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Hospital-Assisted Living Joint Ventures

Executive Summary

We believe that there are exceptional synergies between today’s hospital
systems and assisted living providers, synergies that will drive increasing
numbers of strategic win-win partnerships.

For hospital systems, such strategic partnerships will be a critical part of the
hospital system’s continuum of care and the development of an integrated
delivery system:

e Medicare represents 40% or more of a hospital system’s revenue base;
with the increasing penetration of Medicare risk plans, hospitals need to
position themselves as low cost providers and the “managing agents” of
the healthcare continuum.

e Assisted living lies right in the middle of the continuum of care ranging
from home care to acute care. Assisted living can be a key cost-effective
component of the health system’s integrated provider network.

e Assisted living can provide a major source of ancillary services referrals,
including home nursing care, rehabilitation therapies, and pharmacy.

e Assisted living is an innovative use of the hospital system’s excess capital
and property.

e Experienced and high-quality assisted living operators are actively seeking
health system relationships in order to meet their growth and earnings
objectives.

e By enhancing the quality of life of the patients within the health system,

assisted living services support the community and promote the system’s
not-for-profit mission statement.

Similarly, assisted living companies will benefit from affiliations with hospital
systems because:

e Affiliation can substantially accelerate assisted living company growth by
augmenting the company’s own freestanding development projects.

e Hospital system affiliation can generate exceptional resident referral
opportunities.

e Access to hospital system capital for joint venture facility development is a
key positive for capital-constrained assisted living companies.

e Assisted living residents have easy access to hospital treatment and
ancillary services.

e Strong relationship with the hospital system can boost referrals to
freestanding assisted living facilities.
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This paper is designed to give hospitals and integrated health systems an
understanding and perspective on the assisted living industry and outlines the
financial and organizational structures through which assisted living can be
incorporated into a health system’s continuum of care. This paper examines:

e The current state of the assisted living industry and the dynamics fueling
its rapid growth;

e The importance of assisted living to an integrated delivery system;

e Considerations in developing assisted living facilities;

e Options for structuring strategic partnerships with assisted living
providers; and

e Key financial aspects of assisted living partnerships.
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Overview of the Assisted Living Industry

The assisted living industry provides a combination of retirement housing
and personal care services to the elderly. Through home nursing agencies or,
increasingly, staff nurses, assisted living residents also have access to licensed
medical care. While assisted living residents do not require the 24 hour
skilled medical care provided in a nursing home, they often require assistance
with at least one activity of daily living, such as eating, bathing, dressing, and
toileting. Assisted living care promotes maximum independence and dignity
for residents and has the added benefit of encouraging the involvement of a
resident’s family and friends. According to one of the founders of the assisted
living industry, Keren Brown Wilson, Ph.D. (Chief Executive Officer and
President of Assisted Living Concepts, Inc.), a definition of assisted living
would include:

e Group or congregate living arrangements that provide room and board as
well as social and recreational opportunities;

e Assistance to residents who need help with personal care needs and
medications;

e Availability of protective oversight or monitoring; and

e Help around the clock and on an unscheduled basis.

The typical assisted living resident is female, single, in her mid-eighties, and
resided within 10 miles of the facility before admission. Average length of stay
is approximately two years.

Assisted Living Is Much More Than Retirement Living

A key distinction between assisted living and retirement housing is the
capability to provide personal care assistance and home nursing care to
enable seniors to maintain a relatively high level of independence and quality
of life. Before moving in, the resident and family members consult with the
facility staff to tailor a care plan to include the services that the resident will
require. Most facilities offer a standard package of services, although the level
and kind of services bundled into the standard package differs between
facilities. Facilities may also provide additional services such as home nursing
care “in-house” at a higher fee, or they may help arrange for such services
from third-party providers. Residents may also arrange for assistance around
the clock on a private pay basis or through the facility.

Assisted living facilities offer the elderly the opportunity to maintain a high
level of independence and quality of life by providing:

Assistance With Activities of Daily Living (“ADLs”)
ADLs include eating, bathing, dressing and toileting. Approximately 57% of
the 85 and older population require assistance with at least one activity of
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daily living or instrumental activity of daily living (“IADL”). IADLs include
shopping, managing money, using the telephone and doing housework.

Transportation to Community Events and Religious Services

Assisted living facilities help seniors remain connected to their communities
by providing transportation to cultural events, churches and synagogues.
Facilities also provide transportation to shopping centers, allowing residents
to remain more independent.

A Community Environment, with Opportunities for Social Interaction

According to the American Association of Retired Persons, 43% of the elderly
are single, and the majority of these singles are female. Well-run assisted
living facilities offer continual opportunities for social and recreational
interaction.

Access to Healthcare

Through home healthcare agencies, residents can receive medical care in
their rooms. This enables frail residents to remain in facilities for extended
periods of time.

Security and Emergency Assistance

Two important concerns for the elderly are security and access to emergency
care. Most assisted living facilities provide 24-hour staffing and one or more
security systems. In addition, more than 95% of assisted living facilities have
monitored emergency response systems, giving residents rapid access to
emergency care.

Seniors Require Additional Assisted Living Services As They “Age In Place”
Currently, the personal care services provided to assisted living residents are
primarily supportive rather than medical. Personal care services allow the
elderly to remain independent, even as they require supportive services such
as assistance in getting to the dining room or reminders to take medication.
However, the trend in the industry is toward providing higher level assisted
living services and medical services to increasingly higher need residents.
These additional services allow the residents to remain in the facilities as they
“age in place.”

Figure 1 suggests that the need for assistance by assisted living residents has
increased as (a) the elderly age in place in assisted living facilities, and (b) the
average age of assisted living residents has increased. The two most recent
surveys sponsored by the Assisted Living Federation of America (“ALFA”),
published in 1993 and 1996, of the percentage of assisted living residents
requiring assistance with ADLs indicate that there were significant increases
between the survey dates in the percentage of residents requiring assistance
with ADLs such as medication dispensing, dressing, requiring a wheelchair or
walker, and daily incontinence. Only the measure of medication reminders
declined significantly between 1993 and 1996.
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Figure 1.
Assisted Living Industry — Percent of Assisted Living Residents Needing

Assistance with ADLs, 1993 & 1996

1993 1996
Bathing 64% 64%
Medication Reminders 63 50
Medication Dispensing 52 70
Dressing 34 46
Toileting 18 33
Transferring 8 15
Eating 6 10
Other Resident Characteristics (% of Residents)
Cognitive Impairments 42% 48%
Residents Requiring Wheelchair/Walker 27 38
Daily Incontinence 15 30
Hospitalized Before Moving Into Assisted Living Residence 32 31
Have Previously Spent At Least One Night In a Nursing Home 27 27
Received Home Healthcare Before Moving Into Assisted 32 32

Living Residence

Source: An Overview Of The Assisted Living Industry, Coopers & Lybrand and the Assisted Living Federation of
America, October 1993 and 1996 editions.

