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Here comes danger season

Retirement village or
an aged-care facility?
JOHN RAWLING

One of the major things many
people have to decide later in life
is whether to move into a
retirement home — which
allows independent living — or
aged-care accommodation. The
two are very different, and the
costs vary significantly.
The listed Aveo group
brought this issue to wide public
attention in recent months when
it was mired in public
controversy over the nature of its
financial service contracts at
retirement villages. The stock
has lost almost a quarter of its
value in recent months.
Curiously, Aveo has
traditionally run retirement
homes and is now entering the
aged-care industry.
In any event, for the client
facing either option the
paperwork involved is
significant. Many contracts for
retirement villages are
notoriously long, running to
more than 100 pages. What’s
more, they often include clauses
enabling the operator to force
people to move out if they are
deemed no longer able to live
independently.
While the price paid for a
room in residential aged care is
fully refundable, and guaranteed
by the government, the fees and
costs deducted from the amount
originally paid for
accommodation at retirement
villages can be significant.
According to the Property
Council of Australia, 20 years
ago the average age of people
moving into retirement villages
in Australia was about 60.
Today it is closer to 80.
Many owners of retirement
villages have rejigged exit costs
accordingly. Where several years
ago exit fees were typically 3 per
cent of the value of the unit per
year of residence, capped at 30
per cent, some owners of
retirement villages today charge
a flat fee of 15 per cent of the
value of the unit if a person
leaves within the first year, 25 per
cent if the person leaves between
one and two years, and 40 per
cent if the person leaves after
two years.
There have been accusations
that retirement home operators
‘‘churn’’ customers to attract
these high exit fees. Certainly
people have to take all this into
account when making their
decisions.
Take this example: Mary is an
83-year-old widow who has lived
at home independently for many
years. Her home was sold at
auction, generating net proceeds
of $1.1 million after she repaid a
mortgage of $420,000. She has a

bank account with $5000, and is
on a full age pension (currently
$888.30 per fortnight).
Mary is a social person but
her health has deteriorated to a
point where she struggles with
her mobility. She believes she is
not yet ready to move into
residential aged care, and thinks
that an apartment in a
retirement home would suit her
better. An ACAS assessment
approved her for both residential
respite and low-care residential
permanent aged care.
She prefers a one-bedroom
apartment in a large retirement
village that has just undergone a
major refurbishment.
The advertised upfront
payment to enter the retirement
village was $650,000. Under a
typical retirement village
contract, this amount would be
subject to a deferred
management fee during the
period of Mary’s occupancy (3
per cent deducted for each sixmonth period in the first 18
months, then 1 per cent each
subsequent six months, up to a
maximum of 30 per cent). Mary
would be responsible for all of
her normal daily living expenses
and utilities costs, just like any
other homeowner. When she
left, the amount repaid would
have the deferred management
fee deducted as well as the costs

The paperwork
involved is
significant. Many
contracts for
retirement villages
are notoriously
long ... more than
100 pages
of reinstatement and
refurbishment, selling costs and
legal costs.
If you model to compare the
retirement village option against
a low-care aged-care facility,
here’s what happens:
After starting with $1.1m in
assets, Mary would be left with
$900,000 if she left the
retirement village after five years
(this does not include the homecare costs, which would probably
go to thousands of dollars per
year).
By comparison, the aged-care
option would leave her with
$1.05 million in net assets over
the same five-year period, which
includes all the care services and
nursing support that she would
require.
At the low-care aged-care
facility the Refundable
Accommodation Deposit (RAD,
formerly known as the bond)
was $750,000 with an extra
services fee of $50 per day.
Clearly, the low-care aged-care
facility is financially preferable.

