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1. HEADLINES
COVID-19 has had a massive effect on the providers of care services to those most vulnerable
to the pandemic. Media headlines have been dominated with the devastating impact on the lives
of those living and working in residential aged care and the system as a whole. For an industry
that had already been plagued by deteriorating occupancy, escalating operating costs and slow
revenue growth, the challenge of protecting residents could not have come at a worse time.
And despite all this, the sector has shown remarkable resilience. Caught between a State and
Federal Government blame game and negative media, providers have remained focused on
protecting their residents and staff. They have been subject to substantial criticism from those
far behind the front line, but they have had little time to focus on that while so many lives are at
risk.
This unprecedented situation saw aged care become the epicentre of the pandemic. Despite
repeated warnings (Urgent Call for Action), a coordinated plan was not formulated and providers
were forced to fend for themselves. Relief funding finally came towards the end of peak
infection, but the industry is still struggling to manage its resources to best support vulnerable
people in their care.
The financial fallout is far from over. The listed company results mirror an industry event with
serious long-term implications. Recovery from reduced occupancy will continue well into
FY2021 as will the ongoing costs of infection control. The late funding relief will not cover those
costs and, while subsidy increments are expected, it is unlikely to prevent continued losses and
corporate failures in the coming months. Nor will it encourage investment which has hit all-time
lows.
Since our first COVID-19 publication, we have been tracking the impact of the pandemic on the
flow of resident deposits (RAD’s). As anticipated, the pandemic has accelerated the change in
payment preferences away from RAD’s and we estimate that almost $1.4 billion in cash will be
leaving the sector because of declining occupancy and changing preferences so far. A
continuation of this trend will result in widespread sector failure.
If anything positive can be taken from this experience, it is that the Federal Government will now
be forced to make aged care a priority. Successive Governments have avoided the challenge of
structural reform to the sector and the COVID-19 experience has exposed this in a very public
way. The Royal Commission may be able to leverage this impetus to encourage real change in
its final report due in February 2021.
The listed providers have an opportunity to capitalise on these reforms, but first they must work
through the greatest financial tsunami in this history of this sector.
Click here for the Chartered Accountants / Ansell Strategic aged care financial analysis
webinar.
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2. AT A GLANCE
The following provides a summary of the Full Year 30 June 2020 results and their change from
30 June 2019. Further detail is provided in Section 7.

EBITDA

REGIS

ESTIA

JAPARA*

25%

18%

37%

$27m decline to $82.6m

$17m decline to $77.1m

$18m decline to $30.7m

93%

383%

1,877%

$47m decline to $3.8m

$158m decline to -$116.9m

$309m decline to -$292.1m

1

NPAT

5%
Revenue

1%

7%

1

$31m increase to $677.9m

$7.5m increase to $593.5m

$27m increase to $422.2m

$21M

$145M

$292M

Recognised $20.6m in FY20

Recognised $144.6m in FY20

Recognised in $291.9m in FY20

Impairment

Staff Costs

10%

8%

14%

$44m increase to $492.3m

$29m increase to $416.0m

$38m increase to $315.1m

1.4%

0.4%

0.7%

Decreased to 90.3%

Decreased to 93.2%

Decreased to 92.2%

Occupancy2

RAD Liability

7%
$73m increase to $1,157.5m

Net Debt

22%
$67m decline to $236.7m

4%
$31m increase to $836.3m
10%
$11m decline to $99.4m

10%
$54m increase to $584.5m
7%
$12m increase to $190.7m

Source: Investor Presentations and Financial Statements (unless otherwise stated).
*It is unclear what portion of Japara’s revenue is attributable to AASB 16 adjustments.
1
Figures have been normalised to exclude acquisition related costs, increase in fair value of investment property, gains/discounts on acquisitions,
gain/losses on disposal of non-current assets and AASB 16 adjustments (where known). Royal Commission costs included.
2
Regis’ decline was largely attributable to a change in methodology.
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3. RESULTS ANALYSIS
3.1 EBITDA
There were no surprises when the three providers revealed their lowest earnings since listing.
The dramatic decline in Earnings before Interest, Tax, Depreciation and Amortisation (EBITDA)
per occupied bed per annum (POBA) reflects the struggle all providers are facing within the
industry with falling occupancy rates, increasing infection control costs and changing consumer
preferences.
The StewartBrown survey results reported that 60% of residential aged care homes were
operating at a loss in March 2020. Industry results will have worsened in the last quarter of
FY2020 given the impacts of COVID-19 only began to effect providers in March.
EBITDA POBA is not expected to improve for all providers as COVID-19 continues to severely
disrupt operations. Increased costs associated with COVID-19 are substantial and exceed
Federal Government support provided through temporary subsidies and one-off grants.

