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Changing demographics will see an increasing demand for self-funded sector retirement villages in
Australia. As such, valuers can expect to be more involved in providing valuation advice in this
sector, although the central issue remains that retirement villages are complex businesses. They
have been described as management intensive operating businesses with a substantial real estate
element. As a result the valuation process in this sector requires a different type of analysis, in
comparison to the traditional real estate based investment.

This paper provides an analysis of recent trends in the demand for retirement villages and examines
current practise with respect to valuation thereof. It emphasises the need for a greater awareness
of the ‘business enterprise value’ component and provides a framework within which the
components of value can be better understood. The purpose of the paper is to provide a foundation
for a greater reliability with respect to valuation advice.



1.0 INTRODUCTION

Vdues in Audrdia are involved in the vauation of hoteds, motds, hedth and care fadlities
(induding <df-funded retirement villages), resdtaurants and hospitdity propety in generd.
Although normdly involved in assessng vadue as a ‘going concern’, obvious occasons occur when
only the red edtae vaue is required. However, if vauaion advice is to be reiable there should be
athorough understanding of the components of vaue belonging to such operations.

Smply explained the components of value of these operating properties can briefly be defined as
(@ tangible (ie. red edate, fixtures and fittings and persond property) and (b) intangible (ie.
intangible persond property such as management <kill). In the United States of America this
intangible component has been labded “Busness Enterprise Vaue® and has been defined in “The
Appraisal of Red Estate’, 11™" Edition: “A value enhancement that results from items of intangible
personal property, such as marketing and management skill, an assembled work force, working
capital, trade names, franchises, patents, trademarks, non-realty-related contracts/leases, and some

operating agreemenst.” (Benson, 1999)

Depending on the nature of the business operation and the red edtate, such components will
contribute in varying degrees to the 'bottom ling, adso generdly referred b as Net Opening Income.
In some cases the contribution of the tangible dements of the business enterprise operation will
perhaps be more important than the intangible or Business Enterprise Vaue component. In other
cases this rdationship is reversed.

Thus retirement villages then are jus one of many types of operations in which “Busness
Enterprise Vaue' exigs. They have been described as management intensive operating businesses
which happen to have a red estate component (Lennhoffs, 1999). Clearly then, to understand the
vauation process of retirement villages requires a full andyds of the busness enterprise vdue as
well as the nature of the red estate component. In this context therefore it can be argued that the
initid gep of andysis of the vauation problem in the overdl vauation process should involve a full
investigation of factors affecting al the components of vaue described above. It is dso proposed
that the uncertain and highly varidble nature of the income stream requires a rigorous vauation
approach. Thiswill determine the assumptions upon which future cash flows are based.



1.1 PURPOSE OF PAPER

The purpose of this paper is to outline a framework within which the vduation process for
operations such as Sdf-Funded Retirement Villages (SFRV) can be better understood. In particular
it proposes a modd that can test the economic viability of new and exising Sdf Funded Retirement
Villages, providing the essentid badis for a vaduation tool. In addition the framework provides a

guide to a comprehensve literature review and points to further research implications.

2.0 SELF-FUNDED RETIREMENT VILLAGES DEFINED

For the purpose of this aricle, sdf-funded retirement villages are planned resdentid communities
where the ddely retain an independent lifestyle. At the same time they enjoy a wide range of
recregtionad and socid activities provided by a village community. It has been observed that "in
Australia there is no single definition of a retirement village although all current legislation
requires that an initial charge or premium be imposed in consideration for admission to a village

and, in some cases, “services” must be provided as well as accommodation."” (Lister, 1994, p.29)

In generd there are two types of retirement villages

"Donor-funded villages are funded by way of charitable and/or government contributions:
the resdents dso make a donaion on entering the village, such donation beng nont
refundable; and

Resdent-funded villages, as the name suggests are villages whose totd capitd expenditure
is obtained from resdents by way of ingoing payments for the “purchass” of sdf-care units
or assged gpatments occupied, with such ingoing payments being refundable in full or in
pat in accordance with the resdent's contract a the commencement of occcupation.”
(Lister, 1994, p.3).

For both categories of retirement village and in addition to any donaion or ingoing payment made
by a resdent, ongoing weekly (in some cases monthly) service fees are paid by the resdents. Such
fees are for for the 'daly’ running expenses of the village. Notably these fees vary from village to
village and is depend on the extent and quality of sarvices provided, including the type of housing
occupied. In addition the service fee covers expenses such as maintenance of grounds, externd

property maintenance, property insurance, rates and taxes, administration costs, wages of staff, etc.



