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Reading between the lines

Q12019 started off in limp fashion

with a number of major healthcare
portfolios not selling, simply due to
Brexit. Ironically in Q3 2019, Knight
Frank has experienced a record flurry of
activity selling or exchanging on circa
£500 million of healthcare care assets
(across 3,000 plus beds) and advising
on circa £4 billion. Four Seasons

Health Care continues to dominate the
headlines as it goes into administration,
and as a sector and for their residents,
the situation needs resolving as quickly
as possible. This aside, many care
operators are posting solid financial
results and expanding their operations,
while CQC figures show that 80% of
care homes are currently rated “Good”
or “Outstanding”. The healthcare
market is awaiting a resolution to Brexit
and government action on social care
reform, but this is nothing new and for
many operators it's business as usual
as we head into 2020.

The future is about supply

Data from our 8th care home trading
index, which surveys the key group
operators in the elderly sector, shows
that average occupancy rates currently
sit at 88.9%. Although a marginal drop
from the 89.4% recorded in 2018,
there is no cause for concern. Our
analysis suggests that by 2040, the
UK will need to provide over 800,000
elderly care beds to service its rapidly
growing elderly population. Inevitably,
the risk for elderly care is not on the
demand side. The key question is, can
we build enough care homes to meet
future demand? And can we grow the
workforce to service this demand and
uphold standards of care?

Development ramps up

Developers are taking note of the
shortage of beds and the business
opportunity in the care sector. 75 new
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Market Summary

purpose-built homes were registered
in the first three quarters of 2019,
delivering 5,000 new beds to the
market. Add to that a certain amount of
redevelopment and renovation across
existing care homes and it’s clear that
the supply issue is being tackled. New
registrations are up, but we are still
seeing a lot homes being de-registered
too. Failing care standards and financial
stress are the main reasons for closure
and the two often go hand in hand.
While the level of new development is
encouraging, supporting the existing
pool of struggling homes is also vital to
the sectors future.

Staffing is an issue for all
healtheare sectors

Care home staff costs increased once
again in 2019, up 10% to £25,938

per resident annum. Costs are one
thing, but recruitment and retention is
arguably the bigger issue. Increasing
pay is one way to attract new nurses
and carers into the sector, but
operators agree that workers need to
see clear routes of career progression
if they are to stay in the sector. Many
are taking steps to facilitate this. The
government also has a role to play

in addressing the nursing shortage,
something not helped by the removal
of the university bursary and the
uncertainty created by Brexit regarding
migrant workers. Staffing issues are
relevant to all healthcare services
including adult care, acute care and
hospitals and must be addressed as
demand for healthcare services and
property soars.

Data, data, data

Knight Frank has for over a decade
produced world class Healthcare
research and increasingly the market

is now about data, data, data. This

is because the Healthcare market is
actively looking to improve client care
either via technology and/or operational

performance i.e. Key Performance
Indicators. We are now also starting

to see a North American operator
style model percolate into the market
via technology such as Alexa type
bedroom products that help reduce
client isolation but that have the client’s
personal preferences on (music, food,
photos etc), virtual sales assistants via
websites to market bed sales, ipads
for medical records but also academy
style training for staff and also a focus
on managed care and creating a
positive culture. The UK healthcare
market is catching up with its North
American cousins and certainly
becoming more sophisticated with
infrastructure.

Investor appetite continues
to gather steam

If investor sentiment is anything to

go by, the healthcare property market
is looking very strong. Preliminary
numbers show that as of September
2019 the healthcare property market
had seen £1.2 billion of transactions.
This would suggest we are on track to
reach the £1.5 billion seen in 2018, all in
the midst of a very uncertain economic
environment. Admittedly, conditions
have been uncertain for a number of
years now, but healthcare property
assets continue to look robust against
the core property markets, favoured for
the long-dated income and demand
story on offer. In 2019 we saw a record
low yield at the prime end of the care
home market - a clear indication of
investor appetite at present.

