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M
uch has happened 
in 2015 for care 
home operators as 
the government 
m a d e  t h r e e 
major regulatory 
changes. Two of 

them, the national living wage (NLW) 
and additional funding announced in 
the autumn statement, directly impacts 
operators.  The third, postponing elements 
of the new Care Act until the next 
parliament, done to not further stress local 
authority (LA) finances, is perhaps only a 
stay of execution for the sector. 

While the delay of elements of the 
Care Act may seem like a non-event, the 
other two changes are fundamental to the 
industry. The NLW will see costs for the 
lowest paid workers rise by 7.5% in April 

and 34% by 2020 (CAGR 6%). Compare 
this to 1%-1.5% fee rate increases in recent 
years and it is obviously bad news for care 
home operator margins, many of which 
are already at operators’ costs of capital. 
Many operators will be forced to exit the 
sector if funding isn’t increased. 

But help is on its way. George Osborne 
announced a 2% council tax precept in 
his autumn statement to be channelled to 
adult social care and a further £1.5 billion 
addition to the Better Care Fund which 
can be used by LAs to assist in social care 
funding (although it is unclear how much 
of the latter money is ‘new money’). Many 
commentators have said this is not enough. 
Indeed, it is unclear how many LAs will 
take the full 2% precept and whether LAs 
will channel this entirely to adult social 
care, as they can shift non-ring fenced parts 

of the social care budget to other uses. But 
we think that cash-strapped councils (and 
most are) will find it difficult to take the 
extra 2% in April. 

So what does this mean for the sector 
and individual operators? Candesic 
conducted an in-depth analysis of this 
impact at a local level. Our conclusion, 
surprisingly, was that on the whole, the 
sector will have sufficient funding from 
the combined impact of the NLW and the 
autumn statement announcements through 
to the end of the Parliament. However, we 
also found that this impact may not be 
evenly distributed, with some LAs having 
a surplus while others a deficit. 

Our analysis compares the additional 
costs LA-supported residents create for 
providers through the introduction of the 
NLW with the additional funding available ▶
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FIGURE 1: ASSUMPTIONS AND RATIONALES OF CANDESIC MODEL

Source: Candesic analysis

Category Assumptions Rationale

2% Precept • All LAs take the 2% precept in April 
2016

• Half of the additional funding from the 
2% will be allocated to elderly care in 
each LA  

• Half of the additional funding for older 
people (i.e. 25% of the 2% increase in 
council tax) will go towards care homes  

• LA will pump all monies raised from the 
2% into adult social care (i.e. they will 
not reduce existing funding).

 - Precept is a relatively easy way to raise funding 
without significant political ramifications (i.e. it’s a 
good excuse to raise taxes)

 - Nationally, roughly half of adult social care 
funding is for over-65s

 - Nationally, roughly half of elderly social care costs 
are paid to care homes

 - It will be politically sensitive to effectively channel 
funds to something else besides where they were 
intended, even if it can legally be done.

Staff costs • Staff costs accounts for 65% of 
revenues of a typical operator  

• Half of an operator’s staff costs will be 
impacted by the NLW  

• Resident acuity level does not change 
over the next 4 years  

• Inflation is 2% per year over the next 4 
years.

 - This is the staff costs as a proportion of revenues 
for a typical for-profit operator

 - Nurses make up a significant portion of staff costs 
even though they are fewer in number than carers; 
in some parts of the country, carers are already 
paid above the NLW, although some knock on 
affects to keep wage differential can be expected)

 - While some acuity changes should be expected, it 
will be small over 4 years

 - Target level set by the government.

Operator analysis • Operator impact is weighted by number 
of beds in each

• No provision made for beds filled with 
privately funded residents

 - Beds best available driver of staff costs
 - Data not readily available

Adult PSS expenditure by age 

Total 2013-14 = £19.4m

65+
51%

18-65
49%

Care 
homes 
26%

Home 
care, 
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FIGURE 3: POLITICAL CONTROL OF MOST AFFECTED LOCAL AUTHORITIES

Top 10 WORST a�ected local authorities Top 10 BEST a�ected local authorities

Middlesbrough Hillingdon

Wandsworth Wokingham

Blackpool Hounslow

Cumbria West Berkshire

Kingston-upon-Hull Richmond-upon-Thames

South Tyneside Harrow

Lincolnshire Surrey

Hartlepool Kensington & Chelsea

Darlington Kingston-upon-Thames

Redcar & Cleveland Sutton

No overall control

No overall control

Source: Candesic analysis

FIGURE 2: CUMULATIVE IMPACT OF COUNCIL TAX SOCIAL CARE PRECEPT AND NLW  

Source: Candesic analysis
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through the 2% council tax precept. The 
result of this analysis is shown in figure 
2, both in 2016-17 and in the last year of 
parliament in 2019-20. 

