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Dealmaker’s Handbook
Catching a wave
Yes, I’ve heard about the sub-prime lending fiasco. Of course I’m aware that debt-heavy
private-equity firms have their down sides. And I’ll be the first to admit that no rally lasts for-
ever. That said, has there ever been a better time to be in this business?

As writer John Andrews points out in our first story, the seniors housing and care sector is
enjoying an unqualified renaissance. Median occupancies are well above 90%. Supply is grow-
ing at a moderate pace. Demand has been more than keeping up its end of the bargain. Even
craggy-faced veterans have to admit that these are pretty special times.

With this, our second annual Dealmaker’s Handbook, we hope you’ll get a catbird view of
what’s currently playing out. We examine how reliable data is fueling better business deci-
sions, why it has never been more important for lenders and borrowers to work together, what
needs to happen after a deal is struck, and how it’s possible to do well while doing good – just
to name a few issues.

There’s no doubt that good fortune has smiled on this sector. But we at McKnight’s have
been very fortunate as well. We owe special thanks to the National Investment Center for the
Seniors Housing & Care Industry, our collaborator in this effort. There are no guarantees
about the future. So let’s enjoy this high tide while it lasts.

John O’Connor, Editorial Director
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A wave lik

The tide has never
been higher for 

the seniors housing
and care industry, as

key indicators remain 
overwhelmingly 

positive in all sectors.
But remaining

successful in 
this increasingly 
competitive field 

will be no day 
at the beach.

By John Andrews
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Market overview

SNF occupancy (median)
LLeeaaddeerrss

Rank Metro Occupied
1 Minneapolis 97.9%
2 Philadelphia 97.8%
3 Cleveland 97.0%
4 Pittsburgh 96.7%
5 New York 96.3%

LLaaggggaarrddss

27 Dallas 88.7%
28 Portland 87.9%
29 San Antonio 87.8%
30 Houston 87.2%
31 St. Louis 86.7%

Source: NICMAP™  2007 (figures are for first quarter)

Nursing care revenues*
LLeeaaddeerrss

Rank Metro Daily Revenue
1 New York $304
2 Boston $279
3 San Francisco $248
4 Philadelphia $231
5 Seattle $217

LLaaggggaarrddss

27 Kansas City $141
28 St. Louis $137
29 Houston $132
30 San Antonio $127
31 Dallas $125

* per occupied private-pay bed
Source: NICMAP™  2007 (figures are for first quarter)

ators is most commonly cited as the main reason for the

industry’s robust financial health, but it also raises the

question of how and why it happened. The most obvi-

ous answer, Kramer says, is experience.

“For most of its short life, seniors housing has been 

a very fledgling industry,” he said. “Many seniors hous-

ing companies formed in the ‘90s were essentially real

estate plays with little or no focus on operations. It was

just a matter of time. The wheat and the chaff have now

been separated.”

The epiphanies that emerged from the painful lessons

of the late ‘90s and early 2000s drastically changed the

way operators approached the business and as a result,

created today’s fertile growth climate, Kramer said.

“Seniors housing is a real estate platform but it is also

an operating business,” he said. “It is people-intensive

in terms of residents and staff. It has led operators to the

realization that they must focus on operations – a pro

forma means nothing if a facility takes three years to fill.

So with the help of industry associations, which have

placed a higher and higher premium on education, facil-

ity operators now know how to satisfy their residents.”

Cobb adds that the emphasis on care created a spiral

effect that touched off a positive series of events. At the

same time, he said, the investment community has

become more selective in the types of projects it finances.

“You saw a wonderful thing happen after the down-

turn in that people hunkered down and focused on

operations – that’s what the great operators have done,”

he said. “But it’s still hard. We just had a big meeting

Heavy hitters
come to NIC
The National Investment
Center for the Seniors
Housing & Care Industry
has lined up an A-list of
speakers for its 17th
Annual NIC Conference in
the nation’s capital Oct. 3-5.