Julian Evans, FRICS
Partner. Head of Healthcare



Elderly Care Homes:
Market Performance
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Source: Knight Frank Care Home Trading Index 2019

POTENTIAL SHORTFALL OF ELDERLY CARE BEDS
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3 Trends to Watch

in Specialist Health Care Sectors

Privatisation of hospital
and acute care

The outsourcing of NHS services has
recently made the national newspaper
headlines with figures showing a
185% increase in the number of NHS
patients having surgery in private
hospitals since 2010. In 2018 alone,
the NHS outsourced as many as
613,833 procedures, at a significant
cost. While this may reflect badly

on the NHS, it is arguably a boon

for the private hospital and clinic
market which generates a third of

its revenue from the NHS. This has
helped many private operators to
replace the slowdown in private
medical insurance cover which has
long been the dominant source of
income and a slowdown in demand
from international patients, especially
in London. Major operators and
investors in the acute sector will no
doubt be keeping a close eye on

the next UK government and how
they approach NHS spending. This
could have a huge influence on future
operator performance and their real
estate assets.

Growth in the supported
living market

The UK adult care sector (focused

on people aged 18-64) is currently
undergoing a period of change with
smaller community-based ‘supported
living’ residences replacing outdated
larger institutional care homes that
typically housed those with a mix of
learning disabilities, mental health
disorders and other cognitive of
physical impairments. This is partly
because of changing views on how
vulnerable adults should be cared for
and partly because the supported
living model is cheaper for budget
constrained local authorities, the
principle funders of adult care.
Smaller and more specialised assets
make the market more fragmented
but a number of specialist investors
have emerged and are growing

their portfolios rapidly by acquiring
properties from housing associations.
While the sector has been dominated
by specialist REITs, a number of new
investors have entered this market

in 2019.

HEALTHCARE MARKETS: PRIVATE SECTOR SHARE OF OWNERSHIP

[l ncependent (private) State (public)

Supported Living Accom
Elderly Care

Adult Care

Childrens’ Nurseries
Specialist Education
Mental Health Hospitals
Primary Care

Acute Care
0% 10%

Source: Laing Buisson, Tomorrow's Guide, Knight Frank

30% 40% 50% 60%

Childrens nurseries:
a market to watch

The nursery and day care market
appears small at circa £5.5 billion
when compared to other healthcare
sectors. But when you consider

that independent private operators
account for close to 93% of the
market (Laing Buisson, 2017), there

is ample opportunity for investors
looking for alternative investment
opportunities. Unlike elderly care
where we can predict future demand
based on the existing population,
childcare is difficult to forecast due

to unknown birth rates. That said,
demand fundamentals look very
strong with a growing number of
working mothers and dual income
households. The government-backed
30 hours childcare scheme also aims
to increase access to childcare for
working parents, but has had a mixed
reception among operators. Real
estate investment opportunities are
few in number, but prime yields are
often below 5% and we expect to see
more interest as the market continues
to consolidate going forward.

70% 80% 90% 100%



Healthcare Markets:
UK Healthecare Market Structure
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Recent Market-Leading Research Publications

Knight Frank Research Reports are available at KnightFrank.com/research
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At Knight Frank we build long-term
relationships, which allow us to provide
personalised, clear and considered
advice on all areas of property in all
key markets. We believe personal
interaction is a crucial part of ensuring
every client is matched to the property
that suits their needs best - be it
commercial or residential. Operating

Residential
Prime Sales

Our prime sales network is involved
with the most prestigious residential
properties around the world. Our
integrated global network and

ability to identify unigue investment
opportunities, combined with our
unrivalled access to HNWIs, places us
in an unparalleled position of strength.
Whether it is sovereign wealth or the
upwards of 3,000 individuals we have
dealt with personally with a net worth of
more than US$100 million, our record
of selling trophy homes is second to
none and has enabled us to act for
more than 600 billionaires.

Project Marketing and
International Project Marketing

Through our Project Marketing service
we provide developers of mid- to
high-end projects with research,
consultancy, marketing and sales.

Unit values targeted are those in
excess of US$350,000, in locations
where long-term value is ensured, such
as London, Hong Kong, Singapore,

Our Expertise

in locations where our clients need us
to be, we provide a worldwide service
that’s locally expert and globally
connected. As a partnership, we

are independent, debt free and not
beholden to external shareholders.

