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Abstract

The availability of financing is essential for real estate development in both the developed and the emerging economies.  The focus of real estate financing over the years has been on the active work force.  However, there is a growing market for the ageing population. The Office for National Statistics noted that, as at 2015 the ageing society over 65years in the United Kingdom was 11.5 million people, which represented 17.8% of the total population. This figure is expected to rise to 24.6% by 2045. It is therefore important that adequate financing be provided to enable the development of residential real estate for the ageing population. The aim of this study is to identify the types of real estate financing available for residential development for the ageing society.   The literature review found that a variety of options are available for financing homes for the ageing society taking into consideration their specific needs during construction, renovation and operation of the facilities . The interim findings suggest that, there is a growing market for real estate for the ageing population but challenges remains and there is gap in financing which needs to be addressed to ensure a sustainable and inclusive to real estate financing that caters for all segments of the society. The study is part of a PhD research on strategic approach to real estate financing in the developed and emerging economies.  The next stage involves further development of literature review to address other sectors, development of questionnaires for surveys and in-depth case studies, focusing selected developed and emerging economies.
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INTRODUCTION

The real estate market represents the largest market in the developed countries of Europe and US as well as the whole world (Fabozzi et al, 2010). However, access to finance and financial intelligence has remained a major concern (Manu et al, 2015). There is pressure in the residential real estate sector because of the increased demand for properties essentially because of population boom (Zang et al, 2014).
The focus of real estate financing over the years has been on the active work force.  However, there is a growing market for the ageing population in the UK (Laing & Buisson, 2014). Home providers for the Aged are using opaque and complicated financing which are not yielding appropriate results in providing sustainable housing for this particular segment of society (Plimmer, 2016). 

Evidence suggests that around one in four older people in the UK will spend time in care in their last years of life (Foster et al, 2017). However, the homes available are not sufficient to meet the increasing demand (Andrew & Wilson, 2014).

Providing sustainable housing for the elderly is achievable only when providers and real estate developers have an understanding of the various means of financing available to address the specific needs of the sector.

The aim of this study is to identify the types of real estate financing available for residential development for the ageing society in the United Kingdom.
This study is part of a PhD research on strategic approach to real estate financing in the developed and emerging economies. This paper is based on an initial review of the literature and the findings will contribute to the development of a strategic approach to real estate financing that is inclusive for all segments of the society.

REVIEW OF LITERATURE
Required funds for real estate projects are traditionally sourced from equity and debt (Salehi et al, 2014). Major sources of equity finance in Europe are quoted property companies, overseas inward investors, public/other unutilized property funds, life assurance companies and pension funds (Damien & Axcell, 2017). The dominant areas for real estate finance is residential and commercial real estate sectors. The focus of real estate financing over the years has been on the active work force.  
However, there is a growing market for the ageing population. The Office for National Statistics noted that, as at 2015 the ageing society over 65years in the United Kingdom was 11.5 million people, which represented 17.8% of the total population. This figure is expected to rise to 24.6% by 2045. It is therefore important that adequate financing be provided to enable the development of residential real estate for the ageing population
The ageing society also known as population ageing is a phenomenon that results from decline in fertility as well as increased longevity (United Nations, 2014). In the UK, long-term homes and associated care services for the ageing have increased in an attempt to meet the escalating demands (Wikes, 2007; Feng et al, 2012).  As at 2011, more than a quarter of a million (291,000) people aged 65 years and above were living in care homes in England and Wales (Foster et al, 2017). Demand for housing that meet the needs of older people will continue to increase as the population ages.  For example, there will be a need to adapt existing houses to meet the needs of older people as well as building new ones. According to UK government office for science, poor quality housing cost the National Health Service (NHS) £2.5billion per year. 
The Markets for Homes for the Ageing Population in the UK

The market for homes for the ageing in the UK is characterised by dominance of the “private sector for profit” while the local council is the major buyer of the services (Wikes, 2007). There are four major providers of care homes for the elderly in the UK with 15% share of the market (Pilmmer, 2016). The four leading providers are: Four Seasons Health Care, Barchester Health Care, HC-One and BUPA. A number of lucrative self-pay homes are also available mostly in the South-East England (Thompson, 2017).