The esteemed roster
includes Alan Greenspan,
economist and former
chairman of the Federal
Reserve; former Speaker
of the House Newt
Gingrich; and Peter
Linneman, one of the
nation’s foremost real
estate strategists.

Gingrich will share his
views on revamping
healthcare. He is currently
co-chair of the National
Commission for Quality
Long-Term Care, along
with former Sen. Bob
Kerrey. In addition,
Gingrich recently founded
the Center for Health
Transformation and is the
author of several books.

Linneman, professor of
real estate, finance and
public policy at the
University of Pennsyl-
vania’s Wharton School of
Business, will examine the
performance and expecta-
tions of commercial real
estate. He will also
address the implications
and expectations of
seniors housing and care
being considered as part
of this domain.

with the team and I know it’s about numbers now, but

we will not veer from our original intent of only dealing

with quality operators. If someone won’t do business

with us because we are comprehensive in our due dili-

gence, so be it.”

Evolution continues

Almost everyone realizes that the gravy train will eventu-

ally have to pull into a station down the line, but at this

point it shows no sign of slowing. Ongoing commitment to

innovation in operation, design and client services should

ensure operators’ ready access to capital as the industry

continues along its evolutionary path, observers say.

“The innovations we see today have produced an

incredible amount of diversity, but I suspect they will

look staid and boring 10 years from now,” Kramer said. 

Lewis agrees that operators need to be thinking ahead

in terms of what creative features to add, but maintains

that there are no uniform templates in place.

“Every operator will be anticipating what future

demographics will need, and baby boomers will be dif-

ferent than the current generation,” he said. 

“They are accustomed to having their own way, so

service levels and models of care will have to evolve in

order to meet those demands. The operators who suc-

ceed will design a model that captures a bigger share of

residents’ wallets with an optimal service package. What

those will look like? You could ask five different people

and get five different answers.” 
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sensed that financiers from all over hungered for a cen-
tral data repository dedicated to the kinds of facts they
needed to plot discerning investment strategies. 

“There really hadn’t been a concerted effort in the sen-
iors housing industry to open it up to the investment com-
munity,” Hargrave said. “We thought, ‘If we open up,
there will be an influx of smart capital, driving down the
risk premium — ultimately lowering the cost of capital.’”

The Nicmap.org Web site is interactive and contains
downloadable features for extensive searches. Visitors
can draw up key indicators at aggregate levels covering a
million units if they choose. NIC counts more than 100
companies as subscribers and has approximately 1,000
registered users. Subscriptions range from $3,900 to
$30,000 a year and are also sold on an ad hoc basis.

NIC MAP’s data is generated by a third-party firm in
Oxford, MS, called ProMatura. Its survey team exam-
ines every qualified seniors housing property in the top
31 MSAs, determining basic supply and demand metrics
such as occupancy, revenue per occupied unit, unit mix,
age of property and move-in rates. NIC then takes the
data and aggregates it into specific data reports.

Geography Lesson
In order to meet the escalating number of queries for
smaller U.S. markets, the NIC MAP staff has launched
an ambitious expansion project that will more than triple
the number of MSAs it profiles. NIC has just finished
building the property or “supply” database, covering all

market rate seniors housing properties with 25+
units/beds in the top 100 metro markets and will be
releasing to subscribers this supply and construction
data early this fall. Toward the end of this year, occu-
pancy and revenue data will be collected for the top 100
metro areas, and users should have access to historical
reports by late 2008 or early 2009.

Hargrave says that by 2009, MAP will provide full cov-
erage of the seniors housing and care market, expanding
its reach to over 61% of the US 75+ population. At that
point, MAP will truly be comparable to data services cov-
ering “core” real estate asset classes such as office/indus-
trial and multifamily. “One thing we see in other sectors is
standardization and branding. Office/Industrial has
Class A, B, etc., multifamily has clearly defined operating
and categorizing metrics, and the hotel sector has very
distinct branding. In seniors housing, we are just begin-
ning to see the advent of standardization among proper-
ties. As for national branding, that is something that will
certainly come to seniors housing, and when it does,
MAP will be the service that helps measure the funda-
mental characteristics of such a strategy,” says Hargrave.