Assisted Living is a Key Component in the Geriatric Care Continuum

Assisted living is emerging as a key component in the continuum of care
provided by hospital systems and integrated provider networks. The growth of
managed care has highlighted the need for cost effective integrated
healthcare, which requires health systems to provide patient care in the most
cost-effective setting without sacrificing the quality of care. Assisted living
provides an intermediate level of care for a broad range of patients who do
not require continual skilled nursing supervision. Assisted living can be
viewed as falling in the middle of the geriatric care continuum, which ranges
from home-based care on one end and medical facilities such as skilled
nursing homes and acute care hospitals on the other.
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Figure 2.
Assisted Living Industry — Geriatric Care Continuum
Home Congregate Assisted Skilled Acute
Health Care Living Nursing Care
Care Facilities Facilities Hospitals
Low High
_ Level of Care —
Low High
— Cost —
. Low Regulation ngh .
High Low
_ Independence —

Assisted Living is a Cost-Effective Alternative to Nursing Home Care
Assisted living costs compare very favorably with the cost of skilled nursing
care, where charges can exceed $6,000 per month for private pay patients.
However, assisted living rental rates do vary significantly depending on the
location of the facility, assisted living services included in the basic monthly
rental fee, and the amenities of the facility. Full-amenity assisted living
facilities in the Northeast may charge rental rates of up to $3,500 per month,
including a basic package of assisted living services. In other parts of the
country, assisted living rentals rates may range as low as $800-$1,000 per
month. Resident fees can be based on an all-inclusive monthly fee which
includes assisted living services or can be structured with assisted living
services provided for an additional charge based on the level of services
required.

Positive Demographics Support the Growth of Assisted Living

The increasing demand for assisted living reflects extremely positive
demographic trends. Advances in living conditions and medical care have
enabled more Americans to live longer than ever before. According to the
U.S. Bureau of the Census, in 1990, 31.1 million Americans were age 65 and
over. By the year 2000, the elderly population is expected to increase to about
35 million, and to almost 40 million by the year 2010 (see Figure 3). In
addition, the elderly are becoming more wealthy. A 1995 U.S. census poll
found that poverty levels for the over 65 group dropped below 10.5% in 1995,
the lowest for any age group.
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Figure 3.

Assisted Living Industry — U.S. Population 65 Years of Age or Over, 85
Years of Age or Over, and as a Percentage of Total U.S. Population;
Selected Years,1950-2050P

Population 65 Years Population

of Age or Over Percent of 85 Years of Age or Percent of
Year U.S. Population Over U.S. Population
1950 12,269,000 8.1% 640,000 0.4%
1960 16,560,000 9.2 940,000 0.5
1970 19,980,000 9.8 1,430,000 0.7
1980 25,550,000 11.2 2,240,000 1.0
1990 31,079,000 12.4 3,021,000 1.2
2000P 34,709,000 12.6 4,259,000 1.6
2010P 39,408,000 13.2 5,671,000 1.9
2020P 53,220,000 16.5 6,460,000 2.0
2030P 69,379,000 20.0 8,455,000 2.4
2040P 75,233,000 20.3 13,552,000 3.7
2050P 78,859,000 20.0 18,223,000 4.6

P = U.S. Bureau of the Census projections.
Source: Sixty-Five Plus in America, U.S. Bureau of the Census, 1993 and additional 1996 U.S. Census updates of the
1990 census

The elderly group aged 85 and over represents the fastest-growing segment of
the U.S. population. Between 1960 and 1990, the number of the elderly aged
85 and older increased by over 200% to 3.0 million people. The Bureau of
the Census estimates this elderly population segment will increase by another
40% between 1990 and 2000 to 4.3 million people (see Figure 3 above). This
is a key market for the assisted living industry because 50% of those over 85
need long-term care or assistance with activities of daily living compared with
about 13% of those between 65 and 69 years of age. The average age of
assisted living residents is approximately 85. As a result, industry analysts
project strong growth in assisted living services revenue through the end of
the decade and beyond.
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Figure 4.
Projected Growth In Individuals Over The Age of 85
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Source: U.S Department of Commerce, Bureau of the Census, Population Projections of the United States, 1993 to
2050, Middle Series, with 1996 updates of the 1990 census.

Additional Growth Potential From Medicaid Waivers

Increasing support for assisted living has come from state Medicaid programs.
Assisted living, at an average of $1,500 per month, or $50 per day, is
considerably more cost-effective for appropriate residents than skilled
nursing care at $80-$150 per day. With cost pressures on Medicaid budgets
rising, many state governments are actively studying the cost and care
advantages of assisted living.

As part of the Omnibus Budget Reconciliation Act (OBRA) of 1981, Congress
established a home and community-based Medicaid waivers program to
permit states to develop alternatives to institutional long-term care services.
The provision allowed states, with federal approval, greater flexibility in
Medicaid program design to encourage the development of cost-effective
alternatives to institutional (e.g., hospital or nursing home) care. Subsequent
Omnibus Budget Reconciliation Acts in 1987 and 1991 expanded the
availability of waiver programs under which states could design innovative
programs to meet their residents' needs. Seventeen states currently have
Medicaid waiver programs in place, while an additional four states cover
assisted living under state plans (see Figure 5).
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Figure 5.
Assisted Living Industry — States with Existing Medicaid Waivers and States
Which Cover Assisted Living Under State Plans

States With Existing Medicaid Waivers:

1. Alaska 10.  New Jersey

2. Arizona 11.  New Mexico
3. Colorado 12.  North Dakota
4. Florida 13. Oregon

5. Georgia 14.  South Dakota
6. Minnesota 15.  Texas

7. Missouri 16.  Virginia

8. Montana 17.  Washington
9. Nevada

Assisted Living Covered Under State Plans:

Maine
Massachusetts
New York
North Carolina

00 N =

Source: An Overview Of The Assisted Living Industry, Coopers & Lybrand and the Assisted Living Federation of
America, 1996 edition.

Assisted living can be included as part of Medicaid reimbursed services under
state waiver programs. Some assisted living companies are actively marketing
their services to Medicaid beneficiaries. Industry sources have asserted that as
many as 20%-40% of nursing home patients could be discharged to assisted
living facilities. Although this percentage may be somewhat aggressive, it is
indicative of the potential for health systems to become significantly more
cost-effective by developing assisted living capacity within their continuum of
care.
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Assisted Living — A Key Entry Point into the Integrated Health
System

In order to attract patients and improve efficiency and profitability, hospitals
have actively pursued horizontal and vertical integration in developing
integrated delivery systems. Through vertical integration, hospitals have
acknowledged continuing pressures on inpatient utilization and have
attempted to balance these pressures by providing patients and payors with
the most appropriate level and intensity of care, thereby utilizing hospital
resources more efficiently. This search for cost-effective patient care is
increasingly accomplished outside of the traditional inpatient setting.

As a key component in the continuum of care, assisted living can play an
essential role as an attractive entry point into the integrated health system.
Whether through direct ownership, joint venture, or affiliation, we believe
hospital systems need to participate in the dramatic growth in demand for
assisted living services. Several statistics are extremely relevant to a health
system’s decision to develop assisted living services. First, almost 50% of
assisted living transfers are into higher need settings such as nursing homes
and hospitals (see Figure 6). Second, managed care is signing up an
increasing percentage of Medicare beneficiaries. Medicare represents 40% to
50% of the typical hospital’s revenues. Third, hospitals are the second most
frequent (next to family members) referral source to assisted living facilities.
Therefore, there is a significant advantage for an integrated health system to
include assisted living in its continuum of care.

Figure 6.
Assisted Living Industry — Reasons for Resident Turnover

Nursing Home Admission 36%
Death 31
Hospital Admission 1
Another Assisted Living Residence

Other Retirement Home

Relocation of Children

Other

A OURN A N

Source: An Overview Of The Assisted Living Industry, Coopers & Lybrand and the Assisted Living Federation of
America, 1996 edition.

