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Executive Summq 

Purpose According to the American Association of Retired Persons, by the year 
2030, persons age 66 and older are expected to represent 22 percent of 
the US. population-Z l/2 times that in 1980. Responding to this 
expected growth, nonprofit charitable organizations have increasingly 
used tax-exempt bonds to obtain lower interest rates to finance housing 
for the elderly. This increased use has, in turn, increased Congress’ con- 
cerns about how the bonds are being used and who is benefiting from 
the federal subsidy that tax exemption provides. Congress also is con- 
cerned about why some of these bonds are going into default. 

Congressman Brian Donnelly and Senator David Pryor asked GAO to 
review the extent to which charitable organizations use tax-exempt 
bonds for housing the elderly. In addition to determining the volume of 
bonds, they asked GAO to 

. identify the characteristics of the housing facilities, including the type 
of services provided and related fees and residents’ incomes; and 

l determine the extent to which and reasons why housing facilities 
default on their tax-exempt bonds. 

Background Section 601(c)(3) of the Internal Revenue Code exempts from federal 
income tax those nonprofit organizations operated for charitable pur- 
poses. Providing for the special needs of the aged has long been recog- 
nized as a charitable purpose under federal tax laws. 

To be recognized as a tax-exempt provider of housing for the elderly, an 
organization must meet several requirements set forth in Internal Rev- 
enue Service rulings. For example, the home must meet the special 
health care and financial security needs of the elderly, and residential 
facilities must meet the specific physical, social, and recreational 
requirements of the elderly. 

State or local governments issue tax-exempt bonds on behalf of chari- 
table organizations to finance housing for the elderly. Under certain con- 
ditions, tax-exempt bonds may also be issued on behalf of private, for- 
profit persons or organizations to finance housing for the elderly. When 
tax-exempt bonds are used, organizations must make principal and 
interest payments in accordance with the bond agreements. Failure to 
make timely payments constitutes a default on the bond. 

GAO used a questionnaire to determine the extent to which nonprofit 
organizations used tax-exempt bonds to finance housing for the elderly. 
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The questionnaire collected information on the types of living arrange- 
ments offered, levels of health care services provided, and entrance and 
monthly fees charged. To calculate default rates for bonds used to 
finance housing for the elderly, GAO used information from the Bond 
Investors Association and the Securities Data Company, Inc. GAO also 
did case studies of seven defaulted for-profit and nonprofit housing 
facilities. 

Results in Brief GAO'S survey identified 271 tax-exempt bonds totaling $2.8 billion that 
were issued from 1980 through July 1990 on behalf of charitable organi- 
zations to finance 221 housing facilities for the elderly. In about half of 
the facilities’ most recent bond issues, bond proceeds provided 90 per- 
cent or more of the total funds used to finance the project. Facilities 
used the bond proceeds and other related funds primarily to finance 
construction; expansion; and furniture, fixtures, and equipment. 

The facilities GAO identified offered the elderly residents a range of 
living arrangements, health care and assistance, and amenities. Entrance 
and monthly fees varied depending on unit size and services offered. 
The fees must support both the specialized services and the relatively 
high debt payments these highly debt-financed projects must pay. 
Accordingly, GAO found that 76 percent of the facilities housed residents 
with average incomes greater than $16,000-making the facilities 
affordable primarily to 27 percent of the nation’s elderly. Due to the 
expense of these housing projects for the elderly, it is unrealistic to 
expect similar projects financed solely by bonds to be available to the 
vast majority of elderly with incomes below $15,000. Additional subsi- 
dies would have to be provided. The bond subsidy however, may still 
serve a public purpose by encouraging charitable organizations to pro- 
vide housing for elderly persons who may not be able to afford private, 
for-profit units. 

As of the end of 1989, GAO estimated that the overall default rate for 
bonds issued for retirement centers between 1980 and 1989 was about 
20 percent. In comparison, GAO estimated an overall default rate of 
about 1 percent for selected revenue bonds such as bonds for industrial 
development projects and hospitals. GAO'S case studies of defaulted 
projects showed that the facilities were highly debt-financed and the 
bonds’ interest rates were higher than average rates charged on revenue 
bonds issued during the same period. This weak financial structure com- 
bined with the inexperience of some developers and their overestimated 

Page 3 GAO/GGDSl-lSO Tax-Exempt Bonda 



Jhcutive Summary 

market projections of occupancy made the facilities vulnerable to 
default. 

Various industry officials described to GAO potential safeguards against 
default. However, policies that might reduce the possibility of default, 
such as requiring a certain level of equity, might also preclude suc- 
cessful projects from being undertaken if the organization does not have 
resources to provide sufficient equity. 

Principal Findings I 

Multi-Service Facilities 
Are Costly, Used by 
Moderate- and Higher- 
Income Elderly 

For those charitable organizations responding to GAO'S survey, GAO 
found that the role of tax-exempt bonds in providing housing for the 
elderly has increased greatly since 1980, when $52 million in bonds were 
issued. That figure rose to $614 million by 1989. GAO found that from 
1980 through July 1990,271 tax-exempt bonds totaling about $2.8 bil- 
lion were issued on behalf of charitable organizations to finance 221 
housing facilities for the elderly. For the most recent bonds issued on 
behalf of individual facilities, the value of bonds ranged from $226,000 
to $63 million, averaging about $11 million. About 63 percent of the 
total funding was used for construction, furniture, fixtures, equipment, 
and expansion; 31 percent of the total funding was used to refinance 
prior debt. The bonds were also the major source of financing. For about 
half of the bonds issued, the face amount represented 90 percent of the 
total cost of the project. (See pp. 16-20.) 

The entrance and monthly fees paid by elderly residents are based on 
the amount of debt financed; living arrangements; need for health care; 
and other amenities, which vary among facilities. Of the nonprofit facili- 
ties GAO identified, some facilities offered efficiency apartments with no 
health care, while others offered two-bedroom apartments and intensive 
full-time nursing care. The average entrance fees for a studio/efficiency 
unit ranged from $30,416 to $37,080, and the average monthly fees 
ranged from $884 to $1,007. The average entrance fee for a two- 
bedroom unit ranged from $70,020 to $102,140, and the average 
monthly fees ranged from $1,028 to $1,230. Seventy-five percent of the 
facilities GAO identified housed residents with average annual incomes 
of $16,000 or more, making them affordable primarily to 27 percent of 
the elderly population. (See pp. 20-26.) 
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GAO'S survey results suggested that providing housing, health care, and 
related services for the elderly is expensive. Providing similar special- 
ized housing to lower-income elderly would likely require additional sub- 
sidies. This result is consistent with what others have found. The 
American Association of Homes for the Aging states that it is difficult 
for facilities or a sponsoring organization to pr0vid.e further subsidies 
for low-income residents without access to large endowments or a sub- 
stantial fundraising capacity. Raising rents of existing residents to sub- 
sidize lower-income residents could result in resentment among other 
residents. A 1990 Department of Housing and Urban Development 
report concluded that some form of subsidy in addition to tax-exempt 
financing or low-income housing tax credits would be needed if projects 
were to serve a range of low-income residents. (See pp. 26-27.) 

Facilities Were Prone to GAO estimated that approximately 20 percent of bonds issued for retire- 
Default Due to Weak ment centers during the 1980s defaulted, compared with a l-percent 

Financial Structures, default rate for selected types of revenue bonds, such as bonds for 

Inexperienced Developers, industrial development projects and hospitals. During the same period, 

and Overestimated Market 
the default rate for retirement center bonds peaked at 93 percent in 
1983 and has dropped below 10 percent since 1986. The average time 

Projections from issuance to default was about 34 months. (See pp. 30-32.) 

In its seven case studies, GAO found that the facilities were highly debt- 
financed. Five of the projects used bond and bond interest to finance 100 
percent of the projects; one financed 95 percent, the other 91 percent. In 
addition, the interest rates these projects paid were above the market 
average for other revenue bonds. This weak financial structure made 
the projects vulnerable to financial difficulties. These projects also were 
burdened with developers that had no or limited experience in the 
retirement center industry. Further, the market projections were over- 
estimated. As a result, occupancy rates ended up far below projections. 
In none of the seven cases was the facility closed due to the default. (See 
pp. 32-36.) 

GAO discussed the case study results with officials from three successful 
nonprofit facilities. According to the officials, the ability to maintain 
financial reserves and the involvement of experienced management 
were keys to avoiding default. Other industry officials suggested a 
number of possible safeguards against default. For example, one invest- 
ment banker suggested that requiring credit enhancements such as a 
letter of credit would bring closer scrutiny to the project’s finances prior 
to development. Public Securities Association officials stated that such a 
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requirement, however, might prevent bonds from being issued for viable 
small projects if the added cost of the credit enhancement exceeded the 
net savings obtained. Other suggestions included controlled spending 
and requiring organizations to provide more equity. (See pp. 36-39.) 

Industry Comments Responsible officials of the American Association of Homes for the 
Aging and the Public Securities Association reviewed the report and pro- 
vided informal comments. Overall, the officials generally agreed with 
the information presented. GAO included the officials’ comments in the 
report where appropriate. 
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Chapter 1 

Introduction 

Background Long-term health care and housing policy decisions made today can 
affect how older Americans are housed in the future. The American 
Association of Retired Persons projects that by 2030 there will be about 
66 million people age 66 and over-2 l/2 times their number in 1980. 
Providing for the special needs of this group has long been recognized as 
a charitable purpose under the federal income tax code. Nonprofit chari- 
table organizations exempt from federal income tax under Section 
601(c)(3) are commonly referred to as 501(c)(3) organizations. The use 
of tax-exempt bonds is one way these organizations can finance housing 
for the elderly. This housing is diverse, consisting of varying types of 
residential units and levels of health care. 

As of the end of October 1989, about 6,900 organizations had listed 
housing or care for the elderly as a charitable activity when they 
applied to the Internal Revenue Service (IRS) for tax-exempt status. In 
order to be recognized as a tax-exempt provider of housing for the eld- 
erly, an organization must meet several requirements set forth in IRS rul- 
ings. The housing must meet the elderly’s special needs, such as 
providing or arranging for health care and providing for the elderly’s 
financial security. To meet elderly persons’ financial security needs, the 
organization must operate the housing at the lowest possible cost and set 
fees that are affordable to a significant portion of the elderly in the com- 
munity. In addition, the organization must assist residents who become 
unable to pay by either maintaining them in residence to the degree the 
organization is financially able, or finding the resident another place to 
stay. At the very least, if charitable organizations want to keep their 
tax-exempt status, they cannot have a policy to evict residents who can 
no longer afford the fees due to changing economic circumstances. If the 
housing is not affordable by a significant number of elderly in the com- 
munity, then its benefit to the community is not broad enough to war- 
rant exemption under Section 501(c)(3). 

The Internal Revenue Code (IRC) allows state and local governments to 
issue bonds that provide investors with interest income that is exempt 
from federal income tax. This exemption allows governments to issue 
debt at lower interest rates than they otherwise would have to pay. Tax- 
exempt bonds are used by state and local governments to finance public- 
purpose projects, such as schools, roads, or water and sewer facilities, 

State and local governments can also provide tax-exempt financing for 
charitable organizations and private, for-profit persons or organizations 
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Chapter 1 
Mroduction 

identified 601(c)(3) organizations nationwide that provided housing for 
the elderly and used tax-exempt bonds, while the second questionnaire 
collected detailed information on the bonds and facilities. Appendix I 
contains a copy of the second questionnaire and a summary of the orga- 
nizations’ responses. 

In developing each questionnaire, we consulted with officials from AAHA. 
In developing the second, more extensive questionnaire, we consulted 
AAHA, firms that provide financial services to 601(c)(3) organizations, 
firms that underwrite tax-exempt bonds, and IRS officials familiar with 
bond financing. We also pretested the questionnaires before mailing 
them to the 601(c)(3) organizations and housing facilities. 

We used the IRS Exempt Organization Master File as of the end of 
October 1989 to identify the nonprofit organizations that had indicated 
to IRS that they were providing or planned to provide housing for the 
elderly. On the basis of the file, we mailed the first questionnaire to 
about 6,900 601(c)(3) organizations. We received responses on 89 per- 
cent of the initial questionnaires, with the respondents identifying 479 
facilities that used tax-exempt bond financing to provide housing for the 
elderly. Industry officials identified 86 other facilities that provide 
housing for the elderly, bringing the total number of potential facilities 
that provided housing for the elderly and used tax-exempt bond 
financing to 66K2 

To obtain detailed information on the housing facilities, use of bond pro- 
ceeds, and characteristics of the residents, we mailed the second ques- 
tionnaire to these 665 facilities. About 76 percent, or 422, of the 
facilities responded to our questionnaire. We eliminated facilities that 
provided only nursing home care and those that had bonds issued prior 
to 1980. This left us with 221 facilities that provided residential housing 
for the elderly and used one or more tax-exempt bond issues in 1980 or 
later. We only obtained detailed information on the most recent bond 
issues. 

To the extent possible, we verified facility responses by comparing them 
with documents mailed to us with the questionnaires. The documents 
included marketing brochures describing fees charged and services 
offered, sources and uses of funds, and bond offering statements. Addi- 
tionally, we called several respondents to obtain more information and 
to clarify responses. 

2Sixtyeight of the 86 were facilities sponsored by one 601(c)(3) organization. 
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if the proceeds are used for certain activities specified in the IRC.~ For 
601(c)(3) organizations providing housing for the elderly, tax-exempt 
financing allows the organizations to finance all or part of their opera- 
tions at interest rates lower than conventional financing. According to 
the American Association of Homes for the Aging (AAHA), tax-exempt 
bond interest rates are typically 1 to 3 percentage points lower than con- 
ventional financing interest rates. 

In addition to being classified by the type of entity that uses the pro- 
ceeds, tax-exempt bonds can also be classified by the source of revenue 
that backs the issue. For example, revenue bonds, which include bonds 
issued on behalf of 601(c)(3) organizations to finance housing for the 
elderly, are backed by proceeds such as rent and service fees from the 
project being financed. 

When bonds are issued, the 601(c)(3) organization is committed to prin- 
cipal and interest payments presented in the bonds’ offering statement 
and agreed to in the bonds’ terms of indenture. Failure to pay principal 
and interest in accordance with the terms of indenture constitutes a 
default on the bond. Even though a facility may be in default, it could 
continue operating while its financing is being restructured. 

Objectives, Scope, and Congressman Brian Donnelly and Senator David Pryor asked us to 

Methodology obtain information on 501(c)(3) organizations that provide housing for 
the elderly. In particular, they were interested in knowing the extent to 
which tax-exempt bonds are used to finance housing for the elderly and 
who is benefiting from the federal subsidy. They also wanted to know 
why organizations default on these bonds. As agreed with Congressman 
Donnelly and Senator Pryor, we reviewed the extent to which 601(c)(3) 
organizations have used tax-exempt bonds since 1980 for housing the 
elderly. In addition to determining the volume of bonds, we specifically 
agreed to (1) determine characteristics of the housing facilities and their 
residents and (2) determine the extent to which and reasons why some 
housing facilities default on their tax-exempt bonds. 

