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Why its Important 
  Successful operation of  an assisted living community largely 

depends on the executive director’s ability to balance the 
financial objectives of  ownership with the interests of  
residents and the employees who serve them. 

  Balancing these conflicting interests, and achieving resident 
satisfaction while maximizing return on investment and 
adding value to the project are the trademarks of  a seasoned 
executive director. 

  Types of  Ownership 
  Proprietary 
  Non-profit Tax Exempt 
  Non-profit Taxable 



Proprietary 
  For-profit sponsored by a privately owned corporation or 

a publically traded entity. 

  Equity divided into common or preferred stock, held as 
retained earnings, distributed as dividends, or 
distributed to shareholders’ equity accounts. 

  Private companies capitalized by a group of  investors 
are under no obligation to disclose financial results. 

  They expect a return on their invested dollars much as 
you expect interest from your bank account. 

  The difference being the rate of  return for the risk on 
the investment. 



Non-profit Tax Exempt 
  Exists by a charter issued by the secretary of  state  

  Must function within the definition of  the charter 

  Usually sponsored by a non-profit affinity group 

  Surplus cash is used to fund capital improvements 
or reserve funds 

  Accumulation of  significant reserve funds can 
jeopardize the 501(c)(3) non profit status 

  Typically CCRCs 



Non-profit Taxable 
  Designed to form cooperatives or condominiums 

  Provide tax advantages to members such as roll 
over of  capital gains and pass through of  real 
estate taxes and interest 

  Substantially higher entry fees, and fall under 
auspices of  state real estate commission 

  Residents benefit from appreciation of  their units 

  Governed by a BOD who hires a management 
company to run the operations 



Operational Budgeting 
  Provides management the opportunity to evaluate individual 

operations annually for efficiency, form, and function. 

  Putting into place a system of  financial planning not only 
makes it more likely that financial targets will be reached but 
also facilitates more accurate cash flow planning and 
forecasts. 

  The budgeting process itself  can be helpful by revealing areas 
in the operation where the setting of  measurable goals would 
be especially beneficial to all participants. 

  The goal of  the budget process is to forecast whether or not 
the expenses of  running the business (cash outflows) will 
exceed revenues collected from the residents and what is to 
be done to cover the projected deficit or, conversely, how the 
surplus will be distributed. 



Budgeting Unit Revenue 
  Budgeting revenue is normally done using projected 

monthly average revenue per unit. In this way census 
projections for the year can be multiplied by the average 
revenue per unit to obtain the total expected unit 
revenue for each month of  the budget period. 

  Average revenue per unit should be calculated from 
existing tenants based on prior period actual results and 
then adjusted for expected rent or monthly service fee 
increases.  

  Calculate these figures for each different unit type by 
isolating the revenue for each unit type and simply 
dividing by the total number of  units that were occupied 
for the previous full month. 



Budgeting Unit Revenue 
  The number of  units budgeted at the average 

revenue per unit assumes that those units are to be 
occupied and producing revenue for each and every 
day of  the month, does not account for proration 
for partial months. 

  Projections for rent or monthly service fee 
increases should be made for the month in which 
they are expected to occur. Remember to account 
for legal notice requirements to the residents as 
may be applicable or required under local landlord-
tenant legislation. 



Rent Increases 
  Two options 1) raise fees for all residents once per 

year at the same time; 2) anniversary date of  the 
residency agreement. 

  1) fee increases must be universally applied, run 
the risk of  organized protests. 

  2) the opportunity to apply different increases to 
similar apartments without the risk of  any 
collective action is greatly reduced. In addition, 
when only a few of  the residents’ renewals become 
due each month, the task of  dealing with individual 
concerns privately is more easily managed. 



Effect of  Interest Rates 
Residents 

  Interest rate factors will play an important role in determining 
the relative cash effects on the residents’ investment returns and 
the project’s debt service. 