We believe that inspired teams
naturally provide excellent and

Our Global Services

Vancouver, Melbourne, New York,
Miami and Dubai.

Occupier services &
commercial agency

At Knight Frank we offer a different
approach, providing expert advice to
tenants and landlords across the
global office market. We deliver real
value through carefully formulated
property strategies and robust
negotiation, in prime business districts
for landlords, multinational businesses
and local occupiers.

Corporate Services

Global Corporate Services (GCS)
provide a full suite of portfolio
management, consulting and
transactional services to multimarket
corporate occupiers, globally. Our
account teams in London, New York
and Hong Kong manage service
delivery through the expertise in our
local offices, across all service lines.

Capital markets

Our Global Capital Markets Group has
a reputation for acting on the most high

dedicated client service. Therefore,
we've created a workplace where
opinions are respected, where
everyone is invited to contribute to the
success of our business and where
they're rewarded for excellence. The
result is that our people are more
motivated, ensuring your experience
with us is the best that it can be.

profile property transactions around
the world. We act for institutional,
private equity, family offices, sovereign
wealth and real estate companies

in the cross-border acquisition and
disposal of property globally.

Valuation & advisory

Our Knight Frank Valuation experts
provide a comprehensive range of
single and portfolio valuations, market
appraisal and consultancy services
across both the commercial and
residential sectors.

With a wide skill-set spanning from
retail to student property, we have the
ability to draw upon our significant
global network of Capital Markets,
Leasing, Occupier and Research
industry specialists, allowing us

to add value for our clients, rather
than merely reporting. We provide
extensive valuation services to financial
institutions, private individuals,

funds, property companies and the
public sector.

For a full list of services, please visit
knightfrank.co.uk/property-services



Healthcare Markets:
Knight Frank Global Capability

OUR MISSION

A fully integrated global healthcare
and senior living real estate
advisory team. Globally connected,
locally expert.
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of 65) is projected to grow
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® Our healthcare and senior living

. teams annually advises on
£150bn of healthcare and senior
living assets and act for the
leading global operators, funds,
investors and lenders

£150bn

OF AS SETS

Julian Evans
Head of Healthcare

Tom Scaife
Head of Senior Living

32% of global  ®

commercial real estate :
volumes are attributable
to private capital

Shehzad Jamal
Partner, Healthcare

Saurabh Mehrotra
National Director,
Valuation & Advisory

Neil Brookes
Head of Capital Markets,

Asia Pacific :
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Russell Allison
Head of Health,
Aged Care :
& Retirement i 22% of the world’s
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Agency and Development

Julian Evans, FRICS
Head of Healthcare

+44 20 78611147
julian.evans@knightfrank.com

Nick Kempster, MRICS
Associate

+44 20 78615265
nick.kempster@knightfrank.com

Joe Munro

Graduate

+44 2038 667816
joe.munro@knightfrank.com

Mandip Bhogal, ACCA
Associate, Development Consultant
+44 20 3869 4702
mandip.bhogal@knightfrank.com

Robert Stott

Analyst

+44 20 78611152
robert.stott@knightfrank.com

Julian Woolgar, MRICS
Partner, West End

+44 20 78611008
julianwoolgar@knightfrank.com

Alyssia Clare

Personal Assistant

+44 20 3967 7124
alyssia.clare@knightfrank.com

Our People

Corporate Consultancy

Patrick Evans, MRICS
Partner

+44 20 78611757
patrick.evans@knightfrank.com

William Freston, MRICS
Senior Surveyor

+44 20 78611564
william.freston@knightfrank.com

Danielle O’Connor, MRICS
Senior Surveyor

+44 20 78615394
danielle.oconnor@knightfrank.com

Deborah Joynt, MRICS
Consultant
deborah.joynt@knightfrank.com

Bianca Moore

Team Secretary

+44 20 3826 0604
bianca.moore@knightfrank.com

Commerecial Valuations

Kieren Cole, MRICS
Partner

+44 20 78611563
kieren.cole@knightfrank.com

Rick Tarver, MRICS
Partner

+44.20 78611534

rick tarver@knightfrank.com




Commercial Valuations Cont.

