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GREEN DISTILLATION 
TECHNOLOGIES 

A NOVEL APPROACH TO TYRE RECYCLING 

More efficient and cleaner than conventional waste to energy! 

 Green Distillation Technologies Corporation Ltd (GDT) is seeking to 
raise $7m in a pre-IPO fund raising to build its second destructive 
distillation processing plant for the purpose of recycling End-of-Life 
Tyres (ELT) in Australia. The novel process has also seen significant 
international interest and inbound enquiry, reflecting the demand to 
address the unsolved question of dealing with waste tyres in an 
environmentally friendly fashion. Following the completion of the 
second plant, GDT intend to pursue debt funding on the remaining 
five plants targeted for Australia. This would still leave gearing (ND / 
E) at a respectable c39% and comfortable at <1x on a Net Debt / 
EBITDA basis. The seven plants would secure less than 30% of the 
Australian market and GDT is content at that level. GDT’s unique 
process generates high margin and ROC outcomes making the 
venture an attractive investment proposition. GDT already has one 
JV with an Australian partner that should result in two plants in 
operation over the forecast period and which delivers to GDT c$4.7m 
pa at the EBITDA line. We believe the completion of this equity 
funding round may act as the catalyst for turning an Australian invention 
into a successful global operation. We value GDT at c$131m based on six 
plants operational by FY22 and two plants under a JV arrangement. 

 The world has yet to resolve the waste management issue around the disposal 
of ELTs. There are c1.4bn ELT produced annually, of which c50m are in 
Australia. Global ELTs in landfills and stock piles are estimated at c4bn. 
Australia has a poor historical record in tyre recycling, with tyres predominantly 
going to landfill and stockpiles. Even in the last decade when stricter regulations 
have applied, c29% of all ELTs has been exported in contravention of the Basel 
Convention of 2009, to which Australia is a signatory. Currently, Australia’s total 
recovery rate is a modest c34% as compared with over 80% in the US and 
Europe.  

 Although tyre recycling has been in operation in one form or another, for several 
decades, it has yet to resolve the question of addressing ELTs in an 
environmentally friendly fashion. Tyre shredding is an energy intensive and 
costly process, with finite markets for the re-used product. Tyre shredding also 
still results in significant waste, and the retention of toxic chemicals. Tyre 
pyrolysis has been a big hope for decades but it is difficult to find successful 
commercialisation of pyrolysis at scale. Conventional pyrolysis produces low 
quality outputs and therefore lower value. It has also been known to release 
toxins into the atmosphere, causing health issues to surrounding population 
centres, resulting in a growing trend of shutting down plants across Asia. 

 GDT has developed and successfully trialled a waste to energy technology that 
seems to be an iteration of tyre pyrolysis but is novel in that it has much higher 
resource recovery (c90%), produces much higher quality outputs and profit 
margins. It also does not release any toxins into the atmosphere. GDT’s process 
works on the basis of re-packaging the energy in a tyre through heat using a 
temperature level of less than 400 degrees, considerably lower than standard 
pyrolysis. The only waste (c10%) amounts to exhaust gasses that are recycled 
and scrubbed removing harmful toxins from the waste stream resulting in zero 
toxic emissions from the exhaust. The plant is also self-sufficient for energy input 
with c2% of the waste oil produced being reserved to operate the plant.  

 The lower temperature used by GDT results in significant benefits including: 
lower energy reducing the processing cost; increased oil output per kg of tyre 
input; improved quality and value of output commodities such as 1) stable oil 
with higher cetane index, 2) carbon of high purity and low ash, and 3) steel is 
released cleanly at lower temperatures so the high tensile tyre steel retains its 
characteristics, unlike pyrolysis that reduces the steel to scrap, with rubber waste 
attached to the steel.  
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BILLIONS OF TYRES – A MAJOR ENVIROMENTAL PROBLEM 

The world has yet to resolve the waste management issue around the disposal End-of-Life Tyres (ELT). There 
are c1.4bn ELTs produced annually, of which c50m are in Australia. Global ELTs in landfills and stockpiles are 
estimated at c4bn. It has been estimated that actual tyres in use in Australia amount to well over 100m, which 
will eventually add to the ELT stock pile. 