In order to reduce the gap in this sector, the government has indicated that private developers will build extra care homes in the future (Laing, 2011). 

The cost of residential care for the elderly with nursing and without in the UK is £39,300 and £29,270 per annum respectively. However, home care for those living in their houses for 14 hours per week is at £15/hr which is about £11,000 per annum. Elderly people needing full time care starts from about £30,000 and could go as high as £150,000 per annum depending on the needs (Laing & Buisson, 2013). 

The opportunities for developers to provide homes for the Ageing society in the UK include addressing a major gap in the market for homes as well as stable and reliable return on investment (Foster et al, 2017; Laing & Buison, 2014). The return on investment is reliable and stable because the major buyer of these services in the UK is the Local Council with minimal propensity to default in payments.

However, there are notable challenges for developers of homes for the Ageing population in the UK which includes knowledge gaps of available funding options (Sokoli, 2016). Some care providers expanded with 100% sale and leaseback facilities, which reduced their margins greatly, and some of them went into receivership (Laing & Buisson, 2014). For example, Southern Cross, a major care provider failed in 2011 because of debt problem. Arguably, the problems are because of knowledge gaps.

Overdependence on funding from the local authorities with the impact of public sector expenditure cut is also a challenge (Laing, 2011). Furthermore, the increase in minimum wage to £7.20 and the uncertainty of Brexit with the potential impact of increases in operational cost are all challenges that could reduce the operators/developers ability to meet their financing obligations (Gillen, 2017).
Factors for consideration in financing homes for the ageing society

Long tenured facilities (financing) is necessary, as it will take care of the construction and business life cycle (Sokoli, 2016). This is to mitigate against bad and doubtful debt situations.

A blend of different financing options is acceptable once the developer meets the risk acceptance criteria (Merna & Njiru, 2002).

Sustainable homes for the ageing society entails provision of homes with smart technologies needed for frail elders suffering from chronic diseases and those experiencing difficulties who need assistive technology (Andrew & Wilson, 2014). Furthermore, these homes should have physical activity space and social spaces like cafes where the elderly can interact with their family and friends on visit (Cheng et al, 2016).

Real estate financing for residential homes for the ageing society.

Financing residential homes including homes for the ageing requires a variety of instruments such as debt or equity (Merna & Njiru, 2002). However, there are various instruments for financing homes for the ageing society as depicted in figure 1. This study will discuss six (6) that can potentially provide huge, relatively cheap and long-tenured funding.
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Figure 1: Ageing Society residential financing options. Inspired from different literatures such as Xing et al, 2017 & Fang et al, 2016)

Equity Financing

Equity enables sourcing of huge sums of funds from internal and external investors for a long-term (Judge, 2015). Shareholders debt is often in the form of ordinary shares or preference shares consequently, dividends are only paid to investors when the business begins to make profit (Merna, & Njiru, 2002). Equity investment could be through REITs or real estate companies quoted on the stock exchange. A notable REIT is the “Impact healthcare REIT”, which is in the process of raising £160million through IPO on the London Stock exchange. These shares will be sold to institutional investors to finance the acquisition of a portfolio of up to 58 residential care homes for £152.8million. The residence will be leased to tenants for a total of £11.7m a year. Investor’s will be paid annual dividend yield of 6% and 90% of rental profit will be distributed to the shareholders (Gregory, 2017). The fundamental benefit of this type funding is that it is large and takes adequate care of new residential projects. It also gives adequate time before shareholder returns are paid.

Debt financing
Debt can be used for new residential homes for the ageing population as well as for renovations of existing structures (Orrick and John, 2005). However, debt have some restrictions such as loan to value and other debt covenants, which might place further restrictions on the developer.