We used two questionnaires to gather data on the volume of tax-exempt 
bonds and to identify facility characteristics. The first questionnaire 

‘Tax-exempt bonds may be used by private, for-profit persons to finance residential rental housing 
for the elderly only if the housing meets low-income tenant occupancy requirements. The Technical 
and Miscellaneous Revenue Act of 1988 applied low-income tenant occupancy requirements to 
601(c)(3) bonds where the property constitutes residential rental property and is acquired rather 
than constructed or rehabilitated. 

Page 11 GAO/GGD-91-60 Tax-Exempt Bonds 



Chapter 1 
Introduction 

In each case, we reviewed relevant documents such as bond offering 
statements and bondholder correspondence to obtain information on the 
bond issue and facility operations. We interviewed officials who were 
familiar with why the facility defaulted, including the bond trustee, 
administrator, and the issuing government authority. We also visited six 
of the facilities that defaulted to view the property and obtain informa- 
tion on the facility operations. We did not visit one facility because it 
was not occupied prior to default and the facility is now operated as a 
residential facility not limited to the elderly. We did not do a financial 
analysis of each case. (See app. II for summaries of the case studies.) 

To contrast reasons for default, we selected three successful nonprofit 
facilities in Florida and Tennessee to obtain reasons for success. Suc- 
cessful facilities were identified by industry officials from underwriting 
and consulting firms and AAHA. We visited these facilities and inter- 
viewed officials, who gave us their opinions on reasons for their success. 

To place the number of defaults in perspective, we used bond data from 
Bond Investors Association and Securities Data Company, Inc., to calcu- 
late a default rate for tax-exempt bonds used for retirement centers. The 
Securities Data Company, Inc., collects information on various securi- 
ties, including tax-exempt bonds. The company’s data base includes 
information on issues sold on behalf of nonprofit and for-profit organi- 
zations for retirement centers. We calculated an overall default rate by 
dividing the total number of retirement center bond defaults for bonds 
issued from 1980 through 1989 (using Bond Investors Association data) 
by the total number of bonds issued for retirement centers for the same 
period (using Securities Data Company, Inc., data). We also calculated 
an overall default rate by dividing the dollar value of retirement center 
bonds in default for bonds issued from 1980 through 1989 by the dollar 
value of retirement center bonds issued for the same period. In both cal- 
culations, we excluded all defaults that occurred for bonds that were not 
issued during this period. 

Our calculated default rate reflects an estimate of the default rate of 
tax-exempt bonds used to finance housing for the elderly. Bond Inves- 
tors Association data and Securities Data Company, Inc., data may not 
have included all defaults and all issues for retirement centers, respec- 
tively. However, these were the only available data bases that enabled 
us to estimate this rate. We could not calculate the default rate using 
data collected in our questionnaire and the data obtained from Bond 

Page 14 GAO/GGD91-50 Tax-Exempt Bonds 



Chapter 1 
Introduction 

Nonetheless, our survey might not have identified all 501(c)(3) organi- 
zations that provided housing for the elderly and used tax-exempt bond 
financing. The IRS Exempt Organization Master File may not have 
included all organizations providing this housing. Some organizations, 
such as churches, are not required to file for tax-exempt status. In addi- 
tion, 669 organizations did not respond to the first questionnaire and 
143 organizations did not respond to the second questionnaire. Further, 
we did not attempt to determine if facilities complied with IRS require- 
ments for tax-exempt status. 

To determine why organizations default on their tax-exempt bonds, we 
first discussed the general nature of the retirement housing industry 
with industry officials. For example, we talked to underwriters and offi- 
cials from bond rating agencies such as Standard and Poor’s to obtain 
their views on the use of tax-exempt bond financing for retirement cen- 
ters and the inherent risks involved in developing such facilities. We 
also reviewed and developed case studies on the operations and 
financing of seven facilities that had defaulted on their debt service 
payments between 1983 and 1989. We selected our case studies from 
data we obtained from Bond Investors Association, a firm that collects 
information on corporate and municipal bonds in default. According to 
industry officials, Bond Investors Association has more bond-default 
data than any other source. Officials from the firm told us they believe 
their data contain approximately 90 percent of all bonds in default. 

Using Bond Investors Association data, we identified 68 tax-exempt 
bond issues for retirement centers that defaulted from 1980 through 
1989.3 The defaults included bonds issued on behalf of nonprofit and 
for-profit organizations to finance retirement centers. We selected our 
seven case studies-about 10 percent of the 68 defaults-on the basis 
of a combination of the dollar value of default, status of default, and 
geographic location. Since the default data base included defaults in 
only 18 states (the majority of which were in the Southeast), we selected 
cases to give us the broadest geographical dispersion the data could pro- 
vide. The facilities were in Florida, Georgia, Indiana, Kentucky, 
Oklahoma, Tennessee, and Texas. Five of the facilities were nonprofit 
and two were for-profit facilities. The dollar value of the bonds ranged 
from $7 million to $53 million. 

3The 68 issues were in default for failure to pay principal and interest. They were not considered 
technical defaults such aa cases where the facility did not maintain required reserves. 
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Despite Tax-Exempt Bonds, Housing Is Costly 
and Serves Prharily Moderate- and Higher- 
Income Elderly 

The role of tax-exempt bonds in providing housing for the elderly has 
increased greatly since 1980, Housing facilities that provide various spe- 
cialized services for the elderly tend to be risky ventures. The tax- 
exempt bonds used to finance these projects reflect this risk. The fees 
residents pay must be structured to cover the financing costs and the 
specialized services. Our survey showed that tax-exempt, bond-financed 
facilities for the elderly varied by living accommodations, health care 
services provided, and amenities offered. Fees varied greatly depending 
upon the facilities’ living accommodations, health care services, and 
amenities. On the whole, facilities financed by tax-exempt bonds tended 
to serve primarily the moderate-income and high-income elderly. Fur- 
ther subsidies would be required if the housing were to be made more 
affordable to the lower-income elderly. 

Trends in the Use of The number of issues and the dollar value of tax-exempt bonds used to 

Tax-Exempt Bonds to finance housing for the elderly has increased since 1980. The 221 non- 
profit organizations in our survey identified 271 bonds of which 193 (or 

Finance Housing for 71 percent) were the organizations’ most recent issue. In 95 of the most 

the Elderly recent issues (about 60 percent), the bond proceeds provided 90 percent 
or more of the total funds used to finance the facilities, making these 
projects highly debt-financed. In these 193 most recent bond issues, 63 
percent of the total funding was used for construction, furniture, fix- 
tures and equipment, and expansion. 

Tax-Exempt Bond Usage 
Has Increased 

Through July 1990, our survey identified 271 tax-exempt bonds valued 
at about $2.8 billion that were issued since 1980 to house and care for 
the elderly. The face value of the 193 most recent bonds ranged from 
$225,000 to $63 million, averaging about $11 million. As shown in figure 
2.1, there was a large increase in bonds issued in 1985. This may have 
been due in part to organizations rushing to market in anticipation of 
the Tax Reform Act of 1986, which placed a number of new restrictions 
on the use of tax-exempt bonds. 
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Investors Association because the questionnaire data included only non- 
profit organizations; whereas the default data included nonprofit and 
for-profit organizations. 

Since bonds for housing the elderly are one type of revenue bond, for 
the purpose of comparison we also estimated the overall default rate of 
selected types of revenue bonds. Included in the selection are bonds used 
for industrial development projects, nursing homes, retirement centers, 
and other special uses. We obtained the number of defaults of these 
bonds issued between 1980 and August 1990 from Bond Investors Asso- 
ciation. The total number of selected revenue bonds issued between 
these dates was obtained from the Public Securities Association. 
According to the Public Securities Association, the total number of 
issues may be underestimated due to lack of information for issues 
before 1985, In addition, Bond Investors Association may not have data 
on all defaults. As a result, the estimate reflects a rate based on the best 
available data. 

We did our review from July 1989 through July 1990 in accordance with 
generally accepted government auditing standards. We obtained 
informal comments from AAHA and the Public Securities Association. 
Their comments have been incorporated in this report where 
appropriate. 
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Jkepite Tax-Exempt Bonds, Housing Is costly 
and Servea Phnarlly Moderate and ii&her- 
Income Elderly 

Most Tax-Exempt Bonds 
Are Unrated and Projects 
Are Highly Debt-Financed 

Sixty percent of the bonds that 501(c)(3) organizations in our survey 
identified as the last or most recent issues were not rated. Generally, an 
organization may choose to have a bond rated by a rating agency such 
as Fitch Investors Service, Inc. For a fee, the rating agency does a com- 
prehensive review including financial and management evaluations to 
determine the organization’s ability to pay its debt. The greater the 
ability to pay the debt, the higher the rating and the lower the estimated 
risk. The lower the risk, the lower the interest rate. 

Fitch Investors Service will rate tax-exempt bonds used to finance 
housing for the elderly. However, Fitch officials stated that a rating cat- 
egorized as an investment grade rating will not be given to new start-up 
continuing care facilities, which generally offer their residents a lifetime 
continuum of health care. Moody’s Investors Service officials view the 
retirement industry as speculative. They stated, however, that if asked, 
Moody’s would rate bonds used to finance housing for the elderly. Stan- 
dard and Poor’s has a policy not to rate bonds used to finance special- 
ized housing for the elderly because, among other reasons, of the 
difficulties in assessing future health care liability. 

There are several risk factors to be considered in developing a bond 
rating. According to Standard and Poor’s, facilities for the elderly have 
a number of speculative elements. These include estimating the demand 
for housing, estimating the cost of future health care needs, and struc- 
turing the entrance and monthly fees to cover projected expenses. Given 
these factors, an organization’s ability to pay its debt cannot always be 
predicted accurately. However, some bonds can receive higher ratings if 
the organization obtains some form of credit enhancement, such as a 
letter of credit. The letter of credit would be provided by another insti- 
tution, such as a bank, which would be obliged to pay all or a portion of 
the debt should the 501(c)(3) organization default. Before providing the 
letter of credit, the institution would scrutinize the ability of the 
601(c)(3) organization to meet its debt obligation. About 70 percent of 
the most recent bonds in our survey that were rated were based on 
credit enhancements. 

Tax-exempt bond financing was a significant source of funds for non- 
profit organizations in our survey to use in providing housing for the 
elderly. If a high percentage of the cost of developing and constructing 
housing facilities for the elderly is financed from debt, the debt pay- 
ments will be a large part of the overall financing costs. Since debt pay- 
ments tend to be inflexible, to remain solvent the organization must 
have a predictable cash flow to make timely payments. Of the bonds 
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Figure 2.1: Trend in Tax-Exempt Bonds 
Issued to Finance Hounlng for the 
Elderly 

r-t r 
1950 (11) 1991 (5) 1992 (9) 1992 (19) 1994 (22) 1985 (43) 1995 (21) 1997(24) 1999 (49) 1959 (41) 

Calendar Yearn (Number of Issues) 

Note: Eleven bonds valued at $162 million have been issued through July 1990. Six additional bonds 
were issued during the period; however, the specific date of issuance was not identified. This brings the 
total to issues valued at about $2.8 billion. 

There were also regional variations in the use of tax-exempt bonds for 
housing the elderly. For the 221 facilities included in our survey, the 
Midwest had 42 percent of the bonds issued since 1980. These issues 
represented 27 percent of the total face amount of bonds issued. Con- 
versely, the South had fewer issues (32 percent), but the issues repre- 
sented 45 percent of the total face amount of bond issues. Table 2.1 
shows by Census geographic regions differences in the face amount and 
total number of tax-exempt bonds issued for elderly housing. 

Table 2.1: Total Number and Face Value 
of Bonds by Census Region Face value Percent of 

Percent of in millions total face 
Region Issues total issues of dollars value .___-- -~.I 
Midwest 115 42 $757 27 -._..._. -.- -..-_--- - 
South a6 32 1,240 45 -___ 

- Northeast 47 17 558 20 
West 23 9 227 8 -..---_- 
Total 271 100 2,782 100 
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Figure 2.2: Uses for the Most Recent 
Bonds Issued-Percent of Total Dollars Refinancing 

Construction 

I 6% 
Renovation, Acquisition, and Other 

Note: Construction includes new construction, furniture, fixtures, equipment, and expansion, 

Multi-Service Facilities Housing facilities for the elderly financed by tax-exempt bonds offered 

Are costly and Geared a variety of living arrangements, health care services, and amenities. E t n rance and monthly fees varied depending upon the housing and ser- 
Toward Moderate- and vices offered and financing costs. Providing this housing can be expen- 

Higher-Income Elderly sive even with tax-exempt bond financing. Because of the expense of 
these specialized facilities, the facilities are geared toward the moderate- 
and higher-income elderly.2 Our survey showed that 75 percent of the 
facilities housed residents with estimated average annual incomes 
greater than $15,000. According to Bureauof Census data, most elderly 
have annual income under this amount. Making this housing more avail- 
able to the lower-income elderly would require additional subsidies from 
the facility, a parent organization, or from the government. 

‘There is no generally accepted definition of moderate-income elderly. According to Bureau of Census 
data, the median income for elderly persons (66 years and older) was $9,087 in 1988. For purposes of 
this report, we refer to elderly persons with income greater than $15,000 as moderate- and higher- 
income elderly. 
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that facilities said were their most recent issues, 16 percent had face 
amounts that were 100 percent of the total funds used. For about half of 
the bonds issued, their face amount represented 90 percent or more of 
the total funds used. Other sources of funds can include conventional 
bank loans, endowments, and taxable bonds, or other federal 
assistance.* 

High debt-financing is not necessarily a problem if there is a high degree 
of certainty that incoming revenues will cover the debt payment or if, at 
completion, entrance fees are used to retire a large portion of the debt. 
However, the combination of high debt-financing with uncertain demand 
for housing and resulting unpredictable revenues would reduce the like- 
lihood of the project’s success. 

Tax-Exempt Bonds Were Nonprofit organizations used tax-exempt bond financing for various 
Used Primarily to Finance purposes. Figure 2.2 shows that for the 193 most recent tax-exempt 

Construction bond issues in our survey, 63 percent of the bond proceeds and other 
related funds were used to finance construction. We included expansion 
and items such as furniture, fixtures, and equipment in construction 
costs. About 31 percent of the total funds were used to refinance prior 
debt associated with the same facility. The remaining 6 percent of the 
total funds were used for renovation and acquisition of existing facili- 
ties and other purposes. 

‘Of the 221 fa.cilities responding to our survey, 22 percent have used conventional financing, 7 per- 
cent have used endowments, and 6 percent have used taxable bonds. Ten percent have used other 
federal assistance such as Federal Housing Administration mortgage financing. 
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Table 2.3: Type of Nursing Care Offered 

Tvoe 
Number of Percent of 

facilities facilities 
Skilled care 65 41 
Intermediate care 28 18 
Both skilled and intermediate care 44 28 
Other soecialized carea 22 14 

Total 159 100 

Note: Percent of facilities does not add to 100 due to rounding. 
%cludes specialized care such as an Alzheimer’s clinic. 