In Australia, it has been traditional to place ELTs in landfill. However, in 2007 stricter Federal and State 
regulations made it prohibitively expensive to landfill ELTs resulting in more illegal dumping and stock piling of 
ELTs by collectors. Subsequently, the EPA is currently dealing with a number of large illegal tyre dumps 
where the original collectors are no longer involved. 

Since 2007, ELT collectors have engaged in exporting ELTs (c29% of all ELTs), predominantly to Vietnam 
(c66% of those exported). The export of ELTs is in contravention of the Basel Convention of 2009, to which 
Australia is a signatory.  

In 2009, a “National Waste Policy” came into operation establishing a waste management and resource 
recovery plan to 2020. Under the Australian Tyre Stewardship Scheme (ATS), those involved in producing, 
manufacturing, selling, using and disposing of products will have a shared responsibility to ensure their 
environmentally sound management. Subsequently, large tyre retailers are increasingly focused on finding 
environmentally sound disposal solutions for the ELTs they receive as part of their new tyre sales. 

Tyre transformation / re-processing includes a limited number of operators covering a wide range of activities 
from re-treading, shredding and chipping through to the manufacture of tyre derived products. These 
operators have struggled due to the high cost of production, an inability to achieve attractive pricing and the 
saturation of substitute products in the market. 

At present, the tyre collection business is highly fragmented, with retailers paying collectors a disposal fee, 
from which collectors then choose the cheapest disposal method to maximize their profits.  

Interestingly, recovery of tyres in Australia is well below the experience of the US and Europe. Total tyre 
recovery in Australia is at c34% as compared with over 80% in US / Europe. Off- the-Road (OTR), which 
account for c20% of Australian tyres, are mostly landfilled or stockpiled 

While recycling rates in the developed world are high, in the developing world where land-use and disposal 
regulations are weak, collection infrastructure is absent and recovery / recycle rates are low. Developing 
countries also receive imported (dumped) tyres, in contravention of the Basel Convention, which adds to the 
stockpiling of ELTs from local sources. The rise of car ownership in the developing world will only add to the 
waste management challenge.  

Many countries have experimented with pyrolysis technologies over many years, but it is difficult to identify a 
‘successful’ commercialisation of pyrolysis technology on any genuine scale, because of the cost of 
production, low quality of the outputs, resulting from the high temperatures required, and the subsequent low 
selling prices. Tyre pyrolysis plants have also been known to release toxins and cause health issues to 
surrounding population centres. There is a growing trend of conventional pyrolysis plants being shut down 
across Asia. 

Other recycling practices typically involve the production of tyre derived fuel (burning whole or shredded); civil 
engineering applications (road surfacing etc.); or recreational facilities (children’s playgrounds etc.). 
Notwithstanding these practices, ELTs continue to mount, exacerbating an already severe problem. 

These practices also have certain limitations. Tyre shredding or crumbing is an energy intensive process and 
the pre-removal of steel is a complex and largely manual process. There is a finite market for playground and 
sporting surfaces, as well as brake pads, adhesives and specialty industrial applications. Crumbing typically 
uses only part of the tyre with sidewalls often discarded, compared with GDT which provides >90% recovery 
into usable-commodities with only waste heat generated. Shredding also does not count as recycling as it only 
represents a re-use of waste rubber. In the crumbing process, all toxic chemicals remain in the rubber, 
resulting in some US states banning its use for playgrounds. 
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GDT HAS A SOLUTION 

GDT has developed and successfully trialled a waste to energy technology with the first plant now in partial 
operation at commercial scale with the balance of the plant to be commissioned by December 2017. The 
technology seems to be an iteration of tyre pyrolysis but is novel in that it has higher resource recovery, 
produces higher quality outputs, and generates substantial profit margins. It also does not release any toxins 
into the atmosphere. 

