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Social infrastructure: RMDL an alternative alternative
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Description
RM Secured Direct Lending (RMDL)
aims to generate attractive and
regular dividends through investment
in debt instruments that are backed
by real assets, led by exceptional
management teams, and that usually
demonstrate high cashflow visibility.

Inter alia, we reviewed social infrastructure investment companies in our note
“Secure income” REITs – Safe harbour available, published on 22 March 2019. In this
note, we consider how RMDL may be viewed as an alternative to these
investments with social infrastructure becoming an increasingly important part of
its portfolio. We conclude that RMDL: i) offers a higher dividend yield; ii) carries
less downside risk; and iii) has a non-correlated share price. RMDL does not have
the same equity-upside, but offers investors a different portfolio option. As noted
in our initiation, RMDL delivers its returns through high skill and service levels.
►

Limiting POD: We believe that investors are primarily in social infrastructure
investments for what they see as a secure income, rather than for capital gains.
For such investors, ones seeking safety and downside protection, having an
element invested in higher-yielding, lower-downside-risk RMDL may be
appropriate.

►

Other news: In December, one of RMDL’s larger investments pre-paid early.
The associated fees have added 0.51p (0.5%) to the NAV. While announcing this
deal, RMDL also advised that the majority of the recent £10m equity raise
proceeds has been deployed. The pipeline appears to be very strong.

►

Valuation: RMDL trades at a small premium to NAV and to the average of its
closest peers. In addition to the factors above, we estimate that further equity
issues at a premium to NAV will enhance current shareholders by 1%. RMDL
has not seen a major loss, and marks loans to market.

►

Risks: Credit remains key for any lender, and we examine in detail the
investment manager’s approach. We believe the right approaches are in place
to limit the probability of default and loss, in the event of default. The book
shows a surprising propensity to turn over. There are modest currency and key
personnel risks.

►

Investment summary: RMDL is a non-bank lender focused on nonbenchmarked, middle-market corporate debt, where competitive pressures are
relatively modest, and yields can be enhanced by service and structuring skills.
Its bespoke lending is 59% self-originated (balance in small syndicates), with a
bias to non-cyclical sectors, and counterparty diversification is achieved with its
portfolio of 35 loans.
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Financial summary and valuation
Year-end Dec (£000)
Profit/loss on investments
Income
Investment manager’s fee
Other expenses
Finance costs
Pre-tax return
Dividend (p)
Dividend yield
Dividend cover (Hardman & Co basis, x)
NAV (p)
S/P premium to NAV
Loan book