Finally, the facilities also may offer other services and amenities. Most 
of the facilities offered a beauty salon, crafts room and craft programs, 
cable television, transportation to shopping, a library, and religious/ 
vesper services, Fourteen of the facilities offered golf courses and/or 
tennis courts. Appendix I contains a summary of amenities offered at 
the facilities. 

Entrance and Monthly The type of housing, services, and the degree of health care available 
Fees Varied Depending on determine residents’ fees. Fees at a retirement facility may include an 

the Type of Housing and entrance fee, a monthly fee, or both. For example, a facility offering 

Services Offered housing and health care services may require an entrance fee and a 
monthly fee. The entrance fees can be refundable. In our survey 84 per- 
cent of the facilities that charged an entrance fee offered refund plans. 

The entrance fee can be used for capital financing, to offset operational 
costs, and to fund current and future health care. For example, a Ten- 
nessee facility used the entrance fee to subsidize nursing care fees so 
that when a resident requires this care, the resident’s monthly fee does 
not increase. Others may use the entrance fee to provide a number of 
free nursing care days. In some cases residents may pay a fee to 
purchase a unit such as a condominium. At facilities charging only 
monthly fees, the fee will include rent and the costs of any additional 
services provided. 

Of the 221 facilities that responded to our survey, 144 facilities (about 
66 percent) charged an entrance fee, and virtually all facilities charged a 
monthly fee. Facilities based entrance fees upon a variety of factors, 
including unit size. For example, the facilities’ average entrance fees for 
a studio/efficiency ranged from $30,416 to $37,080, whereas for a unit 
larger than a two-bedroom apartment the average entrance fees ranged 
from $122,913 to $146,319. The average low and high monthly fees for 
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Facilities Offered a Range Housing for the elderly is diverse. Facilities offered a range of living 
of Housing, Health Care, accommodations depending on the individual’s need for health care or 

and Amenities other services. Living arrangements for facilities in our survey were 
classified as either independent living, assisted living, or personal care. 

Residents entering independent living units are self-sufficient and 
require basically no assistance in daily activities. As the resident ages, 
the facility may offer assisted living or personal care units, where 
increasing levels of care are provided.3 These units are generally for 
residents who require some assistance, such as with meals and 
housekeeping. 

Of the 221 facilities in our survey, 193 (87 percent) offered independent 
living units. The number of independent living units varied by facility 
from under 12 to over 400, averaging 168. As shown in table 2.2,36 
percent of the facilities offered assisted living units, and 20 percent 
offered personal care units. 

Table 2.2: Type and Average Number of 
Living Arrangements Offered 

Type of living arrangement 
IndeDendent livina 

Number of 
facilities 

193 

Percent of 
facilities 

87 

Average 
number of 

units offered 
168 

Assisted living 79 36 46 
Personal care 45 20 50 

Note: Number of facilities does not equal 221 and percent of facilities does not equal 100 because 
facilities offer more than one type of living arrangement. Of the 221 facilities, 94 (43 percent) offered two 
or more types of living arrangements. 

In addition to a variety of living arrangements, most facilities in our 
survey offered different levels of health care services. For example, 
intermediate nursing care provides residents with some nursing assis- 
tance, but 24-hour skilled nursing care is not provided. Skilled nursing 
care provides residents with intensive full-time care. In our survey, 159 
facilities, or 72 percent, provided nursing care. For facilities providing 
nursing care, the average number of beds was 67 for skilled nursing care 
and 74 for intermediate nursing care. For the 159 facilities, table 2.3 
shows the number of facilities by type of nursing care offered. 

3We distinguished between assisted living and personal care units in our survey because industry 
officials told us that facilities may use either term to describe the same higher level of care. 
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Most Facilities House 
Residents W ith Average 
Incomes Greater Than 
$15,000 

Consulting firm officials, underwriters, housing administrators, and 
others in the retirement housing industry told us that, in general, an eld- 
erly person needs an annual income of at least $16,000 to $20,000 to 
afford the monthly fees required by facilities that provide services or 
health care. Our survey appears to support their observation, as 76 per- 
cent of the facilities housed residents with estimated average annual 
incomes greater than $15,000. In contrast, 1988 Bureau of Census data 
show that 27 percent of the elderly population have incomes greater 
than $16,000. Figure 2.3 shows a comparison by income levels between 
the 1988 elderly income distribution and the average income of 
residents of the facilities we surveyed. 

Figure 2.3: Comparieon of 1988 Income 
Distribution of the Elderly Age 85 Year8 
and Older and Percent of Facllitles 
Houelng Residents of Similar Incomes 

50 Porcmt 

so - $7,500 $7,601 - $15,ooo 

Annual incomes of the Elderty 

$15,001 - 
L25,ooo 

525,001 * 
250,000 

$50,0018nd 
ovar 

I Percent of facilities 

Percent of elderly population 

Source: Percent of facilities from GAO survey of 221 501(c)(3) organizations whose residents’ average 
income falls within each income category. Percent of elderly population from 1988 Census, Money 
Income publication. 

In addition to income required to support monthly fees, residents often 
require accumulated wealth to cover up-front entrance fees. Although 
entrance fees may be seen as a barrier to specialized housing for some 
elderly, the amounts can be within the reach of elderly who have other 
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all facilities ranged from $884 to $1,493. Table 2.4 shows the average 
low and high entrance and monthly fees charged by type of unit. 

Table 2.4: Range of Average Entrance 
Fee8 and Monthly Fees by Type of Unlt 

Type of unit 
Studio/efficiency 
One-bedroom 

Entrance fee Monthly fee 
Low High Low High 

$30,416 $37,080 $684 $1,007 

47.825 61.643 891 1.056 
Two-bedroom 70,020 102,140 1,028 1,230 
Larger than two-bedroom 122,913 146,319 1,354 1,493 

Note: The entrance and monthly fees shown above are for all facilities in our survey regardless of the 
length of time housing has been provided. Typically, older facilities have lower entrance and monthly 
fees. Entrance and monthly fees are for one person in a unit regardless of whether independent living, 
assisted living, or personal care is offered. Monthly rates may be higher for more than one person in a 
unit. 

Typically, monthly fees vary with the size of the unit and services 
offered, such as housekeeping, meals, and the level of care provided. For 
example, a Texas facility offered a studio/efficiency independent living 
unit with a monthly fee of $935 to $985 a month. The monthly fee for a 
two-bedroom independent living unit at the same facility was $1,645. 
The monthly fees are typically higher when residents require more per- 
sonalized services such as assisted living. For example, the monthly fee 
for a studio/efficiency, assisted living apartment at this facility ranged 
between $1,500 and $1,749 a month, and a two-bedroom assisted living 
unit was $2,321 a month. 

The entrance fees and monthly fees identified in our survey appeared to 
be similar to fees charged by other housing facilities for the elderly. 
However, we could not determine if these other facilities offered similar 
levels of services and living arrangements to those in our survey. In a 
1989 survey of 215 for-profit and nonprofit facilities done by a retire- 
ment center consulting firm, the median entrance fee for a studio apart- 
ment was $35,650. In our survey, the median entrance fee for a studio 
apartment was $31,500. For a one-bedroom apartment, the 1989 survey 
found a median entrance fee of $52,000. Our survey found a median 
entrance fee of $51,250 for a one-bedroom apartment. For entrance fee 
facilities, the report listed a median monthly fee of $736 for a studio 
apartment. For rental facilities, the report listed a median of $778 for a 
studio apartment. Our survey showed a median monthly fee of $822 for 
all studio apartments. 
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residents without access to large endowments or a substantial fund- 
raising capacity. Raising rents of existing residents to subsidize lower 
income residents could result in the displacement of some and resent- 
ment among other residents. 

A June 1990 report by HUD on housing for the elderly supports the 
AAHA’S position. The HUD report stated that 

“Because of the added facilities needed to provide the support services, congregate 
housing projects are more expensive to develop and operate than a regular rental 
project exclusively for the elderly. A congregate rental project targeted to the lower- 
and very low-income elderly would require subsidies for both the housing and 
services.“4 

The study concluded that even projects serving a range of low-income 
tenants would require some form of subsidy in addition to tax-exempt 
financing or low-income housing tax credits. 

Currently, neither Medicare nor Medicaid provides benefits for retire- 
ment community living. However, there are some benefits for nursing 
home care. Medicare provides limited benefits for skilled nursing home 
care, and no benefits for intermediate or custodial care. Medicaid, which 
provides health benefits to qualified low-income people, covers the cost 
of skilled nursing home care. States also extend Medicaid coverage to 
intermediate nursing care.6 These programs would not cover the costs of 
residential units and may not fully cover the cost of health care, 
depending on the intensity of care, the state of residence, and the 
income level of the individual. 

HUD provides subsidies for new construction and rehabilitation of 
existing housing, as well as housing subsidies to low-income residents 
under a number of programs. In its June 1990 report, HUD states that 
these programs, along with public housing programs, provide housing 
assistance to a number of low-income elderly. The report also states that 
it appears the relatively more important gap is not in the provision of 
housing to low-income elderly, but in the provision of support services. 

4Congregate housing provides a living arrangement that integrates housing and services for those 
older persons who are frail, chronically ill, or socially isolated but who do not need 24hour 
supervision. 

% October 1990, the distinction between skilled nursing care facilities and intermediate nursing care 
facilities was eliminated and all nursing facilities participating in Medicaid now have to meet a single 
set of quality standards for services, residents’ rights, and administration. 
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assets, Residents typically use the proceeds from the sale of their homes 
to pay entrance fees. The U.S. Census Bureau and Department of 
Housing and Urban Development’s (HUD) American Housing Survey for 
the U.S. in 1987 states that 75 percent of older persons own their homes. 
The median value was $68,886. 

Generally, IRS does not consider an elderly person’s income when deter- 
mining the charitable status of organizations that provide for his or her 
special needs. However, according to IRS Revenue Ruling 79-18, non- 
profit organizations providing housing for the elderly must ensure the 
facilities maintain fees that are within reach of a significant portion of 
the community’s elderly. Basically, if the fees charged are so high that 
only a small portion of the community’s elderly can afford them, then 
IRS believes the benefit to the community is not large enough to warrant 
tax-exempt status. According to IRS officials, this is a condition that IRS 
is supposed to examine on a case-by-case basis when an organization 
files for tax-exempt status or during subsequent audits. We did not eval- 
uate IRS enforcement of this ruling. 

Our earlier discussion of the relationship of income and fees was based 
on nationwide figures; in contrast, IRS considers the appropriateness of 
fees on a local basis. This results in IRS having a broad definition of 
serving the community’s elderly when making this determination. Thus, 
for example, fees that might exclude most of the nation’s elderly may be 
appropriate for a higher income community. In practice, IRS may use a 
market test to determine if a facility is reaching the community’s eld- 
erly. According to IRS officials, if a facility is fully occupied, IRS may 
view it as serving the community’s elderly. 

How Can More Low- 
Income Elderly Afford 
Specialized Housing? 

Our survey results suggest that providing housing, health care, and 
related services for the elderly is expensive. This is consistent with 
what others have found. According to AAHA, such housing for the very 
poor requires subsidies in amounts greater than those provided by tax- 
exempt financing. As an illustration of the potential benefits of tax- 
exempt bond financing over conventional financing, assume an organiza- 
tion needs $10 million to construct a facility. If interest rates are 1 to 3 
percentage points lower for tax-exempt bond financing, this would 
amount to a $100,000 to $300,000 annual savings in interest payments 
over conventional financing such as bank loans. For a 150-unit facility, 
this savings amounts to about $670 to $2,000 per unit per year or about 
$56 to $167 per unit per month. AAHA said that it is difficult for facilities 
or a sponsoring organization to provide further subsidies for low-income 
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Our review was not designed to determine whether housing provided by 
nonprofit organizations would have been supplied through the market. 
However, it is possible that combining the tax-exempt bond subsidy and 
the nonprofit organizations’ authority to provide housing for the elderly 
as a charitable activity might increase the supply of specialized housing 
for the elderly. Due to their charitable mission, tax-exempt organiza- 
tions may in some cases provide housing for lower-income individuals 
unable to afford market-based fees. At the very least, if they want to 
maintain their tax-exempt status, charitable organizations cannot make 
it a policy to evict residents who can no longer afford the fees because 
of their changing economic circumstances. 
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Conclusion Since 1980, charitable organizations have increasingly used tax-exempt 
bonds to finance housing for the elderly. In our survey of 601(c)(3) orga- 
nizations, we identified 271 bond issues, totaling about $2.8 billion, that 
were issued during the last 10 years on behalf of these organizations to 
finance 221 housing facilities. The bond proceeds were a significant 
source of funds for these organizations. For the organizations’ most 
recent bond issues, the bond proceeds were used primarily to finance 
construction, furniture, fixtures, equipment, and expansion. 

Housing for the elderly is diverse and costs vary depending on the level 
of health care provided and amenities offered. Our survey showed a 
range of living accommodations, health care, and amenities, and a range 
of entrance fees and monthly fees. Entrance fees ranged from about 
$30,000 to over $140,000. Monthly fees ranged from an average of 
about $900 to over $1,400. Given these fees, 75 percent of the facilities 
housed residents with average incomes greater than $16,000. 

IRS classifies activities that provide for the special needs of the elderly 
as charitable. This classification is generally made without regard to the 
elderly person’s income. However, IRS requires nonprofit organizations 
that provide housing for the elderly to ensure that the fees are within 
the reach of a significant portion of the community’s elderly. As our 
results showed, it is not surprising, given the fees charged, that without 
additional subsidies the majority of the nation’s elderly do not have the 
income to live in a high percentage of specialized retirement facilities 
financed with tax-exempt bonds. The value of the exemption alone is 
clearly not sufficient to bring fees for facilities such as those in our 
survey within reach of most elderly people. 

In an attempt to target more of the benefit to lower-income elderly, IRS 
could narrowly define its revenue ruling definition of serving the needs 
of the elderly. In all likelihood, though, this alone would not ensure more 
units for the lower-income group. In fact, a more narrow definition could 
have an unintended result of curtailing the supply of housing provided 
by charitable organizations using tax-exempt bonds. Increasing the 
availability of specialized housing to the majority of the elderly with 
lower incomes would require additional subsidies above and beyond that 
provided by tax-exempt bond financing. 

Even if a tax-exempt bond subsidy did not reduce costs enough to lower 
fees so that they were within the reach of most lower-income elderly, it 
could still serve a public purpose by increasing the supply of specialized 
housing for the elderly above that provided by the private sector alone. 
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Default Trends 90 Numkr of Rotlnmenl Cantor Bond Issur 

70 

60 

1999 1981 
Yssr of Issus 

Total Issues 

Total Defaults 

Source: Total issues were obtained from Securities Data Company. Total defaults were obtained from 
Bond Investors Association. 

We estimate that, as of the end of 1989, the default rate for retirement 
center bond issues was about 20 percent for bonds issued from 1980 
through 1989.’ To ensure that the rate was not overly influenced by 
extreme values, we also calculated the default rate by excluding 1983, 
which had the highest default rate and 1989, which had the lowest 
number of defaults (as of the end of 1989). Excluding these two years 
the default rate was about 18 percent. This compares to our estimate of 
an overall default rate of about 1 percent for selected revenue bonds.2 
Calculating the default rate in terms of dollars versus number of issues, 
the default rate for retirement center bond issues was about 18 percent. 