EBITDA PER OCCUPIED BED PER ANNUM
$25,000

$20,000

$19,500

EBITDA POBA ($)

$17,000

$15,000

$15,900

$16,900

$16,500
$13,600

$12,800

$13,000

$13,800
$12,700

$10,000

$7,700

$5,000

$REGIS

ESTIA
FY18

FY19

FY20

JAPARA

STEWART
BROWN TQ

Additional Subsidy

Source: Investor Presentations, Financial Statements and StewartBrown Residential Care Report – March 2020.
Note: Ansell Strategic calculates the above figures on a weighted per bed and occupancy basis and uses normalised EBITDA figures. Normalised
figures exclude AASB 16 transition adjustments.
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3.2 OCCUPANCY
The listed providers continue to report a downward trend in occupancy. This directly affects the
bottom line as it is not possible to proportionately reduce operating costs with declines in
occupancy, and therefore revenue. Occupancy declines also contribute to an outflow of RADs
that are not replaced as discussed below.

OCCUPANCY TREND
95%

95%

Occupancy (%)

94%
94%
93%
93%
92%
92%
91%

91%
90%
2H18

1H19
REGIS

2H19
ESTIA

1H20

2H20
JAPARA

Source: Investor Presentations and Financial Statements.

Regis has reported a significant decline since FY19, with some parts attributable to a change in
methodology (for homes in ramp-up, Regis previously assumed that total available beds
equalled occupied beds).
Ansell Strategic has been tracking admissions and discharges for 16,000 beds across the
country. Occupancy trends across the country, particularly in Victoria, have been trending
downwards. The decline is driven by a number of factors:
▪

Homes in lockdown areas were/are unable to show prospective residents around the home.

▪

Prospective residents, particularly respite residents, are discouraged to move in due to two
week quarantine periods.

▪

Declining referrals from hospitals.

▪

Significant negative media campaign and coverage causes people and their families to
delay any move into residential aged care.

▪

Homes experiencing outbreaks are unable to admit new residents and would have
experienced accelerated discharges due to residents being transferred to hospitals.

▪

Many homes who had experienced outbreaks were also issued with compliance breaches,
further limiting their ability to admit new residents.
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Whilst there was a sharp occupancy recovery afterthe initial lockdown, the extended community
transmission, media attention and political friction is likely to impede a quick recovery post the
second lockdown.

OCCUPANCY TREND – AUSTRALIA AND VICTORIA, MARCH TO AUGUST 2020
97%
96%
95%

INCREASED
COMMUNITY
TRANSMISSION IN
VICTORIA

INITIAL LOCKDOWN

Occupancy (%)

94%
93%
92%
91%

90%
89%
88%
87%
86%
85%

National

Victoria

Source: Ansell Strategic RAD Study Analysis of providers in Australia – August 2020.
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3.3 REVENUE
Occupancy and subsidies represent the major revenue drivers in residential aged care. Against
a backdrop of escalating operational costs, subsidy levels have remained stagnant since the
2016 Federal Budget cuts to the Aged Care Funding Instrument (ACFI) (click here for further
information).
The Commonwealth Government provided a temporary uplift to ACFI in FY19 which contributed
approximately $5 POBD to revenue. More recently, the Morrison Government provided
additional funding through a 1.23% temporary boost to ACFI and one-off lump sum payments
along with other COVID-19 support packages to relieve the strain on all provider’s operational
cash flows. The additional funding has contributed approximately $3 POBD in FY20 to the listed
provider’s revenue.
The results have shown that providers have been limited in their opportunities to increase their
revenue (both government and resident) to curtail the impact of reducing occupancy rates and
rising operating costs. Income from the daily accommodation payment (DAP) has also been
impacted by the declining maximum permissible interest rate (MPIR).