Debt has tax deductions for interest and the effect of using debt could increase returns on successful developments; however, there is  the risks of losses and sometimes liquidation if the transaction is not successful (Judge, 2015). Banks remain the largest source of senior secured real estate debt. Lately, the banks dominance in the debt market has been eroded by increasing prominence of alternative lenders sometimes called, “shadow banks” (Gimblett, 2015). 
Public Finance Initiative (PFI)

PFI can be used to provide housing and well as infrastructure for a long-tenure (Trankanont and Charoengam, 2014). PFI provides an innovative procurement model to deliver public infrastructure by private sector through contractual relationship between the public and private sectors (Xiong et al, 2017). This type of financing entails different spectrum of partnerships. Some governments motivate the private sector by guaranteeing to buy some or all units of such housing using attractive payment methods. Under this scheme, the government sometimes pay the land acquisition cost (Boonyabancha, 2005). Often times the government gets into the financing partnership with the private sector to enable the injection of innovation and efficiencies. PFI partnership could also be in the form of the government supplying capital finance through government subsidies.  Under PFI, the private sector borrows funds to build the infrastructure, and then operate and manage it on behalf of the public sector. In the United Kingdom, PFI is used as an avenue for outsourcing existing real estate portfolios with facilities management and property-based services.

Stoke-on-Trent City Council’s £108million extra care home is a notable example of PFI.  Institutional investors such as Assured Guaranty and Aviva are now also investing in PFI deals against their traditional banking route. (Building Construction Design, 2016).

Mezzanine loan/ Mezzanine Finance

Mezzanine loan is referred to as that gap between the owner’s equity and secured debt. It is often coupled with senior loan (Orrick & John, 2015. Mezzanines have higher interest rates than secured bank loans but also give higher loan-to-value (Bergsman, 2014). Mezzanine loan is very important for large projects because it does not require liquid collateral like bank financing. It is accompanied by an increased rate of return for the investors. Mezzanine loan is different from Mezzanine finance. Mezzanine finance is broader and includes financial instruments such as stocks, bonds and options used in securities market .Mezzanine loan is flexible and could be sourced from a non-domiciled country. The usage of Mezzanine finance could cover every phase of the project, from working capital requirement business expansion and capital investment. Hedge funds, pension funds, private equity funds, insurance companies and banks with the relevant departments usually act as mezzanine investors.
Mergers and acquisition

Mergers and acquisition create value through synergies to enhance profitability of the merged entity. This could be via economies of scale, economics of scope and market power (Hitt et al, 2012). Economies of scale entail identifying duplicated activities, which can be done more effectively at a lower cost. Economies of scope exist when managers are able to produce multiple products jointly at a lower cost while Market power is the advantage given to an enlarged organisation within the market place. Mergers are value creation mechanisms as well as a source of financing. The British united provident association (BUPA), a leading care provider in the United Kingdom with a net worth of £1,131.3 million as at 2007 used mergers and acquisition to gain access to the Australian markets (Data monitor, 2007). This helped BUPA to increase their market share, enhance funding and profitability (Weston et al., 2004).
Convertible debentures

Convertible debentures are debt securities that allow an issuer (real estate firms) to raise long-term capital and in return pays interest to the investor until maturity. The investor has the right to convert the debt to equities of the issuing firm at an agreed price (Labuschagne and Offwood, 2011). They  reduce the cost of debt funding as compared to a straight debt alone (Zurita and Huerta, 1997).They are sometimes also known as convertible bonds with maturities of greater than 10years.

For example, a bond for £77million for a tenor of 27 years was listed for the Greenfield housing project that delivered 900 apartments for the elderly in 2014. The bonds were listed on the Irish stock market (Mason, 2014).

CONCLUSION 

Research has showed that ageing population in the United Kingdom is on the increase and will continue to be so. However, there is a gap in the provision of their residential accommodation because of financing constraints. 

The financing constraints is as a result of over reliance on limited government funding as well as, knowledge gaps of funding options by real estate developers and care home providers.

This study brings to light some of the challenges affecting real estate financing for the ageing and options in terms of various instruments for financing of homes for the elderly. However, real estate firms need to have a good understanding of the various financing options based on the peculiarities of individual projects. They need to take into consideration the construction and the payment life cycle to avoid funding miss-match and the risks of failed projects and bad debts.

The next step of the research is to develop data collection instruments such as questionnaires and interview questions based on selected case studies in developed and emerging economies. This will be used for exploration of some of the issues identified and to contribute to the development of a strategic approach and framework to real estate financing that is sustainable and inclusive.
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