In comparison to international technologies (no competing technology in Australia), GDT’s technology 
recovers comparatively high levels of carbon, oil and steel with high purity and calorific values. GDT’s process 
has no pre-processing requirements, includes automated loading operations and low-maintenance product 
handling and storage operations. Its modular design allows scalability of plant layouts to match feedstock 
availability and area constraints.  

GDT’s process works on the basis of re-packaging the energy in a tyre through heat using a temperature level 
of less than 400 degrees, considerably lower than standard pyrolysis. During the process GDT creates two 
separate gases. The first is a product vapour stream, containing condensable oils, and the second is a 
combustion exhaust stream containing residual heat from the process.  

The product vapour stream is sent to a condenser, where the condensable oil is captured. The residual heat is 
removed to the cooler and exhausted. The balance of the gases is returned to the heat process, for re-use. 
Solid products from the conversion process, including steel wire and carbon are removed from the bottom of 
the reactor for further processing and separation as commercial products for sale.  

In a single plant, c658k tyres or c19,000 tonnes pa can be processed generating c40% by weight in carbon; 
35% by weight in oil and c15% by weight in steel. The balance of 10% are exhaust gasses that are recycled 
and scrubbed removing all harmful toxins from the waste stream resulting in zero toxic emissions from the 
exhaust. The plant is also self-sufficient for energy input with c2% of the waste oil produced being reserved to 
operate the plant. The technology has now been proven at commercial scale and independently verified. 

The lower temperature used by GDT results in significant benefits: 

 Lower temperature requires less energy, reducing the processing cost 

 Increased oil output per kg of tyre input, as less oil is consumed in generating the required process heat 

 Improved quality and value of output commodities –  

o Oil is stable, with a higher cetane index and is higher value with broad market demand 

o Carbon is of high purity and low ash whereas Pyrolysis produces lower value carbon with higher 
levels of waste ash and char 

o Steel is released cleanly, at lower temperatures so the high tensile tyre steel retains its 
characteristics, whereas pyrolysis typically reduces the steel to scrap carbon steel. 

Subsequently, the economics of GDT’s technology should outperform standard pyrolysis. 

Figure 1: Green Destructive Process Plant  Figure 2: Process Schematic 

 
 

 

 
 

Source: Green Distillation Technologies Pty Ltd  Source: Green Distillation Technologies Pty Ltd 
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DISTRIBUTION OPPORTUNITIES FOR GDT OPERATIONS 

Commodity Products 

GDT’s oil can be blended directly with conventional diesel at up to 20% and as a mixed hydrocarbon and can 
therefore be refined into various fractions:  

 Heavy oils suitable as a bitumen substitute 

 Middle oil suitable for burning in oil burners to produce process heat 

 Light oil high in aromatics 

GDT’s carbon is a multi-purpose carbon but is being targeted as a heat source and a slag foaming agent as a 
replacement for coking coal. 

The steel wire that is used in the manufacturing of tyres already meets certain minimum standards (ASTM 
D6477-13). Subsequently, we understand there is strong buyer interest from steel companies who use the 
scrap wire to produce new tyre wire for the manufacture of new tyres.  

GDT’s process does not exceed 400 degrees Celsius, and therefore, the steel chord inside the ELTs does not 
undergo any chemical or metallurgical change. Further, since the rubber and fibre inside the tyre is effectively 
re-engineered through the application of heat, the resulting steel wire has very little rubber or fibre 
contamination.  

Commodity Buyers 

GDT has a contract with an Australian company that has agreed to purchase all oil produced by GDT in 
Australia at an agreed price benchmarked against ICIS Fuel Oil with a premium of c3.5% reflecting its 
renewable status. This price equates to c40 cpl. 

As manufacturing of tyres in Australia has ceased, buyer interest is sourced from overseas steel companies 
(Japan & Korea) who produce new steel wire for tyre manufacturers. GDT is currently in discussions with a 
steel agent who buys recycled tyre wire on behalf of Japanese and Korean steel companies. Price indications 
are at c$170 / MT. 

Plant Expansion 

In GDT’s base case it intends to construct and operate seven plants across Australia over the next five years. 
Each plant would process c4% of Australia’s annual ELTs. The first plant is now in operation but will be in 
optimal production by December 2017. The second plant is the subject of the c$7m pre-IPO raising and would 
be in operation by the beginning of FY19.  

