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1 INTRODUCTION & METHODOLOGY

1.1 WHAT DOES THIS REPORT COVER?

The primary audience for this report is managers involved with the highest levels of the strategic
planning process and consultants who help their clients with this task. The user will not only
benefit from the hundreds of hours that went into the methodology and its application, but also
from its alternative perspective on strategic planning relating to aged care in Australia.

As the editor of this report, 1 am drawing on a methodology developed at INSEAD, an
international business school (www.insead.edu). For any given industry or sector, including
aged care, the methodology decomposes a country’s strategic potential along four key
dimensions: (1) latent demand, (2) micro-accessibility, (3) proxy operating pro-forma financials,
and (4) macro-accessibility. A country may have very high latent demand, yet have low
accessibility, making it a less attractive market than many smaller potential countries having
higher levels of accessibility.

With this perspective, this report provides both a micro and a macro strategic profile of aged care
in Australia. It does so by compiling published information that directly relates to latent demand
and accessibility, either at the micro or macro level. The reader new to Australia can quickly
understand where Australia fits into a firm’s strategic perspective. In Chapter 2, the report
investigates latent demand and micro-accessibility for aged care in Australia. In Chapters 3 and
4, the report covers proxy operating pro-forma financials and macro-accessibility in Australia.
Macro-accessibility is a general evaluation of investment and business conditions in Australia.

1.2 HOW TO STRATEGICALLY EVALUATE AUSTRALIA

Perhaps the most efficient way of evaluating Australia is to consider key dimensions which
themselves are composites of multiple factors. Composite portfolio approaches have long been
used by strategic planners. The biggest challenge in this approach is to choose the appropriate
factors that are the most relevant to international planning. The two measures of greatest
relevance to aged care are “latent demand” and “market accessibility”. The figure below
summarizes the key dimensions and recommendations of such an approach. Using these two
composites, one can prioritize all countries of the world. Countries of high latent demand and
high relative accessibility (e.g. easier entry for one firm compared to other firms) are given
highest priority. The figure below shows two different scenarios. Accessibility is defined as a
firm’s ease of entering or supplying from or to a market (the “supply side”), and latent demand is
an indicator of the potential in serving from or to the market (the “demand side”).


http://www.insead.edu/
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Framework for Prioritizing Countries

Demand/Market Potential Driven Firm

High Highest
Priority
High
Priority
Latent Moderate
Demand Priority
Low
Priority
Lowest
Low Priority
Low High
Relative Accessibility
Accessibility/Supply Averse Firm
High
Highest
Priority
High
Priority
Demand Moderate
Priority
Low
Priority
Lowest
Priority
Low

Low High

Relative Accessibility
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In the top figure, the firm is driven by market potential, whereas the bottom figure represents a
firm that is driven by costs or by an aversion to difficult markets. This report treats the reader as
coming from a “generic firm” approaching the global market — neither a market-driven nor a cost-
driven company. Planners must therefore augment this report with their own company-specific
factors that might change the priorities (e.g. a Canadian firm may have higher accessibility in
Canada than a German firm).

1.3 LATENT DEMAND AND ACCESSIBILITY IN AUSTRALIA

This report provides a detailed overview of factors driving latent demand and accessibility for
aged care in Australia. Latent demand is largely driven by economic fundamentals specific to
aged care. This topic is discussed in Chapter 2 using work carried out in Australia on behalf of
American firms and authored by the United States government (typically commercial attachés or
similar persons in local offices of the U.S. Department of State). | have included a number of
edits to clarify the information provided. Latent demand only represents half of the picture.
Chapter 2 also deals with micro-accessibility for aged care in Australia. 1 use the term “micro”
since the discussion is focused specifically on aged care.

Chapter 3 is also a stand-alone report that | have authored. It covers proxy pro-forma financial
indicators of firms operating in Australia. | use the word “proxy” because the provided figures
only cover a “what if” scenario, based on actual operating results for firms in Australia. The
numbers are only indicative of an average firm whose primary activity is in Australia. It covers a
vertical analysis of the maximum likelihood balance sheet, income statement, and financial ratios
of firms operating in Australia. It does so for a particular Standard Industrial Classification (SIC)
code. That code covers “skilled nursing care facilities”, as defined in Chapter 3. Again, while
“skilled nursing care facilities” does not exactly equate to “aged care”, it nevertheless gives an
indicator of how Australia compares to other countries for a proxy adjacent category along
various dimensions.

Chapter 4 deals with macro-accessibility and covers factors that go beyond aged care. A country
may at first sight appear to be attractive due to a high latent demand, but it is often less attractive
when one considers at the macro level how easy it might be to serve that entire potential and/or
general business risks. While accessibility will always vary from one company to another for a
given country, the following domains are typically considered when evaluating macro-
accessibility in Australia:

e Openness to Trade in Australia

e Openness to Direct Investment in Australia

e Local Marketing and Entry Strategy Alternatives
e Local Human Resources

e Local Risks

www.icongrouponline.com ©2004 Icon Group International, Inc.



Introduction & Methodology 4

Across these domains, a number of not-so-obvious factors can affect accessibility and risk. These
are covered in the Chapter 4, which is a general overview of investment and business conditions
in Australia. Chapter 4 is also presented from the perspective of an American firm, though is
equally applicable to most firms entering Australia. This chapter is also authored by local offices
of the U.S. government, as is Chapter 2. Likewise, | have included a number of edits to clarify
the provided information as it relates to the general strategic framework mentioned earlier.

www.icongrouponline.com ©2004 Icon Group International, Inc.



2 AGED CARE IN AUSTRALIA

Australia's health and aged care sector is addressing the aging of the Australian population. Most Australians prefer
to remain in their own homes as they grow older. The desire to remain living at home has been reflected in the shift
in the balance of care and the amount of funding being provided to residential and community care. As the wealth of
older Australians increases, there will be increased demand for a greater range of products and services related to
health and aged care, and an increasing ability to make a contribution towards these costs, either directly or through
private health insurance.

The exchange rate used in this report is USD1.00 = AUD1.69

2.1 LATENT DEMAND AND ACCESSIBILITY: BACKGROUND

Australia has a population of 19 million, with 13 percent of the population (or 2.4 million people) aged 65 years and
over. (In this report, the term "older people", is used to refer to people aged 65 and over.)

In Australia:
e  Almost 33 percent of all older people are aged between 65 and 69 years.
o Almost 25 percent of all older people are aged 80 years and over.

e 56 percent of older people are women, with women predominant in the higher age brackets (65 percent of those
aged 80 and over are female).

e 92 percent of older Australians live in private dwellings and the rest live in nursing homes and aged care hostels.
Of those living in private dwellings, 86 percent were living with families, while 10 percent lived alone.

Australia's health and aged care sector is addressing the aging of the Australian population. Most Australians prefer
to remain in their own homes as they grow older. The desire to remain living at home has been reflected in the shift
in the balance of care and the amount of funding being provided to residential and community care.

As the wealth of older Australians increases, there will be increased demand for a greater range of products and
services related to health and aged care, and an increasing ability to make a contribution towards these costs, either
directly or through private health insurance.

Most older Australians are neither frail nor in need of long-term care. Approximately 20 percent of people aged 70
years and over use Government-funded care services; approximately eight percent live in nursing homes and hostels;
and approximately 12 percent receive community care services.

2.2 LATENT DEMAND: ASPECTS OF INTEREST

2.2.1 Market Profile

The demands of a sophisticated market have led to the development of considerable expertise in all aspects of health
care in Australia. A wide range of products and services are available, including those that stem from advanced
technologies. An emphasis on research has been vital to the growth of the health industry in Australia, resulting in
many benefits to patients through innovative developments in treatment and products.
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Australia has a worldwide reputation for excellence in patient care, and is at the leading edge of treatment in a
number of areas including cardiac, plastic and reconstructive surgery, liver transplantation, cancer and rehabilitation.
The standard of general surgery throughout the country is high, and an increasing number of patients, the majority
from the Asia-Pacific region, are traveling to Australia to utilize the country's advanced health care services.

