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1 Pre IFRS 16 operating lease liabilities of £145.8m 
 

COMPANY DESCRIPTION 

Watkin Jones develops large scale residential 
for rent properties in the student 
accommodation & build to rent markets 

www.watkinjones.com 
 

Resilient finances as construction restarts 

Residential for rent developer and manager Watkin Jones confirms in 
today’s interim results that it has started a phased return to construction 
and has the financial resilience, including gross cash of £72m and £71m 
headroom on its new RCF, to return to growth and “take advantage of 
economic opportunities that may arise” in the fall-out from the Covid-19 
lockdown. The results show increases in revenue, profit and pipeline in a 
sector which could be transformed following the lockdown. 

▪ Results: driven by momentum in Build to rent. Revenue rose 17% to 
£186m, mainly through a more than four-fold increase in BTR – a major 
part of the group’s five-year growth strategy. Adj PBT rose 6% to £26m. 
Pre-IFRS 16 net cash more than doubled to £38m, from £18m. As 
previously announced, the interim dividend was suspended to conserve 
cash and financial guidance was withdrawn. This financial resilience allows 
it flexibility in the timing of forward sales in a currently “subdued” 
institutional investment market. The group aims to reinstate guidance and 
dividends once clarity and stability return. We believe growth will resume, 
albeit with some slippage in development timing.  

▪ Back to site. Projects in England, Wales and Northern Ireland are now at 
c. 75% of pre-Covid 19 staffing levels (Scottish construction remains for 
now in lockdown) albeit with a “modest” rise in costs. The forward-sold 
pipeline totals £390m; “encouraging” early progress has been made in 
mitigating disrupted student accommodation delivery for FY 2020E.  

▪ Watershed moment and opportunities in BTR? We believe that the 
Covid-19 crisis could increase demand for BTR among occupants and 
investors. The Covid crisis could indeed prove to be a ‘watershed moment’ 
for BTR, with sites designed around a greater degree of home working, 
including flexible work spaces in developments. It could increase the 
attractions for institutional investors, which face falling income from 
traditional sources such as company dividends and retail property rents. 
We believe the “opportunities” referred to in the statement could include 
buying discounted land.  

▪ Defensive growth model: We believe the company offers exposure to 
long-term growth markets in student accommodation and build to rent 
(BTR), with strong relationships with residential investors, allied with a 
low-risk and ‘capital light’ business model. 
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FYE SEP (£M) 2015 2016 2017 2018 2019 

Revenue 244.2 267.0 301.9 363.1 374.8 

Adj EBITDA 36.1 38.6 43.8 50.9 64.8 

Fully Adj PBT 36.1 40.2 43.3 50.1 50.2 

Fully Adj EPS (p) 0.0 23.7 14.0 16.0 16.0 

EV/Sales (x) N/A N/A 1.2x 1.0x 0.9x 

EV/EBITDA (x) N/A N/A 8.0x 6.8x 5.4x 

PER (x) N/A N/A 10.7x 9.4x 9.4x 

Source: Company Information and Progressive Equity Research estimates 
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2  Watkin Jones 

Cash performance strong ahead of lockdown 

As confirmed in the 7 April pre-close statement, results in the six months to 31 March were 
in line with the group’s expectations (see opposite), with increases in revenue, profit and, 
probably most importantly given the current environment, net cash. The results reflect 
continuing momentum in developing or managing student and BTR accommodation and 
were achieved largely prior to disruption from Covid-19. Highlights include:  

▪ A 16.7% increase in revenue to £185.7m, driven principally by turnover in the Build to 
rent division jumping by £27.8m, to £36.5m. Revenue in the larger Student 
accommodation division, slipped by 6.2% to £120.8m due to phasing of deliveries. 
There was also a 7.5% rise in Accommodation management revenue and an increase in 
revenue from the Residential division of £6.9m, to £24.3m.  

▪ Gross profit rose by 8.0% to £41.9m, with the margin slipping from 24.4% to 22.6%, 
reflecting the lower margin inherent in BTR, 16.3% (guidance for the division has been 
15%) versus 24.1% for Student accommodation. The Residential contribution rose from 
£2.9m to £4.4m and Accommodation management results were similar to H1 2019. 

▪ Adj PBT rose 6.4% to £26.6m and there was an 8.6% increase in adjusted EPS to 8.44p. 
The interim dividend, as previously announced, was suspended, but the company is 
“committed to resuming dividends as soon as conditions stabilise”. 

▪ A key feature was the increase in net cash from £18.3m to £37.5m; gross cash rose from 
£57.9m to £72.4m; the RCF was renewed to May 2025, with an increase in the facility 
from £60m to £100m, and with £71.1m undrawn. (On a post-IFRS 16 basis, including 
lease liabilities, net debt was £108.2m, down from £133.8m at H1 2019; there was also 
a positive impact on H1 2020 adjusted EBITDA of £5.6m due to the accounting change.)   