‘Our calculation is an estimate based on the best available information. The Bond Investors Associa- 
tion and Securities Data Company, Inc., data may not have included all defaults and all issues for 
retirement centers, respectively. Public Securities Association officials stated that although most 
defaults are likely included in our calculation, the number of bonds issued (particularly in the years 
1980 through 1984) for retirement centers may be understated. 

21ncluded in the selection are bonds used for industrial development projects, nursing homes, hospi- 
tals, retirement centers, ports, airports, housing, and other special uses. 
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As of the end of 1989, nonprofit and for-profit facilities providing 
housing for the elderly had an estimated default rate of 20 percent for 
bonds issued from 1980 through 1989. In the seven case studies we 
reviewed, each facility suffered because the projects were highly debt- 
financed at interest rates above the market average, exposing them to 
financial risks. Also, inexperienced developers and overestimated mar- 
keting projections made the projects particularly vulnerable to default. 
On the other hand, officials at three successful projects credited their 
achievements to having financial backing and experienced management. 
Various industry officials identified other strategies for avoiding 
default, such as requiring organizations and individuals to contribute 
more equity to the development of the facility. 

Profile of Defaults Using Bond Investors Association data, we identified 68 defaults of 
bonds issued for retirement centers between 1980 and 1989. Of the 68 
defaults, 36 were for bonds issued on behalf of nonprofit organizations 
and 26 for bonds issued for for-profit organizations. We were unable to 
determine the status for the remaining seven defaults. On an annual 
basis, the default rate was the highest for bonds issued in 1983. Twenty- 
six out of 28, or 93 percent, of the bonds issued that year defaulted (see 
fig. 3.1). We did not identify any bonds issued in 1988 or 1989 that 
defaulted. However, given that we found the average amount of time 
from issuance of the bond to default was about 34 months, bonds issued 
in those years may default later. 
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apply equity (funds or land) toward financing the project.4 However, in 
five of the seven defaults we reviewed, the tax-exempt bonds and the 
interest earned on the bond proceeds provided 100 percent of financing 
for the facilities; that figure was 91 percent and 96 percent in the two 
others. Not only were the facilities heavily debt-financed, their interest 
rates were higher than average rates charged on revenue bonds issued 
during the same time period (see table 3.1). This can be expected given 
that these projects are generally riskier than other types of projects 
financed with tax-exempt bonds. 

Table 3.1: lnterert Rates of Defaulted 
Bonds Compared with the Interest Index 
at Time of Issue 

Interest in percent 
Date of Defaulted bonds Interest 

Default case number bond issue interest rate indexb 
1 Jan. 1987 9 7 

2 Oct.1982 l? IO 

3 Jun. 1983 13a 10 
4 Feb.1983 14 IO 

5 Dec.1985 128 9 
6 Sea. 1980 13a IO 
7 Jun. 1983 12 10 

‘The project financing consisted of short-term and long-term revenue bonds. The interest rate shown is 
for revenue bonds maturing in 30 years. 

bThe interest index is the average interest rate for 25 various revenue bonds that mature in 30 years. 
This information came from the Bond Buyer Indexes 1980-87, Revenue Bonds. The rates represent the 
interest rate corresponding to the month, week, and year the case study bonds were issued. 

Further, the facilities spent a substantial portion of their funds on “soft 
costs,” which are non-income-producing items, such as development, 
architecture and engineering, underwriter, and legal fees. In each case, 
less than 60 percent of the funds were spent on “hard costs”-income- 
producing items such as construction, furniture, fixtures, equipment, 
and land.6 Table 3.2 shows the use of funds for the seven case studies. 

41n our survey, we found that for 60 percent of the facilities the equity contribution was 11 percent 
or less. 

6As a result of our questionnaire, we found that nonprofit organizations spent about 62 percent of the 
total funds available (not including funds used for refinancing prior debt) on hard costs. 
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Excluding the 1983 and 1989 issues, the default rate was about 15 
percent. 

Industry officials believe defaults for retirement center issues have 
declined in part because interest rates, which were high in the early 
198Os, reflecting inflation and tight credit, have moderated. Also, AAHA 
officials attributed the lower default rates to the retirement center 
industry’s increased experience over the last decade. Public Securities 
Association officials also stated that the retirement center industry has 
matured. The officials stated that the estimated default rates may not 
appear to be so high if the rate is compared with the failure rate of new 
small businesses. 

The amount bondholders receive when a facility defaults on its bond 
issue can vary greatly, depending on the plan worked out after default, 
according to a Bond Investors Association official. The official estimated 
that bondholders who invested in retirement centers that defaulted 
receive on average 60 cents for each dollar invested. This compares to 
about 75 cents on the dollar that investors receive for defaults of all 
types of bonds. The official stated that the lower amount for retirement 
center bonds may be due to the liquidation of facilities. Liquidation rep- 
resents the lowest payout for bondholders. 

Profile of Seven Case To establish why organizations defaulted, we did case reviews of seven 

Studies facilities that defaulted.3 The facilities in our case studies were vulner- 
able to default because of the facilities’ weak financial structure. The 
facilities were heavily debt-financed and the bonds were issued during a 
period of high interest rates. Further, much of the bond proceeds were 
spent on non-income-producing items. In addition to the weak financial 
structure, inexperienced developers and poor marketing projections 
were further contributing factors to the facilities’ vulnerability to 
default. Our review of the seven bond offering statements showed that 
the risks to the investor were disclosed. In none of the cases was the 
facility closed due to the default. 

Weak Financial Structure Facilities typically combine other funding sources with the bonds to 
finance a project. For example, a facility can invest the bond proceeds 
and earn a limited amount of interest, which would contribute to the 
total funds needed to build the facility. In addition, organizations can 

3App. II contains a summary of each case study. 
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and nursing centers but had limited experience in actually developing a 
retirement facility. 

In all seven cases we found that developers formed or selected compa- 
nies to market the facilities that had no or limited experience in mar- 
keting retirement facilities. In one case, the developer formed a 
company with no experience in marketing retirement facilities. In three 
other cases, the developers selected companies without experience in 
the retirement industry to market the facilities. In three cases, the com- 
pany selected to market the facility had limited experience. 

The formation or selection of companies with little or no experience in 
marketing retirement centers contributed to the facilities’ inability to 
achieve projected occupancy rates. For example, according to officials 
involved in two facilities, the company hired to market the facilities 
used nursing home instead of retirement center techniques to attract 
prospective residents. Industry officials said that developers who 
market retirement facilities should approach elderly people as potential 
residents, not as potential nursing home patients. In another case, a local 
government issuing authority official said the facility’s marketing plan 
was not set up for the convenience of prospective tenants. Hours for 
inspecting the facility were limited to weekday working hours; these 
were not conducive to the elderly, who might want a family member 
along to help in assessing the facility. As a result, the government offi- 
cial said, the facility did not attract residents and had a high vacancy 
rate. 

Overestimated Market 
Projections 

Market projections are typically based on market feasibility studies. 
Essentially, the market feasibility study identifies the potential market 
and projects how many individuals are likely to use the facility. 
According to industry officials, flaws in market feasibility studies can 
lead to overestimating occupancy projections. 

According to individuals associated with six of the seven facilities, 
market projections of the number of potential residents were overesti- 
mated because the studies used unrealistic market areas. For example, 
in two studies the primary market area-where 66 to 80 percent of the 
residents are expected to come from-exceeded the generally accepted 
5 to Z-mile radius from the facility. In these cases, the secondary 
market area included potential residents who lived more than the gener- 
ally accepted lo- to go-mile radius from the facility, The studies also 
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Table 3.2: U8o of Total Fund8 Avallable 
by Type of Coat 

___ 
Cost in percent 

Default case number 
1 
2 

3 

Hard-cost items Soft-cost items 
0 1 ooa 

45 55 

40 60 
4 59 41 

5 58 42 

6 46 52 

7 39 61 

@All funds were used to refinance a prior bond issue. 

Industry officials told us that in general no more than 30 percent of the 
project funds should be used for soft costs. Spending on soft costs means 
there are fewer funds available for income-producing items. It is impor- 
tant, however, to review these costs on a case-by-case basis, since not all 
soft costs are avoidable. Some soft costs such as capitalized interest are 
justified and should be adequately funded to make the project viable. 
This funding allows the organization to make payments on the debt 
during the construction phase when there is no cash flow. 

Inexperienced Developers Inexperienced developers and marketing companies contributed to 
and Marketing Companies default in all seven cases we studied. According to Retirement Housing: 

A Step-by-Step Approach,6 successful developers of retirement housing 
must be knowledgeable about retirement housing and be well informed 
about all aspects of development and marketing. The developer may 
perform the development and marketing tasks or may form or select 
companies to perform these tasks. AAHA officials generally viewed inex- 
perienced developers and poor feasibility studies as primary reasons for 
default. This inexperience, when combined with heavy debt and high 
interest rates, makes the facilities more vulnerable to default. 

We found that in all seven case studies, the developer or company 
selected to develop the facility had no or limited experience in devel- 
oping retirement centers. In four of the cases, the developers generally 
had experience in developing commercial property but had never devel- 
oped retirement centers. In two cases, the developers were bankers with 
no experience in the retirement industry. In one case, a company was 
selected that had provided consulting services in developing retirement 

‘James L. Laughlin and S. Kelley Moseley, Retirement Housing: A Stepby-Step Approach (New York: 
John Wiley & Sons, 1989). 
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that cushion. Experienced management is better able to keep costs under 
control and also is better able to ensure sooner rather than later that the 
facility is running smoothly. This helps to reduce turnover and thus 
keeps occupancy rates up. 

At a Tennessee facility, a sponsor provided financial backing and played 
a key role. The facility had not yet been accepted by the community, 
and occupancy rates were low. To increase occupancy, management 
expanded its marketing efforts to other states, in the hope of attracting 
additional occupants. The administrator said the sponsor was able to 
cover the debt payments until occupancy rates increased. The facility 
would have defaulted without the sponsor’s backing, according to the 
official. 

The sponsor of a facility in Florida keeps a common reserve fund in case 
the facility has financial trouble. The facility is also managed by a com- 
pany with over 20 years’ experience in developing and operating retire- 
ment centers. The administrator said that experienced management is 
better able to market a facility and control costs. 

Would Greater Restrictions As our earlier calculations showed, defaults for housing projects for the 

Reduce the Default Rate? elderly have declined in recent years. Industry officials said that, among 
other factors, this appears to reflect growing experience and sophistica- 
tion regarding this type of project on the part of those who put the 
projects together, as well as those who purchase the bonds. Even so, the 
default rate for these bonds is still above that of other types of revenue 
bonds. 

There are a number of safeguards that could be used to reduce the likeli- 
hood of default. For example, according to AAHA officials, the Contin- 
uing Care Accreditation Commission accredits existing retirement 
centers with an emphasis on examining the financial soundness of facili- 
ties. The officials stated that the Commission may pursue an accredita- 
tion program for facilities in development, which would provide further 
safeguards. Industry officials suggested a number of other conditions or 
restrictions that could also reduce the likelihood of default. However, 
each of the constraints discussed below also involves costs that may 
keep certain viable projects from taking place. 

One investment banker suggested that facilities be required to provide 
credit enhancements such as a letter of credit. The organization pro- 
viding the credit enhancement typically will scrutinize the project prior 
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used a “target” resident age of 66, while the industry recognizes a target 
age of 76.’ This, too, resulted in overestimating the potential market. 

As a result of unrealistic market projections, occupancy was overesti- 
mated. At five facilities we studied, actual occupancy rates were sub- 
stantially less than projected. In none of the cases were the facilities 
forced to close due to the default. Table 3.3 shows the projected and 
actual occupancy rates. 

Table 3.3: Comparison of Projected and 
Actual Occupancy Ratea at the Time of 
Default 

Projected and actual in percent 
Default case number Proiected’ Actual 
1 96 77.0 
2 75 
3 26 6.0 
4 79 19.0 
5 50 8.0 
6 80 73.0 
7 96 29.0 

aThe expected occupancy rates for the year in which the project defaulted 

Five of the seven facilities defaulted on their bond issues in less than 
2 l/2 years from the bond issue date. One facility operated for about 6 
years after opening but never reached the projected occupancy level. 
Overall, the time before default ranged from 14 to 78 months after the 
bonds were issued for the seven default case studies. 

Default Prevention 
Strategies 

Successful housing facilities forthe elderly seem to have avoided the 
problems identified in our case studies. The three successful facilities we 
visited have their own reasons why they have avoided default. Strate- 
gies for success also come from others in the retirement housing 
industry-such as investment bankers and issuing authorities. 

Success Stories According to industry officials, additional sources of funds and experi- 
enced management help facilities avoid default. Since it often takes time 
to get the occupancy rate up and to keep it at a level sufficient to cover 
costs, it is very helpful if the facility has a financial safety net. Avail- 
able equity or a sponsoring organization such as a religious or fraternal 
organization with alternative sources of funds are two ways to provide 

70ur survey respondents said that 83 percent of their residents were age 75 or older. 
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stages when occupancy is low and rental income is insufficient to cover 
debt payments. However, the officials said that many organizations do 
not have enough resources to contribute sufficient equity. In such cases, 
requiring the contribution of a predetermined amount of equity would 
prevent such organizations from developing a facility, even though the 
facility could succeed with a greater proportion of debt financing. 

Conclusion The overall default rate for bonds used to finance retirement centers 
was about 20 percent for bonds issued between 1980 and 1989. This 
compares to an overall default rate of 1 percent for selected revenue 
bonds. The default rate of housing facilities has been declining since it 
peaked at 93 percent in 1983. Although we did not find any bonds 
issued in 1988 or 1989 that defaulted, it may be too early to tell whether 
the bonds will eventually default, since we found the average amount of 
time from issuance of the bond to default was about 34 months. The 
defaults of the projects in our seven case studies were partly due to the 
projects’ being heavily debt-financed at high interest rates. Also, inexpe- 
rienced developers and overestimated market projections made the 
projects more vulnerable to default. 

On the other hand, the successful projects we reviewed showed that 
having a financial sponsor and experienced developer can help avoid 
default. Some industry officials suggested other strategies for avoiding 
default, such as requiring credit enhancements, setting limits on 
spending for soft-cost items, or requiring a certain level of equity from 
developers up front. While these ideas might reduce the vulnerabilities 
to default, other industry officials feel such requirements would reduce 
the number of financially viable projects undertaken. 

Page 38 GAO/GGD-91-60 Tax-Exempt Bonds 



Chapter 3 
Weak Flnanclal Strnctnre, Inexperienced 
Developem, and Overestimated Market 
Projectiona Increase Risk of Default 

to development and may keep informed of the facility’s operation. How- 
ever, officials from the Public Securities Association stated that 
obtaining credit enhancements or insurance raises the cost of issuing the 
bonds. The organization would have to weigh the benefit of the credit 
enhancements against the cost of obtaining it. If the cost of the enhance- 
ment does not result in a net savings to the organization, then it would 
add to the overall cost of the project. Other industry officials said that 
while such enhancements might increase the financial viability of 
projects receiving them, such a requirement could prevent bonds from 
being issued for viable small projects because of the added cost. 