We believe increasing managed care penetration will continue to be an
important healthcare dynamic in future years, which will likely result in
further pressures on reimbursement and utilization. The number of
Medicare beneficiaries in managed care programs is currently 5.2 million, or
12% of total Medicare beneficiaries. This compares to 3.8 million in 1995, an
increase of 37%. As a key component in a health system’s continuum of care,
we believe that cost-effective assisted living is an answer to these
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reimbursement and utilization pressures. Assisted living can provide a
particularly important cost advantage in contracting with managed care
under global capitation contracts. In addition, we anticipate that managed
care itself will embrace assisted living as an attractive and high-quality
alternative to expensive high intensity home care and nursing home care.
The availability of high-quality assisted living facilities within an integrated
network, we believe, will substantially increase the system’s attractiveness to
managed care payors.

Assisted Living: A Prime Source of Ancillary Services Referrals

As assisted living residents “age in place,” they require increasing amounts of
ancillary services such as physical therapy, occupational therapy, and
pharmacy services. In addition, with increasing medical needs, aging in place
seniors have correspondingly higher demand for home nursing care. As a
result, assisted living offers a health system significant opportunity to leverage
its ability to provide ancillary services outside of the acute care setting.
Depending on the state and its regulatory environment, hospitals may also be
the most appropriate party to provide all personal care aides and services to
the assisted living facility. Personal care revenues may exceed revenues from
all other ancillary services components.

New Regulations Expand Opportunities for For-Profit Assisted Living
Companies to Manage Facilities under Long-Term Contracts

Many for-profit assisted living companies are aggressively seeking to increase
scale, and are willing to manage high-quality assisted living facilities under
long-term contracts. New regulations and Revenue Procedure 97-13 outline
safe harbors under which hospital systems which are 501(c) (3) organizations
can finance new assisted living facilities with tax-exempt bonds and still
contract with for-profit assisted living companies for management services.
Outside of these safe harbors, the long-term management of a bond-financed
facility by a non-501(c) (3) organization may jeopardize the tax-exempt status
of the bonds financing the facility. Under the regulations and Rev. Proc. 97-
13, contracts with terms as long as 10 years may have a compensation
structure which permits up to 20% of the manager’s compensation to be
based on adjusted gross revenue (i.e., net revenues) or other permissible fee
structure (not net profits) and the remaining 80% or more based on a
periodic fixed fee. For contracts up to 15 years in length, 95% of the
manager’s compensation must be based on a periodic fixed fee, and the
remaining 5% based on adjusted gross revenue or other permissible fee
structure (see Figure 7).

The “periodic fixed fee” described in the regulations can be automatically
increased according to an objective external standard such as the Consumer
Price Index (or a more healthcare sensitive measure such as the healthcare
component of the CPI). In addition, Rev. Proc. 97-13 permits an additional
“one-time” incentive award under which compensation is automatically
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increased by a pre-stated dollar amount when a gross revenue or expense
target (but not both) is achieved. The provisions in Rev. Proc. 97-13
describing the incentive award make clear that this incentive payment may be
available only once during the life of the contract, although bond counsel
differ as to whether this permits a one-time bonus which may be paid in
installments over several subsequent years.

We believe long-term assisted living facility management contracts with

501 (c) (3) organizations will have greater appeal to small emerging assisted
living companies. Established assisted living companies likely will prefer to be
equal (if not majority) owners and the actual managers of the assisted living
facilities built through joint ventures with hospitals.

SHATTUCK HAMMOND PARTNERS INC. 12
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Figure 7.

Table for Final Regulations and Revenue Procedure 97-13

Maximum Length of
Contract

Permitted Fee
Arrangement

Notes

Lesser of 15 years or 80%
of property life
(including all renewal
terms)

95% periodic fixed fee with
single, one time (stated
dollar amount) incentive
payment)

5% of the total
management fee can be
any permissible fee
structure (not net
profits)

Lesser of 10 years or 80%
of property life

80% period fixed fee

20% any permissible fee
structure (i.e., not net
profits); also may use
single, one time
incentive payment

5 years (including all
renewal terms) — but
must be cancelable by
501 (c) (3) organization

upon reasonable notice at

end of year 3

(i) Atleast 50% periodic
fixed fee annually, or

(ii) 100% capitation fee or
mixed capitation and
periodic fixed fee

In option (i) the other
50% of compensation
may be anything
unrelated to net profit

3 years (including all
renewal terms) — but
must be cancelable upon
reasonable notice by
501(c) (3) organization at
end of year 2

100% per unit fee or
combination of per unit and
periodic fixed fee

The amount of per unit
fee must be specified in
contract or otherwise
specifically limited by
the 501(c) (3)
organization or an
independent third party

2 years (including all
renewal terms) — but
must be cancelable upon
reasonable notice by
501(c) (3) organization at
end of year 1

Percentage of fees charged
or a combination of a per-
unit fee and a percentage of
revenue or expense fee.
During startup,
compensation may be based
on percentage of either
(adjusted) gross revenues or
expenses of facility

Applicable to (i)
management contracts
only during facility
startup, or (ii) contracts
with service provider to
provide primarily third
party services (e.g.,
radiology services to
patients)

SHATTUCK HAMMOND PARTNERS INC.
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Wall Street Initially Embraced Assisted Living and is Warming Up to the
Group Again

Over the past three years, 16 assisted living companies have completed initial
public offerings of stock. For the six months ended April 1997, industry stock
performance lagged the overall stock market because several industry
companies failed to match their original aggressive earnings projections.
Industry valuations have improved substantially over the past two months
following a positive earnings report by Sunrise Assisted Living and the
announcement that Integrated Living Communities had agreed to be
acquired by Whitehall Street Real Estate LP, an affiliate of Goldman Sachs &
Co., for $11.50 per share, or $77 million. The price represents a 44%
premium over Integrated Living Communities initial public offering price of
$8.00 per share in October 1996. In addition, several other transactions have
recently been announced. On July 15, Lazard Freres Real Estate Investors
LLC announced that it would acquire a 49.9% equity interest in ARV Assisted
Living for $135 million. On July 31, Alternative Living Services announced
the pending acquisition of Sterling House Corporation for approximately
$170 million in Alternative Living Services’ stock and assumed debt. We
believe that better established assisted living operators with successful
operating track records and clearly defined development and acquisition
strategies are in a position to record strong earnings growth over the next
several years. We anticipate that a select number of assisted living companies
will come public over the next year. The key competitive advantages public-
traded companies possess are their access to lower cost capital and an
acquisition “currency” through their publicly-traded stock. These advantages
are particularly important today because of the continued strong growth and
consolidation we anticipate in the assisted living industry. We see the
potential for the industry to bifurcate into “haves” and “have nots,” based to a
significant degree on the degree to which each company has access to capital
in the current competitive market. Appendix B contains a summary of
publicly-traded assisted living companies.
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Analyzing the Assisted Living Opportunity

If , on a preliminary basis, the hospital or integrated health system believes
that it needs to develop the capacity to provide assisted living, it must first
develop a strategy and choose partners, where appropriate, in order to
accomplish this objective.

The first part of this process is to understand the market:

e What is the current level of demand in your system for assisted living?

e What is the current demand for assisted living in your market?

e What assisted living facility development has already taken place in your
market?

e How much additional assisted living capacity is in the development stage?

e Who is your competition, and what are they doing?

e What is the regulatory environment?

The second step in this process is to understand how assisted living can be
incorporated into your growth strategy and service mission and the
underlying costs and benefits of assisted living services within your hospital or
health system. The questions which must be addressed in making this
assessment are:

e What is your current market focus and growth strategy?

e What is the level of managed care penetration in your market, and to what
degree is the market moving towards global capitation?

e What level of integration have you achieved? Will further integration
through assisted living improve your ability to meet your objectives?

e What are your objectives for future managed care negotiations? Most
importantly, do you intend to negotiate global capitation contracts?

e How will assisted living allow you to meet your service mission and other
community responsibilities?

e What are the operating inefficiencies in your system, and can these be
addressed by developing an assisted living capability?

e What potential synergies are available through ancillary service
arrangements (i.e., home health, rehabilitation therapy, pharmacy, etc.)