In generd retirement villages can provide a range of accommodation services for the ederly, which
are generdly categorized as.

independent living units

sarviced gpartments

nursng home

3.0 ANALYTICAL FRAMEWORK

The andyticd framework as presented in Figure 1 below is proposed as a foundation for vauers
wishing to underteke a vauation of a retirement village. Importantly this framework differentiates
between the rangible and intangible assets of the operation, as wel as identifying generd vaue
determinants of the business operation. In paticular, the importance of the intangible (Busness

Enterprise Vaue) component is emphasised.

Figure 1 - Framework for Valuation of Self-Funded Retirement Villages
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It will be noted that Figure 1 is divided into Sections 4.0, 5.0, 6.0 and 7.0 and are presented below
in this order.



4.0 THE SELF-FUNDED RETIREMENT VILLAGE’S BUSINESS ENVIRONMENT

4.1 Internal Business Factors

There are number factors consdered externa to a retirement village operator's business. These
include quaity and reputation of management, nature or dructure of management, nature of
ownership and qudity of tangible asssts  Good management requires specidised skills in physicd
management processes (facility management), staff management, sdes and marketing, as well as a
good knowledge of relevant legidation and financid systems (Moran, 1999). Neverthdess not al
owvners want day to day involvement in management and may seek "in housg’ managers to
undertake day to day operationa management. This is opposed to the more drategic type of leve
management. In generd the nature of ownership of retirement villages has been dassfied into two

streams, namely (a) developers and investors and (b) care providers.

Furthermore it has been argued that the retirement village indudtry is evolving in terms of
ownership structure, often as a result of responding to changing demand determinants and taxation
dructures (Moran, 1999). It was suggested that "owners may wish in the future to take advantage
of this knowledge and trends in the market place for accommodation and products, by seeking to
further differentiate and expand” (Moran, 1999, p.470). or that new purchasers are enticed into
purchasing such assats as a rexult of taxation incentives such as the taxation ruling TR4/24 in
relation to non-freehold tenure retirement villages in 1994 (athough this has now been replaced by
the draft taxation ruling 2000/DS issued in April 2000).

It was dated that "new ownership structures .... have been primarily individual or company
ownership and partnerships - syndication structures are also being put into place for proposed new
villages” and that this trend “creates a need for independent service providers to facilitate
transactions of ownership and to carry m day to day management and sales functions in the

villages that individualised ownership provided in the past”. (Moran, 1999, p.471)

Clearly, changing ownership and management dtructures affects qudity of management and hence
net operating income. This dso impacts upon risk. In this sense the risk premium used in assessing
capitdisation rate may need to reflect the nature of the business operator in terms of dructure, sze
and nature. An example of this proposd is provided in Figure 2 where five Gtegories are proposed.
Usng this approach a number of different risk premiums should be added to the prevailing risk free
interest rate to devise arisk adjusted capitdisation rate.



Figure 2 -Risk Premiums (Schilt, 1982)

Cotagory Description [Fisk Prermium

I Established businesses with a strong trade position, well financed. depth in

manogemeant, stable post earmnings, with a highly predictable future. 5%-10%
2 Establishied businessas In a mara competitive Industry with good financs,

Fove depth in manogement, hove stable past earnings with o predictable

fulire, 11%-15%
3 Business in a nighly compeftitive Industry thot requires itle capital fo enfer,

ra managament depth, elamant of ek is high afhough past reconrd may

be good. 1&%—20%
4 Smiall businesses that depend on the special skils of one or hwo peopia.

Lorger established businesses that are highly cyclical in nature. In both

coses, fulure eainings may be expected to deviate widely from projechions. 21%-24%
B Small one-person businessas of 0 parsonal semnvices raturg [nowhich 1he

transtarabllity of the incorme strearm is in guastion. rmore than 25%

Apat from the qudity of management, the quaity of accommodation is a mgor factor in
determining vdue and can be narowed down to three fundamenta requirements.  Firgly,
accommodation should provide sdf-care units which engble resdents to maintan a comfortable
lifestyle within a homogeneous community in premises that have architectura agpped, coupled with
a practicd floor plan. Secondly, hostel or assisted care gpartments must be able to provide ongoing
accommodation within the same environment once occupiers of the sdf-care units are unable to
look after themsdves. Findly, there mugst be fadlities withing the retirement village, such as a
community centre, which contributes to the dedrability and functiond success of any village
(Lister, 1994).

4.2 External Business Factors

Factors externd to SFRVs can be described as ‘demand drivers for retirement villages,
incorporating demographic and socid factors, the legd and taxation environment and location
linkages. These factors are consdered in more detail below.

4.2.1 Demand Drivers
(The following information was derived from research undertaken in 2001 as part of
a ARC SPIRT grant (C79937006) in conjunction with the Retirement Village
Asociation of Audradiaand the University of Queendand).