What is interesting is that 71% of LAs are 
in surplus in 2016-17 but only 2% are in 
surplus in 2019-20. Furthermore, there is an 
interesting dynamic politically. In nine of 
the 10 worst off LAs, the controlling party 
is Labour and in seven of the 10 best off 
LAs, the controlling party is Conservatives 
(figure 3). So is this a deliberate attempt 
by the Conservative government to starve 
Labour councils? Not quite, as there is the 
£1.5 billion to the rescue.

Nationally, if LA were allowed to share 
their surplus/deficits as calculated above, 
there would be a cumulative national 
deficit of only £348 million over the next 
five years, after which there are no more 
announced NLW increases. While this 
‘pooling’ of LA financing is not realistic, 
it is very likely that the £1.5 billion (or 
even £800 million of what is definitely 
going to be ‘new money’) will be distributed 
to poorer councils who will run a deficit 
from the 2% precept. In fact, communities 

secretary Greg Clark said: “We know that 
some councils wouldn’t raise enough 
from a 2% precept, so we announced a 
fund of £1.5 billion to support councils in 
working with their local NHS to address 
the pressures on care… I allocate that £1.5 
billion to complement the new precept – 
that is, more goes to councils that raise 
least from the precept.” So the result is 
that the 2% precept and the £1.5 billion 
should ensure fair and even distribution 
of additional funding to achieve parity 
on a local level.

So by our calculation, the UK elderly care 
sector should be in good shape over the 
next four years. Right? Well it’s probably 
not that simple, although it doesn’t appear 
to be as much of a train wreck as people 
have speculated. 

Councils will not all take the 2%. Some 
richer councils, for political reasons, may 
choose not to do this, but at least they are 
in a better position to increase social care 
funding from their current budget. 

Some LAs who have a surplus in the 
next year or two may choose not to raise 
fees above what they need to cover NLW 

impacts, however, many of these LAs will 
turn to deficit in the later years of this 
parliament and if they have not saved their 
surplus in earlier years and instead spent 
it on other services, they will have trouble 
providing sufficient fee rate increases in 
later years. This is because the 2% precept 
is a one-off benefit starting in 2016/17 
while the NLW burden grows each year 
until 2020-21. Figure 4 shows what this 
scenario might look like and the result is 
significantly more LAs in deficit in 2019-20 
but the national deficit will be only £19 
million more at the end of the parliament 
than in our base scenario. This is still safely 
within the £800 million of guaranteed ‘new 
money’ to be put into the Better Care Fund. 

Finally, LAs may choose to employ 
market forces and keep fee pressure high 
in areas of oversupply, regardless of if 
they are in surplus or deficit, however, 
over the life of this parliament, it is likely 
that resulting exits will equilibrate supply/
demand (particularly in the North) and 
bring fair fee rate increases to those still 
left standing. 

Putting aside the equilibration potential 

FIGURE 4: TOTAL NEGATIVE IMPACT OF 
COUNCIL TAX AND SOCIAL CARE PRECEPT

Source: Candesic analysis
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of the £1.5 billion for the moment, operators 
with homes in the better-off LAs will likely 
see better fee rate increases. Figure 5 shows 
how major operators are likely to fair over 
the next four years for their LA funded 
residents. Care UK is in best shape with a 
deficit of just over 1% for their LA-funded 
residents by 2019-2020. Barchester and 
Bupa are both at 2.2%, which is surprising 
given Bupa’s greater mix of of LA-funded 
residents. The worse-off operators are likely 
to be Four Seasons Health Care and HC One, 
with deficits closer to 4%. 

However, with proper and fair 
appropriation of the beefed up Better 
Care Fund, the differential above should 
be minimised. Perhaps chief executives 
of operators and LAs should use these 
calculations to lobby the government to 
ensure they get their fair share of what 
appears to be, for once, generous additional 
funding for social care. n

Candesic
Dr Leonid Shapiro is managing partner of Candesic, a strategy 
consultancy made up of doctors with business experience who 
serves operators, LAs, the NHS, and investors. 
lshapiro@candesic.com  020 0796 7681  www.candesic.com

FIGURE 5: IMPACT ON OPERATORS

Source: Candesic analysis
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METHODOLOGY

Here’s what we did. Candesic 
built a model of how the 2% 
precept would impact home care 
funding at a LA level. We also 
calculated the current staff costs 
spend in care homes attributed 
to LA funded residents on a LA-
by-LA basis. Comparing these 
over time gave us a view of 
how capable each LA will be in 
maintaining fair fee rate rises to 
offset the impact of the NLW. We 
have made certain assumptions 
in the model which are detailed in 
figure 1. 