As the project charts vast new territory, the MAP crew
will also have a much better handle on quantifying the
size of the seniors housing industry, Hargrave said.
“That’s half the equation right there – learning what
exists out there,” he said. “No one really knows how
large the seniors housing and care industry is. This will
put us well on our way.”

Why aren’t SNFs enjoying a growth spurt?
While independent living and assisted living properties are enjoying unprecedented
growth, the story is quite different for the skilled nursing sector. In fact, the total
number of skilled nursing facilities has remained essentially unchanged during the past
three years, according to industry statistics.

Opinions vary as to why nursing homes have missed out on the ongoing construction
boom. One view is that skilled nursing is a more mature business, so it has less of an
ability to expand into new markets. Others suggest that other options, especially
independent living and assisted living, currently have an upside that investors find
irresistible.

Still others see the nursing home industry’s negatives catching up with it. Both state
and federal policy-makers have been pushing non-institutional eldercare alternatives in
recent years. And the assisted living sector now attracts the majority of lower acuity,
private-pay residents. Moreover, the term “nursing home” carries a generally negative
connotation for many, they add. And the sector has had to deal with plenty of negative
publicity.

Despite such challenges, most agree that skilled care remains the “800-pound
gorilla” of seniors housing and care. Few expect the sector to become a marginal player
any time soon. Moreover, nursing homes are not standing pat. Many are expanding into
higher and lower acuity service areas. Other facilities have taken a less proactive
approach: They are simply dropping “nursing home” from their name.

“Today we
can provide
a much more
transparent
view of the
industry.”

John Cobb
Senior Managing
Director 
GE Healthcare
Financial Services
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BY JULIE E. WILLIAMSON

D
eveloping a seniors housing community is
never easy, and unexpected hurdles can make
the challenge even more daunting.

Working with an experienced lender with a solid rep-
utation and a history of creative problem-solving can
mean the difference between a developmental night-
mare and an operational dream come true, experts say. 

The latter outcome proved to be the case for FH LLC,
a Washington limited liability company formed in 2004
to acquire, construct, own and operate Skyline at First
Hill, a $214.7 million start-up continuing care retirement
community to be located in Seattle. 

Sponsored by Presbyterian Retirement Communities
Northwest (PRCN), an operator of two high-rise com-
munities in the Seattle market and the city’s only not-for-
profit, multi-site senior living operator, and with
development assistance from Greystone Communities
Inc., Skyline will consist of two connected buildings on
a campus occupying a 1.3-acre city block in Seattle’s
downtown neighborhood of First Hill. 

The first building will be a 26-story tower featuring 199
independent living apartments and one guest apartment.
The second building, a 14-story tower, will house 60
assisted living units, 16 memory-support assisted living
suites, a health center with 34 nursing beds, and a mix of
administrative offices, retail space and common areas.

In a city where real estate has become increasingly
hard to come by, securing that location and acreage was
no small feat. 

That wasn’t the primary challenge, however. PRCN’s
initial hurdle was to establish repositioning strategies for
the Exeter House campus in downtown Seattle, which
has too few independent living units and an outdated
skilled nursing unit. Of the 32 skilled beds, 25 have three
to four beds per room.

“With Skyline, we were looking for a good site that was

close to Exeter House that would allow us to reposition
that [community],” said PRCN CEO Brian Englund.
Much of that repositioning, he explained, would involve
moving the skilled beds from Exeter to Skyline, along
with two other skilled beds from Park Shore, another
PRCN-owned community. 

Vacating the nursing floor and reconfiguring assisted
living will allow PRCN to build two new floors of larger
independent living units at Exeter House, with health-
care needs at Exeter being referred to Skyline or other
providers in the market.