4.2.2

Demand drivers for retirement villages involve an aggregation of factors associated
with demographics, socid compostion, economic condraintsability and physca
satisfaction characterigtics.

The findings from a study of these demand drivers undertaken by The Universty of
Queendand (UQ) in conjunction with the Retirement Village Association Audrdia
(RVAA) between 1999 and 2001 are summarised below:

There will be 3.5 million more people over the age of 55 within the next 25 years,

In totd there will be gpproximately 4million households contaning resdents over
the age of 55;

Approximately 58% will be two person households, while the remaining 42% will be
sngle households;

Two thirds of those households over 55 years of age will come from a professional/
adminigtration background;

90% will have been home ownersin the past;

Over 80% will pay in year 2001 dollars under $150,000 in entry contributions;

They will have gpproximatedy a 10% shortfdl in avalable capitd from the sde of
ther last home (which could be corverted to a fortnightly cost of $40 @ 7%
opportunity cost);

In excess of 80% will move into a village where the facilities exceed ther demand
(under utilization of capita investment);

Approximately 80% will pay in the order of $200 to $300 per fortnight in ongoing
fess

If the ongoing fees and the capitd shortfal were expressed as a percentage of current
pension rates, they would represent? % of a single person household pension and %%
of atwo person household pension.

Location Linkages

In a smilar manner to dl red edtate location linkages with other complimentary
land uses have a crucid influence on vdue.  Such linkages include proximity to
family, reative location in respect to trangport services and fadilities, public and

private conveniences.



4.2.3 Legal and Taxation Environment
In recent years the retirement village industry in Audrdia has been besst by a
number of taxation and legd issues. This had a detrimental effect on the indudtry.
Magor issues incuded taxation rulings by the Commissoner of Taxaion,
introduction of the Goods and Services Tax, Stamp Duty and Practice Directory and
Retirement Villages Act, 1999 (QId).

5.0 COMPONENTS OF VALUE

As noted from Figure 1, intend and externa factors combine to form a number of vaue
determinants which influence the ‘Going Concern’ vaue of SFRVs — However, as with dl
businesses, SFRVs can be segmented into two value components — tangible and intangible. The
tangible component conssts of tangible persond and red property. As dready noted the intangible
component is adso known as 'Business Enterprise Vaue.

Elements of Business Enterprise Vdue may include:
furniture, fixtures and equipment;
assembled and trained workforce;
name and reputation of management;

licences and permits specific to the operator;

o > w DN PRE

profit centresi.e. excess of resdents service fees over village operating codts.

6.0 NET OPERATING INCOME

Resdent funded retirement villages potentidly involve four souces of funds:
a profit from the initid leesng or sdling (receipt of the ingoing contribution) of each
resdent unit;
the value of any undeveloped land;
the ongoing village-operating profit being the excess of weekly resdent service fees over
village- operating cogts; and
the long-term financid entittements received by the village promoter/manager pursuant to
the executed resident documentation, often referred to Deferred Management Fees
(Hatcher & O'Leary, 1994).



7.0 VALUATION METHODOLOGY

In the process of vauing retirement villages it has been proposed that there are two common
approaches for assessng an appropriate discount rate, namely the 'Partitioned Approach’ and the
'‘Comparison to Super Profit Capitalisation Rate' as listed below (Hatcher et.al., 1994).

7.1 Partitioned Approach

Part (a) - Risk Free Rate

Normaly represented by the 10 year bond rate, this percentage implicitly consders

inflationary expectations;

Part (b) - Risk Premium Rate

Abitrarily determined and reflects the following categories of risk:
specidist and entrepreneurid skill of the owner/operator;
poor marketability and liquidity of the interest;
security of tenure;
unfavourable legidative changes,
possible variation from the assumptions adopted;
comparison to other forms of investment;

long-term perceptions of the economy.

7.2 Comparison to "Super Profit" Capitalisation Rate
A rdativdy common method adopted for the vduation of a busness whereby the
perceived net maintainable profit (over and above the standard profit) is capitalised.

Even consdering these two approaches, each retirement village would have a different degree of
risk or exposure, requiring a unique capitalisation rate to be gpplied to each village.

7.3 Asset Management Investment Model (AMM)

Problems associated with the vauation methodology of retirement villages can be summarised as
follows
Lack of comparable sdle evidence as each SFRV is o different;
Recognising the role that good business management playsin deriving net income;
Accounting for the variability of projected cashflows based on varied assumptions and
demographic trends.