The Australian medical approach is based on the formulation of an individualized program for each patient. The
distribution of the Australian population across a vast continent has led to the development of special skills in
airborne critical care. The Australian Flying Doctor Service was the first of its kind in the world, and has many years
of experience in providing medical services to remote areas and evacuation to hospitals in more populated areas of
Australia.

Australia, like many other countries, is experiencing an aging of the population that will continue over several
decades. According to the Federal Minister for Aging, Kevin Andrews, Australia is on the threshold of one of the
most major demographic shifts in its history. The number of people in Australia aged over 65 is likely to swell from
2.4 million to 4.2 million in the next 20 years. The proportion of the population aged over 65 will increase from 12
percent in 2001, to approximately 18 percent in 2021.

Australians enjoy one of the highest life expectancies in the world - 81.9 years for females and 76.5 years for males.
Over the past century, Australians have gained an extra 20 years of life, as the average life expectancy increased
dramatically from around 55 for people born in 1901 to over 75 years for people born today.

A significant proportion of Australians are now aged 75 or older. As the growth in the older population outpaces the
increase in the younger age brackets, an overall aging of the Australian population is projected to occur. The
increased longevity of the Australian population is the result of improved living conditions and healthier lifestyles, as
well as significant medical advances. Australia is recognized as one of the healthiest countries in the world, ranked
second internationally in terms of life expectancy and disability-free years by the World Health Organization.

In 1991, 11 percent of the population was aged 65 and over (2.0 million) andthis is projected to increase to 18
percent (4.2 million) by 2021. Along with the increase in absolute numbers and as a proportion of the total
population, the older population is also changing in its internal age structure. In 1991, the proportion of older people
who were aged 85 and over was 8 percent; in 2001, it was 11 percent. Between 1991-2001, the 85-and-over
population increased more rapidly than any other group.

Women comprise almost 70 percent of people aged 85 years or more. The majority of older people in Australia live
independently of any government support.
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International Comparison of the Average Annual Growth Rate of the Population
Aged 65 and Over

COUNTRY 2000-2020
Mexico 5.6
Korea 5.1
Turkey 4.1
Canada 34
Australia 3.2
New Zealand 2.9
us. 2.6
Japan 25
OECD Average 2.2
Norway 1.8
Sweden 1.8
U.K. 1.3

Source: Older Australia at a Glance, Australian Institute of Health and Welfare, 2002.

While life expectancy has been rising, fertility rates have been falling. Since the end of the baby boom in 1965,
Australia's fertility rates have declined considerably and are expected to remain at low levels over a long period. The
fertility rate in 1998 was 1.76 births per woman, the lowest rate on record for Australia.

The median age of Australia's population is projected to increase from 34.6 years in 1998 to 40.4 years in 2021 and
43.5 years in 2041. As a result of the combination of sustained low fertility rates and increasing longevity due to
declining mortality rates, Australia's population is aging, which has important implications for Australia's health and
welfare systems.

Caring for Older People

The Australian aged-care system provides a cohesive framework of community, residential and family care that
makes available high-quality and cost-effective services appropriate to assessed need. It involves unique partnerships
between government, private and non-profit enterprises, and between medical, health and welfare services.

2.2.2 Health and Long-Term Care Services in Australia
Medical Care
Institutional:

o Hospital Services
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- Acute/General
- Sub-Acute
- Psychiatric
- Day Surgery
e Home Health
e Outpatients (Hospital)
e  General Practitioner Visits
e  Community Nurse

e Allied Health e.g. Occupational Therapy, Physiotherapy

Home Health:

e  Outpatients (Hospital)

e  General Practitioner Visits
e  Community Nurse

e Allied Health e.g. Occupational Therapy, Physiotherapy

Sources of Funding:
e National Health Insurance (Medicare) Contributions
e Commonwealth Government
e  Consumer Co-Payments
e  Private Insurance
Long-Term Care
Institutional:
e Residential Aged Care
- High Level

- Low Level

Home Care:
e Extended aged care in the home
e Community aged care packages

e  Community options/linkages

Sources of Funding:
e Commonwealth Government Aged and Community Care Program
e State and Local Government Aged and Community Care Contributions

e Resident Fees
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Community Care
Institutional:

e Residential Aged Care
e Respite

Home Care:

e Food Services

e Home Care and Maintenance
e Linenand Laundry

e  Shopping and Transport

e Respite Care

e Nursing Services

e Carer Support

e Aids for Disability Support

¢ Home Modifications

Sources of Funding:
e 60% Commonwealth Government
e  40% State and Local Governments

e Some Co-Payments (User Fees)

Source: A Comparison of Aged Care in Australia and Japan, Commonwealth of Australia 2001

2.2.3 The National Strategy for an Aging Australia

The Federal Government has developed a National Strategy for an Aging Australia to provide the framework in
which Australia can move forward and address the aging issues that affect current and future older Australians. The
Strategy focuses on:

e Independence and self provision;
e Attitude, lifestyle and community support;
e Healthy aging; and

e World-class health and aged care.

The Strategy is also based on the principles below that:

e The aging of the Australian population is a significant common element to be addressed by governments,
business and the community;

e All Australians, regardless of age, should have access to appropriate employment, training, education, housing,
transport, cultural and recreational opportunities;

www.icongrouponline.com ©2004 Icon Group International, Inc.
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e Older Australians should have access to care services that are appropriate to their diverse needs;
o Both public and private contributions are required to meet the needs and aspirations of older Australians; and

e Astrong evidence base should assist the policy responses to population aging.

The Federal Government has stated that positive and informed attitudes to and by older Australians are fundamental
to a successful aging nation. Artificial and real barriers to older people's participation in economic and social life
need to be removed. This will require a different attitude about new social infrastructure such as housing design,
location and availability, transport services, communications technology, which is "age friendly" for all members of
Australian society.

2.2.4 Living Arrangements

Older people live in a variety of arrangements, mostly in private dwellings. Only eight percent of older people are
estimated to live in non-private dwellings including retirement homes and residential aged care services. This follows
a trend away from institutional care and towards community care. Older Australians tend to prefer to "age in place"
rather than move. This is recognized in government policy. One of the specified objectives of the 1997
Commonwealth Government's Aged Care Act was the promotion of desirable living arrangements through "aging in
place". This policy aims to link care and support services to the places where older people prefer to live, rather than
disrupt their lives by moving them.

The majority of older people with a core activity restriction (that is, people who sometimes or always need assistance
with activities of self-care, mobility and communication) lived in a private dwelling. Fifty-five percent of these older
people lived with other people. The proportion living in cared accommodation, such as aged care homes and
hospitals, increases if the disability results in a severe of profound core activity restriction, reflecting the high level of
need for assistance.

2.25 Pensions

The Australian Government provides benefits to maintain the living standards of people as they move through their
older years, including the Age Pension. The Age Pension targets those in financial need and is based on both
income and assets.

The Government also provides support for the informal care of older people and informal care by older people
through the Carer Payment and the Carer Allowance. The Carer Payment is an income-support benefit payable to
people, regardless of their age, who are unable to engage in a substantial level of paid work because of their caring
responsibilities. The Carer Payment is income- and assets-based. The Carer Allowance is paid to people caring for a
person, in his or her own home, who requires extensive care due to a disability or severe medical condition. The
Carer Allowance is US$51 per fortnight and is not means tested.