A related restriction would be to require that bonds used to finance 
housing facilities for the elderly be rated by an independent agency. 
Many of the bonds identified in our survey were unrated. We asked 
industry officials if requiring a rating would help reduce defaults. Gen- 
erally, to be beneficial, the additional audience that a good rating 
(assuming it was good) would provide along with the potential for lower 
interest costs would have to outweigh the additional cost associated 
with obtaining a rating. Officials told us that retirement center bond 
issues, if rated, will typically receive low ratings. This reflects the inex- 
perience of the organizations running the facilities and the uncertainty 
involved in the occupancy and revenue projections underlying the 
income estimates of the facility. One additional consideration is that the 
purchasers of these bonds tend to be sophisticated institutions with 
diversified portfolios. Such investors have the capability to investigate 
the financial viability of a project without the aid of a rating agency. 

An official from a local housing authority for the elderly focused on con- 
trolled spending as a safeguard. He said that requiring more of the bond 
proceeds to be spent on hard costs for income-producing items would 
increase the likelihood of success. 

However, an AAHA official said that there can be legitimate reasons for 
higher expenditures on soft costs in some cases. For example, an archi- 
tect’s fees would be higher than normal if he had to redesign a building 
to meet the particular needs of the elderly. 

Consulting firm officials stated that requiring more equity might pre- 
vent defaults in the retirement home industry. The officials believe that 
organizations and individuals contributing equity to the development of 
a facility would be more committed to ensuring that the facility suc- 
ceeds, since their own funds would be at stake. In addition, equity might 
provide a financial cushion to get the facility through developmental 
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Questionnaire Summary Responses 

U.S. OENERAL ACCOUNTINQ OFFICE 
Ua=hington, D.C. 2094ll 

SURVEY OF USERS OF TAX-EXEMPT BONDS FOR lH.DERlV HOUJINQ 

The U.S. Boneral Accounting Offic., .n .g.ncy 
of Conem**, ie studying tax-•xompt bonds 
uood to finmwo housing for th. l ldorly. 
SgmoifiomllY, Congrorm has roquoatad QAO to 
study the us. of thosa bondm to l csuira, 
construct, or rmhmbilitmto progorty for hous- 
ing tha l ldorly by organization* l ligiblo 
under Section 501(c)(31 of the Intomel 
RWOWO Code. 

In an initial oummtionnmira sant to 501(cl(Sl 
organizations, YOU indicmtad that your or- 
gmirmtion rrovidas houminp for the l ldarly 
and wed tax-exempt bonds aa l financing 
m&hod. The purpose of the l ttechod mocond 
quomtionnoiro is to obtain basic financial 
information conearning the bond issue(s) and 
to obtain more specific informdion concwn- 
ing tha facility itsalf. 

Your responses should bo mode only for the 
facility whmrm housing for the l ldmrly im 
offorod and tmx-•xampt bonds wara used. If 
YOU .r. . soon~orine organizdion or l 
q anmgonont eoiny)~~ filling out the question- 
nairo on behalf of the facility whore the 
houaino ia offorad, ploasa respond to the 
suomtions only for tha facility whmro tha 
housing in offarad. 

Ploam* noto that if your facility is cur- 
rently under construction (nmw or 
l xg~nsion/r~h~bilit~tion). YOU should answ~ 
thm question, eonc~ning facility charac- 
teriatico according to whmt the facility will 
offor upon completion. 

Please feel fro* to draw upon the l rpertiso 
of thor individuolo in your organization whc 
arm familiar with the bond issuds) l # wmll 
am thoao who wo familiar with the faoility’# 
charactarimtioe. 

The quostionnairo im numbarmd only to aid us 
in our follow-up effort* and should takb loas 
than one hour to comgloto. Your ro*ponsoa 
will bm treated confidontiolly, combined with 
those of others, and roportod only in summary 
form. If YOU have .ny qurmtionm, olomaa em11 
Lorole* Hill at (404) JSl-6900. 

Plaasa roturn the oonplotad quostionnairo in 
the l ncloaod pro-•ddromaod l nvolopo within 
five d#ym of receipt. Your tinoly roseon 
will halp raducm future follow-up efforts. 
In the avant the l nvalopa 1s l implacod, tha 
l ddro== is: 

U.S, QENERAL ACCDUNTIND OFFICE 
Atlanta Regional Offiaa 
Ms. Lormlei Nil1 
suit0 2000 
101 Hariottm Towar 
Atlanta, QA 50323 

Thank YOU for your gssigtgnco. 

Pleasa antor the following information. 

Nono of parson Completing quationnairrr 

litlo: 
Tolephona Numbarr ( I 

CROJECT -- Facility nmma,addrass, and 
Employer Identification Number (EIN)t 

N n Total number of raspondants rmgponding to item. 

All responses reprosant percentages oxcopt whora noted. 

-l- 
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6. How ham this facility baan financad/rafinancod since bscoaing warstionsl or 
sines construction, l xpansion or rahabilitation bagan? 
(CHECK ALL THAT APPLY, INDICATE THE APPROXIMATE TOTAL DOLLAR AMOUNT OF EACH, AND 
INCLUDE ANY FINANCINQ FOR CONSTRUCTION, EXPANSION, OR REHABILITATION.1 

N-218 

N=ll 

N.10 

N-8 

N=2 

N=48 

N-3 

N=6 

N.15 

N-57 

Tax-•xampt bonds . . . . . . . . . . t12,172,361 

Tsxabla bonds . . . ,.. . . . . . . . 

HUD financing . . . . . . . . . . . . . 
(Do a includa HUD 
guarsnta* or 
insuranca programs in 
this catapory.) 

4,285,345 

1,902,438 

$6,100,000 6150,000 - 81,000,000 

1,763,800 350,000 - 20,000,000 

1,333,500 86,000 - 5,100,000 

FHA mortpaga financing . . . . 2,947,683 1,916,100 

FmHA financing (Farmars 
Homa Administration) . . . . . . 2,312,500 2,312,500 

Convantional financing 
(Such ss bank loans.) . . . . . 

Othar faderal financing . . . 

3,642,955 1,700,000 

238,947 250,000 

Stata and/or local 
povornnant financing . ..*.. 

Endownants . . . . . . . . . . . . . . . . 

2.634.974 582,310 

7,879,424 3,000,000 

Any othar form of financing 

Typa I Idantifiad . . . * . . . . . 

Typa II Idantifiad . . . . . . . . 

3,743,911 

1.784,432 

800,000 8,200 - 38,781,OOO 

675,000 10,000 - 8,829,OOO 

400,000 - 81672,600 

600,000 - 4,025,OOO 

14,850 - 26,500,OOO 

166,840 - 300,000 

405,750 - 11,000,000 

114,914 - 36,000,OOO 

7. If in quastion 6 YOU indicatad that this fscility used HUD financing, plaaso indicate 
tha l pplicabla HUD aaction daaipnation or block grant typa l nd tha amount of l ach. 

HUD SECTION/BLOCK ORANT TYPE AMOUNT 

MEAN 

N913 Typo Idantifiad . . . . . . . . . . . $3,889,262 (971,500 617,000 - 20,670,OOO 

-3- 
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1. For the fscility or Employar Idantification Numbar (EIN) lirtmd on pa@a 1, ware 
tax-•xonpt bonds usad to finsnca housing for tha l ldarly? (CHECK ONE.) 

93% Yas 3 (CONTINUE WITH PUESTION 2.1 N = 413 

7 No 4 (YOU DO NOT NEED TO COMPLETE ANY OTHER QUESTIONS. 
PLEASE RETURN THE QUESTIONNAIRE IN THE ENCLOSED ENVELOPE.) 

2. Is tha rosidsntisl housing for tha eldarly offarad under this EIN locatad at tha 
addraes listad on ~sga l? (CHECK ONE.) 

N = 383 
702 Yss, rasidantial houaing offarad under thia EIN is locatad 

st tha l ddrass listed on pacta 

30 No, rasidantial housing is nnf located at tha addrass on paga 1, 
but is offarad undar tha EIN. 

Pleasa provida tha nama and addrors of tha facility whwa tha 
raaidantial housing is locatad. 

Name of facility! 

Addrass! 

ZIP 

ANSWER THE FOLLOWINQ 9UESTIONS ONLY FOR THE FACILITY OFFERING HOUSING 
FOR THE ELDERLY LISTED ON PAQE 1 Pg THAT YOU INDICATED DIRECTLY ABOVE. 

3. Doas this facility offar & nursing homa cara? (CHECK ONE.) 
N = 383 

252 Vas --5 (YOU DO NOT NEED TO COMPLETE ANY OTHER QUESTIONS. 
PLEASE RETURN THE QUESTIONNAIRE IN THE ENCLOSED ENVELOPE.) 

75 No (CONTINUE WITH QUESTION 4.1 

4. Ia this fseility currantly undar construction , expansion, or rehabilitation? 
(CHECK ONE.) 

N = 207 
23% Yma 
77 No 

5. Was your most racant bond issuad prior to 1980 or in 1980 or later? (CHECK ONE.) 

N = 287 

23% Prior to 1980 + (YOU DO NOT NEED TO COMPLETE ANY OTHER PUESTIONS. 
PLEASE RETURN THE PUESTIONNAIRE IN THE ENCLOSED ENVELOPE.) 

77 1980 or latar w (CONTINUE WITH QUESTION 6.) 

-2- 
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Y  

10m. In ardor to obtain l compooito notionwido picture of tax-•xompt bondo that 
wore umod for housing projects for the l ldorly, we mod to obtain some basic 
finmchl information concoming the fmcility'm most roeont tax-oxomipt bond i~suo. 

IExomplos of oourcoo for this inforemtion wo tho official closing momorondumts), 
IRS Form ROSE (Information Roturn for lox-Exempt Privoto Activity Iond Iswas), 
truetoo, bond counsel or the Bond Offwins Stotomont. Fool froo to draw from 
the l xportioo of others knowlodgooblo about tho bond ioouo.1 

Plmmsm rrovido the following information for tho - l nd 
mswor only for tho facility whore rosidmntiml housing for tho l ldorly is offorod 
and tax-•xompt bonds wore uood. 

If this bond iawo has l fixed l nd l variable intorest rate, ontar the 
information for thg fixad t-ate in the first column and tha varioblg rata 
information in the second column. 

Initial Bond Isouo Doto . . . . . . l-12/1900-1990 l-12/1981-1990 
N(Month)=ltE N(Ymmr)=129 N(Honth/Voor)=75 

Final Bond Maturity Doto , . . . . l-12/1982-2029 l-12/1985-2021 
N(Month)=127 N(Ymar)=129 N(Month)=72 N(Yoor)=75 

Maximum Pwmirsible 
Twm of Bonds . . . . . . . . . . . . . . . . Hamn=26 Yrs Median=50 Yrs Mow=20 Yrs Modian= Yrs 

Rango = 2-42 Yrs N.130 Range = 9-35 Yr8 N.74 

Yield to Heturity Rat* 
l t Timg of Iosuo............. Hgmn-8.72% Modian-8.5% Hean=6.12% Median=?.S% 

Rmnge6.25%-14.25% N=lOl Rmnge=4.69%-13.13% N951 

Homo of Bond Undorwritor . . . . . 

Nmma of Bond Counsel . . . . . . . . . 

Nemo of Iswing Authority . . . . 

lob. For tho bond issue l bovo, what woo tho issue price? (Initial offoring price 
offwad to Cho public lass any accrued interart to the day of dmlivmry.) 

Moon - 111,287,471 Median . (6,425,625 

Rang* = 9225,000 - 962,950,OOO N = 156 

-5- 
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8. Dooo this fecility plen to use tax-•xwnpt bonds ax l financing method in the future? 
(CHECU ONE. ) 

N = 219 
7% Definitely YOS 

53 Probebly yee 
48 Would dooend on the l pecific situation 
10 Probably no 

1 Definitely no 

If you wwwwad “Definitely no” please write in the primary reeeon why. 

I 

9. Wes your most recent tax-exempt bond issued on behalf of your fecility only, or 
did you rocoive e portion of a bond that was issued on bmhslf of e sponsoring 
orgenizetion? (CHECK ONE.) 

N = 219 

87% Issued on behelf of this facility only --> (CONTINUE WITH QUESTION 10e.I 

13 Received e portion of l bond issued 
on behalf of e sponsoring orgeniretion -> (Please provide the organization 

name and per+on most knowledgeable 
about how the bond proceeds wera 
distributed between fecilitiee.) 

Orgenizetion name: 

Knowledgeable person: 

Telephone numbw: J ) 

(SKIP TO IYJESTION 22 ON PAGE 10.) 

-4- 
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QUESTION 11 (CONTINUED) 

-* DIAL** MEAM 

(In millions of dollars) 

N=172 Tax-exempt bond issuance cost . . . . 992.7 9.5 6.2 

N-8 Taxmbla bond isrumca cost . . . . . . . 2.4 .3 .2 

N=31 Procoeds used to pay for 
l nhancwnant . . . . . . . . . . . . . . . . . . . . . . 11.1 .4 .l 

N=120 Debt l rvicm reswve fund . . . . . . . . 131.2 1.1 .6 

N=29 Other ra8wv.8 . . . . . . . . . . . . . . . . . . . 44.7 1.5 .3 

N=76 Refinancing of existing debt . . . . . 644.7 8.5 4.8 

N.148 Hard construction costs ruch l s 
building construction, site 
promr8tion. construction 
l upwvision, otc. . . . . . . . . . . . . . . . . 

N.108 Furniture, fixtures and 
wuipmont ..*.....*.............*. 

N=64 Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

N=lO9 Cxpitblirad or fundad intwost . . . 

N=33 Working capital .*.*,............. 

1,040.8 

71.4 

55.5 

157.4 

24.5 

7.0 

.7 

.9 

1.4 

.7 

3.4 

N=lOO Othw torts such ax dwelopors’ 
fws, wchitwts’ fms, 
contingency few, etc. . . . . . . . . . . . . 

Any other costs (Please do8cribe.) 

104.6 1.0 .3 

N=80 Othw Cost8 - TYPO 1 . . . . . . . . ..*.a. 86.6 1.1 .2 

N=32 Other Comts - Type II . . . . . . . . . . . . . 45.0 1.4 .3 

N.193 TOTAL - USE OF FUNDS . . . . . . . . . . . 92,518.6 913.1 97.4 

NOTE: Total 8ourc~s of funds on p8ge 6 should equal total uses of funds on p8ge 7. 

II N vmluas, Totals, Uem, and Median wluss include only those raspondontr 
who indicxtod l dollar value. 

II* Rmflgcts actual dollar8 respondents provided. Tot81 use of fund8 is tha sum 
of thg individual us.8 of tot81 funds es listed above. The total 8ource and 
total usa of funds do not equal because soma respondents did not provide vxluos 
that allowed the totals to match. 