  For example, for a resident to qualify financially to live in a 
independent community, most operators require that the monthly 
service fee be no more than 70 percent (85% for assisted living) 
of  the resident’s monthly cash flow disposable income. 
Therefore, for a resident to afford a monthly service fee of  
$3,100 per month, or $37,200 per year, he will require $53,143 
($37,200 ÷ 0.70 = $53,143) in annual income from investments 
and social security. Assuming a 7 percent annual return on his 
investments, the resident will require approximately $514,285 
($53,143 ÷ 0.07 = $759,183) in assets to produce this income 
(not including Social Security payments or asset reduction).  

  Every 1 percent increase or decrease in interest rates will have a 
$7,591 annual effect on the income produced from the assets, or 
$632 per month (not including compounding). 



Effect of  Interest Rates 
Ownership 

  For a 250-unit community valued at $20 million with a 75 
percent loan to value and financed with $15 million on a floating 
rate note, the same 1 percent increase in interest rates will cost 
the owner $150,000 more in interest expense per year. Divide 
this among 250 residents and the $50 per month fee increase 
required just to cover the increase in interest expense will 
amount to 2.4 percent, not including normal increases in 
operating expenses. 

   Clearly, in this example the resident’s ability to absorb the 
community’s increase in debt service and operational expenses 
in an expanding economy will be adequate. 

   As interest rates decrease, however, residents’ earnings can fall 
dramatically, and the community may need to consider 
refinancing as a vehicle for underwriting the ever increasing cost 
of  operations, as the residents’ ability to absorb these increases 
will be significantly limited. 



Budgeting Expenses 
  The development of  an annual budget is generally a process 

of  evaluation of  each expense account of  the general ledger 
against community historical results (trailing 12), industry 
standards, and assumptions as outlined in the original 
financial projections or pro forma. 

  For new communities, the first budget is generally built from 
these projections in combination with industry standards in 
the absence of  historical data. Each year thereafter as the 
community matures, actual operating results help to refine 
the budget’s accuracy.  

  For mature projects, historical data are generally collected 
and then annualized and compared to financial projections 
and ownership objectives.  



Zero Based Budgeting 
  Built without the use of  historical data or from scratch. 

  Some companies build their budgets every year using 
the zero base method, arguing that calculating the cost 
of  delivering services based on prior-period results 
compounds any existing intrinsic inefficiencies of  the 
system. 

   Reviewing each department budget line item from 
scratch each year can be a more involved process, yet it 
may uncover areas that can be trimmed. After all, the 
costs of  operating the community are ultimately borne 
by the residents, some of  whom may not be well 
equipped to manage continuous annual increases.  



Fixed vs. Variable Expenses 
  It is important to separate those expenses that are 

not dependent on changes in community 
occupancy (fixed) from those that will vary 
according to occupancy (variable). 

  There will be fixed and variable expenses in each 
department. For example, food and beverage fixed 
expenses would include the chef’s salary, cooking 
utensils, kitchen equipment and operations, and 
utilities. Variable expenses that will generally 
increase proportionally with occupancy include 
those for food, cook staffing, and supplies. 



Declining Balance Ledger 
  Department heads who track their monthly expenditures with a 

declining-balance ledger can simplify budgetary compliance. 

  Ledger sheet or spreadsheet listing at the top each expense category 
along with its corresponding monthly budgeted amount. As materials or 
supplies are received, the department head codes each invoice or 
packing slip item to the appropriate account and enters it into her 
ledger. 

  The expense is subtracted from the monthly total budget to determine 
the remaining amount of  budgeted dollars in each category. As the 
month progresses, the department manager will have an accurate 
picture of  the amount of  money remaining. 

  As the budgeted amount in each category becomes exhausted, additional 
orders can be placed for receipt in the following month. In this way, the 
department head does not have to wait until the financial statement 
comes out to determine if  her department expenses are over or under 
budget. (Weekly Manager Report .xls) 



Capital Budgeting 
  Fixed asset capitalization, also known as capital 

improvement, is a process of  addressing the 
current and projected physical needs of  a property, 
establishing the costs of  maintaining or 
modernizing it, and creating a strategic plan for 
addressing those needs within financial constraints. 

