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Today’s Discussion

• What is an Assisted Living Facility

• Trends in Assisted Living

• Organizational Structures

• Value Drivers

• Sources of Industry and Market Data

• Valuation Example
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Definition of Assisted Living Facility

A residential care facility for 
individuals who can no longer live 

independently but generally do not 
require the skilled level of care 

provided in a nursing home.

Presenter
Presentation Notes
These facilities provide supervision or assistance with activities of daily living (ADLs); coordination of services by outside health care providers; and monitoring of resident activities to help ensure their health, safety, and well-being.Assisted living is an alternative for individuals who cannot live independently but do not need the 24-hour medical care provided by a nursing home. Assisted living is a philosphy of care and services promoting independence and dignity.
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Types of Assisted Living Facilities

• Small stand alone facility

• Large stand alone facility

• Part of Continuing Care Retirement 
Community

Presenter
Presentation Notes
Assisted living services vary greatly among assisted living facilities. Meals, housekeeping, laundry service, transportation, medication assistance, emergency call service, planned activities, licensed nursing and round-the-clock staff are some of the amenities provided, depending on what a resident wants and needs. Most communities offer licensed nurses on staff, with caregiver staff available 24 hours, medication assistance, observation of health status, limited health care assistance in accordance with state regulations, and assistance with accessing outside health care services.
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Residents Living in Assisted Living

• Majority of residents were non-Hispanic 
white, females

• Over half aged 85 years and over
• Almost 4 in 10 residents received 

assistance with 3 or more activities of 
daily living.

• More than ¾ have had at least 2 of the 
10 most common chronic conditions

Presenter
Presentation Notes
Caffrey C, Sengupta M, Park-Lee, et al. Residents living in residential care facilities: United States, 2010. NCHS data brief, no 91. Hyattsville, MS: national Center for Health Statistics. 2012Key findings from the 2010 National Survey of Residential Care Facilities completed by the National Center for Health Statistics found the majority of residents living in residential care facilities in 2010 were non-Hispanic white and female. More than one-half of all residents were aged 85 and over.Nearly 2 in 10 residents were Medicaid beneficiaries, and almost 6 in 10 residents under age 65 had Medicaid.Almost 4 in 10 residents received assistance with three or more activities of daily living, of which bathing and dressing were the most common.More than three-fourths of residents have had at least 2 of the 10 most common chronic conditions; high blood pressure and Alzheimer’s disease and other dementias were the most prevalent.
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Revenue Sources for Assisted Living

• Average cost if $3,477/month or $41,724

• Not covered by Medicare or most other 

medical insurance

• Medicaid coverage varies by state

• Delivery of services

Presenter
Presentation Notes
An assisted living report released by the MetLife Mature Market Institute in October 2011 noted the monthly costs in various regions in the 50 states and the District of Columbia. It found that the private pay rate for an individual at an assisted living facility averages $3,477 per month, or $41,724 yearly. This average rate is 5.6% increase from 2010 Assisted living can be costly because it is not covered by Medicare or most other medical insurance. The highest average rate is Washington DC at $5,757/month and the lowest is Arkansas at $2,156/month.Per the study, Some assisting living facilities charge a one-time entrance fee and have additional fees for items such as having meals delivered to living quarters, for dementia care or for extra transportation services. While an increasing number of state Medicaid waiver programs are providing coverage for assisted living facilities for low-income individuals who qualify, most residents pay privately or through a long-term care insurance policy. Oversight of assisted living communities is primarily in the hands of state governments rather than under federal regulation. In 2007, several states strengthened existing standards or implemented new standards for communities with residents with Alzheimer’s disease or other forms of dementia. Some states increased training requirements for staff or added disclosure requirements to prospective residents. In 2011, 16 states reported making statutory, regulatory, or policy changes impacting assisted living/residential care facility communities.Depending on the contract for a specific facility, the monthly fee typically covers room and board, meals, housekeeping and laundry services which are all handled in-house. In addition, many of the monthly fees may include assistance with medication monitoring and delivery, although some facilities will be charge extra for those services. Other services that are paid on an as-needed or used basis, include the beauty salon, transportation, various activities at or outside of the facility. Other services such as physician appointments, therapies, and medications are also paid for outside of the monthly fee to be in the assisted living facility. In many cases, the residents have Medicare or private insurance that cover the costs (at least partially) for these services.  For example, Medicare Part B covers doctor’s services and outpatient care such as laboratory services, physical and occupational therapy and some preventive screening. Medicare Part D, Medicare covers part of the cost of approved prescription drugs purchased at pharmacies.
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Assisted Living Market