-7- 
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11. Often in the financing or rofin8ncing of a project, ether fund8 are u8.d 
in conjunction with 8 t8x-axompt bond isaw. 

Plaaoe rrovids all sourc8s 8nd uses of fund8 used in conjunction with your most 
recant t8x-exempt bond issue as indicated in question 10a and 10b. 

E~sm~lss of sourcam for this information l ra the official closing umor8ndumt81, 
IRS Form 1030 (Information Return for Tax-Exmmpt Private Activity Bond Issu~sl, 
truetom, bond counsel, or the Bond Offwing St8toaont. Foe1 frw to draw upon 
the sxp8rtiso of othws knouladgm8bla about tha 8ourc.8 l nd us.8 of fund‘. 

Plosss indicate th8 amount of 88ch source and ~88 of fund8 as listed below. 
If 8 8ourcx or us. of funds indicated ~8 not used , please place a xmro in th8 
l pororwiata 8~a08. 

NOTE: Tote1 swrc.8 of fund8 on rmga 6 Bhould l qusl total us.8 of fund8 on p8g. 7. 

N-192 

N=9 

N=26 

N=R9 

N=B3 

N.44 

N=71 

N.19 

N=l93 

SOURtE* 

Face wluo of t8x-exempt bond . . . . 

Face value of tax8bl8 bond . . . . . . . 

Other loans . . . . . . . . . . . . . . . . . . . . . . 

Equity . . . . . . . . . . . . . . . . . . ..I...... 

Intwast earned on bond procomds 
during conrtruction . . . . ...*..... 

Accrwd intomat to the 
d8y of dmliwry . . . . . . . . . . . . . . . . . 

Other (Plo~so describe.) 

Other Source - Typa I . . . . . ...*... 

Oth8r Source - Type II . . . . . . . . . . . 

TOTAL - SOURCE OF FUNDS . . . . . . . 

J.QW.** tuti 

(In millions of dollars) 

92,060.9 910.7 

37.0 4.1 

65.0 2.5 

109.9 1.2 

58.7 .? 

3.2 .l 

lRR.6 2.7 

14.0 .7 

(2.537.3 :13.1 

96.0 

2.0 

.6 

.4 

.2 

.03 

.6 

.3 

97.0 

CONTINUED ON NEXT PAQE 

I N vsluos, Totals, Ham, l nd Median vmluos include only thorn8 ro8pondontm 
who indicated a dollar value. 

*II Rsflocts actual dollars respondants provided. Tot81 8ourc8 of funds is the sum 
of tha individwl 8ourc.8 of tot81 funds as listed 8bove. Tha total source 8nd 
total ~8. of funds do not equal b8c8u8* mom. rocpondont8 did not provide vsluo~ 
that l llowd the totals to m8tch. 

-6- 
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Appendix I 
Questlo- i%unmaq Re.ponses 

18. Other than your most racmnt bond issue, hsvm YOU previously used tax-•xompt bond 
finmncin at thm facility identified on p.0. 1 or es idontifiod in question 2t 
(CHECK O!E . 1 

N = 193 
30% Ygs (CONTINUE WITH QUESTION 19.) 

70 No (SKIP TO QUESTION 21.) 

19. Plmmso provide the following information rogmrding the pravious tax-8xsmpt 
bond issua(r). 

PRIOR TO HOST NEXT TO PRIOR 

Total bond fscx vslus 
at msturity . ..I............ Sun n :564,358,879 Sum = 6209,460,OOO 

Plssn = 10,261,071 Mosn = 27,675,069 

Madia;l = 
5,500,000 

“odia;; = 
22,645,OOO 

= 55 = 12 

I88us Price ..I,..I..,I,.,,, Sum = 9406,405,474 SUM 
(Initial offering prica 

= 9203,559,080 
VIaan = yB”,;n; Mom = 18.756.310 

offormd to the public 
loss any l ccrwd intmrast MadiaFi = = 42’ ’ 

klodisn = 12.895,OOO 
N = 12 

to tha day of dalivary. 

Initial Iswo Data . . . . . . . . . Rgngm = 1972-1989 Range = 1979-1906 
N = 49 N = 11 

20. What was the purpose of thm previous txx-exempt bond(s) finsncing? 
(Pleasa indicate the percant of bend procasds that wet-g urgd for gsch of 
the cstsgori~s listed below.1 

PRIOR TO MOST NEXT TO PRIOR 
RECENT ISSUE MOST RECENT ISSUE 

N- 55 N = 14 

8. Construction of n*u buildings . . . . . . . . . 59 Parcent 75 Pwcmnt 

b. Furniture, fixturap, and l quipmont ..,. 2 Percent 3 Pmrcsnt 

c. Expansion of existing fscility *...*.** 3 Percent 0 Psrcsnt 

d. Renovation of existing building(s) . . . . 3 Porcgnt 0 Parcent 

l . Acquisition of existing building(s) . . . 2 Percent 0 Psrcsnt 

f. Rofinsncing of s prior 
t8x-•xmmpt bond issum . . . . . . . . . . . . . . . . . 27 Percent 15 Porcmnt 

g. Rsfinmncing or ropmymont of 
a prior dabt . . . . ..*................... 3 Percant 1 Parcant 

h. Other uses (Please spmcify.1 

Dthw Use I . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 Pwcant 4 Porcgnt 

Othw Use XI . . . . . . . . . . . . . . . . . . . . . . . . . . 0 Parcent 2 Parcent 

TOTAL 100 Pwcsnt 100 Percent 

21. Is this fbcility currently operating se s 501(c)(3) orgenirstion? (CHECK ONE.) 

100% Yam N = 192 

0 No 4 Plaasa daocribm the typm of orgsnirstion. 

-9- 
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Appe* I 
cJueetloe summary RBeponses 

12. Woa the tax-•xbnpt bond listed in qumation lO* l nd lob rmtmd? R(EIiWK, ONE.) 

:xX 
Yas, through l srmdit l nhwwz.ament famturo 

60 
;:B, but wzthout l credlt l nhancmmmnt famturm 

13. For the bond issum listed in qwstion 10a end lob, hmw you drmwn 
thm principal amount of the debt service resww fund? (CHECK ONE? from 

N = 188 
9% 

f : 
ix’ 
Not l pplicmblm 

14. For the bond issue listed in quastion 10m end lob, is the dabt l arvica remww 
fund current according to the indenture tarns of l oroommnt? (C;E$K1;;E.) 

70% YbS 

2: 
No 
Not l pplicmblo 

15. For tha bond issue listad in quartion 10e and lob, was it m  privmtaly placed 
or . publicly placed issue? (CHECK ONE.) 

N = 186 

F 
Privmtoly plw.xd issua 

8 
Publicly plwod issue 

7 
h:;rzrlvat*ly and publicly 

16. Wore the tax-exempt bond proceeds used for . particular section or part of your 
facility such mm additional rmsidmntiml units or l skilled nursing meetion? 
(CHECK ONE.) 

N = 190 
43% Yom + Plomso dmscriba: 

57 No 

17. To conplot* our cornposit* picture. wa also rimed to know the purpose of thm tax-exempt 
bond financing. 

Plaasa indicate the l pproximata pwcsntr of the bond issua that were usad for 
each of thm cmtoaori*s listed below. 

N = 191 
Purpose of bond isauor 

l . Construction of new building(s) . . . . . . . . . . . . . . . . . . . . 57 Pwcont 

b. Furniture, fixtuws, and equipment . . . . . . . . . . . . . . . . . 2 Parcant 

c. Expansion on l xistina fmcility ,,........I.......... 5 Pweant 

d. Ranovation of l xistina building(s) .*.......,*...... 2 P*rc*nt 

l . Acquisition of existing building(s) . . . . ..*......... 4 Percent 

f. Refinmncinp of m  prior tmx-exempt bond issue . ..*... 20 Parcant 

0. Refinancing or rwaaymont of l prior debt . . . . . . . . . . . 11 Pmrcmnt 

h. Othw us.8 (Plemsa spocify.1 

TOTAL 

. . . 0 Porcmnt 

. . . 0 Parcont 

100 PERCENTa 

I Pwcont doas not *sum1 100 duo to rounding. 
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APpendlx I 
Que8llonnaire summary -me 

26. Uh*t typa of nursing c*ra doss tha facility eurrantly offar or mhn to offar 
whan complatad? (CHECK ALL THAT APPLY.) 

Intarmadiata cara (Entar numbar of bads. ) Maon = 74 Dada N = 74 

Skilled cara (Entar tha numbar of bads. 1 Ham = 67 Bads N = 120 

Othw cm-8 (Plaaaa dascriba.1 

- 9 of badr Nasn * 45 Bads N = 28 

- t of badm Namn l 26 Badm N=3 

No nursing cara currantly offarad at this 
N = 36 f*cility, but l rrmngamants hava bamn mada for 

r*caipt of far* l t a nursing cat-8 f*cility. b (SKIP TO 
QUESTION 28.1 

No nursing c*ra currantly offarad l t this 
N = 25 facility, and no l rranpamants havm baan mada for 

racaipt of c*ra l t l nursing c*r* facility. 

27. If you indic*tad a lav*l of nursing cara in question 26, plaa*a indicata tha 
l varsga (masn) cost par dsy for intarmadiata beds *nd for skillad bads. 

AUERAOE COST PER DAY 

Intarmadi*t* bads ,. 9 .oo Ham = 968 Madi*n = 167 R*nga = 926-125 N-78 

Skillad bads . . . . . . . 9 -. 00 Nasn = 685 Hadion = 984 R*ng* = 928-170 N=llS 

20. What typ*a of buildings doas this f*cility cucrantly h*va, or, if you l ra 
currantly undar construction, what typas of buildings *ra pl*nnad? 
(CHECK ALL THAT APPLY.1 

N = 221 
N Salacting 

57 Duplex or townhousas 
09 Ona- or two-story building with l p*rtmants 

108 Mid-ris* - 3 to 5 floor. 
47 High-risa - 6 or mow floors (Pla*s* indic*ta numbar of floor*. ) 
56 S*par*ta villas or cott*pa* , similar to l sinpla-f*mily housa 
SO Othar (Pla*sa dascrib*.) 

Maan numbar of floors for high-risa = 10 floors Ranga = 6-20 floors N=221 
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Appendix I 
QlI88tlon.naire snmmaly Reeponeer 

22. Now long has this fscility offsrad housing for tha sldsrly? 
(Ansrar only for tha fscility idantifiad on pa98 1 or 8s idantifiad 
in suastion 2 of this quastionnaira.) (CHECK ONE.) 

N = 220 
7x Fscility arrantly undar construction 

6 Las. than 1 yaw 
SO 1 to 5 yasrs 
15 6 to 10 yaw* 

9 11 to 15 yasrs 
5 16 to 20 y*ar* 

18 21 to 50 yaw-s 
10 Ovar 50 ~asrs 

2s. Is tha f*eility lirt*d on psga 1 or 8s idantifiad in quartion 2 cantrollad, 
oparsfad, l ssoci*tad with, or spon*orad by 8 lsrgar orasnir*tion? (CHECK ONE.) 

N = 221 
57% Ya. (CONTINUE WITH QUESTION 24.1 

45 No (SKIP TO PUESTION 25,) 

24. How lone hss this l*rg*r org*nirstian indicatsd in quastion 2S baan in 
oparation? (CHECK ONE.) 

N = 126 
1% L*ss thsn 1 yaw 
8 1 to 5 y*srs 
5 6 to 10 yaw-s 

17 11 to 15 yasrs 
5 16 to 20 yaws 

30 21 to 50 yasrs 
35 Ovar 50 yasrs 

25. Uhst typss of living srrsno*mants snd how many units doas tha facility li*tad on 
pa98 1 or s* idwtifiad in quastion 2 currantly offor or will it offar whan 
oomplatad? (CHECK ALL THAT APPLY.1 

Indapand*nt living units (Plasrs antar numbar of units. - ) Ham = 168 Units 
N = 193 

Assistad living units (Plas*a antar numbar of unit* 
whara rasidants currantly or 
will racaiva this typa of cara. -1 Ham - 46 Units 

N = 79 
Parsons1 cat-8 unit* (Plaasa antar numbar of units 

whara rasidants currantly or 
will racaiva this typa of cara. -1 Nasn = 50 Units 

N = 45 
Othar CPla*** dascribe and antar tha numbar of units.1 

- 8 of units tksn = 39 Unit. 
N-9 

-lO- 
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APP-- 1 
Qneet&nnairesummary Ref5ponr3es 

30. Did you indicata sbova any vscant units in this facility? (CHECK ONE.1 

N n 221 
80% Yes (CONTINUE WITH QUESTION 31.) 

20 No (SKIP TO QUESTION 32.1 

31. For s variety of rsasons, some units may not ba occupiad. How much l f a 
contributing factor at-* the following reasons for vaconcier in this fseility? 
(ENTER THE NUMBER OF THE RESPONSES IN THE SPACES PROVIDED.) 

WPONSE SCqLE 

1 = VERY MAJOR REASON FOR VACANCIES 
2 = MAJOR REASON FOR VACANCIES 
3 = MODERATE REASON FOR VACANCIES 
4 = MINOR REASON FOR VACANCIES 
5 = VERY MINOR REASON FOR VACANCIES 

Parcant Rasponding 
J sr 2 on Scslq 

(Tot.1 N RasDanding to Itam) 

8. Loc*tion of facility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 II-114 

b. Facility (or psrts of facility) still under construction . . . . . 36 N-103 

c. Low dsmand for cart*in typos of units . . . . . . . . . . . . . . . . . . . . . . . . J2 N-125 

d. ComDatition from other facilities for the elderly . . . . . . . . . . . . 24 N-124 

a. Lack of professional marketing efforts . ..*..,...*............ 10 N-116 

f. Normal turnovw in units ..,.....................,............ 53 Y-146 

I. Lsck of sarvicas offered ..........I ,.,,.,................,... 5 N-104 

h. Lack of long-tarm health care sorvicss ..,,,,..,I............. 2 N=9J 

i. Entrance foes/monthly fees too high . . . . . . . . . . . . . . . . . . ...*..*. 9 N-115 

j. Poor oripinrl market research . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 N-106 

k. Oth*r rosson Please specify: 

Othar Re*son I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N/A 

Othar Raeson II . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . N/A 

-lJ- 
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Appendix I 
c&lestlonnalre snmnuny ROSpOIlS@S 

29. Of the total units in this facility, excluding nursing CW. beds, what is tha 
r.np. of +qu.r. footage and, reGardlass of squora footaoe, how many units are 
currently occupied and how many are currmtly vacant? (PLEASE ANSWER, EVEN IF 
UNDER CONSTRUCTION.) 