2.2.6 Health Care System

The Australian health care system is designed to ensure universal access to an adequate health care at an affordable
or no cost. It also seeks to provide choices through private sector involvement. The system is complex, comprising
many types and providers of services and a range of funding and regulatory mechanisms.
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The Australian health care system is a blend of public and private sector involvement. Health and aged care are
shared responsibilities and both public and private sectors fund and provide health care, and all levels of government
are involved. Private medical practitioners provide primary and specialist care in the community, and a mixed public
(state-controlled) and private hospital system provides comprehensive acute services. This mix of responsibilities
ensures access and choice for consumers and sustainability of the national health and aged care system.

The Australian Federal Government has taken a leadership role in national policy issues, with the states and
territories responsible for the delivery and management of health services. In 2000-01, 47 percent of all health
funding was provided by the Federal Government (US$17 billion). The remainder was from state and territory local
governments (US$8 billion), and non-government sources such as health insurance providers and individuals (US$10
billion)

Federal Government funding includes two universal national subsidy schemes:

o Medicare (partly funded by a 1.5 percent levy on taxable income), which subsidizes payment for private medical
services; and

e The Pharmaceutical Benefits Scheme, which subsidizes a high proportion of private prescription medications.

In addition to these direct subsidies of health care, the Federal Government subsidizes private health insurance
through a 30-percent rebate on premiums. The Federal Government and state and territory Governments also jointly
fund universal public hospital services.

Many patients' first contact with the health care system is through a general medical practitioner (GP), which is
covered at least in part by Medicare, depending on billing arrangements. Patients needing specialized care can be
referred to medical specialist or other health service providers. Other costs, such as visits to the dentist, are generally
paid by patients themselves, sometimes with the support of private health insurance.

Patients can access public hospitals through emergency departments, or after referral from a medical practitioner.
Unless they choose private treatment, patients in public hospitals are not charged for their treatment, food or
accommodation. Emergency department and outpatients services are free.

In addition, local governments provide public health services, community health services, and ambulance services.
Public health services include activities to ensure food quality, immunization services, and other communicable
disease control, public health education campaigns, environmental monitoring and control, and screening programs
for diseases such as breast cancer.

Community health services include domiciliary nursing, general medical practitioners, dental services, community-
based mental health care, community-based drug and alcohol treatment, and a range of related health services (for
example, physiotherapy).

Public hospitals are administered by state and territory governments, but funded jointly by federal and state and
territory governments. Private hospitals, which handle approximately 31 percent of hospital patients, are not funded
directly by any level of government. Patients are either insured by private health insurance or make independent out-
of-pocket payments or other insurance arrangements.

2.2.7 Australia’s Aged and Community Care System

The Federal Government's subsidized aged and community care system focuses on assisting people to remain living
in the community and recognizes the role of the family and other informal care arrangements. The two main forms of
care are residential care (at both a high level and a low level of care) and community care.

www.icongrouponline.com ©2004 Icon Group International, Inc.



Aged Care 12

Residential aged care is financed and regulated by the Federal Government and provided primarily by the non-
government sector through both religious/charitable and private sector providers. The state governments, with
funding from the Federal Government, operate a small number of aged care homes.

The Federal and State/Territory Governments fund and administer the Home and Community Care (HACC) Program
which provide a range of home-based services for older people. Local governments are significant providers of
HACC services in some states. The Federal Government also funds community care directly through such programs
as Community Aged Care Packages and Extended Aged Care at Home.

Community Aged Care Packages are a key element in ensuring that at-home stays rather than residential aged care is
a real option for those older Australians who choose to do so. Community Aged Care Packages provide support and
personal care to people with more complex personal care needs in a person's own home. These packages offer an
integrated package of services for frail older people, providing among other things, home help, laundry, shopping,
and assistance with meals and bathing.

The Extended Aged Care at Home Program offers alternatives to residential care which reduce institutionalization of
older people and responds to the wishes of those preferring to remain in their own homes. The packages may include
personal care, specialist nursing care and 24-hour emergency assistance, support for people with cognitive
weaknesses, and assistance with meals, home help and maintenance.

A challenge for the industry in the future is meeting the significant growth in the number of people that need aged
care. According to an industry source, the biggest challenge ahead is addressing two issues: 1) the residential
component, and 2) the service and care component of an aging population.

2.2.8 Latent Demand: Leading Segments

As Australians age, the need for health care and products will increase. By some industry estimates, if GDP remains
roughly the same and standards of treatment are maintained, health care expenditures, simply as a result of the aging
of the population, will increase from 8.5 percent of GDP to about 10.5 percent within five years.

Australians are seeking longer, pain-free lives, and there is a real opportunity for U.S. companies that produce
palliative products and engage in medical research into new systems and approaches to preventive and curative
health.

Continence

Managing continence issues is increasingly important for nursing homes and aged-care facilities, not only due to
tighter operating budgets, but because continence maintenance has an impact on accreditation assessments. Urinary
incontinence imposes a considerable drain on Australian healthcare resources. The estimated annual cost of the
problem is approximately US$420 million and is projected to rise to US$710 million by 2018. Contributing to the
cost of urinary incontinence are the time nurses spend managing continence programs and changing pads and linen
(an estimated two hours a day on average), and the cost of acquiring, storing and disposing of pads.

Best prospects exist for those U.S. companies engaged in "continence technology", which aims to alleviate these
pressures on hospitals and nursing homes, and increase patient dignity. Key issues in continence technology include
waste disposal costs, transport and storage costs, and the environmental impact of disposal.

www.icongrouponline.com ©2004 Icon Group International, Inc.



Aged Care 13

Colds and Flus

Colds and flu are some of the most common problems facing the elderly. Disinfectants play an important role in
preventing the spread of diarrhea and gastroenteritis as well as other communicable illnesses. Best prospects exist for
those U.S. companies that can address the issues of the spread of these illnesses.

Daily Living Aids
As Australia’s elderly population increases, so too, does the demand for aids and equipment for daily living. Industry
sources suggest that one of the greatest fears among Australians about growing old is the loss of independence and

the increasing importance placed on comfort and well being. A high proportion of aids and equipment for daily living
is imported, mainly from the U.S., the U.K., Denmark, Sweden and Taiwan.

Due to the aging of the population and the consequent increase in the incidence of disability, there are good prospects
for the sale of aids and equipment for daily living. For example, motorized scooters, electric lifting devices and
products that provide relief, comfort and independence.

The main disabling conditions reported by older people with a profound, severe or moderate handicap were arthritis,
other musculoskeletal conditions, circulatory diseases, nervous system diseases, respiratory diseases, psychiatric
conditions, disorders of the eyes and ears, intellectual/mental disorders, and head injury/stroke. The most common
long-term conditions reported were arthritis, vision and hearing problems, and hypertension.

Falls are a serious health problems for older Australians. One in three Australians aged over 65 years will fall at least
once a year.

The Australian Government is committed to improving the health status of older Australians to include enhanced
preventative care and early detection of problems. Other contributors to the improved health status of older
Australians will include providing quality services where people live, and increasing take up of key new technologies
such as joint replacements, cataract surgery, and aids to living.

Dental Health

Dental health problems in older residents is another challenge for aged care staff. Research conducted by the
Australian Institute of Health and Welfare (AIHW) indicates that residents in aged care facilities have three times
more untreated decay and less than half the number of filled teeth than their contemporaries living in the community.
Quality dental care has allowed elderly people to keep their teeth for longer, but this has meant that more people of
advanced years require dental treatment.

Often these problems are not picked up until they are in residential care. However, by that time, other factors make
treatment difficult. Some physical conditions make it difficult for the elderly to travel to a dentist or even sit in a
dental chair. Conditions such as Alzheimer's can also make it difficult to treat a patient.

Medications and the natural process of aging are responsible for a common oral health problem, xerostomia (dry
mouth syndrome). This is a leading cause of dental caries in the elderly.