The third step in developing a successful assisted living strategy is to
understand the organizational changes and requirements necessary to
incorporate assisted living into your hospital or health system.

e Do you have the internal management personnel to be successful in
developing your own assisted living capabilities?
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e If necessary, who will be your partners in developing and managing
assisted living facilities?

e What model of assisted living facility is most appropriate for your market
and health system orientation (i.e., high end, urban focus vs. rural focus,
bundled vs. unbundled service pricing, etc.)?

e What development opportunities are there using the health system’s
existing properties? Alternatively, must a development organization be
created to develop facilities in other locations?

e How will assisted living be incorporated into your current ancillary
services capabilities such as long-term care, home nursing care, pharmacy,
and rehabilitation therapy?

e How will assisted living be incorporated into your discharge planning
procedures?

The Market Assessment Survey: Laying the Groundwork

One of the most important first steps in evaluating the potential for assisted
living services within the health system is the commissioning of a preliminary
market assessment. A preliminary market assessment should include:

e A ssurvey of the proposed location and surrounding community;

e Analysis of the current healthcare environment;

e Analysis of the state’s healthcare regulatory environment;

e Site visits of existing or potential competing senior living facilities;

e A demographic analysis of the community in order to determine the size

of the senior population, affordability of the proposed assisted living
services, and growth trends underlying the senior market;

e Interviews with community healthcare professionals in order to
understand the underlying demand for specialty senior living services and
how that demand is being satisfied currently;

e An analysis of the potential barriers to the successful development and
operation of the proposed assisted living facility; and

e An analysis of projected demand.

In addition, the market assessment survey should analyze and describe
important zoning issues in the market. We believe zoning issues merit
particular attention. In our experience, zoning issues have had a particularly
important impact on project delays. Successful projects are characterized by
the early identification of problem zoning issues coupled with a well-
developed action plan to address these issues.

A new development will also likely require an environmental site assessment.
The assessment should include an evaluation of environmental conditions,
including the presence or likely presence of hazardous substances or
petroleum products and the potential for these substances to be released into
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structures on the property, or into the ground, groundwater or surface water
of the property. If the health system has identified a development and
management partner for the assisted living enterprise, the partner will
frequently perform the market and site assessments as part of a joint venture
framework.

SHATTUCK HAMMOND PARTNERS INC.
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Structuring the Hospital-Assisted Living Relationship

Once the decision has been made to proceed with the development of a
single or multiple assisted living facilities, the hospital system must decide
which of several organizational and financial structures to use in structuring a
relationship with an assisted living company. Assisted living facilities can be
wholly-owned, jointly owned with a partner, partially owned through a
minority interest, or managed as a unit within a hospital or health system.
The hospital system may operate the assisted facility internally or contract
with a management company to run the facility. The hospital system may also
decide to forego a formalized ownership position and instead form a looser
affiliation with an assisted living company under which the hospital will
provide home nursing and personal care services to the assisted living facility
in exchange for a mutual referral relationship. We will discuss each of these
potential structures in turn.

Joint-Venture Ownership

Joint venture ownership of the assisted living facility through a limited liability
corporation (“LLC”) (or a general or limited partnership, or other suitable
structure) with an experienced assisted living operator provides the hospital
system with several advantages. First, the hospital can draw upon the
development expertise of its assisted living partner. Second, the assisted living
partner can operate the facility under a management agreement with the
joint venture. As a result, the joint venture will require only a minimal
amount of the hospital system’s management time and not divert from the
core operations within the integrated delivery system. Third, the relationship
with the assisted living partner can potentially result in increased ancillary
services revenue through an agreement to provide ancillary services to the
joint venture facility as well as to the assisted living partner’s other assisted
living facilities. Finally, the assisted living relationship will allow the hospital
to better balance its patients’ clinical needs with the appropriate treatment
setting, thereby holding down costs by keeping hospital beds free for higher
acuity patients and, potentially, increasing overall reimbursement.

The Partnership Agreement
The structure of the joint venture is formalized in the Partnership
Agreement. There are several key components of the Partnership Agreement:

Percentage of Ownership. An initial question is the relative equity ownership in
the joint venture. There is no fixed percentage, and the respective
percentages owned by each party generally range from 20% to 80%
depending on the interests of the parties. Equity investment may take the
form of cash or contribution in kind. Examples of contribution in kind
include the value of the development property (most often contributed by

SHATTUCK HAMMOND PARTNERS INC. 18



Hospital-Assisted Living Joint Ventures

the hospital), architectural plans and engineering drawings, independent
feasibility studies, and site valuation studies.

The percentage of ownership can have important ramifications for the
hospital system and its assisted living partner. Publicly-traded assisted living
companies tend to prefer majority ownership so that they can consolidate the
joint venture results into their own operations. However, the hospital system
may want to maintain majority ownership in order to consolidate results or
maintain greater control over quality of care issues. The percentage of equity
ownership question will likely play an important part in determining which
assisted living companies will be willing to partner with you and on what
terms. Clearly, as demonstrated by the Karrington Health/CHI joint venture
(see page 23), the ability or desire of the hospital system to develop multiple
assisted living facilities will enhance the hospital system’s ability to negotiate a
transaction in which it has majority control and/or the ability to purchase the
facilities at the end of a stated period.

Profit and Loss Distribution. The parties will negotiate how profits, losses, cash
flow, and sale proceeds distributions will be allocated. Typically the
percentage of distribution will mirror the relative percentage of ownership.

Transfer of Partner’s Interest. The Partnership Agreement must delineate under
what circumstances and conditions the parties can sell, assign, transfer,
mortgage, or otherwise encumber their interest in the partnership. Typically,
the agreement will provide that the remaining partner(s) will have the right
to buy the partnership interests of the selling partner so that that the
remaining partner’s interest remains, at a minimum, at the same percentage
ownership as when the agreement originally took effect.

Purchase Options. The Partnership Agreement will frequently include the
option for one or both of the parties to purchase the facility after a set time
period and under a predetermined pricing formula.

Development Agreement

Reputable and high-quality development of the assisted living facility is
critical to a successful assisted living joint venture. As a result, both parties
must be comfortable with the expertise of the developer and construction
contractor. In many cases, a subsidiary of the assisted living company has
developed a significant number of assisted facilities for the parent’s own
portfolio and therefore has the greater experience and skill set to be selected
to develop the property. However, in many situations, the hospital system has
relationships with local developers who may have a greater understanding of
local regulations and permitting requirements. The Development Agreement
sets forth the expected development time frame, budget expectations, and
performance criteria for the assisted living development. Development fees
for the project (generally 5% of the construction cost) are also detailed in the
Development Agreement. Depending on the terms of the Development
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Agreement and the ability and the desire of the hospital system to participate
in the development process, the hospital system may be able to receive a
portion of the development fee.

Management Agreement

From the hospital system’s perspective, one of the most positive aspects of a
joint venture with an established assisted living provider is the ability to tap
the operating expertise of the assisted living partner in managing the joint
venture facility. The specific obligations of the parties with respect to the
management of the property are delineated in the Management Agreement.
Typical management fees range from 5%-6% of revenues. However, when the
assisted living facility is financed by a 501 (c) (3) organization through tax-
exempt bonds issued by a 501 (c) (3) organization, management fees must
predominantly be based on a periodic fixed fee or otherwise meet certain
“safe harbors” (see pp. 11-12 above).