REVENUE PER OCCUPIED BED PER DAY
$350

Revenue POBD ($)

$300
$250
$200
$150
$100

*
$50

$FY19

FY20
REGIS

Government Income POBD

FY19

FY20
ESTIA

Temporary Subsidies

FY19

FY20
JAPARA*

Resident & Other Income POBD

Source: Investor Presentations.
*It is unclear whether Japara’s revenue POBD figures for FY20 have excluded AASB 16 transition adjustments.
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3.4 STAFF COSTS
Increasing staff costs continue to outpace revenue growth. Measures to prevent, reduce or
tackle the spread of COVID-19 are key contributors to the high growth in staff costs in FY20.
The three providers operate homes that have been in hotspots and each provider has home(s)
that have been directly impacted by COVID-19. The higher staff costs relate to additional care
and cleaning hours, increased personal leave, overtime costs and higher use of agency staff to
fill vacant shifts. Estia reported that it introduced Quarantine Leave during March 2020, and 280
staff had taken 8,564 hours at 30 June 2020.
The second wave of the infection, which started in July, will see a massive increase in staff
costs. This is true not only for those facing the infection directly in the homes, but those bracing
for it. Our own teams have been working directly within COVID hotspots and the pressure on the
care teams is enormous. Staff have worked relentlessly to protect residents, often isolated within
high risk environments. We can expect leave, retention and recruitment costs to skyrocket post
30 June 2020.

Staff Costs as % of Revenue

TOTAL STAFF COSTS AS A PERCENTAGE OF REVENUE
76%
74%

72%
70%
68%
64%
62%

74.6%

72.6%

66%
66.9%

69.3%
65.9%

67.0%

69.7%

69.9%

71.2%

60%
REGIS

ESTIA
FY18

FY19*

JAPARA

FY20*

Source: Investor Presentations.
*It is unclear whether Japara’s staff costs to revenue figures for FY20 have excluded AASB 16 transition adjustments.

3.5 IMPAIRMENT
Within the context of this highly volatile and uncertain environment, all three providers have
recognised that their ability to generate cash flows from their acquired assets has deteriorated
and substantial goodwill impairments have been recognised in FY20.
Japara has effectively halved their goodwill and other intangible assets balance as they
recognised a $291.9 million impairment loss. Estia reported a $144.6 million goodwill impairment
for the period. Both providers stated this was a result of the turbulent market conditions created
by COVID-19, the Royal Commission and the uncertainty of the future funding and financing
arrangements for the sector. Regis only recognised an impairment loss of $20.6 million against
their WA operations.
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4. ACCOMMODATION PAYMENTS
In our previous ASX In a Nutshells, we have raised our concerns regarding the changing
preferences of new residents entering residential aged care. Over the past few years, we have
reported on the declining proportion of people electing to pay deposits (RADs) in favour of
DAPs. Our concern has been that RADs are typically invested in bricks and mortar (nursing
homes) and liquidity levels are modest. Every RAD replaced by a DAP weakens that liquidity.
Fortunately, the transition has been relatively slow as presented below, and strong residential
property prices has meant that lower RAD numbers are somewhat covered by higher RAD
values (people often sell their homes to pay the RAD).

Non-supported Resident Profile (%)

NON-SUPPORTED RESIDENT PAYMENT PREFERENCE PROFILE
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8%

60%

18%

19%

26%

29%

22%

23%
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56%
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FY20

FY19

31%
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27%
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30%
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45%

43%

FY20

FY18

FY19

50%
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10%
0%
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FY20
REGIS

ESTIA
RAD

DAP

JAPARA

ACFA*

COMBINATION

Source: Investor Presentations and Aged Care Financing Authority (ACFA) Eighth Report on the Funding and Financing of the Aged Care Industry
*Note, ACFA results are FY19 and represent incoming payment preferences.

With COVID-19, all of this changes. People are more reluctant to liquidate their depleted
assets during a pandemic and the proportion of people electing to pay a RAD has declined. The
economic fallout means that less people will be eligible to pay for their accommodation and
those that do are less likely to pay a RAD. If they do, many payments will be deferred and
potentially at lower prices (mirroring property conditions).
The result of these influences is likely to spark major insolvency events. Because incoming
residents have 6 months to pay the RAD and the refund for discharged residents normally
awaits probate (8 – 16 weeks), the cashflow effect of this payment trend is deferred. The
greatest impact will be from the second wave which will be particularly severe for Victorian
providers in the later months of this calendar year.
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A loss of confidence in RAD’s will place at risk the $31 billion contingent liability underwritten by
the Commonwealth. At the date of this report, we estimate that the change in accommodation
preferences will trigger a cash outflow of nearly $1.4 billion in the coming months.