Outlook: short-term timing challenge, long-term opportunities 

We intend to formally initiate on the company shortly, focusing on potential scenarios 
Formal financial guidance was withdrawn at the trading update but, in principal we 
envisage continued growth in revenue in the three rental-focused divisions, albeit with the 
timing of some of the developments ‘shifting to the right’ relative to previous market 
expectations and, as the company conceded in the results, a modest increase in costs. We 
are assuming that part of this increase in costs could include possible penalties due to the 
slippage of one of seven student schemes due to complete in FY 2020.  

Activity in the institutional forward selling and land purchases market has been “subdued” 
since the period-end. The statement indicated that this could pick up in H2 2020, but that 
the group’s strong finances avoid the risk of it agreeing to forward sales deals on its longer-
term pipeline should they be less satisfactory.   

We believe the crisis could prove a turning point for BTR, which is less mature than the 
highly successful student accommodation market. Institutional quality rental 
accommodation, close to city centres, with flexible work spaces on-site, could present at 
least a partial alternative to office-centred working practices. Additionally, it could be a 
more attractive sector for yield-seeking financial institutions – which face widespread cuts 
in dividend income and falling rental income in the one-time staple of retail property. 

A potentially significant trend could be the partnership agreement signed after the period 
end with Cranfield University to develop accommodation ‘on-campus’; previously WJ’s 
developments have been ‘off-campus’. This could mark a start of renewing pre-1999 stock 
across the UK and forge relationships with universities, we believe.  

Growth likely to continue but with 
slippage in timing 

Not forced to forward-sell due to 
financial strength 

New trends and opportunities in 
BTR and student accommodation 

HY results – mainly pre-lockdown 
– showed growth in revenue, 
profits and – most importantly – 
cash  
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HY results - highlights 

Year-end September (£m) H1 2019 H2 2019 H1 2020 

Revenue    
Student accommodation  128.8   117.4   120.8  
Change (%) -9.5% -31.2% -6.2% 
Build to rent  8.8   64.9   36.5  
Change (%) na na na 
Residential   17.4   20.6   24.3  
Change (%) na -16.4% 39.5% 
Accommodation management   3.9   3.6   4.1  
Change (%) 3.5% 0.8% 7.5% 
Corporate  0.3   9.2   (0.1) 
Group revenue  159.1   215.7   185.7  
Change (%) 0.5% 5.3% 16.7% 

    
Gross profit    
Student accommodation  31.8   22.4   29.2  
Margin (%) 24.7% 19.1% 24.1% 
Build to rent  1.9   11.3   6.0  
Margin (%) 21.7% 17.5% 16.3% 
Residential   2.9   4.8   4.4  
Margin (%) 16.7% 23.2% 18.2% 
Accommodation management   2.4   2.2   2.6  
Margin (%) 62.6% 60.3% 61.9% 
Corporate  (0.2)  (0.2)  (0.2) 
Gross profit  38.8   40.5   41.9  
Margin (%) 24.4% 18.8% 22.6% 
AM admin    
Group admin  (11.5)  (12.9)  (12.7) 
EBIT, group only  27.3   27.6   29.2  
Share in op profit of JVs   -     0.3    -    
Total operating profit  27.3   27.9   29.2  
Exceptionals  (2.6)   -      -    

    
Finance income  0.2   0.2   0.2  
Finance costs  (2.6)  (2.8)  (2.8) 
Net interest  (2.4)  (2.6)  (2.6) 

    
PBT  22.4   25.3   26.6  

    
Add back exceptionals  2.6    -      -    
PBT, pre-exceptionals   25.0   25.3   26.6  
Adj EBITDA  32.1   32.7   34.2  
EPS, basic (p)  6.96    8.44  
EPS, adjusted, diluted (p)  7.75    8.40  
Dividend (p)  2.75   5.60    -    
Net cash (pre-IFRS 16)   18.3   76.8   37.5  
Lease liabilities (152.1) (149.0) (145.8) 
Net debt (post-IFRS 16)   (133.8)  (72.2)  (108.2) 
Net assets  147.6   161.7   168.9  

 

Source: Company information 
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Model: low-risk, capital-light in long-term growth markets  

We intend to formally initiate on the company shortly, focusing on potential scenarios 
during and opportunities beyond the current Covid-19 crisis. However, to summarise our 
view of the group’s potential attractions to investors, they include:  

▪ Long-term growth markets. The main development divisions serve student 
accommodation, focusing on the top university towns, and the emerging BTR market, 
which we believe is underpinned by substantial demand from institutional investors. 
The Fresh Property Group business manages both classes on behalf of institutional 
investors.  