Excellent prospects exist for U.S. companies involved in oral care for the elderly, and dealing with particular
problems such as accessing residents' mouths, for example, breaking muscle spasms so that teeth and dentures can
be cleaned.
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Podiatry

The aging of the Australian population appears to be driving strong growth in the supply of podiatry services.
Australians aged 80 years and over are the most likely to consult a podiatrist (3,771 per 100,000 population in 1999),
followed by those aged 65-79 years (2,539 per 100,000), with most clients being female (69 percent).

Since food conditions often develop with age, and are also associated with diabetes, the need for podiatry services is
expected to increase as the population ages. Good prospects exist for U.S. companies that are involved in supplying
products in this area.

Wound Care

Despite all the advances in wound care treatment and products over the last few years, patients in aged care facilities
are still suffering unnecessarily from pressure wounds, skin tears and leg ulcers. Pressure wounds are still a major
concern in Australia as the number of pressures wounds is still very high, especially since these are preventable
wounds. Approximately US$300 million is spent on managing pa tients (all patients and not just elderly patients)
with pressure wounds.

Currently, there are a number of surfaces available to lessen the pressure of the patient's body against the mattress.
These range from simple air mattresses, through static air or water mattresses that mold around the body, to dynamic
air loss beds, where air pockets inflate and deflate sequentially up and down the body.

2.2.9 Latent Demand: Target Buyers

Main Causes of Death

The main causes of death for both women and men aged 65 and over are diseases of the circulatory system, cancers,
and diseases of the respiratory system. These causes account for over 75 percent of all deaths among people in this
age group. More specifically, death among older people is caused by coronary heart disease, stroke, breast cancer,
prostrate cancer, and emphysema.

Experts believe that eighty percent of health problems associated with older age could be prevented or postponed
primarily through lifestyle changes. In response to this, the Federal Government has instituted several initiatives
specifically focusing on the prevention of illness and disability in older Australians including:

e The provision of free influenza vaccines to all Australians in the older age group;
e Funding of annual voluntary health assessment for older Australians;
e Incentives for General Practitioners to enhance their role in screening and preventative strategies;

e Funding for an independent Alcohol Education and Rehabilitation Foundation that will focus on preventing
alcohol and illicit substance abuse; and

e |Initiatives to support the safe use of medications.

Burden of Disease

Dementia is the leading cause of non-fatal disease burden, followed by adult-onset hearing loss and stroke. Vision
disorders, osteoarthritis and coronary heart disease also cause considerable disability burden.
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Dementia, in particular, is a major health problem among older people. Approximately, 6.4 percent of Australia's
older population suffer from dementia. Almost two-thirds of older people with dementia are estimated to be 80 years
or over.

Disability Levels

In 1998, 54 percent of older people had at least one disability lasting at least six months. Fifty-two percent of this
group needed at least some help with the activities of self-care, mobility, communication, or health care. In 1998,
707,600 older people had a profound or severe core activity restriction. The most common condition was arthritis (23
percent), followed by other musculoskeletal conditions (13 percent), circulatory conditions other than stroke (10
percent), dementia and Alzheimer's disease (9 percent), diseases of the eye (6 percent), stroke (6 percent), and
respiratory conditions (5 percent).

Need for Assistance with Particular Activities among Older People by Age, 1998
(In Percent)

Activity 65-69 yrs 70-79 yrs 80+ yrs Total

Core activities

Self-Care 5.2 9.9 314 13.3
Mobility 6.7 13.8 42.1 18.1
Communication 1.1 3.5 17.3 59

Other activities

Health care 10.4 20.3 46.8 23.4
Transport 8.8 18.7 37.5 20.0
Paperwork 3.2 7.7 30.7 11.6
Housework 10.0 17.7 28.4 17.8
Property maintenance 194 28.3 36.8 27.6

Meal preparation 2.3 5.8 125 6.3

No. of persons 681,900 1,075,300 514,100 2,271,200

Source: Older Australia at a Glance, Australian Institute of Health and Welfare, 2002.

Need for Assistance

The Survey of Disability, Aging and Carers conducted by the Australian Bureau of Statistics in 1998 noted that 42
percent of the 2.1 million people aged 65 and over living in households expressed a need for some form of assistance
to help them stay at home. Like the Australian Institute of Health and Welfare study above, the most common area of
need reported was property maintenance, followed by transport and housework. Approximately 15 percent needed
some assistance with personal care such as health care, mobility, self-care and communication. A higher proportion
of women than men aged 65 and older required assistance of all types.
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Providers of Assistance

Informal care networks of friends and family provide most of the assistance received by older people in the
community. Among those receiving assistance, 83 percent received help from informal providers, 59 percent
received help from formal providers (including government organizations as well as private for-profit and private
not-for-profit agencies); and 43 percent obtained assistance from both informal and formal sources. The highest
levels of help from informal providers were for personal care activities. Over 90 percent of those receiving assistance
in self-care, mobility and communication were being helped by informal providers. The lowest proportions receiving
assistance from informal providers were in the area of health care.

Hospital Use

The average length of hospitalization for older people has declined in recent years from 9.8 days in 1996-97 for stays
excluding same day separations to 9.2 days. These changes are the result of both government policy changes and
changes in the technologies used in medical procedures.

In addition, patient care provided in the community with support from a hospital is becoming more common. Sub-
acute care services are increasingly being provided in settings other than acute hospitals. Rehabilitation in the home
is one example of this. At present, a number of states and territories are undertaking trials of new step-down care
arrangements. Step-down facilities offer short-term convalescent support for people making the transition from
hospital to home.

Major Diagnoses and Procedures

In 2000-01, the principal procedures carried out on older people who visited a hospital most commonly fell into the
categories of: procedures on the urinary system (16 percent of all separations of patients aged 65 and over),
procedures on the digestive system (14 percent), and procedures on the eye (6 percent). The most common procedure
on the urinary system was haemodialysis; the most common procedure on the digestive system was fiber-optic
colonoscopy, and fiber-optic colonoscopy with excision; and the majority of procedures on the eye were for
treatment of cataracts.

General Practitioner Services

In 1999-00, almost 105 million non-hospital GP services were provided to Australians. Approximately 24 percent of
these were provided to older people. Given that people aged 65 and over represent 12 percent of the total
population, older people are clearly using the services of non-hospital GPs more frequently than younger people.
Most of the older people seeking GP services did so in relation to recurring problems. The most common problem for
men and women was hypertension. For women, osteoarthritis was the next most common problem, while for men,
diabetes was the second most common problem.

Use of Pharmaceuticals

The level of use of medications increases with age. Approximately 86 percent of people aged 65 or over use
medications, compared with 59 percent for the general population.
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Top 10 Groups of Medications Prescribed for People Aged 65 and Over by Sex,
April 2000-March 2001

Medication Group Per 100 Encounters

Females:
Antihypertensive 17.6
Simple analgesic 7.6
Non-steroidal anti-inflammatory drugs 7.3
Other cardiovascular system drugs 4.7
Diuretic 4.6
Sedative/hypnotics 4.1
Beta-blockers (for cardiovascular problems) 4.0
Immunization 3.9
Anti-depressant 3.7
Anti-ulcerant 3.6

Males:
Antihypertensive 16.2
Non-steroidal anti-inflammatory drugs 6.6
Simple analgesic 6.4
Other cardiovascular system drugs 6.2
Hypoglycemic 4.7
Bronchodilator/spasm relaxant 4.0
Immunization 3.9
Beta-blockers (for cardiovascular problems) 3.8
Anti-ulcerant 3.7
Diuretic 3.6

Source: Older Australia at a Glance, Australian Institute of Health and Welfare, 2002.