Overcoming obstacles
Given the project’s magnitude, finding the right invest-
ment banker was essential to Skyline’s success. For
PRCN, that meant Ziegler Capital Markets. 

The investment banking firm first helped PRCN
evaluate its existing operations and creditworthiness
through a capital planning engagement in 2000. 

In 2003, the two worked together to choose a devel-
opment partner best suited to the project. With the
team’s business plan taking shape, Ziegler then provided
financial assumptions for the forecast and offered input
on legal and corporate structuring to facilitate the
planned growth. 

From there, Ziegler assisted PRCN in structuring a
bank line of credit as a low-cost source of seed capital, and
then designed a finance plan for Skyline as non-recourse,
stand alone financing, working with PRCN to structure
limited support in the form of subordinated debt.

“We felt this project would make it possible to
increase quality and help serve as a good solution to some
of the challenges being faced at Exeter House,” noted
Mary Munoz, managing director, Ziegler Capital
Markets. She underscored the value of such a multi-site
system that could “blend and balance different [senior
housing] models” within the same community.

Working together

“We were
fortunate
because we
were able to
transfer the
34 nursing
beds over 
to the new
project with-
out getting 
a new certifi-
cate of need.

Mary Munoz
Managing Director
Ziegler Capital
Markets

Building a community for seniors in a congested urban area is difficult at best. But when the
developer and lender are committed to success, almost any obstacle can be overcome.

267477_WorkingTogether_p10-11  8/17/07  1:30 PM  Page 10



Business strategy

DEALMAKER’SHANDBOOK 11

Keeping your lender happy
Savvy seniors housing operators know that securing loans and maintaining a
positive relationship with lenders requires a high degree of due diligence. For
starters, that means having a solid understanding of the market, as well as the
competition.

“Having market work already completed is something we look for,” said John
Cobb, senior managing director, GE Healthcare Financial Services, Chicago. “It
shows us they’ve done their homework, which makes a lender happy.”

There’s more to securing financing than merely being privy to the market,
however. Because quality operators own quality buildings, Cobb pointed out
that lenders will look for proof. GE Healthcare Financial Services, for example,
analyzes each operator for a full day, carefully assessing staffing ratios and
various quality-of-care issues. “We want to have a clear understanding of how
they work,” he said.

Serving up concise, clearly-defined data electronically – and in an easy-to-
decipher spreadsheet, ideally – can be another feather in a loan-seeking oper-
ator’s cap, according to Cobb. The same can be said for providing lenders with
interior and exterior building photos. “Lenders love photos,” Cobb said. “They
give us a clear picture of the vision.”
Not-for-profit sponsors should be willing to share with lenders what they hope

to get out of the development project, and how they plan to contribute, added
Mary Munoz, managing director, Ziegler Capital Markets Group, Scottsdale, AZ.
“We want to know a sponsor’s goals and limitations.”

Because of the complexities surrounding the transfer
of the skilled nursing beds, however, Ziegler worked
with special healthcare counsel to obtain assurance from
Seattle’s Department of Social and Health Services
regarding certificate-of-need issues.

“We were fortunate because we were able to transfer
the 34 nursing beds over to the new project without get-
ting a new certificate of need,” Munoz explained. 

Ziegler also gained approval from PRCN’s bond
insurer to transfer the beds at a future date and arranged
for revenues to be lockboxed until the license to operate
the beds is transferred to Skyline, following its opening
slated for the spring of 2009.

Near attractions
Skyline’s property is located near churches, museums, uni-
versities, high schools and other attractions, allowing res-
idents to stay more closely connected to the community. 

One of the two parcels consists of land acquired from
an investment group and an alley to be vacated by the city
of Seattle upon the construction’s completion. The remain-
ing parcel was acquired from the Catholic Archbishop of
Seattle and Trinity Parish of Seattle – an agreement that
ultimately benefited both Skyline and Trinity. 