NUMBER OF RADS (INGOING VS OUTGOING)
45

Number of RADs
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No. RADs - Ingoing

No. RADs - Outgoing (Period Average)
Source: Ansell Strategic RAD Study Analysis of providers in Australia – August 2020.

The listed providers have been aware of the risk and are experienced in managing admission
strategies. However, all providers are exposed to this new paradigm and few have the reserves
to sustain a continued capital outflow.
We are reporting regularly to the Federal Government on these trends, and The Royal
Commission will be considering the implications when we appear on 18 September 2020.
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5. SHARE PRICE TREND
Share prices fell drastically in late February to early March as the market drew connection with
the risk COVID-19 posed for residential aged care. While other sectors have seen some
recovery, the aged care sector has been left vulnerable from continuing COVID-19 infections
and negative media.

SHARE PRICE TREND JUNE 2018 TO AUGUST 2020
$4.0
First wave of
infection

Adj. Closing Price ($)

$3.5
$3.0
$2.5

FY2020 Results
released

$2.0
$1.5
$1.0
$0.5
$-

Royal Commission Interim
Report Released

REGIS

ESTIA

JAPARA
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6. OPINION – MANAGEMENT IN CRISIS
The events of the last 6 months has revealed very serious cracks in the aged care sector in a
very public way. At the time of this report, there have been over 1,900 infections and 568 deaths
in residential aged care. The realities of under-resourcing has been exposed after warnings
made to Federal Government about vulnerable residents in nursing homes were not addressed.
But during the crisis, the providers have shown remarkable resilience. Caught between State
and Federal politics, they have focused on protecting their residents and staff. While some
“experts” will retrospectively identify things that could have been done better, the sector has
managed to navigate this catastrophic event professionally and without much support.
The listed providers have all been directly affected and each headlined their COVID-19
responses in their investor presentations.

NUMBER OF HOMES WITH A COVID-19 POSITIVE CASE
Number of Homes with a COVID-19 positive case
Regis

5 – Victoria

Estia

9 – Victoria and 2 – NSW

Japara

4 – Victoria

What was clear from our own observations was the advantages that scale providers were able to
leverage during this unprecedented event. This was evident in their ability to establish infection
control strategies, share clinical resources within groups, source protective equipment, train
staff and manage their workforce. Many of our smaller clients found the experience much more
challenging and isolating within a lockdown environment.
The Morrison Government eventually recognised the desperate situation facing the industry,
releasing around $1.5 billion in additional funding and grants.

ALLOCATION OF COVID-19 FUNDING AND GRANTS FOR AGED CARE
$M

%

$214.7

14%

Residential Aged Care

$671.7

43%

Home Care
Commonwealth Home Support Programme

$50.9

3%

$173.5

11%

Total Providers

$896.1

57%

Quality Control

$9.1

1%

$440.1

28%

Co-ordination and Government Support
Providers

Workforce retention
TOTAL

$1,560.0
*Some grants/funding uplifts were grouped together for RAC and HC providers.
We have made assumptions of the allocation of these grants and funding uplifts based on ACFA 2019 data.
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Unfortunately, most of it will arrive well after peak infection and the portion assigned to
residential aged care will not come close to covering the cost of managing the pandemic,
particularly in Victoria. We expect first quarter financial performance to be extremely poor.
However, the public attention has never been more focused on aged care and the systemic
flaws in the system. This has dovetailed into the Royal Commission’s examination of funding
systems and their work is starting to highlight our shared responsibility to invest in change. It’s a
good development for the sector and, combined with the current public focus on aged care,
could provide the catalyst for structural reform.
The Government response to this attention could also be positive for the listed providers if they
can navigate through the RAD liquidity issue (refer to Section 4). The extent of that benefit will
depend upon how long the public remains attentive to the problem, and how well the Royal
Commission develops and delivers the solutions. Two prospects loom large:
1. Subsidy Relief - Community awareness of aged care will make it very difficult for the
Federal Government to continue to avoid the issue of underfunding. Provider failures will
occur in the first half of 2021, driving even greater levels of political pressure on the
Morrison Government and create an impetus for improved funding. This will likely take
the form of subsidy increases, boosting the performance of providers. It’s unlikely to be
enough to cover current year deficits, but future years would improve significantly if
COVID-19 is contained (until the cost of care catches up again). The inherent sector
uncertainty means that the injection won’t be enough to encourage capital development
on its own, but it will help alleviate the immediate operational pressure on providers (and
the political pressures on the Morrison Government).
2. Sector Reform - The Royal Commission will pass down its recommendations on 26
February 2021. Again, the current spotlight on aged care will make it more difficult for
Government to ignore recommendations for structural reform. The delicate issue of
means testing is definitely on the table, and the COVID-19 crisis will bring back sharply
the issues of intergenerational wealth transfers.
The result would be a more flexible, less constrained sector with a growing dependence on
consumer contributions and control (refer to our recent submission to the Royal Commission).
The listed providers must first navigate the operational/RAD liquidity challenge, but they may
well prosper in this new environment if they remain adaptable and responsive to change.