Medicines that address the needs of the burgeoning older population, such as, products that provide temporary relief
to osteoarthritis sufferers, provide good potential.
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Respite Care

With the increasing trend towards home-based care and away from residential care, respite care has emerged as an
important area of service provision. Respite care provides carers and care recipients with a break from usual care
arrangements. Residential aged care services offer short-term care in a residential setting. Community-based respite
care includes a range of services such as day care centers, in-home respite, activity programs and flexible residential
respite in community-based facilities.

2.3 ACCESSIBILITY: KEY FACTORS

2.3.1 Therapeutic Goods Administration (TGA)

The Therapeutic Goods Act, 1989 (the Act) provides for the establishment and maintenance of a national system of
controls relating to the quality, safety and efficacy of therapeutic goods used in Australia. A "therapeutic good" is
broadly defined as a good which is represented in any way to be, or is likely to be taken to be, for therapeutic use,
unless specifically excluded or included under Section 7 of the Act.

For the purposes of evaluation and assessment, a therapeutic good is a product for use in humans that is used in, or in
connection with:

e Preventing, diagnosing, curing or alleviating a disease, ailment, defect or injury;
e Influencing, inhibiting or modifying a physiological process;

e Testing the susceptibility of persons to a disease or ailment;

¢ Influencing, controlling or preventing conception;

e Testing for pregnancy; or

e Replacing or modifying parts of the anatomy.

Under this Act, any product for which therapeutic claims are made including drugs and devices, whether locally
manufactured or imported, must be entered in the Australian Register of Therapeutic Goods (ARTG) before they can
be supplied in Australia. This applies equally to complementary, prescription and other over-the-counter medicines.
The ARTG is a computer data base of information about therapeutic goods for human use approved for supply in, or
exported from, Australia. Therapeutic goods are included in the ARTG as either listed or registered goods.

Whoever imports, manufactures, exports or modifies the product for supply will be considered the “Sponsor' for that
product in Australia and will be responsible for its entry in the ARTG before it may be legally supplied. Applications
for registration or listing in the ARTG must be lodged by the “Sponsor’, who must be an Australian entity.

The TGA carries out a range of assessment and monitoring activities to ensure therapeutic goods available in
Australia meet an acceptable standard. Overall control of the supply of therapeutic goods is exercised through pre-
market assessment, licensing of manufacturers, and post-market vigilance.

Products assessed by the TGA as having a higher level of risk (prescription medicines and some non-prescription
medicines) are evaluated for quality, safety and efficacy. Once approved for marketing in Australia, these products
are included in the ARTG as “registered' products and are identified by an AUST R number.

Products assessed as being lower risk (many non-prescription medicines including most complementary medicines)
are assessed for quality and safety. Once approved for marketing in Australia, these products are included in the
ARTG as “listed' products and are identified by an AUST L number.
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Australian manufacturers of therapeutic goods must be licensed and their manufacturing processes must comply with
principles of good manufacturing practice (GMP). For therapeutic goods manufactured overseas, evidence must be
provided to demonstrate that the manufacturer conforms to the same standards of GMP to be met by a manufacturer
in Australia. Evidence of an adequate standard of GMP is a prerequisite to entry of goods in the ARTG.

In addition, the Therapeutic Goods Act, Regulations and Orders set out the requirements for the inclusion of
therapeutic goods in the ARTG including the advertising, labeling, product appearance, and appeal guidelines.

Good Manufacturing Practice (GMP)

The Therapeutic Goods Act 1989 requires that all local and imported therapeutic goods fulfill good manufacturing
practice (GMP) standards. The Australian “Sponsor' applying for registration or listing of a therapeutic good must
provide evidence of GMP compliance at the overseas site(s) of manufacture.

The Australian “Sponsor' can either supply "an acceptable form of evidence" or agree to pay the costs of an
Australian auditor if a GMP audit is considered necessary. A condition of registration/listing of new products is that
the Australian “Sponsor' agrees to pay the cost of GMP audit for the overseas manufacturer(s) where this is
considered to be necessary, for example, in the event that suitable evidence of GMP compliance has not been
supplied. U.S. FDA evaluation is not necessarily "an acceptable form of evidence" of compliance.

Australia has made an attempt to ensure that unnecessary or excessive regulation is avoided in order to ensure that
Australia is in accord with the highest international standards, and thereby protect its international reputation as a
country that manufactures, uses and exports high-quality medical devices. A new harmonized system came into
effect on October 5, 2002. The new regulatory system for medical devices is internationally accepted best practice,
and is based on the guidelines of the Global Harmonization Task Force (GHTF) and the European Community (EC)
requirements.

Further information can be obtained from the TGA's website at: www.health.gov.au/tga

As a general rule for products in this sector, devices that are either powered or sterile such as powered wheelchairs,
hearing aids, air-powered pressure care products and sterile continence aids are regulated. Manual wheelchairs,
eating and drinking aids, clothing and dressing aids, and non-sterile continence aids are not regulated.

2.4 USEFUL CONTACTS

Australian Commonwealth Government Department of Health and Aged Care
GPO Box 9848

Canberra City ACT 2606

Tel: 61 2 6289 1555

Fax: 61 2 6281 6946

Website: www.health.gov.au

Therapeutic Goods Administration (TGA)
Narrabundah Lane

Symonston ACT 2609

Tel: 61 2 6232 8444

Fax: 61 2 6232 8241

Email: tga-information-officer@health.gov.au
Website: www.health.gov.au/tga
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3 FINANCIAL INDICATORS: SKILLED NURSING
CARE FACILITIES

3.1 OVERVIEW

Is Australia competitive? With the globalization of markets, the increased mobility of corporate assets, and the need
for productive human resources, this question has become all the more complex to answer. The financial indicators
section was prepared to tackle this question by focusing on certain fundamentals: financial performance and labor
productivity. Rather than focus on the economy as a whole, the analysis presented here considers only one sector:
skilled nursing care facilities.

We are essentially interested in the degree to which firms operating in Australia have fundamentally different
financial structures and performance compared to firms located elsewhere. With respect to this view of
competitiveness, if one were to invest or operate in Australia, how would the firm’s asset structure likely vary
compared to a firm operating in some other country in Oceana or average location in the world? In Australia, do
firms typically hold more cash and other short term assets, or do they concentrate their assets in physical plant and
equipment? On the liability side, do firms operating in Australia have a higher percent of payables compared to
other firms operating in Oceana, or do they hold a higher concentration of long term debt? The structure of the
income statement is also telling. Do firms operating in Australia have relatively higher costs of goods sold, operating
costs, or income taxes compared to firms located elsewhere in the region or the world in general? Are returns on
equity higher in Australia? Are profit margins greater? Are inventories held longer? The financial indicators section
was designed to answer these and similar questions that naturally affect one’s decision to invest or operate in
Australia. Again, we are particularly interested in skilled nursing care facilities, and not the economy as a whole.

In many instances, people make all the difference. In addition to financial competitiveness, we consider the extent to
which labor deployment and productivity in Australia differs from regional and global benchmarks. In this case, we
are interested in the amount of labor required to operate a typical business in Australia and the likely returns on this
human investment. What is the typical ratio of short-term and long-term assets to employee (employed in skilled
nursing care facilities operations)? What are typical capital-labor ratios? How different are these ratios to those in
Oceana in general and the world as a whole? What are the average sales and net profits per employee in Australia
compared to regional benchmarks?

The goal of this section is to assist managers in gauging the competitive performance of Australia at the global level
for skilled nursing care facilities. With the globalization of markets, greater foreign competition, and the reduction
of entry barriers, it becomes all the more important to benchmark Australia against other countries on a worldwide
basis. Doing so, however, is not an obvious task.

This report generates international benchmarks and measures gaps that might be revealed from such an exercise.
First, data is collected from companies across all regions of the world. For each of these firms, data are standardized
into comparable categories (assets, liabilities, income and ratios), by country, region and on a worldwide basis. From
there, we eliminate all currency effects by standardizing within each category. Global benchmarks are then
compared to those estimated for skilled nursing care facilities in Australia.

