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Senior Housing Concerns for 2015

The senior housing market, which the American Seniors
Housing Association (ASHA) defines as consisting of
senior apartments, independent living communities,
assisted living residencies, and continuing care
retirement communities, experienced a sizeable
downturn during the recent U.S. housing market
collapse and subsequent recession.! However, the 76
million baby boomers that recently began turning 65 are
expected to cause a surge in demand for senior housing
in the near future.? In fact, though new construction of
senior housing facilities in the market slowed,’ senior
housing occupancy and annual rent rates have grown
since 2010.* According to the National Investment
Center for Seniors Housing and Care, the occupancy
rate across senior housing options was 90.5% during the
fourth quarter of 2014 (a 3.6% increase from its cyclical
low of 86.9% during the first quarter of 2010), and
annual asking rent grew at a steady 2.3%.° As the
market begins to adjust to an aging population,
investments in senior housing options are becoming
increasingly attractive, with demand expecting to grow
steadily without reaching its peak for an estimated 15-
20 years.®

However, as the senior housing market begins to shift, a
number of industry concerns are likely to arise and must
be monitored. Non-profit associations such as ASHA
and the Assisted Living Federation of America (AFLA),
have lead the way in advocacy for parties with shared
interests in the senior housing industry.” In furtherance
of their mission to be the senior housing industry
thought leader, AHSA recently developed a five year
plan that addresses strategic goals involving advocacy,
research, education and leadership, meetings, and
industry promotion.® While ASHA’s plan promotes its
own organizational goals, it also identified concerns that
will affect the senior housing industry on a broader
scale. Some of the most prominent concerns include
maintaining state (in contrast to federal) oversight of
senior housing and limiting tax reform that would have
adverse effects on the senior housing industry.” This
Health Capital Topics article will discuss these concerns
for the senior housing market as well as discuss the
evolving competitive and regulatory context driving
these concerns.

First, many stakeholders in the senior housing market,
including the ASHA, have demonstrated significant
concerns about growing federal oversight of the senior
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housing market, particularly in regard to quality of
senior housing and care provided in senior housing
facilities.® Traditionally, senior living quality has been
regulated on a state level through a survey process that
tracks quality measures relevant to the health of the
elderly," with such measures like provider staffing
capacity and timeliness of care delivery,” as well as
outcomes measures for elderly residents, such as
pressure ulcers, falls leading to injury, and urinary tract
infections.*® However, as part of the Patient Protection
and Affordable Care Act (ACA), the Centers for
Medicare and Medicaid Services (CMS) has taken a
more active role in regulating quality of care in senior
housing, much to the ire of the ASHA and ALFA.*
Under its authority through the ACA, CMS has
developed quality standards and survey requirements
that nursing facilities must satisfy, including disclosure
of ownership and financing structures, implementation
of compliance and ethics programs for care delivery and
third-party billing, and outcome measures.> CMS then
reports these figures on its Nursing Home Compare
website, which allows consumers to search for quality
data for a particular nursing home.*® While these new
CMS standards seek to encourage quality, the ASHA
derided this approach in this 2014 Strategic Plan, calling
such an approach a stepping stone to “onerous, one-
size-fits-all federal regulation” that limits the state
flexibility necessary to meet individual needs of nursing
homes.” Coupled with other federal requirements,
including the impending employer mandate for
providing health insurance® as well as National Labor
Relations Board rulings on issues such as employers’
rights to control employee use of its email system,
arbitration deferral standards, and microunions,** many
senior housing advocates feel that federal control is
trending to increase.

Second, many actors in the senior housing market fear
that recent tax reform proposals may jeopardize their
ability to meet increasing demand for senior housing
from baby boomers. In the fourth quarter of 2014,
senior housing properties averaged an occupancy rate of
90.5%, a 0.9% increase from the fourth quarter of 2013
and a 3.6% increase from the first quarter of 2010.%
Much of this increase is driven by the aging baby
boomer (i.e., Americans born between 1946 and 1964)
population, which is turning 65 at a rate 10,000 persons
per day.” In response, increased capital has become
available to support growth in the skilled nursing and
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assisted living markets to satisfy this demand.?? Many of
these projects utilize provisions in the tax code to
finance senior housing construction, such as the Section
1031 like-kind exchange rules, which allows deferred
payment on taxable gains through a real estate
transaction if the proceeds are reinvested in similar
property.® However, the ASHA fears that recent tax
reform proposals, notably the draft legislation offered
by former House Ways and Means Committee
Chairman David Camp in 2014, would eliminate many
tax provisions critical to financing senior housing.**
Critically, Chairman Camp’s draft legislation proposed
to repeal like-kind exchanges under the tax code as well
as many other tax credits that are utilized to construct
senior housing.?® Although the draft legislation never
passed the U.S. House, the ASHA fears Chairman
Camp’s proposal may be utilized as a framework for tax
reform in the future.®® Market analysts for senior
housing may find it wise to follow the lead of ASHA
and pay attention to potential tax reform efforts in the
future and their effect on senior housing.