We then cross referenced the 
location of care homes of major 
operators with this LA ‘funding 
ability’ map to determine which 
operators will be most exposed 
to funding pressures vs. being in 
funding surplus areas due to the 
location of their homes. While 
this is not a sure fire method to 
determine who will see what pain 
over the next four years, it does 

give us a good indication of what 
might happen.

Candesic took the number of 
over-65s being funded by each 
LA and multiplied it by LA 
average weekly fees (AWFs) to 
arrive at the amount of revenues 
being generated by LA funded 
residents in each LA. We then 
took 65% of this to estimate the 
staff costs each LA supported and 
inflated half of these costs with 
the NLW adjusting for inflation 
and 12% to cover additional 
employer’s National Insurance. 
This gave us, in monetary 
terms, the burden that the 
NLW will put on the care of LA 
supported residents in each LA 
(i.e. it excludes any impact from 
privately funded residents, which 
we believe is less of a problem as 
operators are more readily able to 
pass NLW related additional costs 
onto privately funded residents). 

We then took 0.5% of the annual 
council tax raised by each LA 

(25% of the 2% precept) and 
calculated the additional funding 
each LA will have for elderly care 
home placements each year. 
Combining this additional funding 
with the NLW burden on publicly 
supported staff costs gives us a 
picture of diverse impact across 
the country. Figure 2 shows to 
what extent both in 2016/17 and 
in 2019/20, the two years we have 
fixed NLW figures for, LAs are 
able to meet the additional costs 
of the NLW through ring-fenced 
council tax increases. 

We also mapped these results 
onto the portfolios of major 
operators to see to what extent 
some providers might be 
impacted differently than others. 
We did this by determining on a 
bed-by-bed basis what impact LA 
funded residents would have on 
the operator as a whole. We show 
this in figure 5 as the cumulative 
deficit in LA funding expected by 
each operator in the final year of 
Parliament.



M&A outlook 2016

M&A outlook 2016 – things to consider

Tim Nye is a corporate partner at Trowers & 
Hamlins LLP. Tim leads the firm’s UK private 
equity group and is co-head of the health &
social care team

T
he July Budget delivered an 
unanticipated blow to social care 
providers, with the introduction of a 
compulsory living wage rising to £9 in 
2020 meaning a real-terms increase of 
about 50% over four years to bottom-
line staff costs where employees are 
paid the minimum wage. Providers 
who currently pay above the minimum 
wage may not be able to continue 

to do so and this may negatively impact recruitment and 
retention at a time when businesses are already struggling to 
recruit sufficient care staff.

This change came hot on the heels of the courts having 
extended the reach of the national minimum wage, applying 
it to some travelling time for social care provision and 
HMRC’s enforcement team is investigating a number of 
care businesses in relation to travel time, training time and 
contractual arrangements.

All this comes before the impact of the Comprehensive 
Spending Review, scheduled for November. As in 2010, 
departments have been asked to model on 25% and 40% 
savings in real terms by 2019-20, suggesting much of the 
same for social care budgets over the course of the current 
parliament. 

Against this backdrop the government’s recent 
announcement to delay implementation of legal reforms 
to social care funding from April 2016 until April 2020, 
has been particularly unwelcome and many commentators 
suggest that those plans have not so much been postponed 
as abandoned. 

The delayed reforms were due to include: the introduction 
of a cap of £72,000, to limit the amount that self-funded 
individuals could be required to pay to cover care costs in 
their lifetime, and a more generous means-test which would 
have allowed more people to qualify for local authority 
funding support. It had been estimated that an indirect 
outcome of these reforms would have been the injection of 
an estimated £6 billion worth of government funding (over 
five years) into social care.

So, why the postponement?
Introducing the reforms would be expensive, and the 
government would have been required to provide significant 
funding to local authorities to assist with implementation. 
Given the current economic climate, many believed that the 
funding can be better deployed elsewhere (i.e. on front line 
services) to assist with immediate needs.

Others believe that the reforms would be technically 
difficult and too complex to implement, putting already 
overstretched local authorities under further pressure.