Though we heavily rely on historical performance, the figures reported are not historical but are forecasts and
projections for the coming fiscal year.

3.1.1 Financial Returns and Gaps in Australia

The approach used in this report to evaluate operating performance for skilled nursing care facilities in Australia is
called "vertical analysis." For those unfamiliar with this type of analysis, frequently taught in graduate schools of
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business, the reader is recommended Jae K. Shim and Joel G. Siegel’s recent book titled Financial Management.' In
their discussion of financial statement analysis and ratios, Skim and Siegel (p. 42-43), describe common-size
statement (vertical analysis) as follows:

A common-size statement is one that shows each item in percentage terms. Preparation of common-size
statements is known as vertical analysis, in which a material financial statement item is used as a base value and
all other accounts on the financial statement are compared to it. In the balance sheet, for example, total assets
equal 100 percent, and each individual asset is stated as a percentage of total assets. Similarly, total liabilities and
stockholders’ equity are assigned a value of 100 percent and each liability or equity account is then stated as a
percentage of total liabilities and stockholders’ equity, respectively. ... For the income statement, a value of 100
percent is assigned to net sales, and all other revenues and expense accounts are related to it. It is possible to see
at a glance how each dollar of sales is distributed among various costs, expenses, and profits.

The authors suggest that vertical analyses involve industry-based comparisons. Such a comparison “allows you to
answer the question, ‘How does a business fare in the industry?” You must compare the company’s ratios to...
industry norms.” (p. 43-44) This approach is extended to country competitiveness (in this case Australia) for a
particular sector (in this case skilled nursing care facilities). This involves calculating country, regional and global
norms. This introduction will describe the seven-stage methodology used to perform this analysis. Each stage should
be seen as a working assumption behind the numbers presented in later chapters.

Stage 1. Industry Classification. This stage begins by classifying the company into an industry. For this, we
have relied on a combination of the North American Industry Classification System (NAICS pronounced
“Nakes™), a relatively new system for classifying business establishments, and the older Standard Industrial
Classification (SIC) system. Adopted in 1997, NAICS codes are the new industry classification codes used by
statistical agencies of the United States. NAICS was developed jointly by the U.S., Canada, and Mexico to provide
comparability in statistics about business activity across North America. After 60 years of service, the outdated SIC
system was retired on October 1, 2000, leaving only the NAICS codes for official use. The NAICS classification
system adds some 350 new industries and represents a revision to over 60% of the previous SIC industries. Despite
its official retirement, the SIC system is still commonly used (and often reported in firm’s financial statements).

For most companies in the world, classification within either the new NAICS or older SIC systems is a rather straight
forward exercise. For some, however, it can be problematic. This is true for several reasons. The first being that the
SIC or NAICS classification systems are rather broad for many product and industry categories (a firm’s products or
services may be only a minor aspect of the classification’s definition). The second is that some firms’ activities span
multiple codes. Finally, it is possible that a firm is classified by one source using its SIC code, and by another using
its NAICS code, and by a third using both. Furthermore, some sources do not report either code, but instead use
qualitative statements of the firm’s activities. Nevertheless, if one wishes to pursue a vertical analysis, some
classification needs to take place which selects a peer group. In making this classification, one can rely on a number
of sources. In some countries, firms must “self” classify in official periodic reports (e.g. annular reports, 10Ks, etc.)
to public authorities (such as the Securities and Exchange Commission). These reports are then open for public
scrutiny (e.g. EDGAR filings). In other cases, commercial data vendors or private research firms provide
SIC/NAICS codes for specific companies. These include:

Bloomberg - www.bloomberg.com

Datastream (Thomson Financial) - www.datastream.com
Dun & Bradstreet - www.dnb.com

Hoovers - www.hoovers.com

HarrisinfoSource - www.HarrisInfo.com

InfoUSA - www.infousa.com

! Skim and Siegel (2000), Financial Management published by Barron’s Educational Series, Inc. (BARON’S
BUSINESS LIBRARY Series), ISBN: 0-7641-1402-6.
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Investext (Thomson Financial) - www.investext.com

Kompass International Neuenschwander SA. — www.kompass.com

Moody's Investors Service - www.moodys.com

Primark (Thomson Financial) - www.primark.com

Profound (The Dialog Corporation — A Thomson Company) - www.profound.com
Reuters - www.reuters.com

Standard & Poor's - www.standardandpoors.com

It is interesting to note that commercial vendors often report different qualitative descriptions and industrial
classifications from one to another. These descriptions and classifications may also be different from those reported
by the firm itself. Anyone hoping to perform a benchmarking study, therefore, has to make a judgment call across
these various sources in order to determine a reasonable classification. In this report, we have decided a meta-
analytic process, by combining various sources (including linking a classification’s keywords to qualitative
descriptions of the firm’s product line). In cases of inconsistency, the most recent or globally comparable available
is chosen. Again, the overall goal is to classify firms, which either produce similar products, offer similar services,
or are in the same stage of the value chain for a particular industrial classification. In the case of this report, the SIC
code selected is: 8051 which is defined as “skilled nursing care facilities”. This classification should be seen as a
working assumption. In order to obtain a more detailed discussion of this classification, the reader is referred to the
Web sites developed by the U.S. Census Bureau: http://www.census.gov/epcd/wwwi/naics.html. Basic definitions
and descriptions are provided at: http://www.census.gov/epcd/www/drnaics.htm#ql. A full correspondence table
between SIC and NAICS codes, and detailed definitions are given at
http://www.census.gov/epcd/wwwi/naicstab.htm.

Stage 2. Firm-level Data Collection. A global search was conducted across over 20,000 companies in over 40
major economies, including Australia, for those that report financials (balance sheet and income statements) and that
are involved in skilled nursing care facilities. It should be noted that the public-domain financials can be either
historic or projections. It should also be noted that even historic figures can be modified in the future and often
represent “estimates” of performance.

Stage 3. Standardization. Once collected, public domain financial figures of firms identified in Stage 2 are
standardize into comparable categories (assets, liabilities, and income). Again, these are limited to firms involved in
some aspect of skilled nursing care facilities (i.e. are members of the value chain). From there, we eliminate all
currency effects by standardizing within each category (creating ratios). In order to maintain comparability over time
and across countries, vertical analysis is used. In the case of a firm’s assets, we treat the total assets as equaling 100,
irrespective of the value of the local currency. All other assets are then calculated as a percent of total assets. In this
way, the structure of the firm’s assets can be easily interpreted and compared with international benchmarks. For
liabilities, total liabilities and equity are indexed to equal to 100. For the income statement, total revenue is indexed
to equal 100, and all other figures are calculated as a percent of these figures.

Stage 4. Filtering. Not all the firms selected in Stage 2 or the ratios calculated in Stage 3 are used for the country,
regional or global benchmarks, as a number of companies are purposely dropped from the analysis. This is justified
by the “outlier” phenomenon that plagues such analysis. The problem lies in that any given company in the
benchmarking pool may be facing some exceptional event or may be organized in an exceptional way so as to make
its ratios vastly different from the norm. By including such firms, the global benchmarks can be overly skewed. In
many countries, firms are organized into holding groups. These groups nominally have very few employees (e.g. 4
to 25 employees), but have extremely large assets, liabilities, or revenues. As such, the inclusion or exclusion of
firms having this form of management can affect the ratios and benchmarks reported. Likewise, some firms have no
net sales, no assets, no liabilities, or ratios. Others have ratios that appear implausible for a normal or viable
company. In order to not allow these firms to affect the global benchmarks, only those firms with reasonable
financials have been chosen. Finally, in some countries, detailed financials are not available or are not comparable to
either the company in question or the global norm (e.g. various forms of depreciation). In this case, only those which
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exist and are comparable are reported. The details, therefore, that comprise a given ratio or set of ratios may not be
reported. This may lead to the addition of several ratios, not summing to the whole.

