SENIORS HOUSING

Finding Financing For Seniors Housing
Requires Preparation And Understanding

The sleeping beauty that is the senior housing industry is still sleeping,

inancing the purchase or refi-

nance of seniors housing real es-

tate has been a difficult process

for the Iast several years. A few
of the reasons are:

M Seniors housing has a business
valuee atrached to the simple real es-
tate evaluation. When the business
aspect loses money, the value of the
asset is dramatically diminished,

B Wall Street and conduit lenders
stopped funding seniors housing because
of overbuilding and high delinguencies.

but at least she’'s out of her coma.
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M Nursing facilites primarily gener-
ate revenue from state and federal re-
imbursement programs, such as Medic-
aid and Medicare. State and federal
budget deficits and decreased reim-
bursements from these programs have
adversely affected seniors housing.

The best way for a borrower or
agent to successfully secure a loan for
a seniors housing facility is to under-
stand the process of seniors housing
lending. You must know where your
property fits in the prospective

lender’s pecking order, who
the prospective lenders
are, and how to prepare to
increase your project’s
chances of getting approval
from the sleeping princess
that is your prospective
lender.

Let’s talk about where
your property fits within the
property types composed of seniors
housing.

Definitions of property types

Assisted living facilities (ALF) are
designed for residents who require as-
sistance with “activities of daily fiv-
ing” such as dressing, bathing, house-
cleaning, preparing meals and taking
medication,

The staff is generally trained in
customer service and personal care.
Although they have a nurse on staff,
residents do not require regular nurs-
ing care.

They have different building de-
signs than congregate care facilities.
Offices for cae additional service
provider are necessary, COMImMON areas
are designed to handle residents with
additional support needs and in-
creased wheelchair use.

Units are smaller and may be pri-
vate or semi-private. Most often the
revenues come from private pay.

Congregate care facilities (CCF)
are commonly referred to as inde-
pendent living facilities; they provide
residents non-medical services such as
meals, housekeeping, wansportation
and security.

On-site staff or third-party health-
care services provide limited health-
care services, Generally, licensing is
not extensive. Projects lock like mul-
tifamily except common areas are
larger and wnits are smaller. Typically
there is a comumon dining room.

Units may contain special appara-
tus such as emergency pull cords and
grab bars. Most ofien, revenues come
from private pay.

Continuing care retirement com-
munities (CCRC) are large projects
thar offer a continuem. of care, from
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congregate to subacute care,

Often residents pay en-
trance fees and anmual maince-
nance fees. Due to upfront
entrance fees, determining the
appropriate normslized cash
flow is complicated.

Senior apartments are
merely age-restricted apart-
ments limited to residents 55
and oider.

Skilied narsing facilities (SINF)
provide 24-hour nursing care. The
market is heavily regulated; new proj--
ects require a certificate of need
(CON) in some states.

Reimbursements from Medicaid or
Medicare necessitate extensive record
keeping. They range from intermedi-
ate to subacute care facilides, general-
ly for residents recently released from
hospitals and who require intensive
nursing care.

Corridors are generally wide and
centered around a pursing station.
They can be private pay, insurance, or
state/federal pay (Medicaid and/or
Medicare).

Most real estate lenders don’s make
loans to the seniors housing industry,
and most who do only finance senior
apartments, congregate care and as-
sisted living. That is, if you're lucky
and, mest importantly, prepared.

How to get prepared

Here are a few basic points to re-
member when preparing a loan ap-
plication.

B Xnow what you want, namely the
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exact amount of the loan that works
for you. Be ready to show a specific
use of funds to your prospective
lender.

M If it’s 2 purchase money transac-
tion, be realistic about the loan-to-
value you are requesting.

B Be ready o personally goarantee,
as most Jenders require a guarantee,

M Fix uwp your property. Your
prospective lender is much like a
prom date. You’re only going to the
big dance if you look the part.

M Review your balance sheet and
historical operating numbers, They
must make sense to you or they won't
fiy to your lender.

W Review the title report. Clear up
potentially hard-to-expiain Hens be-
fore making an application,

M Know how your facility measures

after. A lock out - you simply cannot
prepay your loan until the lock out
period expires.

Yield maintenance or defeasance -
this one is tricky and requires both
knowledge of fatnre interese rates and
2 Ph.D. in mathematics,

So now you are prepared. But who
the heck is going to consider your
loan?

If you're 2 big fish, yon can go to a
large bank or invesoment banker. That
is, if your statements are audited, your
cash flow is positive and you have
multiple properties.

Oh, and your request must be at
least $25 million. So where does the
average seniors housing owner go to
secure a loan on one or two proper-
ties? Over the last several years, the
loan of choice (unless you golf with
your local banker and always et

up against the competition, both in
vour market and re- "
glonally.

W Have an under-
standing of your occu-
pancy level numbers
and percentages.

B Prepare a business
plan to increase your
occupancy rate to in-
dustry norms. Borrow a
template from a weil~
known software pro-
gram on business plans.

W Type your appili-
cation or print clearly, and attach all
exhibits the lender requires at the
time of submission. Trailing data only
confuses the process.