• 82% are stand-alone facilities

• 1% are connected to a hospital

• 16% are connected to a nursing home

• 1% are connected to both hospital and 
nursing home

Presenter
Presentation Notes
The majority of communities surveyed in the 2011 MetLife Market Survey of Nursing Home, Assisted Living, Adult Day Services, and Home Care Costs (October 2011), 82% are stand-along, meaning they are not physically connected to or on the same grounds of a nursing home or hospital. Only 1% are connected to a hospital and 16% are connected to a nursing home. Another 1% are connected to both a hospital and nursing home.Almost three quarters (72%) of the assisted living communities surveyed provide Alzheimer’s and dementia care for residents, 50% of which charge an additional fee for this service. The 2011 national average monthly base rate for Alzheimer’s and dementia care is $4,619 ($55,428) annually).  Some assisted living communities offer adult day services, both to their residents and the community. Thirteen percent of the facilities surveyed offer adult day services. Of those that offer these services, 77% report that both community residents and those in the community can use th services. Another 15% provide services to the community only, and 9% provide services to the community residents only.
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Property Market

Presenter
Presentation Notes
Demand for seniors housing and care is primarily driven by any combination of the following factors: age, frailty, wealth, income from the senior population, and the desire to live in a seniors housing community. Generally, the higher the concentration of the aforementioned factors in the resident population, the higher the demand for senior living services and accommodations. As of 2010, approximately 6% of the US population, or roughly 19 million individuals, were aged 75 years or older. The level of seniors in this age group will continue to grow at a steady pace for the next 10 years, at which point, the percentage of seniors in the age group is projected to grow at a much more significant rate due to the aging of the baby boomers.Occupancy trends across the various seniors housing and care property types have been somewhat mixed in recent quarters, after seeing general declines during the economic downturn of 2007-2009. Since occupancy trends for senior housing and care properties change over time, investors should seek out the most recent information available, such as that available through the NIC MAP Data & Analysis Service. Longer term trends in the industry indicate relatively stable occupancy for the higher levels of acuity where care is the predominant concern (i.e., assisted living and nursing care), and a closer correlation to general economic factors where lifestyle is the predominant concern (independent living). It should be noted that occupancies for senior housing and care are relatively stable and have ranged only three to five percentage points throughout various economic cycles. Occupancy is commonly tracked by total units in independent living and assisted living properties and by actual beds in nursing care properties, where shared units are prevalent. Further occupancy trend information for independent living, assisted living, nursing care, and CCRC properties can be found in the respective sections of the NIC Investment Guide 2010.�
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Future of Assisted Living

• Baby Boomers

• Impact of the Affordable Care Act
– CCRC’s Without Walls

• Technology Innovation

Presenter
Presentation Notes
As the baby boomers begin to consider moving into assisted living facilities, it is anticipated that those services will look much different than they do today. These new assisted living residents will demand significant involvement in the management and governance of the facility. They will want to participate in decisions that affect programs, services and direct care. These individuals are more physically active compared to others and will not be willing to just sit back and age.Regardless of where the Affordable Care Act goes with the election, changes in how healthcare is delivered will change.  There is a much greater focus on delivering value for the services offered. Where can the best or most appropriate services be delivered in the lowest cost environment? This may, and quite possibly, will mean that more individuals will be moving into an assisted living setting rather than a nursing facility setting. How that is paid for will have to be considered. What changes will be made in Medicare reimbursement to accommodate these changes? As this occurs there will continue to be advances in the continuing care retirement communities. These communities combine the independent living communities, assisted living facilities and nursing homes. They provide a constant home for people that enter the retirement community-type setting. Some of the facilities are now including wellness clinics, therapy on-site, and even urgent care centers so in the event of an emergency, the resident never needs to leave home. Some CCRC’s are also moving to a concept of CCRC without walls.  This is a concept of being able to stay in your home and have the community come to you.  Rather than requiring members to purchase a residence on campus, individuals pay for a case management/concierge type of service. In this concept, the services are delivered to the individual in the home, such as aides, physical therapy, nurses and care coordination. By doing away with the residence requirement, the facility can typically charge less for the service. Currently a dozen such at-home and community-based services for older adults exist. This is up from five in 2007. Technology will play a key role in the management of assisted living facilities, and in helping residents perform daily tasks and activities. For example, tasks that are difficult for individuals to perform will be automated, such as opening doors or turning lights on and off; auditory or visual prompts will be available for assisted living residents who need help remembering or completing tasks.  As part of HC reform, medical records will be electronic and therefore will be continuously updated and prescriptions will be automatically reviewed to alert staff for contraindications and drug interactions.http://seniorliving.about.com/od/housingoptions/a/assistedliving2.htm.



©2012 CliftonLarsonAllen LLP11

Assisted Living Organizational Structures

Management, 
Operations & 

Real Estate

Management

Operations & 
Real Estate

Management

Operations

Real Estate
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Assisted Living Portfolio or Management Co.

