, which were typically new entrants, and public
sector subsidiaries.

Source PHIN

In 2019, the EBITDAR margins of BMI Healthcare, Spire
Healthcare and Ramsay Healthcare ranged between 17% and
17.5%. HCA International, the largest operator in London,
reported a lower EBITDAR margin of c. 8% collectively for its
largest subsidiaries during the year, and Nuffield Health, the
largest non-profit provider also generated a lower (equivalent)
EBITDAR margin of c.15%.

Operator 2019 EBITDAR Margin’

BMI Healthcare
Spire Healthcare
Ramsay Healthcare
Nuffield Health
HCA International

Industry Average

Private hospital providers are not immune to the current
inflationary environment and increased staffing costs that the
operational real estate sectors are experiencing more broadly.
However, given the increasing NHS backlog, structurally the
demand for private medical treatment is expected to continue
for the short to medium term, meaning that the major private
hospital providers will be able to soften inflationary pressures
and sustain profit margin despite rising costs. In the short
term, caps on rents, which are written into many hospital
leases will be in favour of the operators, meaning they won’t
be as exposed to the rapidly increasing inflationary pressures.

17.5%
17.5%
17.0%
15.4%
7.7%

16.0% (unweighted)

1 Excludes providers with negative margins Source LaingBuisson

For investors, this will mean that they are not exposed to
over-rented properties, making the assets more sustainable
in the long term, however they will not enjoy the short term
income uplifts that they might if the leases were without a
rental cap or subject to open market rent reviews.

In summary, private hospitals remain an attractive asset
class for investors, given the strong demand drivers, which are
helping to balance an environment of increased costs.

Increased investor appetite for
independent hospital real estate is
driving strong yield compression

Driven by the increased demand for private medical All three of these transactions completed in 2020, making it a
procedures, the last two years have seen a huge increase inthe ~ bumper year for investment volumes.

amount of investment targeting the independent hospitals Whilst we’ve seen a trend of falling yields over the past
market, with nearly £2.1bn of transactions since 2020. decade as the market matures, the net initial yield for 2020
Deal activity has been restricted however to a small jumped. This can be explained by ‘out of the ordinary’ deals.
number of big players. Over the past two years, 97% of In one transaction, North West acquired the tenant, Aspen
transaction value across the sector was through acquisitions Healthcare, who were in administration. In another North
made by either Medical Properties Trust (MPT) or North West transaction, the leases had a WAULT of only 13 years.
West Healthcare Properties REIT (North West), both North Both of these examples impact the covenant strength, and so

American specialists in healthcare real estate.

Major deals from these two include MPT’s £1.5bn
acquisition of a portfolio of 30 hospitals from BMI Healthcare,
and North West’s acquisition of 10 hospitals in two separate
portfolio transactions - a deal worth nearly £400m.

ultimately the pricing, of the assets.

UK hospitals - comparable transactions and yields
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12020 yield calculation excludes undisclosed net initial yield on MPT’s acquisition of BM/ portfolio Source Savills

Independent hospital investors

The largest owners of independent hospital real estate in the unable to access the sector directly have the opportunity to
UK are North American and UK domiciled REITs. Given the gain exposure to private hospitals by indirectly investing
competition for assets in this market, investors who are through a REIT.

No. Independent Hospitals?

Operator Market Cap (GBP)' Domicile Key Tenants

Circle / NHS / Ramsay / Priory

Medical Properties Trust £8.8bn us Group / Aspris Children’s Services 81
NorthWest Healthcare £1.9bn Canada Nuffield / Circle / Spire 14
Secure Income REIT £1.5bn UK Ramsay / Florence Nightingale 12
Assura £2.1bn UK GenesisCare / Ramsay N/A
PHP £2.0bn UK HCA 1

1Based on closing price on 27/5/22 2 Includes Inpatient Rehabilitation & Behavioural Health Facilities Source Savills
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Mental and behavioural health facilities CQC ratings

£800m

Mental and behavioural health =t .
o The price paid by MPT f(?r a portfql{o. of
offers opportunities for growth mental health and behavioural facilities