Potential Joint Venture Structures

The following section outlines three potential joint venture structures for
developing assisted living as part of the hospital system. Model A is structured
for when the hospital owns 50.1% to 100% of the LLC. Model B is the
reverse, in which the assisted living partner retains 50.1% or more of the LLC
equity. This structure may be utilized when the hospital system is in
partnership with an established assisted living provider which wants to
maintain a higher level of control over the joint venture facility(ies). Finally,
Model C is structured so that the hospital retains 100% ownership of the
assisted living facility or unit. Under this structure, the hospital may contract
out for the operating management of the assisted living facility or unit. In the
Affiliation Relationships section (page 28-29), we discuss the potential for
mutually beneficial relationships between hospitals and assisted living
facilities which do not include a formalized joint venture agreement.
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Model A — Hospital Owns 50.1%-100% of the Equity in the LLC

Franchise/”Name”

Cash

Land and/or building

Home health care services
Ancillary services

Potentially personal care services

LLC Hospital
g

Management fee possible
Ancillary services revenue
A % of Profits/Losses

Portion of development fee possible

Development fee
Management fee Cash (equity)

o .
7 of Profits/ Management agreement
Losses

Potential payments to hospital

\ 4 if hospital contributes majority
of equity through land/building
Assisted
Living
Company

Business/Structural Overview

Hospital and assisted living provider structure LLC in which the hospital
owns 50.1%-100% of the LLC equity. The hospital contribution can be in
cash and/or through contributions of land and/or buildings to the joint
venture. The assisted living provider’s contribution will typically be in cash.

Cash flow, income, or losses typically will be allocated on the basis of the
relative equity ownership of the parties.

Hospital may lease the land underlying the facility to the LLC, or,
alternatively, include the land as payment in kind as part of its equity
contribution. The hospital may possibly receive a cash payment from its
partner for the excess value of the land or buildings which it has
transferred to the LLC.

Development of the facility can be the responsibility of the development
subsidiary of either the hospital or the assisted living company, or by a third
party.

Facility operations management is typically by the assisted living company
under a long-term management agreement.
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As majority owner of the LLC, hospital may guarantee the LLC debt or
finance directly in order to lower the LLC financing costs. The hospital can
get credit through the LLC’s economics for any debt guarantee or
enhancements.

Hospital may negotiate a right of first refusal or option to acquire the
minority interest in the LLC after a predetermined period of time.

Potential Benefits

In many circumstances, the hospital can establish a clinic or office in the
facility through which it can provide ancillary services to the residents,
including home nursing care, rehabilitation therapy, and pharmacy
services, or make arrangements for marketing or preferential access to
health system services.

Depending on state licensing requirements, it may also be beneficial for
the hospital to provide all personal care services to the assisted living
residents. In certain states, the facility may avoid additional licensing
requirements if the hospital provides the personal care services.

Hospital control over the LLC allows the hospital to be responsible for
quality control.

Hospital can consolidate LLC income statement into its own operations.

Hospital may receive all or part of the facility development fee.

Potential Disadvantages

Most leading publicly-traded assisted living companies are reluctant to
enter into a transaction in which they cannot consolidate the facility for
financial reporting purposes. Joint ventures which allow for only a minority
interest in the LLC are more often done by private companies that have
limited equity and/or are primarily focused on revenues derived from
development or management agreements. However, transactions with
large, prestigious health systems that offer the potential for numerous
transactions may offer sufficient incentives for public assisted living
companies to participate in a minority role.

Hospital must share some control with its minority partner.

Hospital would consolidate the LLC balance sheet and income statement
for financial reporting purposes. As a result, the debt and start-up losses
would impact the hospital’s financial statements.
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Focus Relationship: Karrington-CHI Joint Development

Karrington Health, Inc., a publicly-traded assisted living company, has entered into a
joint development relationship with Catholic Health Initiatives (“CHI”). CHI is a large,
not-for-profit health organization formed by the consolidation of Catholic Health
Corporation, Sisters of Charity Health Care Systems, and Franciscan Health Systems. CHI
operates 61 hospitals and 50 long-term care facilities in 20 states and has revenues

exceeding $4 billion.

Karrington and CHI have a letter of intent for the joint development of six or more
assisted living projects over a three-year period, in addition to a 53-unit residence in

Dayton, Ohio, which was completed in November 1994.

The first of the six projects is a 61-unit assisted living residence and an adjacent 28-unit
Alzheimer’s residence located in Albuquerque, New Mexico, which opened in October
1996. Currently, four residences are open. Two additional residences are currently under

construction in Dayton, Ohio and Colorado Springs, Colorado.

Each project is jointly owned by Karrington and CHI, with CHI typically owning
approximately 80% of the equity of the project. Construction and permanent debt
financing generally is arranged by CHI on behalf of the venture and is non-recourse to
Karrington. Karrington provides all development and management services for each
residence under a standard agreement that provides for a development fee of $250,000

and a management fee of 5% of revenues.

The Karrington/CHI relationship offers significant benefits for both parties. For
Karrington, the relationship provides community and industry-wide name recognition,
credibility, capital, access to prime locations, and referral of prospective residents. For
CHLI, the relationship provides well-respected development and management expertise,

high-quality assisted living care, and a positive referral option for CHI patients.

Shattuck Hammond advised CHI in structuring the Karrington/CHI joint development

agreement and negotiated the joint venture’s financing.
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Model B — Assisted Living Partner Owns 50.1%-100% of

LLC Equity
Franchise/”Name”
Cash
Land and/or building
Home health care services
Ancillary services
Potentially personal care services
uc |*
q Hospital
Ancillary services revenue
% of Profits/Losses
Portion of development fee possible
Development fee
Management fee Cash (equi
A - quity)
I_é of Profits/ Management agreement
0sses Development agreement
v Potential payments to hospital
if hospital contributes majority
Assisted of equity through land/building
Living
Company

Business/Structural Overview

Hospital and assisted living provider structure LLC in which assisted
living provider owns 50.1%-100% of the LLC equity. The hospital
contribution can be in cash and/or through contributions of land
and/or buildings to the joint venture as well as “franchise name.”
The assisted living provider’s contribution will typically be in cash
and expertise.

Assisted living company will consolidate LLC for financial reporting
purposes. However, cash flow, income, or losses will typically be
allocated on the basis of the relative equity ownership of the parties.

Hospital may lease the land underlying the facility or, alternatively,
transfer the land into the LLC. The hospital may possibly receive a
cash payment from its partner or a preferred distribution from the
LLC for the value of land or buildings which it has transferred to the
LLC.

Development of the facility will generally be the responsibility of the
development subsidiary of the assisted living company. However,
hospital might also participate in the development.

Facility operations management is typically by the assisted living
company under a long-term management agreement.
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As minority owner of the LLC, hospital may still guarantee the LLC
debt or finance directly in order to lower financing costs, although
this is less likely than when the hospital owns a majority interest in
the LLC.

Hospital and/or assisted living company may negotiate a right of first
refusal or option to acquire the other party’s interest in the LLC after
a predetermined period of time.

Hospital may also negotiate agreement to put back its minority
interest in the LLC to majority partner.

Potential Benefits

In many circumstances, the hospital can establish an office or clinic
in the assisted living facility through which it can provide ancillary
services to the facility residents, including home nursing care,
rehabilitation therapy, and pharmacy, or, make arrangements for
marketing or preferential access to health system services.