Management 
Company

Operations

Real Estate

Operations

Real Estate

Operations

Real Estate

Operations & 
Real Estate
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Assisted Living Primary Value Drivers

Earnings Units

Revenue Square 
Footage

Value
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Sources of Information

Senior Housing 
Investment Survey

http://slvsinc.com/index.html
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Senior Housing Investment Survey

(1) Excludes lowest 5% and highest 5% of responses.

Source: Senior Living Valuation Services, Inc.
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Senior Housing Investment Survey

Source: Senior Living Valuation Services, Inc.
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Senior Housing Investment Survey

Source: Senior Living Valuation Services, Inc.



©2012 CliftonLarsonAllen LLP18

Sources of Information

Irving Levin 
Senior Care 

Acquisition Report
http://www.levinassociates.com/
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Irving Levin Senior Care Acquisition Report

Price per Unit
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Irving Levin Senior Care Acquisition Report

Stabilized vs. Non-Stabilized Price per Unit
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Irving Levin Senior Care Acquisition Report

Price by Age of Property
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Irving Levin Senior Care Acquisition Report
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Irving Levin Senior Care Acquisition Report

Price/Unit With & Without Alzheimer's
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Irving Levin Senior Care Acquisition Report

Definition of NOI
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Irving Levin Senior Care Acquisition Report

Average Cap Rates
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Irving Levin Senior Care Acquisition Report

Gross Income Multiples
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Irving Levin Senior Care Acquisition Report

Price per Square Foot
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Sources of Information

RealtyRates.Com
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Capitalization Rates
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Financing Terms
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Valuation
Example
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NOI versus Cash Flow to Invested Capital

Note: a capitalization 
rate has the long-
term cash flow 
growth assumption 
built in

Real Estate Owned
Cash Flow

NOI to IC
Net income 250,000$       250,000$       
+Interest expense 400,000         400,000         
+Depreciation 350,000         350,000         
+Rent
+Current management fee 392,000         392,000         
-6% management fee (240,000)        (240,000)        
+/- working capital (10,000)          
-Capital expenditures (80,000)          
NOI/Cash Flow before Taxes 1,152,000      1,062,000      
Federal & state taxes (100,000)        
NOI/Cash Flow to IC 1,152,000     962,000         
Capitalization rate 9.00% 7.52%
Indicated value 12,800,000$  12,800,000$  

From Market 
Data

Calculated
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Reconciling WACC to NOI Cap Rate

Tax Rate: 40.00%
After

Pretax Tax Weight WACC
Cost of Debt 5.22% 3.13% 54.69% 1.71%

Cost of Equity 18.35% 18.35% 45.31% 8.31%
100.00% 10.03%

Amount Percent
Debt 7,000,000$    54.69%
Equity 5,800,000      45.31%
MVIC 12,800,000$ 100.00%
NOI $1,152,000
NOI Cap Rate 9.00%

WACC discount rate 10.03%
LT cash flow growth rate -2.51%
WACC capitalization rate 7.52%
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Market Multiples

Gross income 4,266,667$    
Gross income multiple 3.00x           
Indicated value 12,800,000$  

Price per unit 150,000$       
Number of units 85x              
Indicated value 12,800,000$  

Price per square foot 160.00$         
Square footage 80,000x          
Indicated value 12,800,000$  
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What if Real Estate Isn’t Sold

Real Estate Not Owned
Cash Flow

NOI to IC
Net income w/real estate 250,000$       250,000$       
+Interest expense on RE 400,000         400,000         
+Depreciation on RE 330,000         330,000         
-Rent (833,600)        (833,600)        
Net income w/o real estate 146,400         146,400         
+Depreciation on F&E 20,000            20,000            
+Current management fee 392,000         392,000         
-6% management fee (240,000)        (240,000)        
+/- working capital (10,000)          
-Capital expenditures (20,000)          
NOI/Cash Flow before Taxes 464,800         434,800         
Federal & state taxes (58,560)          
NOI/Cash Flow to IC 464,800         376,240         
Capitalization rate 16.60% 13.44%
Indicated value 2,800,000$    2,800,000$    

Calculated

Calculated

Estimated value of real estate $10,000,000
RE capitalization rate 8.34%

Estimated rent $833,600

Adjustments to 
remove real estate

Note: a capitalization 
rate has the long-
term cash flow 
growth assumption 
built in
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Cost of Capital without Real Estate

Tax Rate: 40.00%
After

Pretax Tax Weight WACC
Cost of Debt 5.22% 3.13% 15.89% 0.50%

Cost of Equity 18.35% 18.35% 84.11% 15.43%
100.00% 15.93%

Amount Percent
Debt 445,000$       15.89%
Equity 2,355,000      84.11%
MVIC 2,800,000$   100.00%
NOI $464,800
NOI Cap Rate 16.60%

WACC discount rate 15.93%
LT cash flow growth rate -2.49%
WACC capitalization rate 13.44%

An NOI cap rate is 
primarily used for real 
estate  valuation
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Questions?
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