RANDALL W. FORSYTH

The war of words between the US
and North Korea has just been responsible for a losing week for
stocks around the globe as investors sought havens amid the trash
talk between those nations’ leaders.
The US equity markets fared
relatively well in the escalating
verbal battle between President
Donald Trump and North
Korea’s Kim Jong Un, with the
Standard & Poor’s 500 index
shedding only 1.4 per cent and the
Nasdaq Composite losing 1.5 per
cent.
Asian bourses, not surprisingly, bore the brunt of the battering.
Seoul’s Kospi, which had seemed
impervious to the rising threat
from the north’s missile launches,
dropped 3.2 per cent, with other
markets in the region suffering
slightly smaller losses. Europe
also fell, with declines averaging
about 2.7 per cent for the various
markets.
Safe-harbour assets benefited.
Bonds rallied and gold surged:
gold is up 12 per cent this year, bettering the S&P’s 9 per cent gain.
But even before the equity
markets shuddered there was an
unusual chorus of warnings of rising risks from prominent investors … all they lacked was the
proverbial bell to ring.
Doug Ramsey, chief investment officer at the Leuthold
Group, had thought it was time to
take a few equity chips off the
table in late July. While signs of a
major top in the 8½-year bull market weren’t apparent, there were
indications that a minor setback
was looming. “Sentiment was a bit
overcooked,” he says. And when
the geopolitical headlines turned
ugly, the markets weren’t prepared.
Here’s some other worrying
signs:
• Shares haven’t been reacting
positively when earnings beat expectations during the current reporting season — something that
hasn’t happened since 2000.
• Smaller stocks’ poor relative
performance is also an issue,
Ramsey said. The “Trump bump”
following the election propelled
small-caps sharply higher, owing
to their greater anticipated benefit from tax reductions and simplification, deregulation, and the
lifting of the burden of healthcare
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Wall Street’s record is poor at this time of year and was calamitous in 1987, 1997 and 2007

Wall Street runs far ahead of ASX
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expenditures mandated by the
Affordable Care Act. Because
none of those Trump initiatives
has come to fruition, the Trump
bump has been reversed. Having
said that, the Russell 2000, the
small-cap benchmark index, has
declined 10 per cent or more in 31
of the 38 years of its existence.
Nonetheless, it is the stormy
season for stocks anyway. August
and September are the worst
months for the market.
And, for reasons possibly mystical, years ending in seven have
been particularly treacherous
during this period. In Leuthold’s
Green Book (as the firm’s widely
read monthly publication for clients is popularly called), Ramsey
reproduces charts of stock prices
for years ending in seven, going all
the way back to 1887, and darned if
they all don’t have some sort of

swoon around this time of year.
In recent times, the mother of
all of these end-of-year tumbles
was October 1987, when the Dow
plunged 22 per cent in a single session.
In 1997, the first phase of the
Asian currency crisis rippled
around the globe.
And in August 2007, fissures
from the financial crisis, caused by
the housing bubble and bust,
began to appear.

Feed the noisy ducks
Now it’s 2017, and threats of war
loom.
This sort of calendar-based
pattern borders on astrology. But
Ramsey at the Leuthold Group
notes that years ending in a seven
follow an election year, either a
presidential or midterm vote, al-

If Wall Street yields to the inevitable and unleashes a sharemarket reversal in the weeks
ahead, the ASX will drop with it.
Certainly, history strongly
suggests as much and key signals
from the levels of cash held by
fund managers to the increase in
short positions in the local market
show investors are not prepared
to bet the ASX would withstand
for long a US-triggered sell-off.

A strong earnings season this
year could provide some buffer
against a Wall Street-led reversal.
However, key results offered by
our biggest stocks in the opening
weeks of the earnings season are
flat to disappointing; undercooked results from market leaders AMP, Suncorp, Ansell and
arguably Rio have left the local
market exposed.
Meanwhile, the continuing
fallout from an alleged moneylaundering scandal at CBA — the
bellwether stock for the wider
market — has clouded what was a
passable, if modest, result last
week.
As the barometer of funds
management holdings, the JP
Morgan Fund Manager Radar
has shown cash levels rising
across the market all year —

ironically, in the latest reading for
July 31 the US investment bank
reported cash hoarding may have
peaked. (Some managers had cut
back cash levels).
Fund manager Roger Montgomery says he is now keeping
“relatively high levels of cash”
across his funds. Montgomery
worries the key measure of value
in local stocks — the price/earnings ratio — at 18 times is higher
than it was before the global
financial crisis.
As for the US, Montgomery
points out that their p/e ratio at 21
times is “materially higher” than
the average since 1970 of 16.
The lag in Australian sharemarket valuations should in theory cushion us from a global fall
— that is, we might have less further to fall if the bears get the
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though the third year of a presidential term typically is positive.
Looking at the past three years
ending in seven, there was a definite monetary or financial event
to account for a fall.
In 1987, the Federal Reserve
was raising short-term interest
rates, and long treasury yields hit
10 per cent, which sent stocks
tumbling.
In 1997, there was the Asian
crisis. And the 2007 tumble was
preceded by Fed tightening that
resulted in a flat yield curve, a reliable indication of restrictive
liquidity.
The Fed is on a course to reduce accommodation, having
raised the federal-funds target
four times in increments of 25
basis points (one-quarter of a percentage point) since December
2015, when it was just above zero.
In addition, the central bank,
under chairwoman Janet Yellen,
is expected to begin to shrink its
balance sheet after next month’s
Federal Open Market Committee
meeting.
But the Fed doesn’t look like
the culprit this time.
If there is a market rout in this
year of the unlucky seven, let us
hope it is a conventional one,
caused by the usual economic and
monetary suspects, rather than a
military conflagration.
When the ducks quack, feed
them, goes an old Wall Street
adage. What the gaggle of insti-