As a result an argument can be made for the more explicit DCF approach to vauation. However it
can be argued that if such an approach is to applied, then a riguous method is needed with respect to
determining the assumptions upon which cashflows are based. One possible approach was adopted
in the recently completed UQ/RVAA study, where data was collected on present demand drives for
sf-funded retirement villages (as discussed earlier in Section 4). This data was then andysed to
develop the Asset Management Investment mode presented below. This model was used to test the
risk/return profiles of retirement villages and to meassure the investment returns, both before and
after tax. The gepsinvolved inthe AMM are outlined below.

Existing Retirement Villages
The fird phase of the modd identifies exiding villages and their asset management
characterigtics, such as Sze, vaue and vacancies (GI S management).

Population in Catchments
Data is then abstracted on population growth, and potentiad catchment by socid mix and age
(ABSand RVAA) (see Figure 3 and 4)

Proposed Village Assumptions
The base invesment information section dlows for the input of criticd assumption such as
(See Figures 5 and 6)

Saging of the village devdopment by number of units and timing
(assumption entered,

Development cogts (these can be ether entered as an assumption or built up
viathe development costs worksheet (see Figure 5,

Entry and exit contributions (assumptions entered),

Ongoing management fees (assumptions entered),

Demand criteria (assumptions fixed based on UQ/RVAA study,

Taxation rates (assumption entered based on legd dructure, example

individual, company or superannueation).

10



Potential for Retirement Village Development

The modd cdculates the asset management potentiad of a village or forecast occupancy
rates of a village over an initid 10 year period usng information from the “existing Village”
andyds, “population in Catchments’ daa and input from the “proposed village

assumptions” ction (see Figure 7).

Estimated Pre Taxation Rate of Return (IRR and NPV) (First Iteration)

The modd places the information from al of the above sections into an edimated pre-
taxation rate of return cash flow over a 10-year period indicaing an initid Internd rate of
Return (IRR)

Portfolio Risk/Return Model

The then requires the development of a portfolio risk return analyss. To undertake this task,
the modd requires information on the current invesment portfolio of the invetment entity,
indicating annual rates of return and weighting on an invetment as a percentage of the totd
portfolio. From this data the mode uses ‘portfolio theory' to cadculate the portfolio risk and
weighted return (see Figure 8 to 16). The modd uses this information to caculate the
invesment Beta of the proposed village in relationship to the current invesment entities
portfolio. This andyss produces a discount rate that the retirement village cash flow is
required to outperform to enable the investment entities portfolio to continue a the same

risk/return criteria

Estimated Pre Taxation Rate of Return (IRR and NPV) (Second Iteration)
Following the establishment of discount rate (identified above), the modd undertakes a Net
Present Vaue (NPV) anadlyssto indicate either a podtive or negative result
Negdtive result indicating ether the entry/exist contribution is require to be
higher or the ongoing management fees require to be increased,
Pogtive result is the reverse of the above, eg. lower entry/exit contribution
or lower ongoing fees.

Solver Option
Once the estimated pre taxation rate of return (IRR and NPV) (Second Iteration) is executed
the solver option provides the optimum combination for:

Entry/exit contributions;

On-going fees. (See Figure 11)

11



Post Taxation Analysis

The model undertakes a pogt taxation andyss based on the investment entity nominated in
the “Proposed Village Assumptions” ction of the modd incusve of the optimum
combination calculation discussed above (solver option) (See Figure 12)

Sensitivity Option
Findly the modd runs an invesment sengtivity reviewing occupant and return variations

(see Figure 13).

Note: the example presented below was based on the following assumptions:
200 unit village staged over 4 years,
Land cost per unit of $25,000;
Initid occupation rate of 85% (based on the demographic mode);
100% occupataion reached in year 10 (based on the demographic modd);
Competing investment portfolio consisting of:
15% cash (short, medium and long term)
45% in direct property spread throughout Austrdia, across commercid and
resdentia sectors (balanced)
20% in Audrdian Inditutiona Equities
15% overseas equities (Euro SX and FTSE)
The competing portfolio produced arisk of 28.8% and aweighted return of 9.78%;
The resulting discount rate needed by the retirement village to provide the same
risk/return profile was 6.12%;
The impact on the entity contribution was a reduction of 38% (pretaxation) and on the
basis of acompany entity 34% (post-taxation).