As the market for senior housing continues to evolve in
the wake of the aging Baby Boomer generation, senior
housing stakeholders should continue to monitor these
federal, state, and tax code developments. Advocacy by
actors in the senior housing market, which is likely to
focus on the role of federal regulatory oversight over the
quality of senior housing and the care provided®’ as well
as tax reform, will be important in determining the
economic outlook for senior housing in this time of
increasing demand.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief
Executive Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized
healthcare financial and economic consulting firm headquartered in St. Louis, MO, serving
clients in 49 states since 1993. Mr. Cimasi has over thirty years of experience in serving
clients, with a professional focus on the financial and economic aspects of healthcare service
sector entities including: valuation consulting and capital formation services; healthcare
industry transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other regulatory and policy
planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as several
professional designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow
Royal Institution of Chartered Surveyors (FRICS — Royal Institute of Chartered Surveyors); Master Certified
Business Appraiser (MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA —
National Association of Certified Valuators and Analysts); and, Certified Merger & Acquisition Advisor
(CM&AA — Alliance of Merger & Acquisition Advisors). He has served as an expert witness on cases in
numerous courts, and has provided testimony before federal and state legislative committees. He is a
nationally known speaker on healthcare industry topics, the author of several books, the latest of which
include: “Accountable Care Organizations: Value Metrics and Capital Formation” [2013 - Taylor & Francis,
a division of CRC Press], “The Adviser’s Guide to Healthcare” — Vols. |, 11 & 111 [2010 — AICPA], and “The
U.S. Healthcare Certificate of Need Sourcebook” [2005 - Beard Books]. His most recent book, entitled
"Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services" was published by John
Wiley & Sons in 2014.

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published
articles in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by
healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in
Business Valuation” conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial
Board of the Business Appraisals Practice of the Institute of Business Appraisers, of which he is a member of
the College of Fellows. In 2011, he was named a Fellow of the Royal Institution of Chartered Surveyors
(RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis for
hospitals, physician practices, and other healthcare enterprises. Mr. Zigrang has over 20
years of experience providing valuation, financial, transaction and strategic advisory
services nationwide in over 1,000 transactions and joint ventures. Mr. Zigrang is also
considered an expert in the field of healthcare compensation for physicians, executives and
other professionals.

Mr. Zigrang is the author of the soon-to-be released “Adviser’s Guide to Healthcare — 2nd Edition” (AICPA,
2014), numerous chapters in legal treatises and anthologies, and peer-reviewed and industry articles such as:
The Accountant’s Business Manual (AICPA); Valuing Professional Practices and Licenses (Aspen
Publishers); Valuation Strategies; Business Appraisal Practice; and, NACVA QuickRead. Additionally, Mr.
Zigrang has served as faculty before professional and trade associations such as the American Society of
Appraisers (ASA); the National Association of Certified Valuators and Analysts (NACVA); the Physician
Hospitals of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial
Management Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business
Administration (MBA) from the University of Missouri at Columbia. He is a Fellow of the American College
of Healthcare Executives (FACHE) and holds the Accredited Senior Appraiser (ASA) designation from the
American Society of Appraisers, where he has served as President of the St. Louis Chapter, and is current
Chair of the ASA Healthcare Special Interest Group (HSIG).

John R. Chwarzinski, MSF, MAE, is Senior Vice President of HEALTH CAPITAL
CONSULTANTS (HCC). Mr. Chwarzinski holds a Master’s Degree in Economics from the
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M. Olin School of Business at Washington University in St. Louis. Mr. Chwarzinski’s areas
of expertise include advanced statistical analysis, econometric modeling, and economic and
financial analysis.

Jessica L. Bailey, Esq., is the Director of Research of HEALTH CAPITAL CONSULTANTS
(HCC), where she conducts project management and consulting services related to the
impact of both federal and state regulations on healthcare exempt organization transactions
and provides research services necessary to support certified opinions of value related to the
Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services. Ms. Bailey is a member of the Missouri and Illinois Bars
and holds a J.D., with a concentration in Health Law, from Saint Louis University School of
Law, where she served as Fall Managing Editor for the Journal of Health Law and Policy.

Richard W. Hill, 111, Esq. is Senior Counsel of HEALTH CAPITAL CONSULTANTS (HCC),
where he manages research services necessary to support certified opinions of value related to
the Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services, and conducts analyses of contractual relationships for subject
enterprises. Mr. Hill is a member of the Missouri Bar and holds a J.D., with a concentration in
Health Law, from Saint Louis University School of Law.
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