W Be realistic on your property’s
market value. It helps to be familiar
with what the lender’s appraisal will
COVer i scope,

W Learn vour lender’s loan-to-val-
e limits.

B Tind cut the debt coverage ratio
{DCR) your leader requires, Know
what a debt coverage is. Its 2 simple
percentage calcalation that divides
your prospective annual payment into
your net operating income. Most
fenders require at leasta 1.35 DCR.

™ Find out if your lender allows
subordination of junior financing, if
you require it.

W Find out the prcpayment penalty
associated with your new loan. The
types of prepayment options offered
in the indastry differ and can be very
important to your decision of what
type of loan or lender to take. You
might get through the lending and
approval process gauntlet only to dis-
cover you may be able to check in but
you ¢an never leave.

Tipes af prepays

These are three types of prepay-
ment penalties:

The percentage or diminishing
scale with 2 loan call or due date. For
example, 5% the first year, 4% the
second year, 3% the third, 2% the
fourth, 1% the fifth and none there-

him or her win)
FHA/HUD or a Fannie
Mae loan.

FHA is & bureaucracy.
It takes a long time to
even get an appoint-
ment to disciss getting
an application. Some
mortgage specialists
know this process cold,
and there are good ones
out there. Gier one who
can do what they cali
MAP (Muliifamily Ac-
celerated Processing), otherwise
known as the “fast wrack process.”
Don’t expect the fast ack to be fast.
It’s sort of like the express lane at the
grocery market that only rakes cash
when you only brought your check-
hook.

Conduit fenders are the Wall
Street people with the yield mainte-
nance or defeasance prepayment
penalty outlined earlier. Remember
the sleeping beauty reference. Con-
duit loans are generally not currently
available.

Portfolio lenders can essentially do
what they want within the confines of
the program the lender has prescribed
for you.

‘What does the futuze of the senjors
housing market look fike?

The answer to this question lies in
the math. None of us are getting any
younger, but we are living longer. The
chances of the boomer generation
matriculating through the seniors
housing maze are unprecedented,

Government will not be able to
fund the industry needs. There is
simply not enough money to allo-
cate now or in the future from
FHA/HUD to fuel the real and feture
demand.

Just by sure force of numbers, it
would seem that most facets of the
lending industry must embrace lend-
ing parameters to serve seniors hous-
ing. This must happen in the near fu-
ture, once the excess of product in
some markets is absorbed. °

the “unusual leader,”
" consider the ous—of-step deal, the deat i
that has some problems, ‘the deal that
 our typical lender will not consider, "
“the ‘type of deal dizt’ has merit, but -
has 2 hard time persuading lenders to " ;
‘at least consider looking at it
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Today, we ﬂnd what 1 would call

In our indusfry, ‘we refer to those

future date. -

. As‘a commercial mortgage bro»f
g 'ker for the past 14 years, 1 find "
“that clxents know ‘more than they

‘sometimes are willing to admit.

" one who will }

enders as “semi-hard to hard” mon-
| ey sources; If, afier careful underwric-.
“ing, the lender decides ro approve the -
~loan, the rate, terms and conditions,
arg what we would call “cough.” But =
remember, the deal is not a cream
" puff. The cost may be expensive i
today’s lending environment, but if it~
satisfies vour needs, then you go for |
it, and consider reﬁnancmg at some"_'

" good news and not the bad.

Fhey think they have that cream

*. puff and won't admit there is some

CONTINUED FROM F‘AGE 20
: . fessional commercial mortgage bro-
:ker wifl and should level with the
::'borrower on’aspects of the property
: and loan transaction. No use wasting -

sourness in the transaction. A pro-

time and energy. We only get pazd 1f
the deal is accepted and funded. ..
= My previows articles have encour:
aged readers to check the credendals
of . mortgage brokers who wark-on.

“the client’s hehalf. I you don’t,
. shame ‘on you: I you don't ask for |
“yeferences and previous transactions,”

shame on you. Too many, cliénts
have wasted valuable time and mon-:
ey, only to find out that the bmker'
cannot do what he promised. :
. Not all deals are cream puffs i3
they were, many brokers in our in-
dustry would be out of business, The .

" deals would float to the local lenders

and be Iooked at as a piece of cake.”

" ‘Regardless, T still will recommend to

clients to use-a professmnal_com- :
mercial mortgage broker to get their

. deal done. Cream puff or not, it wil
Sometimes they think or wish we'

could be miracle workers. Some-

- times They only wane to hear the’

be the best investment that vou will

‘make in this crazy world of commer-
_cial loan financing. -~ = e

Call Charies MacManus
for mora information.

~ Looking for the best
financing solutions for your
credit tenant property?

Take aim with Capital Lease Funding.
The ieader In Credit Tenant Lease {CTL} financing
* $3 billion of high leverage loans funded with
over 70 corporate tenants
* Long term and proprietary 10 year financing options
* Most property types quatlify
* | sases as short as 10 years financed
* Developer equity partnership programs
* Fuli range of advisory services

CAPITAL

Lease Funding

The Setee far CTL Fingncing

292.217.6300 www.capiease.com
11¢ Maiden Lane, New York, NY 10608
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