Under this agreement, Trinity will be granted a per-
petual easement for 100 parking spaces in the to-be-con-
structed parking garage. While the agreement is in effect,
Trinity will pay a portion of the real estate taxes, utilities,
insurance, and maintenance expenses related to the
parking structure. 

“To get a full block in this city is difficult to do and
there were some challenges to overcome, but overall,
everything’s gone smoothly,” said Englund. That’s espe-
cially true of the financing process. From the initial
period of marketing to the closing of financing, it took
just 19 months. “We definitely broke new ground with
this project and we’re very excited to see the final result.”

When completed, Skyline at First Hill will occupy a 1.3-acre city
block near many of Seattle’s most popular attractions.
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BY JOHN ANDREWS

B
lockbuster deals seem to be getting announced
lately with alarming regularity: Carlyle buys
Manor Care, Fortress gets Holiday, Emeritus

pursues Summerville, Ventas wins the bidding for
Sunrise’s Canadian REIT, Formation Capital acquires
Genesis … and now Sunrise appears to be putting out
“for sale” feelers.

“We have reached an unprecedented point in this
industry when you look at the sheer volume of invest-
ment capital that is flowing in,” said Bob Kramer, presi-
dent of the National Investment Center for the Seniors
Housing & Care Industry. “Look at the size of these deals
– north of $6 billion for Holiday and Manor Care. It’s a
great time to be a good operator with well-performing
facilities because you will be rewarded.”

To grasp the magnitude of current merger activity, all
one has to do is look at the mushrooming volume at New
York investment firm Cohen & Steers, which during the
past 18 months has gone from conducting $1 billion a
year in transactions to $1 billion a month.

“To be sure, economic conditions are probably as strong
as they’ve ever been and that scenario creates a fertile
merger-and-acquisition climate,” acknowledged Arnold
Whitman, CEO of Alpharetta, GA-based Formation
Capital, which recently bought Genesis Healthcare.

“Things are so healthy that a little restraint combined
with worldwide economics could put us on a nice run for
an extended period,” he said. 

Anatomy of a merger
Contrary to the public’s perception, a merger announce-
ment doesn’t mean the deal is complete or that it will
even work out. It only heralds the beginning of an ardu-

ous process to come. Plenty of potential snags and pit-
falls stand in the way of two separate companies success-
fully uniting into one.

As someone who is currently undergoing this tremen-
dous challenge, Whitman concedes that many elements
could have sabotaged his acquisition of Genesis. Topping
the list is human nature, he said.

“Fundamentally, the most difficult aspect is that we’re
dealing with human beings and emotions,” Whitman
said. “If everyone looked at the world the same way, it
wouldn’t be hard. But the difficulty with any transaction
comes from having to deal with people’s expectations
and dealing with them as emotional creatures.”

“We approach business transactions with the basic
philosophy of aligning our interests with our partner so
that we are shooting for the same target,” he said. “The
complexity of these deals is enormous and experience is
our greatest asset – we learn every time what we did
wrong and what we did right. It’s easy to look at num-
bers, evaluate cap rates and multiples, but very hard to
execute transactions that address the myriad complex
issues, such as change of control and the pure dynamics
of seeing things the same way.”

Good and bad judgment
Perhaps the best bellwether for predicting a merger’s
success or failure is the motivation behind it. Deals initi-
ated for the right reasons usually go through smoothly,
while those with dubious intent either fall through or
break up prematurely, said Ray Lewis, executive vice
president and chief investment officer for real estate
investment trust Ventas Healthcare Properties.

“The best reasons for merging are when you can get a
strategic complement to your business platform – if it

After the
handshake

12 DEALMAKER’SHANDBOOK

“Radical 
personnel
and man-
agement
changeover
can be very
disruptive.”

James Pieczynski
Co-president
Healthcare 
& Specialty 
Finance Group
CapitalSource 

The people in the know say the most
grueling work occurs between plan-
ning a merger and completing it.
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helps you enter a new market, gives you access to more
geography or offers a product type you don’t have,” he
said. “A good example of that is Brookdale Senior Living
taking over American Retirement Corporation, where
Brookdale got the rehab and ancillary service compo-
nent to develop across their portfolio.”