12



Figure 3:

Population Growth in Primary Catchment

Population growth index for 3 km radius (PRIMARY CATCHMENT)

YEAR
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

TOTAL
1.02
1.03
1.04
1.05
1.06
1.08
1.09

11
1.11
1.12
1.13
1.14
1.15
1.16
1.17
1.18
1.19

1.2
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<55 55-64 % growth  65-74
1.01 1.05 1.05 1
1.01 1.1 1.05 1
1.02 1.15 1.05 1.02
1.02 1.2 1.05 1.04
1.02 1.23 1.03 1.06
1.03 1.26 1.03 1.08
1.03 1.28 1.02 1.11
1.04 1.3 1.02 1.15
1.04 1.33 1.03 1.19
1.04 1.35 1.02 1.23
1.05 1.36 1.01 1.28
1.05 1.38 1.02 1.32
1.06 1.38 1 1.37
1.06 1.39 1.01 1.42
1.06 1.4 1.01 1.46
1.07 1.41 1.01 1.49
1.07 1.42 1.01 1.52
1.07 1.43 1.01 155
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Figure 5: Base Investment Assumptions

Development/Construction Costs

Development/Construction Cost per unit
Unit Profit (= portfolio return)

Staging

Staging of units Year

O © 0O N O O~ W N PP

=

Units
Yearly service fee/rental
Profit from service fee (%)
Likely resident turnover (year)
Retail price of unit

% deferred management fees

Demand for Retirement Villages (%)
55-64 years
65-74 years
75 years +
% of residents within 10km of site
% of residents within 100km of site
% of residents outside 100km of site
Vacancy rate within primary and secondary catchment
Units within primary and secondary catchment

Other

Discount rate

Tax Rate

172,792
9.78%

100

100

o O O o o

4000
70%

8
189,687
25%

0.18%
1.41%
4.49%
50%
35%
15%
3%
2669

6.12%

15.00%
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Figure 6:

Development Costs

No. Units 30 Note: Bluefigures are automatically calculated
I Bed 2 You are only required to fill in the black figures
2 bed 23
3 bed 3
4 bed 2
No. Bed 65
Avg Beds/unit 2.1666667 30
Rate/ Unit Rate Room
land Purchase
land Purchase 2,000,000
Stamp Duty 80,000
Valuation Fees 30,000 2,110,000 70,333 32,461.54
Construction
No. Area(m2) Rate $/m2 Cost
| Bed 2 35 650 45,500
2 bed 23 60 650 897,000
3bed 3 90 600 162,000
4 bed 2 110 550 121,000
Central facilities 1 400 900 360,000
Bowling Green 1 1,800 50 90,000
Tennis Court 2 900 72,000
Other -
car parking 50 25 62,500
Total area of land use 7,190
Total land area 12,000
Landscape 1 4,810 50 240,500
TOTAL BUILDING COST 2,050,500
Design & PM 8.00% 164,040
TOTAL D&C 2,214,540 73,818 34,070
Marketing & Approval Costs
DA 2,215
BA 17,975
Headworks 65 1 5,000 325,000
Marketing 1 4.00% 227,624 572,814 19,094 8,812.52
Development Finance 6.12%
Constrcution period (Mths) 4
Pre Constrcution period (Mths) 12
Development Period 16
Land 172,299
Construction 81,376
Marketing & Approvals 32,742 286,417 9,547 4,406
TOTAL DEVELOPMENT COSTS 5,183,771 172,792 79,750
Development Profit 9.78% 506,839 16,895 7,798
TOTAL DEVELOPMENT INCOME 5,690,609 189,687 87,548

15



Figure 7:

Estimated Occupancy and Rate of Return

Assumptions

1. All factors are pre-calculated based on numbers from "Input Sheet"

Go to main
menu

Potential for Retirement Village Development

What it Means...
Based on all costs entered by you, the development
should yield an IRR of 15.38% If there was full

occupancy (all other things equal), the IRR would be 15.84%

INVESTMENT PERIOD

TARGET RESULT
YEAR

FACTOR 0 1 2 3 4 5 6 7 8 9 10

Development Cost 172,792 -

ESTIMATED Occupancy (%) 85 84 87 86 89 91 94 96 99 103

Unit 1 1 1 1 1 1 1 1 1 il

Income Per Unit (Lump sum) 189,687 - - - - - - -

Income Per Unit (Gross service fee) 4,240 4,360 4,480 4,600 4720 4,840 4,960 5,080 5,200

Service outgoings 1,272 1,308 1,344 1,380 1,416 1,452 1,488 1,524 1,560

Income Per Unit/Profit (Net service fee) 2,968 3,052 3,136 3,220 3,304 3,388 3,472 3,556 3,640

Income Per Unit (upon resident turnover) - - - - - - 47,422 - -

Escalated Income Per Unit (upon resident turnover) - - 60,072

Inflation 3%

Net Cash Flow -172,792 192,190 2,645 2,702 2862 3013 3172 61,101 3,530 3,737

Net Cash Flow if Occupancy = 100% -172,792 192,655 3052 3,136 3,220 3,304 3,388 63,544 3,556 3,640