  Some financing vehicles require the maintenance of  
minimum replacement reserves. The adequacy of  
these funding levels should be reevaluated over 
time to identify the optimal reserve through an 
interactive process.  



What are we dealing with? 
  Establish a comprehensive inventory of  the community’s 

physical systems, both mechanical and aesthetic.  

  The inventory should also quantify things as specifically as 
possible. For example, the make, model, and size of  
mechanical equipment, square feet of  paving, roof  and 
common area carpets, and counts by type and size of  
windows and furniture should be noted precisely for easy 
reference later when bidding and budgeting repairs or 
replacements. 

  Determination of  the estimated life for each item in the 
completed inventory can be derived from the manufacturer 
warranty, actual experience of  subject site or other like site, 
industry standards, and firsthand estimates made by 
community maintenance staff  and outside contractors. 



Establish Priorities 
  Health and safety reasons normally would be assigned top 

priority. 

  Second priority could be assigned to projects that facilitate a 
more efficient operation, thereby reducing the cost of  
operations. 

  Third priority could be assigned to projects designed to meet 
company standards. 

  Fourth priority could be reserved for major renovations, and 
fifth could be assigned to elective projects that may simply 
promote community enhancement or “wish list” items. 

  Payback periods should be calculated on all items including 
installation that are intended to save operating money. The 
payback period is the time it takes for the cumulative 
operating savings to exceed initial total costs (calculate by 
dividing the initial cost by the annual operating savings). 



Accounting Overview 
  Several governing bodies in the accounting 

profession are dedicated to defining generally 
accepted accounting principles (GAAP) by setting 
up accounting standards and rules. 

  (1) The Financial Accounting Standards Board 
(FASB) Statements of  Financial Accounting 
Standards; (2) FASB Interpretations; (3) The 
American Institute of  Certified Public Accountants 
(AICPA) Accounting Research Bulletins; and (4) The 
Opinions of  the Accounting Principles Board (APB).  



Accounting Methods 
  There are two primary methods of  recognizing revenues and 

expenses: the cash basis and the accrual basis. 

  The accrual basis (or method) of accounting recognizes revenues 
in the period they are earned, that is, when a good has been 
sold or a service rendered, and recognizes expenses in the 
period they are incurred, that is, when a legal liability exists. 
This means that transactions are recorded as earnings and 
expenses happen, regardless of  whether any cash is involved 
at the time. 

  The cash basis (or method) of accounting, in contrast, only 
accounts for cash receipts and cash expenditures, not 
revenues and expenses. Thus transactions are recorded only 
when there is a flow of  cash into or out of  a business.  



Financial Definitions 
  General ledger is the final accounting record of  the 

financial condition and results of  operations of  a 
business. All financial business activity is categorized by 
account codes and recorded in the general ledger. The 
general ledger keeps track of  all account balances as 
well as the transactions coded to each account. 

  There are two major types of  general ledger accounts 
balance sheet accounts, which keep track of  the 
company’s financial condition in the categories of  
assets, liabilities, and equity; and income statement 
accounts, which keep track of  the company’s operating 
results in the categories of  revenues and expenses.  



Financial Definitions 
  Assets are items of  value or use that a company owns at 

a given point in time, which usually help the company 
produce earnings. Examples of  other assets are cash, 
accounts receivable from residents, the facility building, 
the facility van, and kitchen equipment. 

  Liabilities are legal obligations a company has to others 
at a given point in time. Examples of  liabilities are 
accounts payable to vendors, loans from the bank or 
another company, payroll payable to employees, and 
prepaid rent from residents. 

  Equity is the net worth of  the company or business. By 
definition it is the net of  assets minus liabilities. 