Depending on state licensing requirements, it may also be beneficial
for the hospital to provide all personal care services to the assisted
living residents. In certain states, the facility may avoid additional
licensing requirements if the hospital provides the personal care
services.

Assisted living company can consolidate the LLC operations into its
own income statement. As a result, the project will be more attractive
to leading publicly-traded assisted living companies.

Assisted living company will absorb the majority of start-up losses
during the facility’s initial 6-12 months.

Hospital system does not have to consolidate the assisted living
facility debt on its balance sheet and income statement.

Potential Disadvantages

Hospital may need to structure its management agreement with the
assisted living operator to maintain adherence to the hospital’s
quality of care standards and Mission Statement, where applicable.
With only a minority interest, hospital is less likely to guarantee debt
or finance directly, resulting in higher financing costs for the project.

Hospital may only have limited control over LLC’s operations.
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Model C — Hospital Subsidiary Owns 100% of Assisted Living
Facility /Unit

Development/construction financing
Management services possible
Land and/or building

Home health care services
Ancillary services

Assisted L Potentially personal care services
Living R Hospital
FGCI'“’Y Management fee possible
Development fee possible
Ancillary services revenue
Development fee 100% of Profits/Losses
possible
Monggement fee Management agreement
possible possible
Assisted
Living
Company

Business/Structural Overview
e Hospital develops an assisted living facility on its own behalf.
e Cash flow, income, or losses are consolidated in the hospital’s operations.

e Hospital may develop the facility itself or contract with a development
company.

e Hospital manages and operates the facility using its own employees, or
contracts with an assisted living operating company or other third party
through a long-term management agreement.

e Hospital will likely finance the facility directly using tax-exempt bonds.

Potential Benefits

e The hospital can provide ancillary services to the facility, including home
nursing care, rehabilitation therapy, and pharmacy.

e Depending on state licensing requirements, it may also be beneficial for the
hospital to provide all personal care services to the assisted living residents.
In certain states, the facility may avoid additional licensing requirements if
the hospital provides the personal care services.
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Assisted living facility can likely be financed using low-cost tax-exempt
financing because hospital maintains ownership.

Hospital may receive all or part of the facility development fee if its
subsidiary is the developer.

Control and benefits are hospital owner’s alone.

Potential Disadvantages

Hospital may need to structure its management agreement with the assisted
living operator to maintain adherence to the hospital’s quality of care
standards and Mission Statement, where applicable.

Hospital will consolidate LLC financial statements for financial reporting
purposes. In this regard, hospital will absorb the start-up losses during the
initial fill-up phase of the facility and consolidate the debt associated with
the facility. As a result, the hospital’s credit profile and capital access may be
impaired.

Assisted living company partner may act more like a “vender” vs. an “owner.”
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Affiliation Relationships

Hospital systems can also structure relationships with assisted living
companies which do not include an exchange of capital or facility ownership.
Because these relationships are less formalized than with the joint venture
relationships discussed above, it is expected that the relationships will be
customized on a market-by-market basis. Such customized relationships can
take several forms:

Affiliation Agreement

Under these agreements, the hospital system and assisted living provider
initiate preferred provider agreements between the two companies and their
respective facilities. The hospital system agrees to provide its partner’s assisted
living residents with access to the healthcare services offered by the hospital
system, which may include hospital services, physician services, rehabilitation
services, home health services and products, and mental health services. The
partner’s assisted living facilities, in turn, are designated as preferred provider
discharge options for the hospital system’s physicians and discharge planners.
These relationships also offer the opportunity to develop joint wellness
programs for seniors in the venture’s market region.

Focus Relationship: Sunrise-Jefferson Health System Affiliation

e Sunrise Assisted Living, Inc., a publicly-traded assisted living company, announced an
affiliation agreement with Jefferson Health System (“JHS”) in October 1996. JHS is an
integrated health system based in Philadelphia, Pennsylvania.

e Under the agreement, each party is designated a preferred provider of the other.
However, the affiliation agreement does not involve an exchange of capital or an

investment in facility ownership by either company.

e Sunrise currently anticipates opening as many as ten assisted living facilities in markets

served by JHS over the next two years.

e The initial term of the Sunrise/JHS affiliation agreement is five years, after which either

party may extend the agreement for an additional five year period.

e After the expiration of the first year of the agreement, the parties intend to enter into a
more formalized agreement. However, it is currently not contemplated that the parties
will revise the agreement to include an exchange of capital or facility investment by

either party.
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Focus Relationship: Kapson Senior Quarters Corp.

e Kapson Senior Quarters Corp., a publicly-traded assisted living company, recently
announced several affiliation-type agreements with hospitals and hospital systems in

Kapson’s marketing regions in New York and Pennsylvania.

e On June 3, 1997, Kapson announced that it had entered into a resident transfer
agreement with two leading Long Island hospitals, St. Francis in Roslyn and Mercy
Hospital in Rockville Centre. Under the agreements, residents of Kapson’s Long Island
facilities will be transferred and admitted to the two hospitals on an expedited basis and
patients at the hospitals will be moved directly to Kapson residences upon a physician’s

recommendation.

e On June 5, 1997, Kapson announced that the company had entered into a five-year
collaborative agreement with the University of Pennsylvania Health System (“UPHS”)
and its Institute of Aging under which UPHS programs and services will be made
available to residents and staffs at Kapson facilities. Including amongst these services are
UPHS’ comprehensive, multi-disciplinary assessment for Kapson’s residents. Assessments

will be performed by UPHS professionals.

e Kapson residents will be offered the opportunity to choose a UPHS geriatrician as their
primary care physician and may become members of Partners in Healthy-Aging, a UPHS
program of health seminars, wellness programs, health related social activities and
optional participation in new therapies for Alzheimer’s Disease and other age-related

illnesses.

e UPHS will also make available home care and hospice services to residents who request
them, subject to the resident’s choice and approval of the primary care physician.
Kapson will provide an on-site coordinator at each facility, offer UPHS as a potential
provider of home care and hospice care, and transport residents to UPHS locations for

assessments and other programs.

On-Site Hospital Clinic for Nursing and/or Personal Care.

Hospital systems can cement a preferred provider relationship with an
assisted living company by establishing on-site clinics in the partner’s assisted
living facilities. The clinics are staffed with hospital system employees who
provide home nursing, rehabilitation therapies, and personal care services to
the residents. With its clinic on-site, the hospital will likely garner a majority
of referrals. The assisted living facility, in turn, can be a preferred referral
facility for the hospital system. An example of a company which is developing
such symbiotic relationships with hospitals is CareMatrix Corporation.
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Conclusion

The expected strong growth of the elderly population and the increasing
penetration of managed care into the Medicare population have created an
imperative for hospital systems to control costs and deliver fully integrated
elderly healthcare services while also maintaining a high standard of care. We
believe that assisted living services are a key component of the hospital
system’s continuum of care for a broad range of patients who do not require
continual skilled nursing supervision. For this broad range of patients,
assisted living facilities provide a high-quality, attractive, yet low-cost setting
for patient care within the hospital’s integrated system. Moreover, the assisted
living facility can play an essential role as an attractive entry point into the
integrated health system, providing an exceptional referral source for elderly
patients.

Whether through direct ownership, joint venture, or affiliation, we foresee
increasing numbers of hospital systems participating in the dramatic growth
we anticipate in assisted living services in partnership with quality public and
emerging assisted living companies. Importantly, assisted living companies
are similarly motivated to enter into joint ventures and affiliations with
hospital systems because of the exceptional patient referral synergies possible
through hospital system relationships and the opportunity to improve access
to inexpensive capital.

