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4.50% - 5.25%
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Market Overview
The healthcare market has continued 
to strengthen at the top end of the 
market within the last 6 to 12 months. 
Whilst it may be expected to plateau 
in 2015, in part due to the election 
and acknowledging that we are back 
to peak levels, the scarcity of ‘product’ 
and weight of money chasing it, 
continues to set new levels. 

The market has become increasingly 
polarised with strong competition and 
hardening of yields for high quality new 
stock, particularly those targeting the 
private pay market in the elderly care sector. 
Established investors in the healthcare 
market have been aggressively bidding  
and continue to be joined by new entrants. 
We have seen more pension funds and 
private equity bidding on leases of at least 
25 years unexpired term, let to care home 
operators and medical centres with RPI 
uplifts, collared and capped. 

In contrast, distressed assets are selling 
where they are competitively priced although 
we have seen instances in low fee paying 
areas, that are difficult to find a purchaser 
for. There are some niche investors seeking 
turnaround investments to include operators 
who sold at or near the top of the market 
and see opportunities to add value.

Savills Healthcare is seeing a ripple effect  
of hardening yields in secondary stock on 
aged properties and with unexpired terms 
under 15 years. 

This is mainly due to a lack of new and good 
quality stock available but also these assets 
are catching up with stronger yields at the 
top of the market which has occurred over 
the last 24 months.

The sector is differentiated from general 
property investment as highlighted by the 
IPD Healthcare Index compared with the 
All Property Index as set out below which 
demonstrates the attraction of the sector  
to investors taking a long view and  
seeking low volatility and secure, long  
term income streams:

Year Healthcare All Property

2009 + 8.8% + 3.5%

2010 + 11.1% + 15.1%

2011 + 7.2% + 7.8%

2012 + 2.4% + 3.4%

2013 + 5.6% + 10.7%

2014 + 9.0% + 17.8%

Total + 44.1 % + 58.3%

Transactions for trading entities in the UK 
care sector have been sporadic and mainly 
relate to the sale of individual homes and 
small groups. Sales for top tier care facilities, 
providing modern purpose built compliant 
accommodation with fees of £800+ per 
week, are attracting interest at 8.5 – 10 
Years’ Purchase (YP) depending on location 
and in some cases more in off market deals.

Secondary care homes, which are either 
older style purpose built or else converted 
and extended stock in mid fee areas, are 
achieving 7.0 – 8.5YP with most below 8 YP.

The tertiary tier facilities, which includes 
small homes, redundant stock and under 
performing units, are increasingly difficult to 
dispose of or fund and will fall to 5 – 6YP or 
effectively revert to their  alternative use value.

The key drivers for potential 
care home purchasers tend  
to be:

 J Size of home, quality of the 
accommodation, sustainable 
capacity and fill up time;

 J Potential (to improve, reposition 
and add value);

 J Locations (do the locations fill a 
gap or geographically fit well with 
purchaser’s existing homes);

 J Likely fee profile; and
 J Regulatory matters  

(CQC re registration issues)
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Healthcare Investment
Yields for healthcare properties have been reflective of UK gilt’s 
strengthening and have become increasingly in line with other main 
stream asset classes. As stated above this is some what due to 
lack of product and increasing demand, moreover the focus is on 
the income stream and covenant (both of the tenant and asset) 
rather than the use. With inflation at a record low and interest rates 
expected to be kept at a historically low level, the cost of debt is 
relatively cheap. In turn operators are unwilling to sell as the money 
in their bank account will provide small returns, and with other assets  
classes back to the 2007 peak means this has created a bottle neck 
of product to the market.

Banks continue to limit funding to operators and investors with no 
track record and therefore is reducing new entrants into the lower 
end of the market, which is affecting the lower end pricing and in 
particular smaller homes in the north-east of England and Scotland.

Savills healthcare has also seen a hardening of yields in the children’s 
nursery sector which are let to corporate mainstream operators. 

Multipliers for owner operated care homes have remained relatively 
stable over the last 12 to 24 months especially in the regional areas 
of England. The amount of stock still remains largely converted 
residential dwellings but there is more purpose built accommodation 
available. We expect increased investment on new housing schemes 
with the inclusion of day nurseries in a 500 plus unit developments 
and also more pension funds purchasing long term income streams  
for new purpose built facilities let to strong covenants.

Lastly the independent hospital market has recently been hit by 
Circle Holdings terminating the first privately run NHS hospital, which 
will have a knock on effect to other similar operations in the future. 
NHS A&E targets are not currently being met which will likely lead 
to more referrals to independent hospitals to free up bed spaces, 
although some operators are concerned this could dilute the market.

Pre-let/Turnkey opportunity – The Priory, WorthingSold by Savills Healthcare- The Old Rectory, Dorset

Sold by Savills Healthcare - Forward Fund Investment Sale, Kingston

Key Transactions
 J Assura acquires 27 medical centre investments for c.£107 million 

at an undisclosed yield but understood to reflect under 5.50% 
adjusted for vacant space.

 J HC-One, backed by Formation Capital, are seeking to acquire 
Meridian Healthcare thought to be for c.£100 million. Formation 
acquired HC One and the related prop co from NHP.