Mark Tyler, MRICS
Partner

+44 20 3826 0686
mark.tyler@knightfrank.com

Iain MeGhee, MRICS
Partner

+44.141 566 6026
iain.mcghee@knightfrank.com

Bela Chauhan, MRICS
Associate

+44 20 3897 0037
bela.chauhan@knightfrank.com

Joseph Hardy, MRICS
Associate

+44.20 3869 7816
joseph.hardy@knightfrank.com

James Mohsen

Graduate

+44.20 3995 0770
james.mohsen@knightfrank.com

Genevieve Lewis

Team Secretary

+44 20 78611164
genevieve.lewis@knightfrank.com

Jenny Noble

Office Manager

+44 20 3866 8040
jenny.noble@knightfrank.com

Senior Living

Research

Tom Scaife, MRICS
Partner

+44 20 78615429
tom.scaife@knightfrank.com

Joe Brame

Senior Analyst

+44 20 3967 7139
joe.brame@knightfrank.com

Building Consultancy

Charles Ingram-Evans,

BSc Hons, MRICS

Partner, Project & Building Consultancy
+44 20 3826 0688
charles.ingramevans@knightfrank.com

Michael Brownsdon, MRICS
Capital Allowances Advisor

+44 20 3866 8046
michael.brownsdon@knightfrank.com

Debt Advisory

Lisa Attenborough, DipFS
Partner, Head of Debt Advisor
+44 20 3909 6846

lisa.attenborough@knightfrankfinance.com

Institutional Consultancy
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Emma Cleugh

Head of Institutional Consultancy
+44.20 78615427
emma.cleugh@knightfrank.com



knightfrank.co.uk Connecting people & property, perfectly.

Important notice:

This report is provided strictly on the basis that you cannot rely on its contents and Knight Frank LLP (and our affiliates, members and employees) will have no responsi-
bility or liability whatsoever in relation to the accuracy, reliability, currency, completeness or otherwise of its contents or as to any assumption made or as to any errors or
for any loss or damage resulting from any use of or reference to the contents. You must take specific independent advice in each case. It is for general outline interest
only and will contain selective information. It does not purport to be definitive or complete. Its contents will not necessarily be within the knowledge or represent the
opinion of Knight Frank LLP. Knight Frank LLP is a property consultant regulated by the Royal Institution of Chartered Surveyors and only provides services relating to real
estate, not financial services. This report was researched and written in November 2019 based on evidence and data available to Knight Frank LLP at the time. It uses
certain data available then, and reflects views of market sentiment at that time. Details or anticipated details may be provisional or have been estimated or otherwise
provided by others without verification and may not be up to date when you read them. Computer-generated and other sample images or plans may only be broadly in-
dicative and their subject matter may change. Images and photographs may show only certain parts of any property as they appeared at the time they were taken or as
they were projected. Any forecasts or projections of future performance are inherently uncertain and liable to different outcomes or changes caused by circumstances
whether of a political, economic, social or property market nature. Prices indicated in any currencies are usually based on a local figure provided to us and/or on a rate of
exchange quoted on a selected date and may be rounded up or down. Any price indicated cannot be relied upon because the source or any relevant rate of exchange
may not be accurate or up to date. VAT and other taxes may be payable in addition to any price in respect of any property according to the law applicable. © Knight Frank
LLP 2019. All rights reserved. No part of this publication may be copied, disclosed or transmitted in any form or by any means, electronic or otherwise, without prior written
permission from Knight Frank LLP for the specific form and content within which it appears. Each of the provisions set out in this notice shall only apply to the extent that
any applicable laws permit. Knight Frank LLP is a limited liability partnership registered in England with registered number OC305934 and trades as Knight Frank. Our
registered office is 55 Baker Street, London W1U 8AN, where you may look at a list of members’ names. Any person described as a partner is a member, consultant or
employee of Knight Frank LLP, not a partner in a partnership.