▪ Low-risk model. The company identifies land opportunities, frequently off market, and 
typically secures them on a subject to satisfactory planning basis. On receipt of planning 
the company seeks to sell its development sites, either simultaneous with its 
completion of the site purchase or shortly thereafter, to its institutional clients on a 
forward funded basis.  Through this arrangement, the client pays for the land site and 
pays for the development works as they progress. Thus there is very little development 
risk to WJ. The Group also passes on construction risk to its sub-contractors via 
essentially fixed price ‘design and build’ contracts. Fresh offers significant annuity style 
recurring income by virtue of the regular fees it receives under its management 
agreements, which are typically between three and seven years in duration.  

▪ ‘Capital light’. The main costs of development – land purchase and work in progress – 
are assumed by the Group’s institutional clients under the forward sale model. Fresh 
requires only modest capital, while capital deployment in Residential is tightly 
controlled.  

▪ Strong partnerships/high entry barriers. The group has built strong relationships with 
major institutions, initially in student accommodation and more recently in BTR, which 
operates under a very similar template. These relationships have, in our view, built up 
significant barriers for new entrants. As well as providing an additional and growing 
income stream, the services to institutions provided by Fresh can bolster relationships 
with them and also provide invaluable insight into both tenant and clients’ 
requirements, which is taken into account in evolving the design and specification for 
future developments,   

 
Divisional revenue and profit contribution, FY 2019 

 

Source: Company information 
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Long-term attractions: a unique 
combination of growth and low 
risk development template 
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Financial Summary: Watkin Jones 

Year end: September (£m unless shown)      
      
PROFIT & LOSS 2015 2016 2017 2018 2019 
Revenue 244.2  267.0  301.9  363.1  374.8  
Adj EBITDA 36.1  38.6  43.8  50.9  64.8  
Adj EBIT 32.5  37.9  42.7  49.6  54.9  
Reported PBT 32.9  13.3  43.3  54.3  47.7  
Fully Adj PBT 36.1  40.2  43.3  50.1  50.2  
NOPAT 29.8  32.0  35.8  40.7  40.9  
Reported EPS (p) 0.0  3.1  14.0  17.3  15.1  
Fully Adj EPS (p) 0.0  23.7  14.0  16.0  16.0  
Dividend per share (p) 0.0  4.0  6.6  7.6  8.4  

      
CASH FLOW & BALANCE SHEET 2015 2016 2017 2018 2019 
Operating cash flow 32.0  24.5  25.4  66.6  38.9  
Free Cash flow 28.5  17.7  19.0  54.1  23.8  
FCF per share (p)   13.2  7.4  21.2  9.3  
Acquisitions 1.0  (11.3) 5.6  3.0  0.2  
Net cash flow 33.3  (12.0) 18.1  41.3  9.0  
Overdrafts / borrowings 20.2  15.0  24.3  26.5  187.8  
Cash & equivalents 59.3  47.2  65.3  106.6  115.7  
Net (Debt)/Cash 39.1  32.2  41.0  80.2  76.9  
IFRS 16 Lease liabilities     (149.1) 
Net (Debt)/Cash post IFRS 16      (72.2) 

      
NAV AND RETURNS 2015 2016 2017 2018 2019 
Net asset value 113.1  102.7  126.2  153.0  161.7  
NAV/share (p)  40.2  49.4  59.9  63.3  
Net Tangible Asset Value 113.1  87.2  111.3  138.6  147.8  
NTAV/share (p)  34.2  43.6  54.3  57.9  
Average equity 101.9  107.9  114.5  139.6  157.3  
Post-tax ROE (%) 21.8% 3.9% 31.3% 31.7% 24.5% 

      
METRICS 2015 2016 2017 2018 2019 
Revenue growth  9.3% 13.1% 20.3% 3.2% 
Adj EBITDA growth  6.7% 13.5% 16.3% 27.2% 
Adj EBIT growth  16.7% 12.7% 16.2% 10.6% 
Adj PBT growth  11.2% 7.8% 15.7% 0.4% 
Adj EPS growth    (40.9%) 13.7% 0.2% 
Dividend growth  N/A 65.0% 15.2% 9.9% 
Adj EBIT margins  14.2% 14.1% 13.7% 14.6% 

      
VALUATION 2015 2016 2017 2018 2019 
EV/Sales (x) N/A N/A 1.2 1.0 0.9 
EV/EBITDA (x) N/A N/A 8.0 6.8 5.4 
EV/NOPAT (x) N/A N/A 9.7 8.5 8.5 
PER (x) N/A N/A 10.7 9.4 9.4 
Dividend yield N/A N/A 4.4% 5.0% 5.5% 
FCF yield N/A N/A 4.9% 14.1% 6.2% 

 

Source: Company information and Progressive Equity Research estimates. NB: 2019 restated for IFRS 16 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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