Financial Definitions 
  Depreciation is the allocation of  cost over the useful life of  an 

asset to determine the true cost of  operation. Depreciation 
recognizes the deterioration or depletion in value of  an asset 
over a given period of  time or over the life of  the asset.  

  Amortization is the deduction of  capital expenses over a 
specific period of  time (usually over the asset's life). More 
specifically, this method measures the consumption of  the 
value of intangible assets such as marketing and start-up and 
soft costs. 

  While amortization and depreciation are often used 
interchangeably, technically this is an incorrect practice 
because amortization refers to intangible assets and 
depreciation refers to tangible assets. 



Expense it or Capitalize? 
  Costs of  operating a business can either be expensed or capitalized. 

  All expenditures for new assets and permanent improvements can be 
capitalized if  they increase the value of  the property and clearly have a 
benefit that extends three or more years and generally have a minimum 
purchase of  $200 per invoice with a unit cost of  at least $50 and do not 
fall within the classification of  repair and maintenance. 

  Expenditures that are capitalized will not be expensed and therefore will 
not appear on the statement of profit and loss; rather they become a 
balance sheet asset and are subject to depreciation. 

  Expenditures made for the purpose of  keeping the property in ordinary, 
efficient operating condition, which do not add value or appreciably 
extend the useful life of  the asset, are repair and maintenance expenses. 
The facts and circumstances surrounding the expenditure often 
determine whether it is capital in nature or an ordinary expense. 

  Expenditures that can be capitalized should be. Expenditures such as 
these are generally not planned for in the operations budget but are dealt 
with separately in a fixed-asset capitalization budget. 



Financial Analysis 
Cash Flow 

  Cash flow is simply the actual inflow and outflow of  
cash. It is the heartbeat of  any business. It is 
determined by first subtracting operating expenses from 
gross revenues to calculate gross operating profit or 
loss. 

  From gross operating profit are subtracted depreciation, 
amortization, taxes and insurance, and debt service to 
calculate net operating income, also referred to as 
pretax income. 

  Finally, noncash expenses such as depreciation and 
amortization are added back, and out-of-pocket 
expenses such as principal reduction (if  any) and capital 
expenditures are subtracted, to yield cash flow.  



  Gross operating revenue 

  Less  deductions and adjustments (e.g., rental allowance) 

  Equals = total income or revenue 

  Less  total departmental expenses 

  Equals = gross operating profit or loss (EBITDA) 

  Less  depreciation and amortization 

  Less  interest expenses 

  Less  other property expenses (taxes and insurance) 

  Equals = net operating income (pretax income) 

  Add  depreciation and amortization 

  Less  capital improvements 

  Less  principal reduction 

  Equals = cash flow 



Capitalization Rates 
  Capitalization rate is an indicator commonly used to determine 

asset value based on a single year’s cash flow before interest, 
depreciation, amortization, and taxes, but after a management 
fee (EBITDA). 

  Normally the higher the capitalization rate, the greater the 
investment risk. Buyers who have a declining appetite for risk are 
requiring higher initial cash-on-cash returns to attract capital 
because of  the limited prospects for future earnings and 
increased property values. 

  Generally, the higher the level of  care, the greater the degree of  
management intensity and the higher the capitalization rate. 

  Capitalization rates are integrally composed of  a number of  key 
factors, such as loan to value ratio, prevailing lending rate, ratio 
of  equity to value, and equity return.  



Calculation of  
Capitalization Rate 

70% Loan to value ratio x 8.75% lending rate = 6.01% 

30% Equity to value ratio x 20% equity return = 6.00% 

                                          Capitalization rate = 12.01% 

Assume cash flow before debt service, amortization, 
depreciation, and taxes = $3,800,000 

Value of  community: 

 at 12% CAP rate = $3,800,000 ÷ 0.12 = $31,666,666 

An inverse multiplier of  the capitalization rate yields the same 
conclusion: 

 1 ÷ 0.12 = 8.33 x $3,800,000 = $31,654,000 



Using Capitalization Rates 
  Capitalization rates can also be used by management to estimate the 

effects of  revenue and expenses on the value of  the community. 