The seven plants in Australia would equate to c28% of the market. It is GDT’s intention to build a solid 
presence in the markets it enters, but not to develop a controlling position. This leaves room for alternative 
operators, as well as an appreciation that its own economics are sufficiently attractive. 

In addition to the seven Australian plants that will be 100% owned by GDT, there are a range of JV 
opportunities both domestically and internationally. Current opportunities include: 

 GDT has executed a JV agreement with Tytec Group (Tytec). Tytec is a Perth based tyre logistics 
business that will partly fund a plant focused on processing mining tyres. The relationship has moved 
from the agreement to the design phase and should be in operation by the end of FY18. The agreement 
requires GDT to invest c50% of the capital cost and its share of the earnings should generate c$4.7m at 
the EBITDA line by FY21. The relationship is strategic in nature and has brought a range of other 
significant opportunities to GDT. 

 GDT has entered into an MOU with a major Japanese trading house that is expected to be converted into 
a JV agreement in the near term. The JV would give the Japanese counter-party an exclusive right to 
build GDT’s destructive processing plants in Japan and Brazil. We understand there could be as many as 
20 plants built and operated in Japan (potential c$50m in EBITDA to GDT from Japan alone). The trading 
house has a commercial association with one of the world’s largest tyre manufacturers and is their 
distributor in those two countries. It is also worth noting that GDT has just been approached by a second 
Japanese trading house, which should create competitive tension.  



6 June 2017 Green Distillation Technologies 
 

 

All information and advice is confidential and for the private information of the persons to whom it is provided and is provided without any 
responsibility or liability on any account whatsoever on the part of this firm or any member or employee thereof. 

5 

 

 GDT is finalising a JV with one of the largest tyre collector / recyclers in the UK. This is expected to be 
completed by July 2017 and is expected to be on similar terms to the Japanese arrangement.  

 Negotiations are in progress with a large European tyre manufacturer that approached GDT to provide a 
global solution for their ELT, OTRs.  

 There are multiple parties in the US / Canada vying for the opportunity to partner with GDT in North 
America. 

IP – SHUSH, IT’S A SECRET 

The magic sauce in the GDT process relates to chemical reactions and the management of the process 
including customised software. A competitor could eventually work out the process, but as the nature of this 
business revolves around footprint and putting as many plants on the ground globally as possible before a 
potential entrant introduces a compelling competing offer, GDT has been advised to keep the IP as a Trade 
Secret.  

Legal advice against patenting the IP encompasses the following thinking: 

 A patent would require detailed disclosure of the technology. 

 A patent could be copied resulting in significant legal fees for GDT and may not achieve the desired 
result. 

 The construction and operation of the commercial module in Warren provides evidence of the technology 
“being used and known by others” and therefore provides protection against a third party filing a patent for 
the technology. 

In addition:  

 GDT implements strict confidentiality / IP protection documentation drafted by its Patent Attorney with all 
parties it conducts business with including employees. 

 No one fabricator is involved in building the entire plant 

 All key reactor control software which is critical to the performance of the Plants has been developed in-
house and is part of the overall Trade Secret. 

 Freedom to operate Advice has been received from GDT’s Patent Attorney which involved conducting a 
worldwide patent search to ensure GDT is not in breach of any existing patents. 
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PLANT ECONOMICS 

Figure 3: Single Plant Economics 

 
 

Source: Green Distillation Technologies Pty Ltd, Patersons Securities Ltd 

A single plant is expected to process c19,367 tonnes of tyres annually. Tyres will be sourced from tyre 
collectors and GDT is able to charge c$165 / tonne net of all transportation costs that are covered by the 
collector. The rate is quite competitive as standard rates from other tyre recyclers in Australia are understood 
to be c$240 / tonne. Collection pricing reflects the start-up nature of GDT at present. We understand that 
pricing has increased over the past 18 months and has been accepted. The rate is also competitive on an 
international basis as we understand that market rates in Japan are c$500 / tonne and the rate in the US 
varies from state to state with a range of cUS$185 / tonne up to cUS$600 / tonne. 