Stage 5. Calculation of Global Norms. Once the filtering process has eliminated outliers, a final list of companies
included is compiled. Based on this list, the ratios discussed in Stage 3 are calculated for every firm, and then
averaged to create country, regional and global benchmarks. The world average is calculated using each country’s
population as a weight.

Stage 6. Projection of Deviations. The goal of this report is not only to estimate raw ratios or averages, but also to
present the difference between Australia and projected global averages for that same ratio. Furthermore, it can be
insightful to know the location of each ratio within the distribution of the countries represented in Stage 5. These
deviations, in fact, can be seen as projections or likely scenarios for the future. This is often true for two reasons.
First, while a company’s financials change from year to year, its ratios are often stable. This is especially true for the
country, regional and global benchmarks which represent averages across companies. From a purely Bayesian sense,
the difference between the company’s recent ratios and the benchmarks are a reasonable prior for future deviations.
This is true, even if the entire industry is hit by an external or exogenous shock, such as an oil crisis or economic
slowdown. In other words, we assume that the structure of the variance in the industry’s financials remains stable.
Second, many of the data are based on preliminary reports that might be changed in future filings. As forecasts,
therefore, the numbers derived from these are also forecasts of past and future performance (with associated
uncertainties). The calculation of the difference between a country’s ratios and the global benchmarks is meant to
yield roughly approximate forecasts, or "useful measures”. In general, more developed countries have more reliable
source data. For many, ratios are econometrically extrapolated using models that use country characteristics (e.g.
income per capita) as independent variables (i.e. countries having similar economic structures are assumed to have
similar operating ratios). Again, the forecasts are based on the assumption of relative stability. This assumption has
proven extremely robust in previous applications of this methodology (i.e. today’s weather is a good predictor of
tomorrow’s weather, but not the weather three years from now). The results reported should be viewed as those for a
“proto-typical” firm operating in Australia whose primary activity is skilled nursing care facilities.

Stage 7. Projection of Ranks and Percentiles. Based on the calculation of deviations, relative ranks and percentiles
are calculated across the firms used in the benchmarks. The percentile estimates the percent of a representative
sample of countries in the world having values of the ratio lower than Australia. It is important to note that a
percentile being high (or low) does not mean good (or bad) past, present or future financial performance. The reader
must draw this conclusion on their own. The estimates provided were created to provide managerial insight, and not
a recommendation with respect to particular investments within any country.

We graphically report, for each part of the financial statement, the larger structural differences between Australia and
the regional and global benchmarks, and provide a summary table of ranks and percentiles. These are estimates for
firm which would be involved in skilled nursing care facilities. A deviation from the global norm need not be a bad
sign. Rather, it is simply a substantial difference that might merit further attention or perhaps signal a country's
relative strength or weakness for the coming fiscal year.

3.1.2 Labor Productivity Gaps in Australia

In the case of labor productivity measures, this report maintains comparability over time and across countries by
using a common currency (the US dollar) and relates each measure to a “per employee basis”. Ratios are projected
using raw financial statistics and, as ratios, are therefore comparable. Given a country’s human resource ratios, the
resulting figures are benchmarked across regional and global averages. The seven stage approach given above is
used in a similar manner.
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We then report, for each part of the financial statement, the larger labor productivity gaps that Australia has vis-a-vis
the worldwide average (for skilled nursing care facilities). Again, a gap need not be a bad sign. Rather, it is simply a
substantial difference that might merit further attention or signal a firm’s relative incentive to invest locally. All
figures are projections, so due caution is required.

3.1.3 Limitations and Extensions

Shim and Siegal (p. 60) stress that “while ratio analysis is an effective tool for assessing a company’s financial
condition,” operating Australia or any other country, “its limitations must be recognized.” They find that (p. 59) “no
single ratio or group of ratios is adequate for assessing all aspects of a company’s financial condition” operating in a
particular country. The authors note the following limitations associated with ratio analyses which apply to the
global benchmarking and vertical analysis presented here (p.60):

e Accounting standards or policies may limit useful comparisons across companies

e Management accounting practices across companies and countries may not be performed in the same style

¢ Ratios are static and do not reveal future trends

e Ratios do not indicate the quality of the components used to calculate the ratios (i.e. ratios have ambiguous
interpretations)

e Reported ratios may not reflect real values

e Companies may be highly diversified, limiting the comparability of their ratios to others

e Industry averages or norms are approximate; finer industry definitions may be required for certain
interpretations or comparisons

e Financial statements and resulting ratios often mean different things to different people depending on their
points of view or motivations.

Again, all figures reported here are estimates, so due caution is required. The above caveats, and the fact that
statements made in this report are forward-looking, requires that this point be emphasized. A number of intervening
factors can have material effect on the ratios and variances forecasted. These include changes in a company's
management style, exchange rate volatility, changes in accounting standards, the lack of oversight or comparability
in accounting standards, changes in economic conditions, changes in competition, changes in the global economy,
changes in source data quality, and similar factors.
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3.2 FINANCIAL RETURNS IN AUSTRALIA: ASSET STRUCTURE
RATIOS

3.2.1 Overview

In this chapter we consider the asset structure of companies involved in skilled nursing care facilities operating in
Australia benchmarked against global averages. The chapter begins by defining relevant terms. A common-size
statement, or vertical analysis of assets is then presented for companies operating in Australia and the average global
benchmarks (total assets = 100 percent). For ratios where there are large deviations between Australia and the
benchmarks, graphics are provided (sometimes referred to as a financial “gap” analysis). Then the distribution of
ratios is presented in the form of ranks and percentiles. Certain key vertical analysis asset ratios are highlighted
across countries in the comparison group.

3.2.2 Assets — Definitions of Terms

The following definitions are provided for those less familiar with the asset-side of financial statement analysis. As
this chapter deals with the vertical analysis and global benchmarking of assets, only definitions covering certain
terms used in this chapter’s tables and graphs are provided here. The glossary below reflects commonly accepted
definitions across various countries and official sources.

e Accumulated Depreciation - Buildings. Accumulated depreciation is commonly understood as a contra
asset account used to report the accumulation of periodic credits to reflect the use of the estimated service
life of a fixed asset. Buildings are fixed assets which represent the acquisition and improvement costs of
permanent structures owned or held by the company. Such structures typically include office buildings,
storage quarters, or other facilities and also associated items such as loading docks, heating and air-
conditioning equipment, refrigeration equipment, and all other property permanently attached to or forming
an integral part of the structure. However, it generally does not include furniture, fixtures, or other
equipment which are not an integral part of the building.

e Accumulated Depreciation — Property, Plant & Equipment Under Capitalized Leases. Accumulated
depreciation of property, plant and equipment under capitalized leases is commonly understood as a contra
asset account used to report the accumulation of periodic credits to reflect the use of the estimated service
life of property, plant and equipment under capitalized lease obligations.

e Accumulated Depreciation -Machinery & Equipment. Accumulated depreciation of machinery and
equipment is commonly understood to be contra asset account used to report the accumulation of periodic
credits to reflect the use of the estimated service life of machinery and equipment.

e Buildings. Buildings are defined as fixed assets which represent the acquisition and improvement costs of
permanent structures owned or held by the company. Such structures include office buildings, storage
quarters, or other facilities and also associated items such as loading docks, heating and air-conditioning
equipment, refrigeration equipment, and all other property permanently attached to or forming an integral
part of the structure. However, it does not include furniture, fixtures, or other equipment which are not an
integral part of the building.