Note: At the time of preparing this report, the Royal Commission released the Report on the
Profitability and Viability of the Australian Aged Care Industry which was undertaken by BDO.
We will respond to this report separately and address why EBITDA should not be used as the
key measure for the assessment of profitability and why the assessment of the viability of the
sector should not be underpinned by the classification of RADs as current or non-current
liabilities.
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7. RESULTS SUMMARY
The following provides a summary of the 30 June 2020 results:

30 JUNE 2020 RESULTS SUMMARY
REGIS

ESTIA

JAPARA

Facilities FY20 (No.)

65

69

51

Facilities FY19 (No.)

63

69

49

Operational Beds FY20 (No.)

7,218

6,182

4,496

Operational Beds FY19 (No.)

7,078

6,102

4,235

Occupancy FY20 (%)

90.3%

93.2%

92.2%

91.7%

93.6%

92.9%

350

392

111

EBITDA FY20 ($ millions)2

82.6

77.3

30.7

EBITDA FY19 ($ millions)

Occupancy FY19 (%)
Market Capitalisation ($ millions)

1

PROFIT & LOSS
109.6

94.0

48.6

EBITDA Margin FY20 (%)

2

12.2%

13.0%

7.3%

EBITDA Margin FY19 (%)

2

16.9%

16.0%

12.3%

32.7

35.8

-1.0

Net Profit After Tax FY20 ($ millions)

3.8

-116.9

-292.1

Basic EPS FY20 (cents)

1.3

-44.8

-109.5

Basic EPS FY19 (cents)

16.9

15.8

6.2

Asset Impairments ($ millions)

20.6

144.6

291.9

-1,309.3

-909.6

-675.8

147.3

608.7

223.0

3.8

30.6

48.3

Goodwill & Other Intangibles ($ millions)

239.9

686.7

31.8

Resident Places ($ millions)

223.8

221.3

234.0

-1,157.5

-836.3

-584.5

External Debt ($ millions)

-240.5

-128.8

-239.0

Net Debt ($ millions)

-236.7

-99.4

-190.7

2

Profit Before Tax and Impairments FY20 ($ millions)

BALANCE SHEET
Net Current Assets ($ millions)
Net Assets ($ millions)
Cash at Bank ($ millions)

RAD Liability ($ millions)

Source: Investor Presentations and Financial Statements (unless otherwise stated).
*It is unclear what portion of Japara’s revenue figures for FY20 have included AASB 16 transition adjustments.
1
Market Capitalisation based on closing balance on 8 September 2020.
2
EBITDA figures have been normalised to exclude acquisition related costs, increase in fair value of investment property, gains/discounts on
acquisitions, gain/losses on disposal of non-current assets and AASB 16 transition adjustments and impairment. Royal Commission and costs
associated with ramp up of homes has been included.
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ABOUT “IN A NUTSHELL”
To help busy executives in a rapidly changing aged care world, Ansell Strategic provides summaries
and high level commentary on new developments in the industry. Detailed reports are provided on
our website at www.ansellstrategic.com.au.

FOR FURTHER INFORMATION, PLEASE CONTACT:

CAM ANSELL
Managing Director
Telephone:
(08) 9468 7520
Email:
cam@ansellstrategic.com.au

AMBER CARTWRIGHT
Director
Telephone:
(08) 9468 7520
Email:
amber@ansellstrategic.com.au

Please note the information provided in this report does not constitute or purport to be formal financial advice.
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