Annual IRR -100% 0% 5% 6% 7% 7% 8% 9% 15% 15% 15%

IRR - ESTIMATED 15.38%

IRR - OCCUPANCY = 100% 15.84%

NPV Discount Rate 6.12%

NPV - ESTIMATED $50,632.71

NPV - OCCUPANCY = 100% $53,821.86

Figure 8: Existing Investment Portfolio (Example)
ANNUALREILR\S 199 198 197 196 196 1994 198
YR | Aeae | SdDev| M Vin 1 3 4 5 6 7

0B ASSET1| 58% |0Q010811| 76% 50% 5126 1% B 716 | 75880000 S41% | 518%6
180 Day B 2 90% | 0014667 | 114% 7% %% 1% 1021% 13| 9B% | 7B | 7B
10 Year Bad 3 MN3% |000731| 1% 8% 8B% 1% 1149% 135/%0| 1428%| 116R6| 1174%
Bishene CED 4 5%% 10063380 M0% | 66% [ 719 | 811% 76806 57%6 | 7406 | 1101%| 5636
SheyCED 5 61% |0088006| 119% | -86% 1% 7<) 1151% 6% | 44% | 11830 | 8%
Meboune CBD 6 72/ 00720657 13%% | 81% 10006 | 1111% 9% 606 | 7% | 13900 | 818
Ackkice CBD 7 03% | 006408 104% | 86% 104006 | 28% 0% 48% | 60060 | 111% | 863%
PathCED 8 83% (008468| 160% | 98% [ A% | 113% 1604% 13B%| 846 | BB | 7™
Major Retal 9 101% | 0029815| 128% 53% e 5306 1271% 6 | 9% | 28| 12B%
Biishene Resicenid 0 54% |00B42| 0% | 18% 149% 122% 200% A8 | 0B | 286 | 4%
Sychey Resiceniidl M 91% |128017| 3B0% | 18% 66200 4% 261% 181% | 43% [ 3226 | B0%
Meboumne Resicenidl © 40% |00B130| M3% | 18% | BB | 12% 3% A% | 2@ | 21% | 18%
MLC -Austaien Shae Fund B M3% |0BHB| 153% 7% 1440% | 1530% 710% 9D | 11506 | 10900074 10306
AVP Consavelve Fund % 83% | 0006264| 8%% 73% 880/ 7800 8 8 | 8% | 8% | 7%
NB B 7% % | 1% 1799% | 1590% 17.70% 1680%0| 1700% | 16806| 17.70%
Teksta % 21%% |00645U3( 20%% | 0% | 200% | B0% 2010% 2800 170%| 1700%6| 1700%
BP 17 4% (0034080 154% | 45% | 15406 | 4% 7% 0% | 840 | 110 | 1040%
Euro SXihdex B 166% |Q12B107| 3126 | 13% 3L13% | 28% 1678% 2226 | 18% | 2383% | 133%
Al Ordinaries B MN8% | 15534 A% | <120% 1B323% | 1123% 3% 1008% | 1516004 -1201%| 4026%
FISE y.\) Ul |oMMIR 218% | 403% | 1780% | 1728% 218% 1168% | 203%6 | -10300% 2008%
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Figure 9: Portfolio Weighting (Example)

ASSET 1 Weighting

30 Bill 1 .00 %
180 Day Bill 2 .00 %
10 Year Bond 3 .00 %
Brisbane CBD 4 .00 %
Sydney CBD 5 .00%
Melbourne CBD 6 .00%
Adelaide CBD 7 .00 %
Perth CBD 8 .00 %
Major Retail 9 .00 %
Brisbane Residential 10 .00%
Sydney Residential 11