But where is the money now?
So what has happened to the estimated £6 billion that  
was due to fund the Dilnot reforms? Despite the 
postponement (apparently) stemming from local authority 
concerns, none of the money has, thus far, been re-allocated 
to protect frontline services. It is simply – at this stage - 
unaccounted for. 

What does this all mean? 
Those in the sector have growing concerns over how social 
care is going to be funded and delivered over the next 5 
years, given the huge pressures being exerted on both fees 
and operational costs.

We remain hopeful that the Autumn Spending Review 
sees Dilnot’s £6 billion of funding being re-allocated to 
front line services. However if it is not, options appear very 
limited, meaning the private payer will continue to cross 
subsidise the whole sector with the burden on those who 
self-fund set to increase as prices rise to cover operational 
costs such as the living wage.

It is of course always possible that the market itself could 
re-balance with commissioners facing re-tenders, where all 
providers factor in increased costs, thereby driving up  
prices. However the risk is that if only some providers take 
this stance, those that have not revised their prices upwards 
will become the suppliers of choice, leaving some to 
contemplate a market exit as provision becomes financially 
unviable, and the rest of us to start whispering Southern 
Cross again!

The perfect storm?

The perfect storm is brewing in social care - is it about to come 
crashing onto our shores?

Tim Nye is a corporate partner at Trowers & 
Hamlins LLP. Tim leads the firm’s UK private 
equity group and is Co-Head of the Health & 
Social Care Team

O
n the surface, the UK health 
and social care sector 
continues to present attractive 
opportunities for private 
investment. Demographic 
factors, such as an aging 
population, people living 
longer with enduring illnesses 
and the potential for disease 
to spread globally quickly, 
ensure there remains ample 

opportunity for innovation and investment. 
As such, looking to the year ahead, Trowers believes we can 

expect a year of continued investment through consolidation and 
M&A activity. The big players in their respective markets will 
continue to seek growth opportunities. In service led operations 
(where businesses are suffering from being unable to train or 
recruit sufficient staff), it can be easier to buy in capacity through 
acquisitions rather than organically grow businesses. 

So, as the market remains buoyant what should those with prize 
assets be considering? 
In order to secure what they believe will be best value, sellers 
continue to favour auction processes whereby they invite a series of 
parties to submit bids in a competitive process. 

On any sale, price is fundamental to the seller, they will want to 
achieve the best value they can for their asset, but this is not the 
only factor to consider and buyers need to bear this in mind  when 
submitting their bids: 

A seller does not want to accept a bid only to find it is 
undeliverable. Therefore buyers should ensure at the outset that 
they have the necessary funding in place to make the acquisition 
(and can provide supporting evidence of this if required), that they 
have checked any regulatory or other consents required to complete 
the transaction and no third party approvals are needed and that 
the management team running the process has corporate board 
approval to submit the bid.

The negotiation of legal documentation is also an important 
component. Sellers will ask for sale and purchase agreements to be 
marked up and submitted with the bids. Clearly sellers will favour 
mark ups that do not seek to place (what they see as)  
unduly onerous obligations on them through multiple indemnities 
and high limits of warranty cover. Buyers should therefore  
consider other avenues of comfort (other than recourse to the 
seller), such as warranty and indemnity insurance. Warranty and 
indemnity insurance is an effective tool to transfer economic risk 
in the transaction from the person giving the warranties to the 
insurance firm underwriting the warranties. However both parties 
should understand the limits of warranty and indemnity cover such 
as the excess and whether certain warranties have been carved out 
of the policy by the insurer for being too risky to cover. 

Buyers need to think about proposals for incumbent management 
teams. Whilst not itself being a determining factor, bids that have 
a plan going forward involving the current management team are 
more appealing to sellers, especially private equity sellers who will 
often have some degree of loyalty to a team that has led them to 
sale and will want to see them continue in their roles. 

Another concern for some is reputational risk. Where reputational 
risk can be a true inhibitor is in a competitive market place (such as 
an auction), especially at the mid- to lower-end of the market where 
management teams and/or manager owners are often healthcare 
careerists and who will likely value and emphasise quality of care 
ahead of other considerations. As a buyer, being able to show a 
successful and clean track record in regulatory, reputational and 
quality of service provision can often be a key differentiator. 

So, our projection for 2016 is that we can expect the market to 
continue to drive up values and multiples as prize assets become 
sought after by those more traditional investors as well as the 
so-called new entrants to the market such as the US REITS and US 
operators.  However, although this may represent a general macro 
trend, there are a lot of other factors in the bidding process that a 
buyer can control, which can enable them to become a preferred 
bidder and get ahead in a competitive market place.