  Even a modest combination of  $50 per unit per month in increased 
revenue or decreased expenses yields $10,000 per month, or $120,000 
per year, for a 200-unit project (200 × $50 × 12 = $120,000). 

  The enhanced product value is more than $1 million using an 11 percent 
capitalization rate ($120,000 ÷ 11% = $1,090,909). 

  As a general rule, every $1 savings in expenses or increase in revenue 
yields $10 in increased value to the community using a 10 percent 
capitalization rate ($1 ÷ 10% = $10).  

  In other words, expense management by department managers has a 
tenfold effect on enhancing the value of  the community to the owner. 
Conversely, managers who carelessly overspend their budgets will 
decrease the value of  their community for the owner in the same 
proportion.  



Break-even Points 
  The first break-even point will be reached when revenues cover operating 

expenses. Industry averages will range from 49 to 67 percent. Property 
taxes, location, and type of  community will also affect this margin. 

  The second and more important break-even point is reached when 
operating revenues equal operating expenses plus debt service. This 
point is generally lower for congregate communities, then increases with 
the level of  care provided. This factor will vary according to the 
relationship of  debt service to the number of  units and revenue 
generated from the unit mix. For a 100-unit assisted living community, 
this break-even point with debt service should be reached at 
approximately 80 percent occupancy. 

  Projects with higher break-even points either are operated inefficiently or 
carry too much debt. Projects that are overburdened with debt may, for 
example, be highly leveraged or expensively built. As a general rule, it is 
important that a community operating at stabilized occupancy have a 
capitalized value equal to or greater than its debt service balance. 
Projects that fall short of  this target are probably not worth their debt 
service balances and will cost equity to liquidate. 



Gross Revenue Multiplier 
  Derived simply by dividing the sale price by the annual 

gross revenue. It is perceived to be more reliable 
because gross revenues are easier to calculate than net 
operating income, especially considering the wide 
variety of  operational models employed by different 
owners and managers in the industry. 

  In the preceding example, if  the sale price was 
$32,000,000 and the gross revenue was $7,800,000, 
the gross revenue multiplier would be 4.1. The higher 
the multiplier, generally the more efficient the operation 
and the higher the revenue trends. Conversely, a low 
multiplier may be an indication of  an inability of  
residents to absorb increases in operational expenses.  



Financial Ratios 
Debt Service Coverage Ratio 
  Excess (deficit) of  revenue over expenses 

  Plus  interest expense 

  Plus  depreciation expense 

  Plus  amortization expense 

  Minus amortization of  deferred revenue from nonrefundable advance fees 
(if  any) 

  Plus  proceeds from advance fees and deposits (if  any) 

  Minus refunds of  advance fees and deposits (if  any) 

  Equals  net available 

  DSCR = Net available ÷ maximum annual debt service 



Financial Ratios 
Debt Service Coverage Ratio 
  Debt service coverage ratio (DSCR) measures the ability to service 

debt from two sources: DSCR operating and nonoperating 
income activities, and cash flows from receipt of  advance fees 
and deposits, less any refunds. 

  The DSCR is more easily understood when it is dissected. The 
denominator, maximum annual debt service (Interest and 
Principal), is straightforward. However, the numerator is known 
by several names, including net available for debt service, net 
revenues available for debt service, or simply net available. 

  The calculation of  net available adds in actual cash from advance 
fees (if  any), net of  refunds, and subtracts noncash revenue 
associated with the amortization of  advance fees. Thus the 
amortization portion is correctly excluded from net available 
because it involves no cash flow. By using this method to 
calculate coverage, the ratio accurately measures the 
community’s ability to service its debt. 