Melbourne Residential

.00%

MLC - Australian Share Fund

.00%

AMP Conservative Fund

.00%

5
5
5
5
5
5
5
5
5
5
5.00%
5
5
5
5
5
5
5
5
5
10

12
13
14
NAB 15 00%
Telstra 16 .00 %
BHP 17 .00 %
Euro SX Index 18 .00 %
All Ordinaries 19 .00 %
FTSE 20 .00%
TOTAL 0.00%
Figure 10: Portfolio Analysis (Example)
COVARANCEMATRX (ASSET*WEGHING
ASSET 1 2 3 4 5 6 7 8 9 0 il 2 13 U 15 6
1 0002500 0001833| 00R149( 0000831 - QO00015|-000000L |- 0001349| 0000B31|-0000832| 0000822 | - 0000831 |- 0001068 -0000739| Q0001840000871 | - 000079
2 0001833 (002500| OO0TA1{ 000 Q00433 000008 - 0000e12| 0001177 |-0000870] 0000657 |-0001036- 0001159 -0001709| 0000BE0| 0000043|- 00003
3 002149 0001791 | 0002500{-0000P56 - 0000A4/0{-0000BA| - 0001986| - 0000081 0000379 0000138 - 0000179|- 0001962 -00015656{ - 0000045]- 0000074 - 0001847]
4 Q000331 O00P®|-0000%6| 0002500 0002301 | Q0475 0001445 000166|-00008065| 0000078|-0002348| 0001270| 0000428| Q00L7/5}-0001012| 0000679
5 -0000015  0000433|-00004/0] 0001 0002500] 00PAK%! 0001606| 00P319|-0000630] 00006/6|-0002306| 0001242( 00000’1{ 0001817}-0000867| 0000780
6 -0000001  0000008|-000084| 00475 000406 0002500 0001633| 0002119}-00008.1 | 0000154 -0002258| 0001498 0000E97| 00017A41-0000880| 00087/
7 -0001349 -0000912|-00019%6| 00446 Q001606| 0001633| 0002500| 00012%6{-0000247| 0000486]-000119%| 000A033| 0A010M| 0001471 000PA| 0001797]
8 O000E8L  0001177(-00000f 00166 0002319{ 0002119 Q001236 0002500{-0000833| 0000611 |-0002386| 0001043]-0000198| 00016E2{-0000783{ 000081g
9 -0000832 -0000870| 0000B/A|-0000806 - 0000B30| 00008 |- 000047 |-0000933| 0002500| 0001262| 000084 |-0001212(-0001372| Q000852| 0001771 |-0006A
10 |-000082 Q000B37(-0000138| 0000078  00006/6| Q000154 Q000486| 0000611| 0001262| 0000 -0000179|-0000112| -0001530| 0000830| 0001077 | -00006EX4
N |-0000831 -0001036| 00001 -00348 - 00P306| 0002258 - (0001196 | - 000P3%6| 0000B4{-0000170| 0002500|-000086/7 | 00000 | -0001811 | 0000817 |-0000708
12 |-0001063 -000110|-000192| 00020 Q001242| Q00148| Q00033 0001043{-0001212| -0000112| - 0000967 | 0002300| 000183 0000411 {-00006a1 | 00RICH
13 |-0000730 -0001709| 000156 0000428 Q000081 Q000897| Q00108 - 0000198{-0001372{ -0001560] 0000002 0001889| 0002500| - 0000650 |- 0000884 0001717
“u 0000184 O000ERD|-0000046| QO0I7A  0001817| Q00174 00M471| 0001652| 00008E2| 0000eR0|-00M&11 | 0000411 {-0000650| 0002500 000082 000064
15 |-0000371 Q000043|-0000074(-0001012 - 0000867 | -00008ED)| 000027 -0000783| 0001771| 0001077| Q000817 |-0000a91 | -0000984| 0000832 (00500 - 0000463
16 |-00007%6 -000083|-0001847| 0000678 0000780{ 0000878 0001797 0000A18|-0001622] -0000626] -0000708| 002106| 0001717| 0000064}-0000453| 0002500(
17 |-0000338 -00008%6|-00004% | -0000270 - - 000436|-000215) 0000775|-0000648| 0001026|-0000622| 0000321 |-0000154{ 00003R2| Q000867| 0001677| 00014
18 |-0000873 -0000330[ 000154 0001641 0001832{ 000171 002113 0001611 |-0000823]-0000196| -0001532| 00MS63{ 0000831{ 0001331 }-0000422| 001747]
19 |-0000066 -0000816[ 000007/(-0002290 - 000234 -00022%)| - 0001206 -0001986|-0000025] 0000872 000A0eR|-0000616{ 0000219 -0001833| 0000797 |- 0000071
y.i] 000B 0004A|-0000152(-000109 - 0000R1{-00010%| - 0000186 -0000352|-0000471 | 0000766 0000633| G000410| QA00N19|-0000806] 0000779 000063
Variances| 0002500 0002500( 0002500| 0002500  0002500| Q002500 0002500| (002500| (002500| (O02500| 0002500| 0002300| 0002500( (002500| (O2500( 002500
Co
Vaiances |-0002428 (0000070(-0006052| 0007060  QO07563| 0007432 0008953 0008157 |-0003347| 0002126]-0013042| (0005528(-0001585( 0009393| 0001452| (0004804
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Figure 11: Solver Option (Example)

Summary Worksheet, Occupancy, Vacancies and IRR's

Go to main menu Go to Sensativity Results
Existing Portfolio Return 9.78%
Risk In the Portfolio 28.80%
Discount Rate Reqiured for village to = Portfolio (Rate & Risk) 6.12%