Collection fees are expected to generate c38% of revenues with commodity revenues forming the balance. 

The oil price has already been agreed with the oil refiner it has entered into contract with. The Carbon and 
Steel prices reflect known market prices and negotiations with potential parties. 

GP and EBITDA margins within this model are highly attractive, with ROC >30%. 

 

 

 

 

 

 

 

 

 

One Plant Volume % Rate $k %

Revenue

Tyres 19367 t 100.0 165 /t 3,195.6         37.9

Carbon 7,747 t 40.0 200 /t 1,549.4         18.4

Oil 7,975 kl 35.0 40 cpl 3,189.9         37.8

Steel 2,985 t 15.4 170 /t 493.9            5.9

Total Revenue 8,428.8        

Revenue / Tonne of Tyres Processed 435.2            

Cost of Sales

Plant Payroll 1,031.7         

Propert, Insurance, Securty 132.0            

Electricity 400 kwh 0.06 /kwh 202.1            

Oil 521 kl 40 cpl 208.4            

R&M 840.4            

Total COGS 2,414.6        

COGS / Tonne of Tyres Processed 124.7            

Gross Profit 6,014.20      

GP Margin 71.4%

OH 336.3            

OH / Tonne of Tyres Processed 17.4              

EBITDA 5,677.9        

EBITDA / Tonne of Tyres Processed 293.2            

EBITDA Margin 67.4%

D&A 840.0            

EBIT 4,837.9         

Tax 1,451.4         

NPAT 3,386.5        
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FINANCIAL FORECASTS 

Figure 4: GDT’s Financial Forecasts 

 

 

Source: Green Distillation Technologies Pty Ltd, Patersons Securities Ltd 

GDT’s forecasts detailed above assume that it will be able to roll-out six plants by FY22, with one further plant 
to be operational the following year. These forecasts also assume the earnings from one JV partnership for 
four reactors (different configuration to a standard GDT plant, equates to slightly less than two standard 
plants) to be built in Perth by FY21. 

The more efficient and productive process of GDT leads to superior economics and this translates through the 
forecast period with GP margins above c65% and EBITDA margins over c60%. 

Should GDT be successful in securing more JV partnerships with a free carry interest attached, the scope of 
the business would magnify and the margins could rise further, not to mention a reduction in the risk profile. 
From this perspective, GDT’s current forecast earnings could prove to be quite conservative.  

The EPS forecasts assume both the issued shares from the $7m in pre-IPO funding as well as the potential 
shares to be issued from an IPO of up to $4m in FY18, out of conservatism. 

The funding to complete the first plant has already been secured, and GDT needs equity funding to complete 
the second plant. Once funding for the second plant has been secured, GDT expects to use cash flows from 
the first two plants and debt funding for the roll-out of the remaining five plants in Australia. Subsequently, Net 
Debt should peak at c$30m in FY22 and gearing (ND/E) should peak at c39.1%, with Net Debt / EBITDA at 
<1x after the full roll-out. Interest coverage should also remain comfortable at c18x. 

 

 

 

 

 

 

FY18 FY19 FY20 FY21 FY22

$m $m $m $m $m

Number of plants No. 0.5 1.5 2.5 4.0 6.0

Capital Cost 5.8 15.0 25.0 40.0 60.0

Number of ELTs Processed No. 233,965      777,370       1,370,477   2,329,367     3,973,536    

Tons of ELTs Processed No. 6,832         22,699        40,018       68,018          116,027       

Tons of Carbon Produced No. 2,733         9,080          16,007       27,207          46,411         

Liters of Oil Produced No. 4,018,696   11,925,802  19,912,770 31,826,379   47,775,927  

Total Revenue 3.0             11.3            20.0           36.2             50.5             