 J M&G Investments have a agreed a sale and leaseback of six 
psychiatric hospitals with the Priory Group for c.£220million 
reflecting c.6%.

 J Assura acquires £10m lot size medical centre in Yorkshire with 
23 years unexpired and RPI uplifts at 4.79%.

 J Forward funded proposed care home in South West London 
pre-let to Care UK on a 25 year lease being acquired by a 
pension fund at a price exceeding the guide of £11.2m equating 
to 5.45% net initial yield.

 J Hastings Court Care Home, Hastings let for 35 years purchased 
by Target for £8.0 million reflecting 7.45% yield.

 J The Forum, Cambridge which consists of a forward commitment 
sale of pre-let hospital, hotel and other services on 40 year RPI 
linked annual uplifts on the market for £170 million 4.5% NIY.

 J Nursery in South West London let to Kidsunlimited, now part of 
Bright Horizons, sold for £2.2 million reflecting 6.0%.

 J Nursery let to Busy Bees in Surrey on a 20 year lease sold for 
£2.5 million reflecting 6.1%.

 J Three care home across England let to Care UK on 30 year RPI 
linked leases sold to L&G for £25.2 million reflect 5.50% yield.
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Focus
CQC’s impact in the healthcare sector

The care sector continues to come  
under increased scrutiny. In 2014 there 
were more Panorama programmes 
highlighting poor levels of care and/or 
abuse in care homes for the elderly and 
the introduction of CQC inspecting  
GP surgeries on a large scale basis. 

The Times reported in January 2015 that 
a third of homes for the elderly have been 
judged as substandard. 

CQC had inspected 353 care 
homes and domiciliary care 
services. Of these 24 were 
judged to be inadequate (6.7%) 
and 81 required improvement. 

If you look at the figures in more detail 
actually less than 30% of care homes 
were below the standards which effectively 
means over 70% received a rating of good 
or outstanding. Whilst in an ideal world no 
service would be below standard, as with 
any exam or regulation, there always needs 
to be some services below the line and 
requiring improvement to show fairness and 
proper assessment in the sector.  
In actual fact less than 7% of the homes 
inspected were judged to be inadequate 
and face closure if they do not swiftly 
improve – a significantly different spin on  
the story than the headline portrayed.

CQC has limited resources and are being 
stretched further, having to cover a larger 
amount of services in the sector to include 
hospitals which are coming under more 
scrutiny recently given A&E waiting time targets 
being missed and Circle Holding pulling out  
of the first privately run NHS hospital. 

This against a backdrop of increased media 
scrutiny and political manoeuvring in the 
run up to the election, CQC has faced 
criticism and replaced many of the senior 
management team.

There have also been issues with CQC not 
being specific enough about what services 
needs to be improved and how these can be  
changed quickly and effectively. Inspection 
reports for some care homes have gone 
from good to action needed within 12 months  
which has been hitting some care home 
operators hard, as occupancy has dropped 
as a result and they don’t have enough time 
to improve the service before the inspection 
reports are issued. Furthermore this is making  
some banks and investors cautious about 
supporting smaller operators as profits can  
quickly dip if a poor inspection report is received.

The vast majority of operators and 
specialists in the sector agree that CQC is 
currently under a large amount of pressure 
from the government and public to enforce 
care quality levels in the sector but we need 
consistency. 

A poor CQC report can be very 
damaging for a care home and 
CQC need to be mindful of this 
and how they operate. 

By a care home receiving a poor results 
it may impact on occupancy and profits, 
which can then mean the home has limited 
surplus funds to reinvest into the home 
which can lead to a spiral effect and may 
impact on reputation. 

If service providers were given an 
opportunity to rectify the situation before a 
final inspection report was issued and CQC 
re-inspected the property to ensure they has 
been met, it could mean more operators 
would feel CQC are working on their side.

The effect of the introduction of CQC 
Inspection Reports into the primary care 
sector and the impact on value of any 
non-compliance by the surgery is as yet 
untested, given that the market has yet  
to respond to their recent introduction. 

NHS England has inferred that in the longer 
term, or in the event of major shortfalls, 
Notional Rent Reimbursement could be 
cut to surgeries that do not meet all of the 
CQC standards, but we have yet to see 
any evidence. If this does happen then it 
may have an effect on value due to the 
weakening of the rent covenant from NHS 
England and creating a funding potential gap. 

Lastly the further planned changes to 
the CQC quality rating system and to 
introduce a similar rating style to Ofsted 
will bring further confusion to the public, 
and the costs and time associated with the 
change will result in less inspections being 
undertaken. It would be easier to update the 
current system to make it more user friendly 
and for the inspectors to visit homes more 
regularly to work alongside operators to 
ensure a good service is provided. 

In conclusion, CQC need to focus on 
where improvements need to be made and 
work with care operators and primary care 
services to help them bring the property/care 
up to standard. There needs to be better 
consistency across the board and not more 
money spent on reforming the quality rating 
system which won’t have any effect on the 
services that residents and patients receive. 

Banks and investors need to 
be more satisfied that smaller 
operators will not receive poor 
Inspection report which may 
impact on profits.
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