2018
-807
8,199
-894
-1,134
-1,037
4,327
6.5
6.4%
1.0
0.97
3%
102,581

2019E
1,650
10,117
-1,038
-1,150
-380
9,199
6.9
6.9%
1.2
0.99
1%
130,000

2020E
-325
16,688
-1,494
-1,350
-380
13,138
6.5
6.5%
1.2
1.01
-1%
245,000

Source: Hardman & Co Research
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IMPORTANT INFORMATION
THE MATERIALS CONTAINED HEREIN ARE NOT FOR RELEASE,
PUBLICATION OR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN WHOLE OR
IN PART, TO U.S. PERSONS OR IN OR INTO THE UNITED STATES, AUSTRALIA,
CANADA, JAPAN, THE REPUBLIC OF SOUTH AFRICA OR ANY OTHER
JURISDICTION WHERE TO DO SO WOULD CONSTITUTE A VIOLATION OF
THE RELEVANT LAWS OR REGULATIONS OF SUCH JURISDICTION.
The information and materials contained in this report are exclusively intended for
persons who are not residents of the United States and who are not physically
present in the United States. The information contained herein and on the pages
that follow do not constitute an offer of securities for sale or a solicitation of an
offer to purchase securities in the United States or in any jurisdiction or
jurisdictions in which such offers or sales are unlawful. The securities referred to
herein and on the pages that follow have not been nor will they be registered under
the U.S. Securities Act of 1933, as amended (the “Securities Act”), or with any
securities regulatory authority of any state or other jurisdiction of the United
States and may not be offered, sold, resold, taken up, exercised, renounced,
transferred, delivered or distributed, directly or indirectly, within the United States
or to or for the account or benefit of U.S. Persons (as defined in Regulation S of
the Securities Act) except pursuant to an exemption from, or in a transaction not
subject to, the registration requirements of the Securities Act and applicable state
securities laws. There will be no public offer of the securities in the United States,
Australia, Canada, Japan or the Republic of South Africa or any jurisdiction in which
such an offer would constitute a violation of the relevant laws or regulations of
such jurisdiction. RM Secured Direct Lending Plc will not be registered under the
U.S. Investment Company Act of 1940, as amended, and investors will not be
entitled to the benefits of that Act.
An investment in the securities referred to herein and on the pages that follow are
only suitable for institutional investors and professionally-advised private
investors who understand and are capable of evaluating the merits and risks of
such an investment and who have sufficient resources to be able to bear any losses
(which may equal to whole amount of amount invested) that may result from such
an investment.
Subject to certain exceptions, the securities referred to herein and on the pages
that follow may not be offered, sold, resold, taken up, exercised, renounced,
transferred, delivered or distributed, directly or indirectly, in Australia, Canada,
Japan, the Republic of South Africa or any jurisdiction where to do so would
constitute a violation of the relevant laws or regulations of such jurisdiction or to
any resident or citizen of Australia, Canada, Japan or the Republic of South Africa.
The offer and sale of the securities referred to herein and on the pages that follow
have not been and will not be registered under the applicable securities laws of
Australia, Canada, Japan or the Republic of South Africa.
Recipients of this information in any other jurisdiction should inform themselves
about and observe any applicable legal requirements in their jurisdiction.
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RMDL as alternative investment in
social infrastructure
Background
Social infrastructure growing part of
RMDL portfolio – now approximately a
quarter of commitments

Gives investors an alternative exposure to
this market

Offers higher yield, lower downside risk,
non-correlated asset in exchange for
potential equity upside

RMDL’s 16 December factsheet announced a new ca.£6m social infrastructure
investment to Uninn Group, to fund four operating student accommodation assets
located across key university cities, Newcastle, Sheffield, Leicester, and Coventry as
well as four further drawdowns to loans previously documented with two borrowers
relating to student accommodation and receivables finance. Social infrastructure
(defined by RMDL as health and social care, childcare and student accommodation)
now accounts for 10 holdings with a total commitment of £33m (RMDL’s drawn
lending at end-November was £136m).
This is a growing area of focus for RMDL and, for investors, presents them with an
alternative way to get exposure to this market. We conclude that RMDL: i) offers a
higher dividend yield; ii) carries less downside risk and iii) introduces diversity and so
reduced volatility compared with social infrastructure companies. It does not have
the same equity-upside but offers a different portfolio option. As noted in our
initiation, RMDL delivers its returns through high skill and service levels.
We believe it is important to understand why investors are in social infrastructure
investments in the first place. We believe the primary driver is an income which is
perceived to be secure, rather than capital gains. Assuming investors are seeking
safety and downside protection, having an element invested in higher-yielding,
lower-downside-risk RMDL appears sensible.

Higher dividend yield
RMDL yield, at ca.7%, is well above social
infrastructure companies

The chart below shows the dividend yield from RMDL and a range of social
infrastructure investment companies. We have not included in RMDL any further
special dividends which may come from pre-payment gains.

Dividend yield (%) for RMDL and range of social infrastructure investments
7.00%
6.00%
5.00%
4.00%
3.00%
2.00%
1.00%
0.00%

Source: Company announcements, Hardman & Co Research, priced at 2 January 2020 working sheet
a225
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We note:
►

Unite’s RNS 8 October update states the USAF portfolio is valued at an average
yield of 5.2% while the LSAV portfolio is valued at an average yield of 4.5%,
which compares with up to 9% that RMDL earns on its student accommodation.

