LONGER
LIVING

With our life expectancy increasing,
Simon Rutman and Paul Kenny explore whether
investors can afford to ignore the healthcare sector

e are living longer.
Age UK estimates that
between 2005/6 and

2014/15 the number of people
aged 65 and over in England
increased by almost a fifth and
the number of people aged 85
and over rose by almost a third.
In 2016, 4% of the population
aged 65 and over lived in care
homes, rising to 65% of those
aged 85 or more (LaingBuisson).
By 2037, it is anticipated that
13% of the population will be
75 or above. As the figures
demonstrate, the healthcare
secfor is big and is sef fo
expand over the coming years.

More beds?
The real estate industry is
primarily an occupier-led
sector, so logically the number
of beds in care homes should
be increasing to reflect this
demand. This does not seem
to be happening.
LaingBuisson estimates that
3,000 beds were lost in the
sector between October 2014

and March 2015. The think tank
ResPublica announced atf the
end of 2015 that 10% of beds
could be lost in the care home
sector by 2020.

This reduction largely
reflects the differing fortunes
of the private, self-funding
part of the sector and the
publicly-funded part.
LaingBuisson warns that
English local authorities are
paying providers less for
residential care than the "real
cost" of that provision, which
means the cost of food,
accommodation, basic help
and a reasonable profit for the
care home operator.

The profit margins within the
private sector are generally
much more attractive. In
addition, this is where the
demand is. Frost & Sullivan
estimated in 2011 that 90% of
residential care home demand
came from the private sector.

The healthcare sector as an
investment class is
unsurprisingly primarily
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focused on the private sector
In addition, the industry is
fragmented. This can work to
provide opportunities that may
noft exist in the more developed
real-estate-related sectors,
many of which are dominated
by established players.

Barriers to entry

Unfortunately new operators
and investors experience
relatively high barriers to
entering the market. Factors
for this include:

M Expertise: all parts of the
real estate sector require
detailed market knowledge,
but the position is particularly
acute in the case of healthcare.
The sector is highly regulated
and the end users have very
specific needs.

M High equity requirements:
lending policies reflect the
limited number of occupiers
with strong institutionally-
acceptable covenants looking
fo lease care homes, and the
value differential between
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open frading care homes and
closed ones.

B Competition for sites: the
self-pay market works best in
affluent areas. Here there is
strong competition from other
operators and other space users
- pure residential development
being the most obvious.

M Planning: securing the correct
planning consents can be
difficult and time consuming.

B Market knowledge: the
supply/demand situation varies
at each level of care. For
instance, one of the fastest
growing sub-sectors is
dementia care. Investors must
genuinely understand the
market.

Widening the range of offerings
to the senior market

There are a lot of different
products under the healthcare
umbrella; retirement housing,
sheltered housing, assisted
living, independent living, care
homes, extra care homes, etc.
That said, there are essentially
three main products and they
blend within each category:

1. Retirement flats, where
typically each flat has an
emergency call system and
the block includes communal
spaces such as a coffee bar.

2. Care homes, where
residents are helped with their

m The real estate industry is primarily an occupier-led sector, so
logically the number of beds in care homes should be increasing to
reflect this demand. This does not seem to be happening.

daily needs, such as personal
hygiene, support at meal
fimes, efc. Newbury (see box)
is a good example of this.

3. Extra care facilities, for
people needing long-term
nursing or specialist care.
Badby Park (see box) is a good
example of this.

Retirement living villages seek
to combine some or all of
these. Emerson Park (see box)
is a good example of such a
scheme. This approach is
becoming more popular. One
of the main advantages from
the operator's perspective is
the ability fo share services
between buildings. For
example, if a care home is
located next fo some assisted
living apartments, the kitchens
in the care home might also
provide food for the adjacent
assisted living scheme.

The structuring of these
types of arrangements need to
be carefully thought through
so as not to prejudice the
investment value of any
individual element, particularly

Case studies

Badby Park: an extra care facility

Badby Park in Daventry is a purpose-built facility providing
rehabilitation, long-term care, respite and palliative care for people
with neurological illnesses, acquired brain injuries and spinal cord
injuries. Residents live in ensuite bedrooms and have the benefit of a
fully-equipped life-skills kitchen, a sensory garden and a private
courtyard. It is a multi-award-winning centre of excellence in the

provision of complex care.

Newbury: a care home

This new Gracewell care home has 60 ensuite bedrooms and six
apartments. The bedrooms are arranged as smaller "households”,
complete with their own dining rooms and kitchenettes, fo create a
sense of community. There are also communal facilities such as a
sensory garden, a café, a hair and beauty salon and a cinema room. It
combines a boutique hotel interior design with leading-edge
dementia and innovative specialist care facilities and services.

Emerson Park, Hextable: retirement living

Opening in spring 2018, Cinnamon Care's Emerson Park will comprise
a 78-bed care home providing residential and dementia care, and 47
refirement apartments. This high-specification development will
provide a range of communal facilities including a bar and restaurant
with private dining, cinema room, salon and nail bar, and a gym.

because an individual owner of
a retirement flat has different
concerns/objectives than, say,
the operator of a care home.

Opco/propco leases
Opco/propco leases are a
prevalent feature of the
healthcare sector, particularly
because a large number of
operators develop their own
stock. These leases differ in
cerfain respects from those used
in other asset classes. This reflects
the nature of the business being
carried out from them.

The form of these has also
developed quite materially as
the market has matured. Prior
to Southern Cross, it was not
unusual for very restrictive
opco/propco leases to be put
in place between owners and
operators. The rafionale
underlying the draffing was
the need to put the owners in
the strongest possible position
to be able fo take over and
run a failing care home.

Arguably there was
sometimes too much
emphasis on maximising the
investment value of the
underlying real estate and not
enough on giving flexibility to
the operating businesses.
Indeed, the terms of some of
these leases were so onerous
as to make it problematic for
operators fo sell their
operating businesses.

The market has generally
taken this on board. Owners
will now sometimes offer much
greater flexibility in order to
enable the operator to
maximise the success of its
business. By way of example,
these leases sometimes include
scope for operators to further
develop their homes, with
detailed provisions as to how
the cost will be dealf with.

Future possibilities

The UK's demographic makes
the private healthcare sector
an exciting area and arguably,
in a post-Brexit environment, it
offers more scope for growth
than many other areas.
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Legal features
typical of
retirement villages

Retirement villages usually
offer properties for sale on
long leases. Some providers
offer part exchanges in
relation to residents’ previous
houses.

The leases will usually
contain certain provisions for
charges, typically including
some or all of the following:
M Service charge to cover the
costs of maintaining
communal facilities such as
fire alarms, entry phones,
lighting, cleaning and
rubbish collection.

B Management charge for
the day-fo-day maintenance
of the properties.

B Amenity charge: the costs
of supplying heat, light,
water, sewerage and power
to each home.

B Community charge: a
contribution towards the
running of the various
well-being services.

M There will then be separate
contracts in respect of any
additional medical or
concierge services provided.
M If a resident sells their
house, it will usually be
bought back by the provider,
often for the original
purchase price. The proceeds
will be subject fo a
"maintenance charge" which
works like a sinking fund and
will generally accrue at the
rate of 1% of the original
purchase price per year of
ownership, up fo a maximum
of around 10%.

B There may also be
additional administration
fees.

Some villages also offer
homes to rent and shared
ownership schemes.
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