NPV Result
Break Even Factors
Sale Price

Gross Service Fee

PRE TAXATION RESULTS

Median price of house sales in Catchment

Break Even NPV (Check)

50,632.71
Origimal New
189,687 132,662 Go to solver
4,240 4,240
-0.00

Tax Rate

NPV Result

Break Even Factors
Sale Price

Gross Service Fee

POST TAXATION RESULTS

Median price of house sales in Catchment -

15.00%

189,687 135,841

47,810.67

Go to solver

4,240 4,240

Break Even NPV (Check) -0.00
. . .
Figure 12: Beta Analysis and Discount Rate (Example)
YEAR VILLAGE WEIGHTED
RETURN (%) RETURN (%)
1 5.46% 11.01%
2 6.15% 10.05%
3 6.79% 12.72%
4 7.40% 7.77%
5 7.97% 7.09%
6 8.51% 8.60%
7 14.93% 2.61%
8 15.17% 6.10%
9 15.38% 5.77%
AVERAGE 9.75% 7.97%
SUMMARY OUTPUT
Regression Statistics
Multiple R 0.674425761
R Square 0.454850107
Adjusted R 0.376971551
Standard E 0.055207853
Observatio 9
ANOVA
dr S MS F Tgnificance F
Regression 1 0.01780132 0.0178013 5.840505132 0.0463151
Residual 7 0.02133535 0.0030479
Total 8 0.03913667
Coefficients Standard Erro t Stat P-value Lower 95% Upper 95% .ower 95.0% Upper 95.0%
Intercept 0.26 0519 0.02607281 10.099814 2.00375E-05 0.2016782 0.3249829 0.2016782 0.324982869
X Variable -0.88335935 0.36552089 -2.416714 0.046315108 -1.747678 -0.01904 -1.747678 -0.019040402
[Assume Risk Free Rate (year Bond) 11.51%
Market Rate (Portfolio) 7.97%
Beta ° 0.88
Discount rate Risk Free Rate+Beta(Market Rate)
Discount Rate 6.12%
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Figure 13: Village Sensitivity Analysis (Example)

Estimated overfunder supply of units within primary and secondary catchment: with and without development

Without Development With Development
Vacandeqd Ocoupancy Vacanced 400 g
Esimated Ocoupancy (%6) _(No. units) 09 (No.units] | , 30 &
Year ] 8 37| 8 | 5 20 8
2 & Y YR "% 1004
3 0 0| 87 s I - | |
4 R 197] 86 | =10 §
5 % 19 39 § o0
q B 53 91 =H | = §
7 i -17 A 183 -2400
g o] 0 % 14 > m
9 107 1M €0 2] ||:|\M1mDa/elq1m|W|hDe/ebpm|
14 10 277] 13 71
Soeraios Resuls Interpretation
1 Esimated RR 1538% Based on avaisble daia, the development can expect an IRR of 1538%
2. IRR if Oocupancy = 100% 15856 Al ather things being equel, if oooupancy = 100%, the retum would ecual 15856
3. Required Oooupancy fIRR =5% ™o foooupancy averagedat 724 then the IRR would equal %6
4. Required Ocoupancy if IRR = 209 1076 ffoooupancy averaged a - 107%  then the IRR would equal 20%
5. Reoured Ocoupancy if IRR =309 131% ffoooupancy averaged @ 131%  then the IRR would equal 30%
6. DevoostfIRR=5% $192060 If the development cost for one unit ecualed $192,060 thenthe IRR would equal 5%
7. DevoostfIRR=20%% $128433 Ifthe development cost for one unit equalled $128433 thenthe RR would equel 20%)
8 DevoostfIRR=30% $104368 ffthe development cost for one unit equalled $104368 then the RR would equel 30%

Do NOT use these resuits untl you have used the solver on each of the worksheets relaiing o the scenarios
If you moxify any variables on the 'Input Sheet" you wil need to Yesolve' these worksheets again.

8.0 CONCLUSION

Although the AMM outlined above is based on the viability of a new development it can be adapted
to provide atypicd 'if what' spreadsheet andyss of an existing SFRV. In particular, with

increasing interest from indtitutiona investorsin this sector it makes sense for vauation andysisto
incorporate the effects of including retirement village assetsin portfolio return and risk.

The AMM has the capacity to factor in both interna and externa business factors of aretirement
village operation. As gtated by Hatcher et.a. (1994) the most difficult portion of the vauation of
SFRVsisthe vauation of long-term entitlements from deferred management fees and rolloover
contracts. There isno one genera accepted approach with respect to determining the variables
upon which this portion of cashflow isbased. It is proposed the AMM could provide the standard.
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