  A DSCR of  1.25 means that for every $1.00 in debt service, the 
project produces $1.25 in cash flow  



Financial Ratios 
Operating Margin 

  The operating margin reflects that portion of  total 
revenues retained as operating income, and it 
relates solely to operations. This ratio is also 
referred to as operating profit margin. 

   For example, a 250-unit community fully occupied 
with $7,800,000 in gross revenue and $4,000,000 
in net operating expenses will have a net income 
from operations of  $3,800,000. The operating 
margin then is the ratio of  $3,800,000 to 
$7,800,000 or 48.7 percent. The operating margin 
can also be calculated by subtracting the expense 
ratio from 1 (1 – 0.513 = 0.487). 



Financial Ratios 
Operating Ratio (Expense Ratio) 

  By subtracting out noncash items such as amortization 
of  debt issuance expense, the operating ratio 
determines if  ongoing cash revenues sufficiently cover 
ongoing cash expenses. The ratio also measures the 
adequacy of  periodic service or monthly fees.  

  Operating (expense) ratios are a useful tool to determine 
overall operational efficiency. They are an expression of  
the proportion of  operating expenses to gross revenue. 
(Operating expenses should include management fees, 
but should be net of  depreciation, real estate taxes, 
capital improvements, and debt service).  



Financial Ratios 
Operating Ratio (Expense Ratio) 
  For example, a 250-unit community fully occupied with 

$7,800,000 in gross revenue and $4,000,000 in net operating 
expenses will have an expense ratio of  $4,000,000 ÷ 
$7,800,000 = 51.3 percent. To approximate net operating 
income from an expense ratio and gross operating income, 
take the gross operating income × (1 – expense ratio). In our 
example, $7,800,000 × (1 – 0.513) = $3,798,600. 

  Expense ratios will vary with the size of  the community, 
underlining the importance of  economies of  scale. In for-
profit communities of  under 200 units, an expense ratio of  
70 percent may indicate a well-run operation; however, as the 
number of  units increases to 250, an expense ratio of  60 
percent may be more in line, and if  there are more than 300 
units, ratios of  50–55 percent are considered appropriate. 
Nonprofit communities will have operating ratios close to 100 
percent.  



Cutting Costs Painlessly 
Negotiating with Vendors  

  For ever $1 saved - $10 increase in value 

  Menu planning for volume purchasing 

  Computerized purchasing 

  Stretching payables 

  Electric reduction subsidies 

  Overtime 



Cutting Costs Painlessly 
Overtime 

  Department Heads only to handle all call outs.  
  Employees should not find their own coverage, as this causes overtime. 

  Managers will fill shifts by calling part time employees first. 
  Consider licensing Activity Staff  as CNA or CHHA which may be used for coverage. 

  Hire FT/PT people for floaters – Per Diem Pool 
  Promise them 1-3 shifts per week 

  Find three floaters per facility 

  Bonus incentive for perfect attendance - $100 / 3 months ($33 per month) 

  Enforce 3 unexcused call outs in six months = termination 

  Take away double shifts that result in overtime 

  Do not use overtime for favoritism, extra time is based upon who will not be in an overtime situation 
to work the shift, then based upon seniority. Not who you like, who needs extra money, or who is the 
first person who said yes. 

  Replace staff  on disability who have exhausted their allowance under the Family Medical Leave act 

  Leaves will be granted for a period of  up to twelve (12) weeks in any twelve (12) month period 
(or longer if  required by applicable law). 

  An employee must have completed at least one full year of  service with and have worked a 
minimum of  1,250 hours in the twelve-month period preceding the leave to be eligible. 