►

PHP’s interim 2019 results reported a 4.85% net initial yield.

With special dividends
Special dividends paid when extra income
earned – typically from early repayments

RMDL has paid out two special dividends this year and will therefore comfortably
exceed the target of 6.5p p.a. (6.5% yield). Net interest income for the year to endNovember is 7.91p (as per latest factsheet) helped by early repayment related
income. Investment trusts have to pay out a minimum of 85% of net income and
this year we expect both special dividends and a small element retained to support
future dividends.

For lower downside risk
Equity bears first loss so RMDL lower
downside risk

RMDL is a lender and its exposure is to loans. Any losses in the social infrastructure
customer would be initially borne by the equity holders in that business. Whatever
the cause of loss, it would be borne by them ahead of RMDL. The vehicles above
are where investors are investing in the equity of such businesses.
It is important to understand how RMDL achieves this risk/reward balance and we
detail that in the section below.

From uncorrelated asset
Share prices is not correlated to other
social infrastructure assets

It is no surprise the correlation between RMDL’s share price and that of various
social infrastructure companies is not statistically significant. By way of example, we
have taken the three-year period from mid-December 2016 to 2019 and show the
correlations below. This lack of correlation reflects the different asset class (debt
against equity), diversification, relatively limited corporate action (e.g. PHP’s merger
with Medix) and RMDL’s sector mix. There may be other factors (such as liquidity,
share issuance) but as we are considering more than 750 data points, we would
expect the effect to be limited.

Share price correlation with RMDL in past three years
0.3
0.2
0.1
0
-0.1

AGR

IHR

PHP

THRL

UTG

ESP

DIGS

-0.2
-0.3
-0.4
-0.5
-0.6
-0.7
Source: Alpha Terminal, Hardman & Co Research, social infrastructure
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But no equity upside
Equity holders clearly benefit from the (geared) capital gains should the underlying
assets increase in value. RMDL does not benefit from this to any meaningful extent,
although it may see early repayment gains from rising capital values (which in 2019
are likely to be in excess of 1% return). However, we believe that, for most investors,
the sector is more about having secure dividend than making material capital gains.
By way of examples, we note the relatively modest NAV gains reported across a
range of the companies:

We believe investors in social
infrastructure seek secure income as
higher priority than capital gain

Companies generally delivering limited

►

Empiric Student Properties reported NAV growth of 2.7% in the year to June
2019.

►

Target Healthcare EPRA NAV increased 1.7% in FY’19.

►

Impact Healthcare NAV increased 3% in year to June 2019.

NAV growth

The actual share price performance for the social infrastructure funds under
consideration here has been mixed. PHPO, has benefitted from the merger
synergies with Medix and has risen by more than 100% since mid-December 2016.
The average rise has been just under 20% with three in the 30%-35% range, Target
Healthcare rising just 6% and one (Empiric Student Property) falling by more than
10%.

Wide range of share price performances

How RMDL achieves its returns
Before looking at how RMDL achieves its NAV, it is worth noting the results. The
two charts below highlight: i) the incredible NAV stability RMDL has delivered
despite using mark-to-market accounting standards; and ii) with the exception of
one month with pre-payment returns, the incredible stability of net interest income,
which is the key driver to the stable NAV.

Monthly NAV (p) since January 2017…

…Monthly net interest income as % NAV
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Source: RMDL factsheet, Hardman & Co Research working sheet AK4 and j17
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We outlined in our initiation, RMDL’s competitive advantages and risks. In summary:
Limited competition in RMDL space

►

RMDL is operating in a part of the market where competition is moderate. Highstreet banks have significantly withdrawn from non-standard lending, and the
size of RMDL’s participation (£2m-£10m+) is too small for many corporate
lenders/capital market investors looking to structure complex deals. RMDL can
thus charge for intellectual capital, and its permanent capital structure means it
can also exploit illiquidity premiums. The spreads it charges reflect all these
factors, as well as credit.