Hospital Systems Have Many Important Issues to Consider

With high-quality partners looking to make assisted living a key part of your
hospital system’s continuum of care, we believe a successful joint venture can
be implemented quickly and efficiently and structured as a win-win
partnership. However, a successful assisted living joint venture requires a
complete understanding of all the important issues before the structure of
the joint venture is negotiated. This requires an in-depth analysis and a
strategic plan that encompasses all of the following:

e Business objectives;

e Company risk profile;

e (apital considerations;
e Payor relationships; and

e Legal/regulatory requirements.

SHATTUCK HAMMOND PARTNERS INC. 30



Hospital-Assisted Living Joint Ventures
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Spectrum of Senior Housing Alternatives

Assisted living facilities range in size from "board and care" homes
accommodating four or fewer residents to large scale facilities
accommodating several hundred residents. Smaller residences have the
advantage of more rapid fill-up in occupancy, but may often have higher
staffing levels per resident. Larger facilities have the advantage of significantly
higher operating efficiencies. For example, an assisted living facility requires
only one activities director or marketing director, whether the facility has 30
units or 100 units.

Seniors Have a Broad Array of Senior Housing Alternatives

Over the past two decades, a wide variety of senior housing has been
developed to address the varying needs of seniors along the continuum of
care. Assisted living is a relatively new development over the past 10-15 years
because it adds personal care services to assist the elderly in maintaining a
high degree of independence. Senior housing alternatives include:

Independent or Congregate Care Facilities

These facilities typically are a multifamily complex catering to senior citizens,
often with a common dining room. Apartments units may have small kitchens
for casual use. Limited support services such as housekeeping and
transportation may be provided. Apartments may be rented on a monthly
basis or may be owned by the residents.

Assisted Living Facilities

A senior living facility typically designed for the frail elderly, with staff
personnel and programs that assist residents with activities of daily living.
Meals are served in a central dining room, although the units also may have
small kitchens. Additional medical services are available through home health
agencies.

Continuing Care Retirement Communities

These retirement complexes provide a full continuum of care on a single
campus, including independent living units for those residents still able to
adequately care for themselves, assisted living units for those requiring
assistance with activities of daily living, and skilled nursing units for residents
who require full-time nursing care or supervision. There is typically a
substantial entry fee (ranging up to $200,000 or more) and additional
monthly rental fees. However, the resident is typically able to be admitted to
the skilled nursing unit with either no increase or a modest increase in the
monthly rental rate.

Skilled Nursing Facilities

Skilled nursing care is available on a 24-hour basis. Patients are closely
supervised and monitored. The need for medical supervision significantly
constrains the patient's ability to remain independent. Skilled nursing home
charges for private pay patients range from $3,000 to over $6,000 per month.
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Summary of Publicly Traded Assisted Living Companies

Company Name Ticker | 15 Aug. 52 Week FY Ends| Shares | Market | Calendar Year EPS P/E Multiples
High Low our ($ci:PMil) 1997 1998 1997 1998
Alternative Living Services |ALI $23.00] $26.00[ $10.63| Dec. 13.0] $299.0 $0.10 $0.90| NM 25.5
American Retirement ACR $21.00| $22.00| $14.00| Dec. 11.4 239.4 NA NA NA NA
Corporation
ARV Assisted Living ARVI $10.75| $17.25 $8.50( Mar. 11.5 123.6 $0.09 $0.34 119.4 31.6
Assisted Living Concepts  [ALF $138.75| $17.25 $7.12| Dec. 11.0 151.8 $0.38 $0.68 36.1 20.2
Atria Communities ATRC $17.00 $18.25 $9.25| Dec. 15.8 268.6 $0.36 $0.51 47.2 33.3
Brookdale Living BLCI $16.00] $16.50| $11.00[ Dec. 6.5 104.0 NA NA NA NA
Communities
CareMatrix CMD $22.25 $25.75| $11.63| Dec. 17.1 380.5 $0.31 $0.90 71.8 24.7
Emeritus ESC $15.00 $18.00f $10.00| Dec. 11.0 165.0 $(0.87) $0.40 NA 37.5
Greenbriar GBR $21.50] $23.50| $12.00| Dec. 6.6 141.9 $(1.91) $0.09 NA NM
Just Like Home JLHCE $2.00| $13.50 $1.00[ Dec. 3.9 7.8 NA NA NA NA
Karrington Health KARR $14.00 $16.00 $10.00| Dec. 6.7 $93.8 ($0.09) $0.03 NA NM
Kapson Senior Quarters  |KPSQ $11.50f $12.00 $6.38| Dec. 7.8 89.1 $0.00 $0.72 NA 16.0
Regent Assisted Living RGNT $6.25 $7.00 $3.13| Dec. 4.6 28.8 ($0.41) $0.01 NA NA
Sunrise Assisted Living SNRZ $33.50| $36.75 | $23.00 | Dec. 18.5 619.8 $0.17 $0.97 197.1 34.5
Total:| $2,713.1 94.3 27.9
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Assisted Living Facility Financing Alternatives

Appendix C

Name Of Program: Commercial Savings & Loans Securities Insurance Credit Real Estate Investment
Banks (Tax Exempt Bonds) Companies Companies Trusts (“REITS”)
Description: Construction and Construction and “Conduit financing,” Specific senior long term | Mainly Construction and acquisition
mid-term loans; 5-10 | mid-term loans; 5-10 | where public agency take-out financing. construction with mortgage loan or
years with 20-25 year | years with 20-25 year | acts as issuer of tax- Usually, but not always, financing dealing sale/lease back option.
amortization. amortization. exempt bonds if certain | for existing specifically with tax
Funding is not eligibility requirements | developments with credit projects.
necessarily senior are met. operating history.
oriented. 1) Non-profit 501 (c) (3)
bonds.
2) For-profit residential
bonds. Can be used for
construction and
permanent financing.
Eligible Projects: All projects, with All projects, with All Existing only Varies All projects
location as possible location as possible
restriction. restriction.
Term(s)/ Amort: 5-10 / 20-25 5-10 / 20-25 5-10 / 30 10-20 / 20-25 15-25 yrs. / 25-30 10-15 / 25-30
Rates
Construction: Prime + 1% Prime + 1% Same as permanent - Prime + 1% Prime + 3 - 4%
Permanent
Fixed: 150-300 basis points 150-300 basis points 6.5%-8.5% including 150-250 basis points over | 150-250 basis points | 300 - 375 basis points over
over comparable- over comparable- enhancements comparable-term over comparable- comparable Treasury
term Treasury term Treasury Treasury term Treasury
Variable: 150-250 basis points 150-250 basis points 4.5%-5.5% including 100-250 basis points over | 100-200 basis points | Prime + 3% - 4%
over LIBOR over LIBOR enhancements. LIBOR over LIBOR
Loan-To-Value (LTV)/ 70-80% LTV 70-80% LTV 90-100% LTV fixed 75% LTV 80-90% LTV 90-100% LTV
Debt Service Coverage 1.20-1.30 DSC 1.20-1.30 DSC 75-90% LTV variable 1.30-1.40 DSC 1.10-1.20 DSC 1.20 - 1.30 DSC
(DSC): 1.20+ DSC
Total
Fees/ Costs: 1%-2% 1%-2% 4%-5% 1%-3% 1%-2% 1% -2%
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Assisted Living Facility Financing Alternatives (Cont’d)

Appendix C

Name Of Program: Commercial Savings & Loans Securities Insurance Credit Companies Real Estate Investment
Banks (Tax Exempt Bonds) Companies Trusts (“REITS”)
Restrictions: No prepayment; Recourse Need issuing agency, Non-recourse No prepayment; Tax | No prepayment allowed
recourse bond underwriters Credit only without yield maintenance
Advantage: Typically local; lower | Typically local; lower | Lowest rates available. Longer terms; may be Unregulated source, | High LTV’s available; off-
transaction costs; transaction costs; Variable rate option is non-recourse; pricing is | thus flexibility. balance sheet available
shorter time frame. shorter time frame. extremely attractive. typically better. through lease structure.
Disadvantage: Shorter terms; Shorter terms; Rental restrictions; high Higher debt service Typically for tax High financing rates; little or

recourse; pricing
may be higher.

recourse; pricing
may be higher.

transaction costs; need
public issuer; State cap

(for profit); set-aside req.

