Sunday, May 28, 2006

      The share market welcomed Ryman Healthcare’s spectacular 49 per cent lift in annual net profit with an equally spectacular lift in its already buoyant share price.

      The stock has gained more than 100 per cent over the past year compared with the 20 per cent gain in the Top 50 Index.

      Since the business is based on residential property, which has been booming over the past few years, you might be inclined to regard it as simply riding the boom.

      It has certainly benefited from the boom in rising prices for its newly built units – it sold 159 in the year ended March.

     But selling its units is only one aspect of how the company benefits from rising house prices – ABN Amro Craigs analyst Michelle Perkins says recurring fee revenue now accounts from 69.2 per cent of revenue, up from 67.5 per cent in the previous year.

      Those recurring revenues are from managing the villages and caring for its residents – the company provides a continuum of care from independent units and town houses through to rest home and hospital services in all its 14 existing villages (five more are on the drawing board) – and also from re-selling units. 

      That means that much of the impact of the boom has yet to filter through to the bottom line. Usually, the residents of its retirement villages stay until they die and then the company is entitled to a set percentage of their units’ resale value. It re-sold 196 units in the latest year. And the ongoing management and care fees are re-set to the new price every time a unit is sold. 

      The company is currently sitting on about $80 million in unrealised property gains waiting to be booked over the next six or seven years. That creates what founder Kevin Hickman calls “a growth on growth effect.”

     Even if the Reserve Bank and Treasury forecasts of a 5 per cent decline in house prices over the next year prove correct, that will have little impact on Ryman. It would only suffer significantly if house prices went into a prolonged downward spiral, something nobody is predicting.

     Hickman and operations manager Simon Challies were touring the country last week, backgrounding the result to fund managers and analysts. Challies says that over the past 40 years or so, house prices have risen about 4 per cent a year on average.

     Paul Robertshawe at Tower Asset Management says his model assumes slightly higher growth than Challies. Even if you regard current house prices as being about 20 per cent over-valued, most likely that will simply mean no growth for the next four years or so, he says.

     If house prices do fall 5 per cent, Ryman shares might suffer a sentiment hit, but the impact on its earnings will be small.

      The company isn’t just relying on growth from its existing assets but is ramping up its development activities, in keeping with its aim to double in size every five years. From building 174 units last year, it is almost doubling that to 300, up from its previous 250 target. The company has sufficient land in hand to build more than 1,600 new beds or units, up from the current 2,400, and it has a track record of adding new sites. It bought a site in New Plymouth in April and one in Nelson in December.

     The full impact of the increased development won’t be realised until the 2008 year and Hickman is warning that profit growth in the current year will be closer to the company’s 15 per cent target.

     Even so, analysts are expecting Ryman will exceed that target. John Cairns at Forsyth Barr is expecting a 19 per cent rise from the $35.1 million reported this week to $41.8 million for the current year. 

     Small wonder Ryman’s investors are a contented lot. Carmel Fisher at Fisher Funds Management, which owns 10 per cent of the company, calls it “quite a lovely story.” 

     Like the analysts, she expects the company will easily achieve its target.