Credit control a key skill

►

Credit risk management is core to any lender. We conclude that credit at RMDL
is well controlled, significantly reducing the risk that impairments will put the
dividend under pressure. In particular, we note: i) robust credit assessment with
appropriate measures specific to the bespoke nature of the clients; ii) the
benefits from control post drawdown; iii) the value of security; and iv) the
diversification of the portfolio. Credit risk management is about limiting the
probability of default and reducing any loss in the event of default. RMDL’s
procedures appear well positioned to do both and, to date, there have been no
major loss incidences.

Managers aligned to shareholders

►

We note that the investment manager (RM) owns ca.0.8% of the company
(nearly £1m invested), as it has reinvested part of the management fees since
launch. These shares are locked in for 12 months from purchase and, with a
three-year programme, the manager showed great confidence that targeted
returns would be achieved.

Competitive advantages in origination

►

We review the business model, noting the competitive advantages in
origination, the unique customer profile (including some of the specific aspects
to consider when lending to private equity-backed deals, which account for
three quarters of book), and RM’s approach to recoveries and arrears
management. We also detail the current portfolio mix and compare it with
peers. In addition, we consider the fee structure, for both the investment
manager’s fees and what the investors pay, together with the economies of
scale noted above.

Cost of funds to a social infrastructure

►

We note that social infrastructure funds report a cost of funds which is
materially below the level RMDL reports as income on its loans. By way of
example, PHP reported in June an average cost of debt of 3.75% while Empiric
reported 3.22%. The factors behind this include:

business is mix of all types of debt. RMDL
earns incremental returns with skill and
service

6 January 2020

o

the reported cost of funds is a weighted average with debt structures being
typically being 80%-85% senior (paying currently ca.2%) and 15%-20%
junior (currently paying 9%+). 30% of RMDL’s portfolio is junior debt.

o

There is an element of currency mix with some of PHP’s debt denominated
in € to match € assets.

o

RMDL is paid for its skills and service, which, for example, may include being
able to accurately assess say the construction risk in a project and to
structure debt around that. RMDL’s flexibility in its structuring of debt is
materially higher than say mainstream bank providers.

o

As noted above RMDL operates in part of the market which has less
competition than many other areas of lending.
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Other news
Early repayment gains/other gains
RMDL earns income from pre-payment of
debt – not built into our earnings or
dividend forecasts

RMDL reported on 16 December the early repayment of a $10.5m loan, the prepayment proceeds of which added 0.51p to the NAV. This followed the 8 April
announcement that two loans totalling £6.25m have been prepaid, which ‒ with the
associated sale of equity warrants issued to RMDL by one of the Borrowers ‒ saw
combined proceeds adding 1.3p to the NAV. In our numbers, we give no credit for
early repayment penalties nor one-off gains because of their lumpy nature.
However, such gains appear to be a feature of the business and management has
indicated that they will be largely returned to shareholders by means of special
dividends.

Why not a Hadrian’s Wall
Different business model, culture,
accounting and credit experience from
Hadrian’s Wall; no read across

Hadrian’s Wall Secured Investments (HWSL) reported on 9 December “that the
Company is no longer continuing in its current form” following consultation with
shareholders. This followed the announcement on 20 November of materially
increased provisions against one exposure and a 27 June announcement of provisions
against another. We believe that, in a concentrated portfolio, a marked deterioration
of two investments leads to investors questioning both the credit processes and
valuation techniques.
We do not believe there is any read across to HMDL (and its share price premium
to NAV would appear to confirm this is also the market view). The reasons we have
reached this conclusion include:

6 January 2020

►

HWSL has had a number of credit events to the larger loans within their
portfolio – RMDL has to date demonstrated its ability to source and structure
investments that have not had such events.

►

Questions have to be asked about HWSL’s recovery procedures as its recent
portfolio updates suggest that expected recovery on the company’s biomass
investments will be minimal. Our discussions with RMDL indicate a robust
approach to collections, which should further protect the downside and reduce
losses.