tutional investors are squawking
for these days are securities that
pay something more than the paltry interest on government debt
— even if the extra increment of
yield is relatively small, given the
extra risk. And the main beneficiaries are equity investors.
Major corporations are taking
advantage of this seemingly unquenchable desire for income by
issuing bonds by the carload to finance acquisitions. Last week,
British
American
Tobacco
brought to market the year’s second-biggest corporate bond offering, totalling $US17.25 billion
($21.8bn), to help fund its
$US49bn acquisition of Reynolds
American.
That deal was topped by the
$22.5bn deal from AT&T to fund
that company’s $US85bn takeover of Time Warner.
But perhaps the best example
of the seller’s market in bonds was
Tesla’s $US1.8bn offering of
eight-year notes, upsized from
$US1.5bn originally, which yielded only 5.30 per cent. That’s a relatively small increment of 3.2
percentage points over comparable Treasuries, despite the notes’
junk ratings of B- by S&P and B3
by Moody’s.
Since 1887, in years ending in
seven, the market has swooned
around this time of year. The
question now … is history repeating?
BARRONS

No quarter for our ASX if Wall Street breaks its streak

Aveo drops sharply this year
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upper hand. Nonetheless, the dollar value of short positions across
the market is back near its high for
the year, having lifted sharply in
recent weeks.
Separately,
high-profile
money managers are announcing
bold shorting strategies.
The “absolute returns” specialist VGI, for example, says it now
has a quarter of its entire holdings
in “short positions”.
At the same time, some of the
best-known stocks on the ASX
show high levels of shorting interest; Harvey Norman, for example,
has 11 per cent of its entire share
register held by the “shorts”. Similarly, Myer has 16 per cent of its
register shorted.
Australian stocks have not improved to anything like the same
degree as stateside shares in the

past five years. Put simply, US
shares have soared to record
levels beyond their previous GFC
highs, while our own ASX
remains about 1000 points behind
where it was in November 2007.
The other emerging threat for
the local market is the potential of
index funds and exchange traded
funds to accelerate any volatility
in the market.
ETFs have been the most successful sector of the ASX in the
past year. Indeed, the local sector
is showing annual compound
growth figures in the order of
35 per cent. With new ETF products being added to the local market every month, single stock
price movements will be immediately mirrored across the ETF
landscape, possibly accelerating a
US-led fall.

Renewed investor interest in
agricultural investments
combined with sustained
interest in new technologies
creates a useful backdrop for the
forthcoming float of New
Zealand-based technology
company CropLogic Limited.
Technology has helped
transform the agriculture
industry, but probably not as
fast as needed to successfully
respond to the challenges of
our time.
How much grass is needed to
feed all the animals? How much
water is required to get the
maximum output from the
crop? To date, farmers have
largely relied on their
experience and estimations
rather the best technology
available.

The data helps
management
make smarter
decisions that
should eventually
yield better results
CropLogic aims to address
this issue through intellectual
property, which is designed to
help farmers optimise crop
yields. In-field sensors provide
the input for algorithms and
modelling systems for cropping
and plant performance, which is
collected and analysed by the
integrated management
platform. The data helps
management make smarter
decisions that should eventually
yield better results.
CropLogic seeks to raise up
to $8 million in an ASX listing
but does this technology have
commercial appeal? During the
past six years, CropLogic has
undertaken more than 600
trials to develop its technology
and has even secured its first
clients in the US. CropLogic will
now progressively roll out its
technology to existing clients,
which could offer near-term
revenue opportunities.
CropLogic is already
operating in the US market and
can expand into foreign
markets, but the commercial
potential of the technology has
yet to be demonstrated.
In 2011 a similar company,
Hexima Ltd, was forced to
delist. CropLogic’s share-price
performance could be
challenged because of a lack of
successful precedents in the
industry.

Simon Herrmann is an
investment analyst at
wise-owl.com.

