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1 WACC =  E/V Ke + D/V  Kd (1- Tc) For profit NFP

E/V = portion of enterprise funded by equity 43% 90%

Ke = Cost of Equity 11.2% 12.2%

D/V = portion of enterprise funded by debt 57% 10%

Kd = Cost of Debt 7.0% 5.5%

1- Tc = 100% - corporate tax rate (30%) 0.7 1

WACC 7.6% 11.5%

2 Using the CAPM model to calculate the Cost of Equity (Ke)

Ke = Rf + B (Erp) + a

Ke = required return on equity For profit NFP

Rf = the risk free rate of return 3.55% 3.55%

Erp = the expected return on the market portfolio 6% 6%

B = beta, the systematic risk of a stock 1.1 1.27

a = the industry risk premium (residential aged care) 1% 1%

Ke 11.2% 12.2%

a = specific risk premium, used to adjust the cost of equity for industry specific factors, including:

Regulatory risk - residential aged care is highly regulated by the Aust Government (supply and pricing)

Debtor risk - counter party risk associated with dealing with customers and their potential inability to pay

3 Cost of Debt (Kd)

RBA cash rate 2.50% 2.50%

Risk premium 4.50% 3.00%

Kd 7.0% 5.5%

Funding  risk - The risk of inflationary pressures (on e.g. wages and utilities) compared to Government 

COPO revenue funding growth
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Net Present Value (NPV) Downside 1 Base Upside 1

Operating cashflows before interest and CAPEX: 1,088,640       6,003,518       10,125,302     

Cashflows after interest and CAPEX (1,689,806)      4,514,389       9,040,476       

Internal Rate of Return (IRR)

Operating cashflows before interest and CAPEX 3% 19% 28%

Cashflows after interest and CAPEX No return 15% 24%

Payback period on initial investment (yrs)

Operating cashflows before interest No payback 6.96                4.70                

Cashflows after interest and CAPEX No payback 9.67                5.65                
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Ownership Type 

Accommodation  
Bonds 

Accreditation 
Status 

Detailed Profit & 
Loss 

Operating Income 

Staff Hours & 
Wages 

Building & 
Occupancy 
Information 

Resident 
Statistics 
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$221.34 

$26.50 

$23.37 

$20.63 

$15.33 $7.87 $2.79 
$13.11 

Income      Care/Nursing  Wages On Costs  Admin            Catering     Property Costs       Cleaning           Laundry          Depn/rent            EBIT        Finance Costs   Net Profit 

$12.32 
$1.61 

$10.71 

$99.42 



 All Services  Top 25%  Variance  Variance 

 $  $  $  % 

Subsidies 157.04 165.49 (8.45)  (5.38%)

Fees 57.94 63.66 (5.72)  (9.87%)

Other 6.36 5.34 1.02 16.04%

221.34 234.49 (13.15)  (5.94%)

$ $ $  % 

Care / nursing 99.42 92.24 7.18 7.22%

Cleaning 7.87 6.07 1.80 22.87%

Laundry 2.79 2.54 0.25 8.96%

Catering 20.63 20.54 0.09 0.44%

Property 15.33 14.66 0.67 4.37%

Administration 23.37 18.93 4.44 19.00%

Wage oncosts 26.50 23.41 3.09 11.66%

Depreciation/rent 13.11 11.36 1.75 13.35%

209.02 189.75 19.27 9.22%

EBIT 12.32 44.74 (32.42) -263%

Financing/Investment 1.61 2.28 (0.67)  (41.61%)

 NET SURPLUS / 

(DEFICIT) - PRPD 
10.71 42.46 (31.75)  (296.45%)



 All Services 
 Operating 

Revenue 
 Top 25% 

 Operating 

Revenue 

 $  %  $  % 

Subsidies 157.04 165.49

Fees 57.94 63.66

Other 6.36 5.34

221.34 234.49

 $  %  $  % 

Care / nursing 99.42 46.25% 92.24 40.25%

Cleaning 7.87 3.66% 6.07 2.65%

Laundry 2.79 1.30% 2.54 1.11%

Catering 20.63 9.60% 20.54 8.96%

Property 15.33 7.13% 14.66 6.40%

Administration 23.37 10.87% 18.93 8.26%

Wage oncosts 26.50 12.33% 23.41 10.22%

Depreciation/rent 13.11 6% 11.36 5%

209.02 97% 189.75 83%

 EBIT 12.32 6% 44.74 20%

Financing/Investment 1.61 0.75% 2.28 0.99%

 NET SURPLUS / 

(DEFICIT) - PRPD 
10.71 5% 42.46 19%
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National Averages 2014 FY 2014
% of total 

operating costs

% of resident 

running costs

Expenses (p.r.p.d) $ % %

Care 99.42 47% 68%

Services 31.29 15% 21%

Accommodation 15.33 7% 10%

Total resident running costs 146.04 69% 100%

Administration 23.37 11%

Wages on costs 26.5 13%

Interest, Depreciation & Rent 14.72 7%

Total admin, wages on costs and finance 64.59 31%

Total operating expenses 210.63 100%

Total cost of accommodation

Accommodation 15.33

Interest, Depreciation & Rent 14.72

% of Wages & Administration 5.23
Total accommodation costs 35.28

Total cost of care

Care 99.42

% of Wages & Administration 33.95

Total care costs 133.37

Total cost of services

Services 31.29

% of Wages & Administration 10.68

Total services costs 41.97
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 Clarify the permitted uses of refundable 

deposit balances, accommodation bond 

balances; 

 Introduce a new governance standard for 

approved providers holding refundable deposit 

and accommodation bond balances; 

 Increase reporting and disclosure; 

 Introduce additional information gathering 

powers for monitoring compliance; 

 Arrangements by approved providers for the 

management of refundable deposit balances 

and accommodation bond balances 

 Provision of information about financial 

management of approved providers 

RISKS POST REFORM: 

 DAPs erode consumer’s capital funding base  

 Manage outflow of existing bonds 

 Market forces will likely provide downward pricing 

pressure in the short to mid-term as providers seek 

to maximise occupancy levels 



http://www.comlaw.gov.au/Details/F2014L00829


http://www.comlaw.gov.au/Details/F2014L00829
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“Japara Healthcare is now one of 

Australia's largest operators in the 

aged care and retirement industry 

and our core objective is to 

provide the best available quality 

of life for the elderly population 

of Australia. ” 

An analyst who declined to be named said the rush of 
aged-care operators to the market was based on the 
high prices they were able to get. Regis shares closed 
at $4.02, a 10 per cent rise from the $3.65 offer price. 
At that price the $1.1 billion company is valued at 
about 25 times its net earnings in 2015-16.  

 





Problem 
Solution 
Product 
Market 

Leadership team 
Advisory board 

Competition  
Business model 

Go to market strategy 
Financial projections 
Current equity raise 
Future equity raises 
Exit/liquidity events 

 

 

1. Defensible recurrent government funding 

2. Market forces and affordability slowly 
increasing eg SGC 

3. Revenue growth opportunities eg brownfields 
development, acquisition etc 

4. Positive impact of proposed regulatory 
environment  

5. Tenancy risk mitigated by recurrent 
government funding paid to provider (reduces 
debtor risk) 
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 Consumer Directed Care in Residential Aged Care likely be much sooner than 
2024.  Policy challenge will be to define minimum level of care. 

 The likely regulation of Home Care - increases regulatory compliance obligations, 
provides a value creating barrier to entry. 