20% @50% CMI, 40%
@60% CMI.

coverage; typically
existing properties with
good operating history;
minimum loan size is
$3 Million-plus.

credit projects only;
high LTV’s based
upon restricted
value. Thus loan
amounts are typically
lower.

no prepayment flexibility.
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Appendix C: Assisted Living Facility Financing Alternatives (Cont’d)
Freddie Mac HUD 223 (f) HUD 221 HUD 232
Fannie Mae/DUS Fannie Mae/PAL Conventional (d) (4)

Cash Program

Description: Under DUS, Fannie Individual transactions | This program is a This program is for the | This program provides finance This program provides finance
Mae purchases are submitted by relaunch of a cash refinance, acquisition for new construction or for new construction or
qualified multifamily approved Prior program previously or moderate substantial rehab of rental or substantial rehab. of rental
mortgages from Approval Lenders to offered by Freddie renovation of existing cooperative multi-housing. assisted living, board and care
specially designated Fannie Mae regional Mac for the finance, apartments and (Substantial rehab when costs homes, or nursing homes.
lenders. These DUS offices, where they acquisition or housing cooperative, or | exceeds $6,500 per unit adjusted
lenders have been receive full review prior | moderate assisted living facilities, | by area high, cost percentage, or
delegated to commitment. rehabilitation loans board and care homes | when more than one major
responsibility for Underwriting standards | that demonstrate and nursing homes. building component must be
originating, are the same as DUS. high investment replaced.)
underwriting, closing | Current priority is quality.
and servicing Multi- given to special
family mortgages on a | affordable housing
shared-risk basis. transactions.

Eligible Completed Projects Wide range, with 5+ units, garden, Multi-family units; all Multi-family properties; units Assisted living facilities with up

Projects: priority to special mid-rise, high-rise units must have must have kitchens and baths, to 2 BR units. Kitchens are not

affordable housing; and co-op properties | kitchens and baths. and comply with local building required.
completed projects. in good condition. ALF’s must be licensed | codes.

by state/local

government.

Term(s)/ 25 years, or others by 25 years, or others by 25 years standard Up to 35 years Up to 40 years/Const. period Up to 40 years/Const. period

Amort: req.; 25 or 30 year request term plus up to 40 yrs. plus up to 40 yrs.
amort

Rates: Priced daily; best Priced daily; special Fixed for term of Based upon market Based upon current market Based on current market

prices to most
conservative
transactions.

pricing available for
special affordable
housing transactions.

loan, competitive
rates, based on risk-
based pricing.

conditions. 30-year
Treasuries plus 125-150
Basis Points.

conditions. 30-year Treasures
plus 150-200 Basis Points.

conditions 30- year Treasuries
plus 150-200 Basis Points.




Hospital-Assisted Living Joint Ventures Appendix C

Assisted Living Facility Financing Alternatives (Cont’d)

Freddie Mac HUD 223 (f) HUD 221 HUD 232
Fannie Fannie Mae/PAL Conventional (d) (4)
Mae/DUS Cash Program

Loans to Value 80% 80%; special 75% based upon 85% LTV, 1.15 DSC 80-90% LTV 1.10-1.20 DSC Up to 90% of eligible

(LTV) /Debt 1.15 DSC underwriting for Freddie Mac value. replacement costs. No BSPRA

Service Coverage special affordable but builders profit can be

(DSC) housing transactions used.

Fees/Costs: Vary with DUS 1%-2% 10% Application financing Application financing and All financable.
lender; 2% Fannie vary with transaction application fee and placement, HUD placement, annual mortgage
Mae fee refunded size. inspection and annual insurance premium and
at closing (except mortgage insurance inspection fees.
$10,000, refunded prem.
when legal req.)

Restrictions: Yield Maintenance | Yield Maintenance N/A Property must be Minimum 30-day leases, no No deposit in excess of one

minimum three years transient services, single asset month’s rent.
old; lease terms must entity borrower. No congregate

be at least one month; housing.

no transient services on

the property.

Advantage: 80% LTV, 30 year Because of direct Competitive terms, Long term, fixed rate, Long term, fixed rate, full Long-term, fixed rate, full
amort; Fannie Mae review by Fannie Mae’s conditions, process full amortization, non- amortization, non-recourse, amortization, non-recourse,
usually in the Prior Approval, can and rates. recourse, competitive competitive interest rates. competitive interest rates.
market with a good | handle greater interest rates. Less experience required of
price. complexities than management companies.

other product lines.

Disadvantage: Currently unable to | N/A DSC is high Processing time, three- | Processing time; prevailing wage | Processing time; prevailing

lock rate spread
until processing is
complete.

compared with other
conduit programs;
small loans have 25%
recourse.

year old property
requirements

rates. Congregate housing is not
eligible.

wage rates.
&




About Shattuck Hammond Partners

Shattuck Hammond Partners Inc. is a full service investment banking
firm specializing in the healthcare services industry with particular
focus on the managed care, hospital, physician practice, long-term
care and senior housing sectors. Through offices in New York, San
Francisco and Atlanta, Shattuck Hammond provides municipal and
corporate finance services to healthcare providers and payers
throughout the country. The firm’s professional staff of 31 investment
bankers makes it one of Wall Street’s largest firms serving healthcare
clients. Our long-term care and assisted living experience includes a
wide range of private and publicly traded companies. Recent
transactions involving the long-term care and assisted living industries
include the following:

Kapson Senior Quarters Corporation (Woodbury, NY)

Provided a variety of financial advisory services in conjunction with
acquisitions, joint ventures, and debt financings.

Developed strategic options assessment for private family-owned assisted living
business.

Served as financial advisor in conjunction with $36 million initial public

offering.
Karrington Health, Inc. (Columbus, OH) and Catholic Health
Initiatives (Cincinnati, OH)

Financial advisor to CHI in structuring the Karrington/CHI joint development
agreement and negotiated $28 million development and term loan financing.

Litchfield Asset Management Corp. (New Milford, CT)

Served as financial advisor to Litchfield Asset Management for the acquisition
of 43 long-term cavre facilities and structured the $170 million financing for this
transaction.

Shattuck Hammond Partners Inc. operates nationally from three
offices as listed below:

New York San Francisco Atlanta

630 Fifth Avenue 601 California Street 3290 Northside Parkway
Suite 2950 Suite 2150 Suite 925

New York, NY 10111 San Francisco, CA 94108 Atlanta, GA 30327
212.314.0400 Phone 415.788.6900 Phone 404.846.1800 Phone
212.314.0444 Fax 415.788.0822 Fax 404.846.1801 Fax
Joseph G. Beck Mark G. Harrison William B. Hanlon III

Michael B. Hammond
Mitchell L. Kornblit
Richard J. Lorenti
Vinton L. Rollins
Barbara Z. Shattuck
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