Cutting Costs Painlessly 
Other Potential Savings 

  Food Service 
  Two seatings 
  Use disposable products for tray deliveries 
  Train everyone to rack and stack china and glassware properly 
  Use kitchen utility staff  to assist with sidework 
  Portion control is critical 
  Review menu to lower food costs, computerized ordering 

based upon actual census not economic 

  Lowering of  workers compensation rates and new experience 
rating from aggressive management of  claims  

  Control laundry chemical usage  

  Eliminate accepting credit cards 

  Reduce newspaper advertising and hire community outreach 
director to increase referrals 



Service Contracts 
  Equipment which requires specialized training or tools to maintain 

(elevators, fire suppressions, alarm systems and any that effects 
resident’s safety). 

  Solicit bids from contractors who are dealers in your brand. 

  Watch out for “evergreen” contracts that automatically renew. As prices 
are increased, should be rebid. 

  Keep ledger on all service contracts with contractor’s contact 
information, essential elements of  contract, parts included, and when or 
when not to call. Contractors charge a premium on night and holiday 
visits, clearly define what constitutes an emergency. 

  Collect written statement from technician making the call so that it can 
later be compared to the invoice. Keep track of  times the technician was 
actually on-site. 

  Certificate of  insurance should accompany all contracts. 



Management Incentive Plan 
  The compensation plan should have several components 

which will both reflect your mission statement and emphasize 
your goals. 

  Fixed salary to provide income stability; and a variable 
element in bonus incentives.  The fixed component is the 
current base salary. 

  The variable component of  the incentive plan enables each 
General Manager to earn up to an additional 20% calculated 
upon their base salary and will be paid out quarterly. 

  This plan will provide incentives for achieving performance 
targets in the following categories: Expenses, Census, State 
Survey Results, Family Satisfaction, and Employee 
Satisfaction.  



Sample Incentive Plan 

General Manager Incentive Plan 

Base Salary $60,000.00  

Maximum Award $12,000.00  

 Annually  Quarterly 

EBITDA	  management	  (achieve	  target)	   25% $3,000.00  $750.00  

Census	  (achieving	  targeted	  occupancy)	   25% $3,000.00  $750.00  

State	  Survey	  Results	  (social	  and	  physical)	   20% $2,400.00  $600.00  

Family	  Sa@sfac@on	  (exit	  surveys)	   15% $1,800.00  $450.00  

Employee	  Sa@sfac@on	  (staff	  survey)	   15% $1,800.00  $450.00  

$12,000.00  $3,000.00  



Complying with Financial 
Covenants 

  Occupancy Covenants 

  Operating Margins 

  EBITDA 

  Capital Improvement Reserves 

  Operating Account Reserves / Escrow 

  Regulatory punitive action 

  Failure to meet covenants could trigger a default 

  Defaults may or may not provide for cure 
  Forbearance agreement - Provides for a temporary reduction or suspension of  

payments for a specified length of  time. 
  Global Amendments 
  Foreclosure 



Final Word on Ratios 
  Ratios are not in and of  themselves proofs, but rather clues, providing a basis on 

which to form a judgment. Suspicion of  an unfavorable condition might be aroused 
by an unsatisfactory ratio. Conversely, the conclusion that a community is 
financially strong may be confirmed by compiling a series of  ratios. 

  The significance of  a ratio may vary among different forms of  ownership. In 
analyzing a for-profit community, for example, particular emphasis is laid on the 
operating or expense ratio. In a nonprofit community, this ratio is somewhat 
meaningless. 

  The drawback of  ratio analysis is that even though they may be useful for setting 
minimum standards, they are heavily dependent on a component that can remain 
constant over time (debt service), whereas other elements are increasing for 
inflation. This results in unusually high ratio values in future years. Therefore, 
taken alone, ratio analysis can present a misleading picture of  the community’s 
financial picture. 

  Ratios calculated from a community’s financial statements for only one year have 
limited value. They become meaningful, however, when compared with other ratios 
internally, that is, with a series of  similar ratios for the same community (or 
company) over a period, or externally, with comparable ratios for similar 
companies or with industry averages. When comparing ratios externally, it is 
important to ensure not only that the communities are similar, but also that the 
basis used to calculate each ratio is the same. 
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