(VACANCIES INCLUDE ONLY THOSE UNITS THAT ARE CURRENTLY AVAILABLE FOR 
RESIDENT OCCUPANCY AND/OR UNDER CONTRACT FOR OCCUPANCY. EXCLUDE 
HODEL UNITS OR OTHER MANAGEMENT UNITS. ENTER THE RANGE OF SGUARE FOOTAGE 
OF EACH TYPE OF UNIT AND THE OUANTITY OF OCCUPIED AND VACANT UNITS. 
IF SPUARE FOOTAGE IS A SINGLE AMOUNT, USE THE FIRST COLUMN.1 

TYPE OF UNIT RANGE OF SPUARE TOTAL OCCUPIED TOTAL VACANT 
FOOTAGE 

MEAN MEAN MEAN 

Efficiency . . . . . . . . . . . . . . . . . 336 - 388 N=71 33 N=63 12 N-G3 

Studio ..II,...,,,,..,,,..... 397 - 443 N=lOl 40 Nm94 13 N=65 

Dna bodroom . . . . . . . . . . . . . . . . . 576 - 720 N=lR8 66 N-177 26 N-124 

Two bedroom . . . . . . . . . . . . . . . . . 858 - 1,053 N-175 54 N-160 16 N-102 

Larger than two bedroom . . . . . 1,293 - 1,462 N=54 13 N=4R 0 N=21 

Other (Please specify.) 

Othw Typa I . . . . . . . . . . . . . . . . 645 - 768 N=64 40 NE56 15 N=3b 

Dthor Type II .I............. 605 - 907 N=lO 37 N.9 7 N=b 

Other Type III . . . . . . . . . . . . . . 583 - 804 N=3 28 N=3 36 N=3 

-12- 
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55. Please indicate the l ntranca fee or range of l ntrancm foes for one pwso" for each 
typo of unit and living arrangement listed below. Also, ploaso indicsto the minimum 
income requirement for each type of unit and livin arranpoment (ENTER DOLLAR 
AMOUNTS. IF ENTRANCE FEE IS A SINGLE AMOUNT, USE %iE FIRST COllkN. IF NO MINIMUM 
INCOME REPUIREMEN'T, ENTER ZEROS.) 

JVPE OF U6.I.I 

a. Studio/Efficiwwy 

Independent living . . . 

Assisted living . . . . . . 
Pwronal car. . . . . . . . . 

b. One Bedroom 

Independent living . . . 
Assisted living . . . . . . 

Personal cpre . . 

c. Two Bedroom 

Independent living . . . 

Assisted living . . . . . . 

Pwsonal cara . . . . . . . . 

d. Larger then Two Bedroom 

Independent living . . . 
Assisted living . . . . . . 

Pw5pnel care . . . . . . . . 

RANGE OF ENTRANCE FEES MINIMUM RESIDENT 
FOR* 

934,227 - 41,950 N=91 

20,291 - 26.134 N=25/26 

20,563 - 27.169 NLl6 

52,115 - 67,754 N=125/126 

23,080 - 28.867 N=l5 

29,478 - 30,716 N-9 

71,900 - 104,966 N=122 

13,933 - 24,459 N=4 

65,000 - 68,000 N=l 

122,913 - 146,319 N=46/45 

N/A N=O 

N/A N=O 

921.664 N=45 

32,634 N=7 

16.267 N=3 

27,002 N-56 

41,442 N-b 

103,123 N.3 

33,236 N.54 

25,000 N=l 
86,800 N=3 

37,955 

N/A 

N/A 

N=19 

N=O 

N=O 

. . Other type of unit (if my) Please describe: 

Independent living . . . 66,619 - 87,881 N=32 31,298 N=14 

Assisted living . . . . . . 6,686 - 0,503 N=4/3 2,000 N=l 

Personal care . . . . . . . . 8,112 - 15,975 N-514 N/A N=O 

(t Where two N values are provided, the first N value reprosants the number of 
respondents who provided a value only for the low end of the range, and the 
second N value represents the number of respondents who provided a alurn 
only for the high end of ths range. 

36. Fur wh@t reason(s) do you charge entrance fees, and overall, approximetely what 
percent of all entrance fess go touard the following? 
(CHECK ALL REASONS THAT APPLY AND ENTER PERCENTS.) N = 129 

Capital finoncinp . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39 Poreant 

Life car* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 P.rs*nt 

To offset monthly fear . . . . . . . . . . . . . . . . . . . . . . . . . . 0 Pors*"t 

To offset operational costs . . . . . . . . . . . . . . . . . . . . . 24 Portent 

Other (Specify.7 . . . . . . . . . 0 Pwcont 

. . . . . . . . . .4 Parcmt 

TOTAL . . . . . . . . . . . . . . . . . . . 100 PERCENTS 

in Computation of percent does not equal 100 because LORIO respondents' tote18 
YOPO less than 100 percent. 

-IS- 

Page 64 GAO/GGDgMO Tax-Exempt Bonds 

I 



52. Plow* check amenities currently offwed, or if under construction, amenities 
you plan to offer et your f*cility. (CHECK ALL THAT APPLY.) 

N=221 

77 

70 

14 

49 
36 
75 
89 
86 
56 
62 
58 
39 
87 
18 
74 

9 
73 
63 

3 
18 
64 

Activities Director - 
apartment residents 

Activities Director - 
health cara center 

Alrhaimer's or related 
disease special unit 

Auditorium 
Bank 
Barber shop 
Beauty salon 
Cable television 
Carports or gsrsges 
Chaps 1 
Chaplain 
Coffee shop/snack bar 
Crafts room and programs 
Dentist's office on site 
Exercise room and program 
Fireplaces in individual units 
Game room 
Garden plots 
Golf course 
Greenhouse 
Guest accommodations 

49 
83 
11 

22 
34 

5 
44 
64 

74 
81 
80 
33 
67 
56 

26 
5 

06 
33 
81 

50 
19 

Hiking or walking trails 
Library 
Opthelmologist office/ 

services on premises 
Pharmacy 
Physician(s) office on site 
Playground for visiting children 
Podiatry services on site 
Postal service (Stamps. 

packages, etc.) 
Private dining room/catering 
Religious or vesper oervicos 
Resident association 
Sauna/spa/whirlpool 
Storage (outside of unit) 
Store for gifts, food, or 

sundries 
Swimming poc11 (indoor or outdoor) 
Tannin courts 
Transportation to shopping, mtc. 
Washer/dryer in units 
Washer/dryer in each 

building pr each floor 
Woodworking or matal shop 
Other (Specify) 

33. Does (will) your facility cherge en entrance fee? (CHECK ONE.) 

65% Yas (CONTINUE WITH QUESTION 34.) 

35 No (SKIP TO QUESTION 37.) 

N = 221 

34. To whet degree is (will) this entrance fee (be) refundable? (CHECK ALL OPTIONS 
AVAILABLE TO RESIDENTS.) 

N = 144 
Number of 
BesponQentn 

13 Fully refundebls, conditional 
4 Fully refundable, unconditional 

58 Partially refundable 
85 Declining refundable to zw-o 
23 Nonrefundable 

-14- 
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43. During the last 12 months, for approximately whet percent of the residents in this 
facility do you provide assistance in covering health care fees end housing fees? 
(CHECK ONE UNDER “HEALTH CARE FEES” &Q “HOUSING FEES”.) 

N = 219 

t&&Ql CARE F&$ UJSING EELS 

23 Cannot be determined 23 Cannot be determined 

22 0 percent 
22 1 to IO percent 
13 11 to 25 parcant 
15 26 to 50 pet-cant 

S More than 50 percent 

26 0 percent 
37 1 to 10 percent 

9 11 to 25 percont 
2 26 to 50 wwcont 
3 More than 50 parcant 

-17- 

40. What is your policy on m residents who are unmblm to pay l ithw an 
entrwica fmfa, l monthly fee, or both? 

. 

41. Whet is your policy concernino residents who Dnse bmcona unable to 
PRY l monthly fee? 

42. How does the facility cover the costs of residents who cannot pay the entrance fern 
and/or the monthly fee or, after entering, become unable to pay the monthly fee? 
(CHECK ALL THAT APPLY.) 

Number of N = 211 

8 HUD certificata/vouchars 
76 Medicaid/Medicare 
24 Rental sssistance payments 
92 Annual fund raising 
35 Entrance fees 

6 Application fees 
106 Unrestricted or Restricted Endowments 

91 Other (Specify.) 
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37. Does your facility charge monthly fear? (CHECK ONE.) 

99% Yes (CONTINUE WITH QUESTION 38.) 

1 No (SKIP TO QUESTION 40.) 

N = 221 

38. Pleeee provide the monthly fee or renge of monthly fees for one person for each type 
of unit or living arrangement listed below. (ENTER DOLLAR AMOUNT. IF MONTHLY FEE 
IS A SINGLE AMOUNT, USE THE FIRST COLUMN.) 

JYPE OF UNlJ. 
RANGE OF MONTHLY FEES 

EDR* 

l . Studio/Efficiency 

Independent living . . . 
Assisted living . .._.. 

Personal cere _......_ 

MAN RA- 

$717 - 809 N = 1181119 

1,089 - 1,214 N = 49/4B 

1,241 - 1,494 N = 27/20 

b. One Bedroom 

Independent living 783 - 949 N = lBO/179 

Assisted living . . ...” 1,158 - 1,306 N = 35 

Personal care . . . . . . . . 1.368 - 1,525 N = 21122 

c. Two Bedroom 

Independent living . . . 

Assisted living . . . . . . 

Perronol cat-e ....I... 

971 - 1,182 N = 165/166 

1,606 - 1,761 N = 13/12 

1,406 - 1,539 N=5 

d. Lerger then Two Bedroom 

Independent living . . . 

Arsisted living . . . . . . 
Personel cm-* . . . . . . . . 

1,344 - 1,487 N = 52 

1,618 - 1,668 N = 2 

N/A N=O 

e. Other type of unit (if eny) Please describe: 

Independent living . 923 - 1,105 N = 42 

Assisted living . . . . . . 903 - 1,030 N=9 

Personal cere . . . . . . . . 1,122 - 1,502 N=0 

I Where two N values we provided, the first N value represents the number of 
respondents who provided e value only for the low end of the range, end the 
second N value represents the number of respondents who provided e value 
only for the high end of the rsnge. 

39. Please describe, in ganersl, whet services et-e included in your monthly fees 
for eech ceteaory below. 

Independent living: B = 177 

Aoriated living: N m 75 

Personal care: .N = 47 

Other: (Please describe: II = 6 ) 
-16- 
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Appendix I 
Qllestionnslre snmmaly BeSpOnSeS 

48. Of thm tot.1 rwidents of this facility, what io the l stimoted poreont of l ach 
rocial/othnis group liotod below? (ENTER PERCENTS.) 

HEAH 

. . White . . . . . . . . . . . . . . . . . . . . . . 95 Pwc.nt N = 199 

b. Black . . . . . . . . . . . . . . . . . . . . . . 1 P.rc.nt N = 200 

c. Asimn/Pwific Ielondor . . . . . < 1 Pwcont N = 200 

d. Native American . . . . . . . . . . . . < 1 Parcant N = 200 

l . Other . . . . . . . . . . . . . . . . . . . . . . < 1 Percent N - 200 

49. Approximately whet percentage of the residents of this facility or. of 
Hiepenic origin? (ENTER PERCENT.) 

n..n = 1 Pwcwlt N = 199 

50. Plooro send the following informetion, and my other infornetion you fool may ba 
useful, when you roturn the questionnaire. 

1. Mwkoting brochures 
2. Somplo controct/leeso *gro*n*nts 
3. Photocopy of IRS Form 8038 for l ach bond issue 

(Information Raturn for Tax-Exempt Private Activity Bond Issuem) 
Q. Photocopy of “Sources and Uses of Funds ” from your most racont 

Bond Offering Statement for tha bond issue indicated in question 10o and lob 

-19- 
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44, How nmny rosidenta l r. currently living in your fmeility? (CHECK ONE.) 

5x Currently not occupied N = 220 
13 1 to 50 
17 51 to 100 
24 101 to 200 
16 201 to 300 
25 Ovsr 500 

45. Does (will) this facility hmva l minimum l ga rwuiramant? (CHECK ONE.) 

11% No N = 219 

19 Yms --+ Minimum l 0m * - YEARS t4.m = 61 Years Median * 62 Yaws 
Rang. = 50 - 69 Yaw-r 

Pluse dowrib* any exceptions to tha minimum l gm rwuiramant, if l ny. 

NOTE i IF THIS FACILITY CURRENTLY HAS NO OCCUPANTS, PLEASE CHECK THIS BOX t-1 
AND I30 TO PUESTION 50 ON PAQE 19. 6 rospondonts out of 221 checked box 

46. Whet is the l stimoted owrogo (moon) annual incomo of your rosidmts? (CHECK ONE.) 

3% $0 to 97,500 N = 176 
22 67,501 to *15,000 

:: 
915,001 to 625,000 
$25,001 to :50,000 

2 Ovsr *50,000 

47. What pwcsnt of the rmsidonts in this facility foil into the following l ge 
cotogorios? (ENTER PERCENTS.) 

N = 201 
Bslow 65 Y..PS of .g. . . . . ..*.*........ 2 Porcont 

65 to 69 yearm of l ga . . . . . . . . . . . . . . . . . 4 Porcont 

70 to 74 yaws of l go . . . . . . . . . . . . . . . . . 12 Porcont 

75 to 79 ymw-r of l ga . . . . . . . . . . . . . . . . . 21 Porcont 

80 to 85 yoor* of ago . . . . . . . . . . . . . . . . . 33 Porsont 

Over 85 ysars of ago . . . . . . . . . . . . . . . . . . 29 Porcont 

TOTAL . . . . . . . . . . . . . . . 100 PERCENTN 

l Porcont does not equal 100 duo to rounding. 

-1e- 
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Case Study S-es 

Case Study Project 
Number 1 

Case study project number 1 was a nonprofit corporation formed in 
August 1981, primarily to provide residential units for the elderly. The 
corporation had tax-exempt bonds issued in January 1987, totalling 
$14.6 million at a fixed interest rate of 8.76 percent. The purpose of the 
bond issue was to refinance a prior bond issue at a lower interest rate. 
Therefore, all funds were considered soft costs. The bond proceeds pro- 
vided 96 percent of financing for the project. The remaining 6 percent 
came from the reserve fund for the previous bond issue and cash. 

Description of Facility The corporation built 206 residential units in 4 buildings located on a 
6*6-acre site. Collectively, the four buildings had approximately 206,786 
square feet of floor space. Included within the facility was a clinic with 
a four-bed infirmary. The facility did not have any skilled nursing care 
on site. 

Fees Charged At the time of default, the project offered various entrance fee plans 
and a rental fee plan. The entrance fee plans varied in terms of refunds. 
Depending on the refund plan and the size of the unit, entrance fees 
varied from $38,800 to $113,900. In addition to entrance fees, residents 
paid a monthly service fee based on the size of the residential unit and 
number of occupants. The monthly fees varied from $436 to $1,167, 
Rental fees varied from $800 to $1,900, 

Payment of the entrance fee entitled the resident to a lifetime use of the 
unit and the project’s facilities. In addition, the resident received up to 
30 days of nursing care annually at an outside nursing facility at the 
same monthly fee. There was an additional charge for meals, 

Payment of the monthly service and the monthly rental fees entitled 
residents to receive one meal a day, laundry service, housecleaning ser- 
vice, all utilities (except telephone and cable television), 24-hour 
security, free parking, special diets, transportation, and facility mainte- 
nance services, Optional services offered for additional fees included use 
of the beauty salon, barber shop, sundries store, and additional meals. 