Lewis also pointed out situations when reasons for a
merger are dubious — for defensive purposes, market
domination or trying to gain economic synergies with-
out a strategic plan.

The brass tacks
Jim Sherman, senior managing director for Red Capital
Group in Columbus, OH, has seen many challenges
creep up during deals. Among the most common:

• The assumption of employees and their contracts
and the responsibility to pay existing employee benefits.

• The assumption or payoff of outstanding financing
arrangements, such as debts and leases and who will be
responsible for them.

• When a REIT is purchasing assets and the “current”
owner is leasing the assets back, creating and negotiat-
ing a new agreement can be especially problematic.

Sherman adds that there is a lot more scrutiny and
attention paid to the minute details of a deal than was
previously the case.

“It can take three to six months to get a deal that a
seller and buyer will tentatively accept,” he said. “Many

sellers do not understand the time it takes, the detail and
analysis which takes place before a potential buyer will
make an offer they can stand behind and actually close.
Considering all the questions a potential buyer will ask
and data they will request, a buyer will know more about
the seller than the buyer knows about himself. I contin-
ually am amazed at the level of detail a potential buyer
will go to before they will offer even a preliminary bid.”

One of the most important considerations merging
companies need to bear in mind is how the deal will
affect their respective corporate cultures, advised James
“Piet” Pietrzak, president of Roanoke, VA-based Smith/
Packett Med-Com. 

“It is important that the acquiring entity start slow and
easy with changes to policies and procedures,” he said. 

James Pieczynski, co-president of Chevy Chase, MD-
based CapitalSource’s Healthcare & Specialty Finance
Group, cautioned against losing sight of the acquired
company’s mission.

“One of the key obstacles is that everyone thinks of
seniors housing as a real estate business, and though it’s
a vital component, this is a business that is responsible
for caring for people,” he said. “The provision of quality
care is the key determinant of success. So when I look at
those ingredients, I recommend keeping the facility
operators and existing management in place in order to
achieve the best outcome. Radical personnel and man-
agement changeover can be very disruptive.”

‘There’s a lot of capital in the market’
The current M & A climate has all the earmarks of a feeding frenzy – several high-pro-
file mergers announced in the last year, multiple bidders for each sale and valuations
that are going through the roof.

“Some of the cap rates and prices just make you say, ‘Wow, can you top that?’”
marveled Bob Kramer, president of the National Investment Center for the Seniors
Housing & Care Industry. “Look at the price paid by Carlyle for Manor Care. Just a year
ago if you said a major nursing home chain would be purchased with a cap rate
rumored to be in the eights, you’d be told you were crazy.”

There are a number of different catalysts triggering the consolidation craze, but
Kramer mostly credits investors who are flush with cash in search of yields and who
are impressed by the industry’s revenue and NOI rates.

“They are some very enticing numbers,” he said. “There are some very well-run portfo-
lios around – and those on the East and West coasts are especially attractive to lenders.”

Arnold Whitman, CEO of Alpharetta, GA-based Formation Capital, is one of the
aggressive suitors in the fray, having recently acquired Kennett Square, PA-based
Genesis Healthcare.

“There’s a lot of capital in the marketplace and every transaction is extremely com-
petitive, so buyers must use all their competitive advantages to succeed – whether it’s
strategic, legal or contractual,” he said. “Your ultimate advantage may be that the tar-
get property is more strategic to you than anyone else. That is the case with Genesis. It
was so hotly contested that I paid $120 million more than I planned in order to get it.”

“We learn
every time
what we did
wrong and
what we did
right.”

Arnold Whitman
CEO
Formation Capital
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Good examples
From barbeques to employee rewards, communities are finding that doing right by residents
and employees helps drive success. The bottom line: You can do good and still do well.
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Sunday is barbeque day for residents at Silverado.
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