Total Gross Profit 1.8 7.1 12.9 24.4 33.9

61.4% 62.6% 64.6% 67.5% 67.1%

EBITDA -0.7 3.6 8.7 19.3 31.2

-23.2% 31.5% 43.4% 53.5% 61.8%

D&A -1.1 -1.9 -3.2 -4.7 -5.9

EBIT -1.8 1.7 5.5 14.6 25.3

Net Interest 0.1 0.0 -0.5 -1.2 -1.7

NPBT -1.7 1.6 5.0 13.4 23.6

Tax 30% -0.2 -0.3 1.4 3.1 7.1

NPAT -1.5 2.0 3.7 10.3 16.5

EPS 0.011 0.019 0.055 0.088

Shares on Issue 188.0 188.0 188.0 188.0
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VALUATION 

Figure 5: Cash Flow Forecasts 

 
 

Source: Green Distillation Technologies Pty Ltd, Patersons Securities Ltd 

We have applied GDT’s forecasts to develop a valuation of the business. We have applied a 6% interest rate 
to borrowing costs and have assumed that D&A is a proxy for maintenance capex. We have assumed a 50% 
contribution to the capital cost of the Tytec JV at c$8m over FY18 to FY20, as well as the full capital cost of 
the remaining six plants to be built. We have also assumed that the six plants within the forecast are funded 
by debt and cash flow, and have applied the peak net debt at the end of the forecast period to the valuation 
calculation.  

GDT is expected to be cash flow positive at the operational level and therefore should be able to service a 
certain level of debt to complete funding of the roll-out of the seven plant strategic plan. 

Our DCF valuation is a two stage DCF, with explicit cash flows over the first five years and then fading growth 
of c10% down to c6% over the following five years. Given the propensity for a series of JV arrangements with 
large international parties, where GDT would receive a free carry interest, we consider the fading growth 
assumptions to be reasonable.  

Our DCF valuation assumes a 17% WACC with a 3.5% terminal growth rate. We have applied a high discount 
rate to reflect the risk in the business and the forecasts at this point. However, once the second plant is 
operational and GDT can secure debt funding for the remaining five plants, we would expect the risk profile to 
dramatically reduce, providing significant valuation upside. 

Figure 6: DCF Valuation 

 
 

Source: Patersons Securities Ltd 

 

 

 

 

 

 

 

 

 

FY18 FY19 FY20 FY21 FY22

$m $m $m $m $m

EBITDA -0.7 3.6 8.7 19.3 31.2

Net Interest -0.06 0.1 0.0 -0.5 -1.2 -1.7

Tax 0.2 0.3 -1.4 -3.1 -3.1

Capex - maintenance -1.1 -1.9 -3.2 -4.7 -5.9

Capex - Growth -10.9 -9.3 -14.8 -15.8 -5.1

WC -0.1 -0.5 -0.6 -1.0 -1.1

Free Cash Flow to the Firm -12.5 -7.8 -11.7 -6.5 14.3

Operating Cash Flow (pre-capex) -0.5 3.4 6.2 14.0 25.3

Explicit Cash Flow - 10 yrs $m 5.6

Terminal Cash Flow $m 155.4

NPV $m 161.0

Net Debt $m 30.0

Total Firm Value $m 131.0

Shares on Issue at IPO m 188.0

Value / Share $ 0.70



6 June 2017 Green Distillation Technologies 
 

 

All information and advice is confidential and for the private information of the persons to whom it is provided and is provided without any 
responsibility or liability on any account whatsoever on the part of this firm or any member or employee thereof. 

9 

 

BOARD & MANAGEMENT 

Non-Executive Chairman – John Fletcher – Fletcher has had an extensive executive and board career. 
Fletcher spent c17 years at Brambles with 8 as CEO. He was also CEO of Coles Myer for 6 years. He was a 
co-investor in MIDAS Australia with Lazard Asset Management, and was Chairman of the company for 6 
years prior to it being sold to Metcash in 2014. In 2016, Fletcher was appointed Non-Executive Director of DP 
World, Australia’s largest container terminal stevedore operator, and subsequently appointed Chairman. 

CEO / Director – Craig Dunn – Dunn began his career at KPMG in NZ / Australia, before moving into senior 
roles in various companies focused on investment structures, corporate business development and venture 
capital. Dunn is the owner of Motor Trade Finances Australia Group and has specialised in developing 
structured financing strategies for the automotive industry. 