Reasons for Default and 
Resolution v 

The facility defaulted on its bonds in 1989,29 months after the bonds 
were issued, and declared bankruptcy shortly after. The reasons for the 
default, according to the issuing authority, bond trustee, and other offi- 
cials associated with the bond issue, were the inability of the facility to 
compete with other local retirement facilities, overestimated market 
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51. If you hwo any conmonte on any aspact of your use of tax-•xanpt bonds to provide 
housing for the l ldorly, ph~so US. the space below. Vou m.y bttoch additional 
mhoots if “.C.rn‘.PY. 

N = 33 

THANK YOU FOR YOUR ASSISTANCE. 
PLEASE RETURN YOUR QUESTIONNAIRE IN THE PRE-ADDRESSED ENVELOPE. 

-2o- 
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$480 to $1,136 based on the size of the residential unit and the number 
of occupants. Additional fees were to be charged for services such as the 
use of the beauty salon, barber shop, sundries store, and additional 
meals. 

Residents were to be entitled to receive personal, skilled, and interme- 
diate care at the nursing care facility on a temporary basis for an addi- 
tional charge. Residents of the nursing care facility would have been 
charged separately for additional meals, laundry, medicines and therapy 
treatments, and the services of a physician or dentist. 

Reasons for Default and 
Resolution 

In December 1983 the bond trustee officially declared the facility in 
default, approximately 14 months after the bonds were issued. The 
occupancy rate at the time of default was .2 percent. 

According to the bond trustee, the facility defaulted on its bond issue 
because the construction fund was insufficient to pay for remaining 
work that could have made the facility marketable. Incomplete con- 
struction hampered marketing efforts because the residential units 
could not be marketed as originally planned. The bond trustee also ques- 
tioned the existence of a market for this type of facility. 

In 1985 the community center portion of the project was sold to a local 
hospital for $1.8 million. The apartment complex was sold for $10.4 mil- 
lion for residential use. Bondholders received about 62 cents of each 
dollar invested. 

Case Study Project 
Number 3 

Case study project number 3 was a nonprofit corporation formed in 
November 1981 to develop, own, and operate a retirement center. The 
corporation had unrated tax-exempt bonds issued to finance the project 
for $18,230,000. The bond issue was composed of short-term and long- 
term bonds issued in June 1983 with interest rates ranging from 10.5 
percent to 13 percent. The bonds and interest earned on the bonds pro- 
ceeds provided 100 percent of financing for the project. Overall, 40 per- 
cent of the funding was used for hard-cost items and 60 percent was 
used for soft-cost items. The financing was primarily used to acquire, 
construct, and equip the retirement center. The facility did not offer a 
nursing facility but did have an assistance-in-living program that 
offered seven levels of care. 

Page 62 GAO/GGDBl-50 Tax-Exempt Bonds 



AppmdixII 
Cam Study Summarie 

projections, and a developer that had no prior experience in retirement 
housing management, The occupancy rate at the time of default was 
about 77 percent. The default was settled through a reorganization plan 
that restructured the debt of the facility. The facility is currently oper- 
ating as a nonprofit facility. 

Case Study Project 
Number 2 

Case study project number 2 was a nonprofit organization formed in 
1982. The organization planned to provide housing and a continuum of 
health care for its residents. However, the facility was never completed. 

The corporation had unrated tax-exempt bonds issued in October 1982 
in the amount of $X3,170,000. The issue was composed of short-term 
and long-term bonds with interest rates ranging from 12.75 percent to 
16.26 percent. The bonds and interest earned on the bond proceeds pro- 
vided 100 percent of financing for the project. Overall, 45 percent of the 
financing was used for hard-cost items and 55 percent was used for soft- 
cost items. The financing was used to (1) acquire an existing 460-unit 
apartment complex, (2) convert the apartment complex to residential 
units for the elderly, and (3) construct an adjoining two-story commu- 
nity building. However, the corporation converted about 330 of the 460 
units. 

Description of Facility The facility was located on approximately 3 1 acres. The apartment com- 
plex and support facilities totalled approximately 625,000 square feet 
and included parking for approximately 750 vehicles. The facility was 
also to include a nursing facility offering intermediate and skilled 
nursing care. 

Fees Charged Residents were to pay an entrance fee that ranged from $42,000 to 
$97,000, depending on the size of the unit, for the lifetime right to 
occupy a residential unit as long as they were capable of caring for 
themselves. When they were no longer capable of caring for themselves, 
residents were to be entitled to occupy a bed in the nursing care facility. 
In addition to the entrance fee, residents were to pay a monthly service 
fee based on the size of the residential unit and the number of occu- 
pants. The monthly service fees were to entitle residents to receive one 
meal each day, laundry service, maid service, all utilities (except elec- 
tricity, telephone, and cable television), 24-hour security, free parking, 
scheduled local transportation service, use of the private dining room, 
and maintenance of the facility. The monthly service fees ranged from 
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Project Description The facility is located on approximately 4.96 acres of land and consists 
of 132 residential care units in a five-story building containing approxi- 
mately 90,000 square feet. The facility also contains a library, general 
store, hobby and crafts room, barber and beauty shop, spa, and other 
amenities. Limited nursing care is offered on-site; however, a nursing 
facility is adjacent to the facility. 

Fees Charged Each resident is charged an entrance fee that varied from $6,000 to 
$7,750, baaed on the unit type. Residents also paid a monthly fee that 
ranged from $625 to $1,600 depending on whether residents selected 
meals as an option. The monthly fee covers the cost of meals if selected; 
housekeeping; maid service; utilities; 24-hour staffing of social workers; 
and scheduled leisure, social, and recreational programs. 

Reasons for 
Resolution 

Default and The project defaulted on its bonds in February 1986,24 months after 
the bonds were issued. When the default occurred, its occupancy rate 
was about 19 percent. According to the bond trustee and an issuing 
authority official, the reasons the project defaulted on its bonds were 
(1) the use of a marketing company that had no prior experience in mar- 
keting a retirement center, (2) the use of nursing home marketing tech- 
niques, (3) high interest rates, and (4) low occupancy rates. As a result, 
the project lacked sufficient funds to pay its monthly interest payments. 

In April 1986 the bond trustee, together with three individual bond- 
holders, filed for bankruptcy, which was settled through debt restruc- 
turing. New bonds were issued and bondholders were paid dollar for 
dollar invested. The bondholders will also receive 6 percent interest plus 
10 percent of the project’s net income for the life of the project. As of 
December 1989, the facility was still operating as a for-profit facility. 

- 

Case Study Project Case study project number 5 was formed as a for-profit corporation in 

Number 5 June 1985 to develop and operate a rental retirement center. In 
December 1985 unrated tax-exempt bonds were issued in the amount of 
$10,370,000 with interest rates ranging from 8 percent to 12 percent. 
The bond and interest earned on the bond proceeds provided 91 percent 
of financing for the project. The remaining 9 percent of the financing 
was equity. The bonds were used primarily to buy land and construct 
and equip a new facility. Overall, 68 percent of the funding was used for 
hard-cost items and 42 percent was for soft-cost items. 
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Description of Facility The retirement facility is on a 16.26-acre site and consists of 175 apart- 
ments situated within one three-story building containing approximately 
208,320 square feet. 

Fees Charged According to the bond offering statement, residents were to pay an 
entrance fee from $29,900 to $89,000 for lifetime use of the facilities, 
depending on the size of the unit and if the unit was sold before or after 
the bond closing. Residents who selected the assisted living program 
paid additional fees. Residents also were to pay a monthly service fee 
that ranged from $663 to $1,388 depending on the size of the unit and 
the number of occupants. The monthly service included one meal per 
day, housekeeping, maintenance, utilities, laundry, and other services. 

Reasons for Default and 
Resolution 

In July 1985 the facility defaulted on its bonds, about 26 months after 
the bonds were issued. When the default occurred, its occupancy rate 
was about 6 percent. 

According to the bond trustee, the reason for default was inaccurate fea- 
sibility studies. The lack of residential sales created shortfalls in oper- 
ating funds, and interest payments could not be made. The project’s 
Board of Directors filed for bankruptcy in December 1986. In August 
1987 the facility was sold for $6,025,000 to a health care firm experi- 
enced in owning and operating retirement centers. Bond holders 
received about 52 cents on each dollar invested, according to the bond 
trustee. The facility is currently operating as a nonprofit rental retire- 
ment center. 

Case Study Project 
Number 4 

Case study project number 4 is a for-profit limited partnership formed 
to develop a retirement center for the elderly who do not need the type 
of institutional care provided by a nursing home. The partnership had 
unrated tax-exempt bonds valued at $7,200,000 issued to finance the 
construction of the project. The bonds were issued in February 1983 and 
were composed of term bonds with interest rates ranging from 10.50 
percent to 14.25 percent. The bonds and the interest earned on the bond 
proceeds provided 100 percent of financing for the project. Overall, 59 
percent of the funding was used for hard-cost items and 41 percent was 
used for soft-cost items. 
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Description of Facility The facility is on a E-acre site and consists of a four-story, 130,000- 
square-foot building incorporating 160 independent living apartments. 
Nursing care is offered in a 16,500~square-foot, one-story building con- 
taining 39 skilled and intermediate nursing care beds and 20 residential 
beds. 

Fees Charged Prior to October 1986, residents paid an entrance fee that ranged from 
$6,760 to $60,060, depending on the size of the unit. The entrance fee 
covered limited use of the apartments, health care center, community 
center, and all related properties at the facility. The monthly fee ranged 
from $860 to $1,646 depending on the size of unit and the number of 
occupants. The fee covered the cost of food, certain medical services, 
housekeeping, maintenance, utilities, and other operating costs. 
According to the facility administrator, in October 1986 the facility was 
directed by the state to change from an entrance-fee facility to a rental 
facility as a result of its poor financial performance. According to a 
state official, this was done primarily to protect prospective entrants to 
the facility. This action also protected existing residents. The residents 
became eligible for a state guarantee that would allow them to recover 
entrance fees if the facility defaulted. 

Reasons for Default and 
Resolution 

The facility defaulted on its bonds in March 1987, approximately 79 
months after the bonds were issued. According to the facility adminis- 
trator, the occupancy rate was 73 percent at the time of default. 

According to officials associated with the bond issue, the facility 
defaulted on its bonds because of high interest rates on the bonds, 
market competition, inadequate cash flow, poor feasibility projections, 
higher than expected health care costs, and poor planning. In addition, 
the marketing company had never marketed a retirement center. 

In December 1988, a Superior Court ruled in favor of the bond trustee to 
foreclose on the facility. In October 1989 the facility was sold to a for- 
profit organization at a public auction for $5.8 million. The bondholders 
received about 56 cents on each dollar they invested. As of March 1990, 
the facility was operating as a for-profit retirement center. Its occu- 
pancy rate had increased to 81 percent. 
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Description of Facility The facility is located on 6 acres of land and consists of a three-story, 
132,600 square-foot building containing 133 residential rental units. The 
facility offered an assistance program which provided health care and 
support services. 

Fees Charged An entrance fee was not charged, but each resident was charged a 
monthly fee that varied from $1,160 to $1,796 depending on the size of 
the unit. The monthly fee was to cover expenses for one meal a day, 
maid and linen services, utilities (except for telephone service and cable 
television), a 24-hour emergency call system, maintenance, scheduled 
transportation to and from shopping areas, and other services. 

Reasons for Default and In June 1987 the facility defaulted on its bonds, 18 months after the 
Resolution bonds were issued. The occupancy rate at default was about 8 percent. 

According to officials associated with the bond issue, the facility 
defaulted on its bonds because the developer used nursing home mar- 
keting techniques rather than retirement center techniques, a depressed 
regional economy, and construction cost overruns. The developer of the 
project had no prior experience in constructing or maintaining a retire- 
ment center. The marketing company also had no prior experience in 
marketing a retirement center. 

In August 1987 the facility filed for bankruptcy and a court trustee was 
appointed. As of March 1990, the occupancy rate had increased to about 
66 percent and the trustee was trying to sell the facility. 

Case Study Project 
Number 6 

Case study project number six was formed as a nonprofit corporation in 
March 1978 to provide housing and nursing care for the elderly. 
Unrated tax-exempt term bonds were issued on September 1,1980, in 
the amount of $12,245,000 at interest rates ranging from 8.6 percent to 
13 percent. Interest rates were a combination of fixed and variable 
rates. The bonds and the interest earned on bond proceeds provided 100 
percent of financing for the project. The bond proceeds were primarily 
used to acquire, construct, and equip the facility. Overall, 48 percent of 
the funding was used for hard-cost items and 52 percent was used for 
soft-cost items. 
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in original bonds, non-interest-bearing registered notes, and a cash dis- 
tribution. The project is currently operating as a nonprofit retirement 
center, and its occupancy rate is 94 percent. 
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Case Study Project 
Number 7 

Case study project number 7 was formed as a nonprofit corporation in 
April 1982 for the purpose of providing housing and personal care for 
elderly persons. Unrated tax-exempt bonds were issued in June 1983 in 
the amount of $20,500,000 at a fixed interest rate of 12 percent. The 
bonds and interest earned on the bond proceeds provided 100 percent of 
financing for the project. The bond proceeds were used to acquire and 
construct the facility. Some of the proceeds were also used to buy 
United States Treasury bonds in the principal amount of the bonds to 
secure payment of the principal at maturity. Overall, 39 percent of the 
funding was used for hard-cost items and 61 percent was used for soft- 
cost items. 

Description of Facility The retirement center is on approximately 34 acres of land, of which 
about 11 acres are undeveloped. The retirement center consists of 114 
residential units in three-story adjoining buildings. The facility also has 
56 courtyard homes in duplex, triplex, and quadraplex design. The 
facility also has an 86-bed private health care center currently licensed 
for 78 nursing beds and 8 personal care beds. 

Fees Charged At the time of default, each resident paid an entrance fee and a monthly 
service fee. The entrance fee ranged from $29,000 to $96,000, depending 
on the size of the unit. The monthly service fee ranged from $435 to 
$913 depending on the size of the unit and the number of occupants. The 
entrance fee covered the resident’s lifetime use of a living unit and the 
facility. The monthly fee included one meal per day, laundry facilities, 
housekeeping, all utilities (except telephone and cable television), staff 
on duty at all times, and other related services. 

Reasons for Default and 
Resolution 

The project defaulted on its bonds in December 1985, approximately 30 
months after the bonds were issued. At the time of the default its occu- 
pancy rate was about 28 percent. The reasons for default, according to 
officials associated with the bond issue, were an inaccurate feasibility 
study and the use of a marketing company with limited prior experience 
in marketing a retirement center. 

To resolve the default, the 501(c)(3) organization filed a proposed reor- 
ganization plan for the project concurrently with filing bankruptcy. The 
reorganization plan, according to the bond trustee, involved restruc- 
turing the debt by issuing new bonds at a total of $14.35 million. The 
bondholders received an unrated bond valued at $3,500 per each $5,000 
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