e Cash. Cash is typically defined as money on hand, on deposit with chartered bank, or held in the form of
eligible securities.
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e Current Assets. Current assets are generally defined to be resources which are available, or can readily be
made available, to meet the cost of operations or to pay current liabilities.

e Deferred Charges. Deferred charges are generally understood to represent the amount which has been paid
for services already received by the company but has not been charged to operations.

e Finished Goods. Finished goods generally comprise the ready-for-sale inventory.

e Intangible Other Assets. Intangible assets are generally understood to be nonphysical assets such as legal
rights (patents and trademarks) recorded at their historical cost then reduced by systematic amortization.

e Investments in Unconsolidated Subsidiaries. Investments in unconsolidated subsidiaries are typically
defined as investments for the purpose of generating revenue in subsidiaries whose financial statements are
not combined with the company's.

e land. Land is generally considered to be a fixed asset. If land is purchased, its capitalized value typically
includes the purchase price plus costs such as legal fees, filling and excavation costs which are incurred to
put the land in condition for its intended use. If land is acquired by gift, its capitalized value typically
reflects its appraised value at the time of acquisition. Land typically does not include depletable resources.

e long Term Receivables. Long-term receivables are commonly defined as amounts due within a period
exceeding one year from private persons, businesses, agencies, funds, or governmental units which are
expected to be collected in the form of moneys, goods, and/or services.

e Machinery & Equipment. Machinery and equipment is commonly defined as a fixed asset classification
which typically includes tangible property (other than land, buildings, and improvements other than
buildings) with a life of more than one year. Such assets typically include office equipment, furniture,
machine tools, and motor vehicles. Equipment may be attached to a structure for purposes of securing the
item, but unless it is permanently attached to an integral part of the building or structure, it will generally be
classified as equipment and not buildings. Equipment is generally defined as tangible property other than
land, buildings, or improvements other than buildings, which is used in operations. Examples include
machinery, tools, trucks, cars, furniture, and furnishings.

e Prepaid Expenses. Prepaid expenses are typically defined as those supplies and/or services (not inventory)
acquired or purchased but not consumed or used at the end of the accounting period.

e Property Plant & Equipment Under Capitalized Leases. Property plant & equipment under capitalized
leases generally consists of the gross book value (rather than the more commonly-used measures of fixed
capital stocks in current or real value), of all commercial buildings, associated land and equipment used
therein that are owned by the company and that are either used or operated by the company or leased or
rented to others (under capitalized leases).

e Property Plant and Equipment - Gross. Gross property, plant and equipment generally consists of the
gross book value (rather than the more commonly-used measures of fixed capital stocks in current or real
value), of all commercial buildings, associated land and equipment used therein that are owned by the
company and that are either used or operated by the company or leased or rented to others.

e Property Plant and Equipment - Net. Net PP&E equals the original cost of property, plant, and
equipment (PP&E), less accumulated depreciation, depletion and amortization (DD&A).

e Raw Materials. Raw materials are materials which will be converted by a manufacturer into a finished
product.
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e Receivables (Net). Net receivables are defined as the net amount due to the company from private persons,
businesses, agencies, funds, or governmental units which is expected to be collected in the form of moneys,
goods, and/or services.

e Short Term Investments. Short-term investments are investments which can be typically liquidated in less
than one year.

e Tangible Other Assets. Other tangible assets are commonly understood to be something substantial or real
that is capable of being given an actual or approximate value (market or estimated), not classified elsewhere.

e Total Assets. Total assets are defined as the financial representation of economic resources, the beneficial
interest in which is legally or equitably secured to a particular organization as a result of a past transaction
or event.

e Total Inventories. Total inventories are defined as the total amount of goods on hand.

e Work in Process. Work in progress includes goods which have been started but are not yet ready for sale.
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3.2.3 Asset Structure: Outlook

Using the methodology described in the introduction, the following table summarizes asset structure benchmarks for
firms involved in skilled nursing care facilities in Australia. To allow comparable benchmarking, a common index of
Total Assets = 100 is used. All figures are current-year projections for companies operating in Australia based on
latest financial results available.

Asset Structure Australia Oceana World Avg.
Cash & Short Term Investments 3.17 13.14 9.21
Cash 243 5.26 6.26
Short Term Investments 0.85 8.62 1.58
Receivables (Net) 7.71 11.36 16.50
Total Inventories 1.71 2.02 4.84
Raw Materials 1.00 2.06 0.93
Work in Process 0.11 0.25 0.27
Finished Goods 2.01 1.35 2.01
Prepaid Expenses 0.52 0.85 1.39
Other Current Assets 2.37 0.87 1.05
Current Assets - Total 15.41 27.52 32.90
Long Term Receivables 0.08 1.03 0.25
Investments in Unconsolidated Subsidiaries 5.71 2.71 0.72
Other Investments 0.39 0.51 2.94
Property Plant and Equipment - Net 35.55 39.11 41.29
Property Plant and Equipment - Gross 45.11 59.46 59.01
Land 5.31 7.17 2.88
Buildings 23.92 28.94 19.19
Machinery & Equipment 15.88 14.13 17.75
Other Property Plant & Equipment 7.33 11.52 10.45
Property Plant & Equipment Under Capitalized Leases 4.06 10.40 1.86
Accumulated Depreciation - Total 9.56 21.71 18.87
Accumulated Depreciation - Buildings 0.31 5.45 4.05
Accumulated Depreciation -Machinery & Equipment 7.78 7.62 7.38
Accumulated Depreciation - Other Prop & Equip 0.50 4.98 3.04
Accumulated Depreciation - PP&E Under Capitalized Leases 1.29 2.70 0.75
Other Assets 42.85 8.77 6.67
Deferred Charges 0.24 2.96 1.74
Tangible Other Assets 0.66 1.24 0.32
Intangible Other Assets 41.95 5.99 4.44
Total Assets 100.00 100.00 100.00

Source: Philip M. Parker, Professor, INSEAD, copyright 2004
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3.2.4 Large Variances: Assets

The following graphics summarize for skilled nursing care facilities the large asset structure gaps between firms
operating in Australia and the world average. A gap cannot necessarily be interpreted as a positive or negative
reflection on performance. Gaps may signal areas of specialization, market focus, or expertise. More contextual
information is required to fully interpret these gaps. The gaps highlighted here are simply those that are large.
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3.25 Key Percentiles and Rankings

We now consider the distribution of asset ratios for skilled nursing care facilities using ranks and percentiles. What
percent of countries have a value lower or higher than Australia (what is the ratio's rank or percentile)? The table
below answers this question with respect to the vertical analysis of asset structure. The ranks and percentiles indicate,
from highest to lowest, where a value falls within the distribution of all countries considered in the global benchmark
(the number of countries in the benchmark per line item may vary, as indicated in the Rank). Again, a high or low
figure does not necessarily indicate good or bad performance. After the summary table below, a few key vertical
asset ratios are highlighted in additional tables.

Asset Structure Australia  Rank of Total Percentile
Cash & Short Term Investments 3.17 41 of 53 22.64
Cash 243 310f43 27.91
Short Term Investments 0.85 16 of 31 48.39
Receivables (Net) 7.71 46 of 53 13.21
Total Inventories 1.71 36 of 53 32.08
Raw Materials 1.00 16 of 19 15.79
Work in Process 0.11 17 of 19 10.53
Finished Goods 2.01 8 of 31 74.19
Prepaid Expenses 0.52 22 of 24 8.33
Other Current Assets 2.37 9 of 48 81.25
Current Assets - Total 15.41 45 of 53 15.09
Long Term Receivables 0.08 20 of 33 39.39
Investments in Unconsolidated Subsidiaries 5.71 50f 40 87.50
Other Investments 0.39 21 of 26 19.23
Property Plant and Equipment - Net 35.55 24 of 53 54.72
Property Plant a