►

Disclosures: HWSL made limited public disclosures making it harder to value a
significant proportion of its portfolio. RMDL has made significant shareholder
disclosures and is a manager happy to clarify any investors’ questions.

►

RMDL adopts an independently marked to market valuation so perceived risks,
in addition to known ones, should be factored into the NAV. The accounting
policies which HWSL used were more model based and investors are likely to
question the conservatism used in its assumptions. We have regularly
highlighted the importance of culture in both running the business and
accounting for it.

►

We have outlined in this and previous notes how RMDL assesses, monitors and
collects debt. Any lender is exposed to risk of unforeseen circumstances leading
to credit losses and investors thus need to have comfort that both the
probability of loss and the loss in the event of default is reduced and RMDL has
such processes in place.
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Latest portfolio analysis
Portfolio mix by weighted average life (%)…

…and yield (%)

Average
3.36
years

19%

27%

27%

Average
8.72%

41%

40%

46%

0-3 years

3-5 years

< 7.5%

>5 years

7.5-9.5%

>9.5%

Source: RMDL July factsheet, Hardman & Co Research

Portfolio mix by coupon type (%)…

…and investment type (%)

1%

16%

43%

54%

56%

Fixed

Floating

30%

Senior

Inflation-linked

Junior

Holdco

Source: RMDL November factsheet, Hardman & Co Research editors working sheet rows 123

Portfolio mix by customer type (%)…

26%

…and customer revenue (%)

31%
< £75m
Private nonsponsor

£75-150m
6%

74%

63%

>£150m+

Source: RMDL Portfolio Mix 2018 Report and accounts, Customer revenue Interim Report and Accounts, June 2019, Hardman & Co Research

6 January 2020

8

RM Secured Direct Lending
Largest loans
Asset Finance
Hospitality
Hospitality
Telecoms
Business Services
Forecourt Operator
Automotive Parts
Manufacturer
Gym Franchising
Healthcare
Student Accommodation

Loan value (£m)

Expected yield (%)

10.19
8.50
8.30
8.11
7.00
6.70

8.00
9.00
9.00
11.23
6.73
4.87

Weighted average
life (years)
4.09
4.35
4.35
1.65
4.98
2.62

6.63
6.30
6.00
5.68

12.00
8.29
6.50
9.00

3.08
6.68
5.35
0.85

Source: RMDL November factsheet, Hardman & Co Research

Valuation
RMDL on small NAV premium to close
peers

In the chart below, we compare the premium/discount to NAV of RMDL with its
immediate peers (tickers: GABI, SQN). We have also included the much smaller SSIF
as an asset-backed vehicle. This group, we believe, has the closest economic risk
sensitivity to RMDL, and represents a tighter segregation of the companies than the
AIC sector. As can be seen from the chart, the average rating for the close peers is
a 5% discount to NAV. RMDL’s 0.5% premium is thus better than average, but only
modestly so, and it is not the largest premium.
Hadrian’s Wall is in wind-down so we have removed it from the peer comparisons.
We have also included SEQI, which focuses on infrastructure and RCOI, which
invests in global energy senior secured loans. For the sake of completeness, we have
also included those companies in the AIC sector (tickers: BPCR, HONY, P2P, VSL),
excluding those in wind-down mode, but we do not believe investors should focus
on them. The wider peers – not unsurprisingly, given their broad sensitivity and
history – have a much broader range of valuations.

Premium/discount to latest NAV (%)
15.0%
10.0%
5.0%
0.0%
-5.0%
-10.0%
-15.0%
-20.0%
Source: Company factsheets, Hardman & Co Research, priced at 2 January 2020 sheet valuation
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Disclaimer
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.
This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/researchdisclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.
Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.
Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.
The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.
Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.
This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).
No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.
(Disclaimer Version 8 – Effective from August 2018)

Status of Hardman & Co’s research under MiFID II
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II.
In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’
The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation2016-2031.pdf
In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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