In 2020-21 there were 53,000 detentions, a 16% increase Furthermore, when it comes to the quality of care in
Under the Mental Health Act 1983, people with mental increasing opportunities and considerable scope for growth on 2016-17. However, the proportion of people under care mental and behavioural health facilities, geography is a
disorders may be formally detained in hospital in the interests  for specialist real estate investors. Those big name players through independent providers remains very limited, at key determinant. In Yorkshire and the Humber, the worst-
of their own health and safety, or for the protection of other however, are already starting to invest in this less mature sub- around only 6%. At present, independent mental healthcare performing region, 45% of mental health hospitals were rated
people. The number of these detentions has been growing market. This was evidenced last year when MPT paid £8oom hospitals are of variable quality. Whilst many offer sector- ‘inadequate’ or ‘requires improvement’, whilst in the South
year-on-year, but the provision of mental health services for a portfolio of mental health and behavioural facilities, leading (‘Outstanding’) care, the proportion of independent West, the best performing region, the figure is just 8%.
remains insufficient and of variable quality across the UK. which they acquired from the Priory Group. mental healthcare hospitals rated either ‘inadequate’ or Independent mental healthcare is clearly poised for growth
With competition in the mainstream hospital market being ‘requires improvement’ is nevertheless nearly twice as high given the increasing demand and significant lack in supply and
dominated by major players such as MPT and North West, (28%) as in the independent hospital sector as a whole (15%). quality service provision.
the mental health and behavioural facilities sub-sector offers For comparison, an even higher 39% of NHS hospitals are
either inadequate or require improvement, according to the
Detentions under the Mental Health Act Care Quality Commission (CQC).
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Cheshire hospital operated by Spire Healthcare in Warrington was acquired by NorthWest Healthcare REIT in late 2021 at a 4.0% yield

Chiswick Medical Centre leased to HCA, was acquired at a 3.7% net initial yield by PHP earlier this year

savills.com/research 6 7


https://www.savills.co.uk/services/research.aspx

Contacts

savills

Savills Research

We are a dedicated team with an unrivalled reputation for producing well-informed and accurate analysis, research and
commentary across all property sectors throughout the Americas, the UK, continental Europe, Asia Pacific, Africa, India and
the Middle East.

Paul Wellman Richard Valentine-Selsey Lawrence Bowles Jacqui Daly
Associate Director, Research Director, Research Director, Research Director, Research
+44 (0) 7866 117 709 +44 (0) 7870 403193 +44 (0) 7855999 466 +44 (0) 7968 550 399
paul.wellman@savills.com richard.valentineselsey@savills.com lbowles@savills.com jdaly@savills.com

Savills Operational Capital Markets

We provide our clients with valuation, consultancy, transactional and financing advice in the Residential (PRS), Student
Accommodation, Co-living, Senior Living and Healthcare sectors - across the UK and Europe. Our track record is unrivalled,
having advised on over £20bn of transactions in the last two years.

Caryn Donahue Craig Woollam Henry Elphick Justin Scenna
Senior Director, Healthcare Head of Healthcare Senior Advisor Associate Director,
+44 (0) 7800 916 955 +44 (0) 7870 555 754 +44 (0) 7976 278174 Healthcare
caryn.donahue@savills.com cwoollam@savills.com henry.elphick@savills.com +44(0) 7773124171

justin.scenna@savills.com

Oliver Nield Noora Leskinen Andrew McMurdo Rhys Dumbleton

Associate, Healthcare Associate, Healthcare Co-Head of Savills Director, Business

+44 (0) 7815 016 485 +44 (0) 7904 659 833 Capital Advisors Development & Operations

oliver.nield@savills.com nleskinen@savills.com +44 (0) 7787 503 243 +44 (0) 7970 944 938
andrew.mcmurdo@savills.com rdumbleton@savills.com

Savills plcis a global real estate services provider listed on the London Stock Exchange. We have an international network of more than 600 offices and associates throughout the Americas, the UK, continental Europe,
Asia Pacific, Africa and the Middle East, offering a broad range of specialist advisory, management and transactional services to clients all over the world. This report is for general informative purposes only. It may not
be published, reproduced or quoted in part or in whole, nor may it be used as a basis for any contract, prospectus, agreement or other document without prior consent. While every effort has been made to ensure its
accuracy, Savills accepts no liability whatsoever for any direct or consequential loss arising from its use. The content is strictly copyright and reproduction of the whole or part of it in any form is prohibited without
written permission from Savills Research.