COO / Director – Trevor Bayley – Bayley is the owner of Japsco Australia Pty Ltd and President of sister 
company Japsco Japan, which provides services to develop and support commercial relationships, projects 
and alliances between Japanese entities in China, Thailand and Korea. 

Chief Engineering Officer – Dennis Randall – Inventor of GDT’s waste to energy technology based on thirty 
years of research, including implementation of systems in the oil industry, management of waste wood in 
Singapore, palm oil processing waste water and other liquid management. Randall has held senior 
management positions in a variety of chemical industry companies in Australia and South East Asia including 
technical roles in metallurgy, corrosion and pollution for BHP. Randall’s qualifications include: M Aus IMM; 
PhD; B eng (Mech); Bsc (Chem); Bsc (Math).  

CFO – Rob Murray – Career began in 1988 and held a variety of senior financial roles in retail / newspapers 
and manufacturing before moving to Australia in 2001. Prior to GDT Murray worked for 12 years in the gas 
and energy business. 

Figure 7: Organisational Structure 

 

 

Source: Green Distillation Technologies Pty Ltd 

 

Figure 8: Key Shareholders 

 
 

Source: Green Distillation Technologies Pty Ltd 

.  
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THE US EXPERIENCE REVEALS SOME INTRIGUING INSIGHTS 

 

 Nursing home construction has been flat for 15 years, with total beds down c3% to c5% in the last two 
years, including the move from multiple bed rooms to single bed rooms. 

 Nursing home occupancy is only c82% and is down c300bp since the beginning of 2015 (equating to 
c800k residents). The nursing home sector is now dominated by the private sector at c74%, as compared 
with Australia where the private sector is <40%. 

 The US population at c320m is c13x larger than the Australian population at c24m. However, nursing 
home occupancy of 1.36m in the US is only c7.5x the occupancy of c0.181m in Australia. In the US beds / 
person is dropping whereas in Australia, beds / person is rising. 

 Staying at home represents the biggest competition for new customers of the RV sector and technology 
that is supporting people to stay at home is showing immense growth. 

 The workforce is facing significant shortages and it is estimated that c250% more staff will be required in 
2030, including all levels form qualified professional to front line entry level staff.  

 An interesting concept known as Capitation has been developing in the US. Government and Insurers are 
moving away from fee-for-service to a system of capped payments with the recuperation risk transferring 
to the provider. The goal for Medicare is to achieve a c80% target by 2020. We think it is unlikely for this 
concept to take hold in the Australian environment in the short to medium term. 

 In the US, standard RVs take three forms; Life Plan Communities (LPC) which are co-located RV / RACs; 
Assisted Living Communities (ALC) which are Government subsidised housing for people with disabilities 
and the aged who have some independence but need assistance with some of the basics of living; and 
Independent Living Housing (ILH) which comprise traditional RVs but targeting people 70+ (There is a low 
emphasis on lifestyle and large emphasis on support to remain independent). Combined these categories 
account for c1.8m units, which equates to c11.9x the Australian installed base. Occupancy in LPCs is at 
c91% and it is c87.6% in ALCs. 

 There have only been seven LPCs commence construction in 2016, accounting for 1,609 units. In 
contrast to the Australian environment, c80% of co-located facilities are controlled by the NFP sector. 

 In the standalone ALC category, only three villages a year are being built. 

 Penetration rates of LPCs are mostly under 10% but can vary widely across the US ranging from c2% to 
c20%. 

The Australian environment is engaged in new building and community roll-out. The US environment by 
contrast is contracting its traditional facility networks and replacing it with more Home Care supported by 
significant technology investment. This is also in the context of the industry in the US having much higher 
penetration rates than the Australian industry has ever achieved. 

These trends support the need for the Australian RV sector to roll-out care models within their facilities and 
enhance the overall user experience to ward off the standalone home care / technology challenge.  

Although technology can resolve many issues, the US does have significant scale advantages and population 
density that is absent in the Australian context. These character traits may benefit major retirement operators 
across the demographic spectrum.  

 
 


