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The Market – What’s on the minds of 
leading Owners, CEOs and Boards?

• Demographics

• Psychographics

• Economy

• Work force (care givers) 

• Financing
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Critical Issues Facing Our Clients
• The effects of a 

recessionary economy

• Access to capital

• Negative inflation
(shrinking margins)

• Uncertainty of health 
care reform

FinancialFinancial

MissionMission

OperationsOperations MarketMarket

Strategic
Change
Strategic
Change
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What a Year!!

To commemorate 2008, the Treasury 
Department has issued a new dollar bill...
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The Effects of a Recessionary Economy
• Depressed housing market is impacting 

individual’s ability to move into a senior living 
venue

• Significant potential for impact on Medicaid rates 
as state governments deal with budget shortfalls

• Consumer worry and uneasiness 
• Available workforce
• Uninsured increase as people lose their jobs 

and/or employers reduce benefits; Greater use 
of emergency rooms; growing bad debts and 
charity care; Individuals delaying elective 
surgeries and outpatient procedures
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Access to Capital
• Health care is a capital intensive / low margin business
• Much of health care was historically financed with 

inexpensive debt (last 20 years):
– Leveraging investments and investment income
– Minimal equity
– Nominal spreads between rated or unrated instruments

• Today:
– Organizations have seen their cash and investment reserves 

decline dramatically 
– High interest rates on long-term fixed rate debt
– Low institutional demand for unrated tax-exempt bonds
– Rating matters! 
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Project financing is dependent upon:
• Operating performance, not only balance sheet 

strength
• Ability to assemble multiple lenders with tiered 

payment structures
• Lowered construction costs, shortened 

construction periods, practical plans, solid 
operating assumptions and proven management 
teams
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Negative Inflation
• Simply:  unmanaged, costs are expected to 

escalate faster than revenues

• Historically, this was mitigated by increasing 
services per patient, provider productivity, and 
case-mix… revenue grew rapidly

• Operational excellence and willingness to use 
new operational practices, technology, and 
every option for reducing overall costs is critical!
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The President’s Plan for 
Healthcare Reform The “Obama Health 

Care Summit” – March 
2009

Congressional Debate 
and Legislation – July 
/ August

Signed by President –
September  ??
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Health Care Reform
Three areas and their potential impact on 
profitability: 

– Medicare payments to SNFs beginning in 2010 
(negative)
◊ Could reduce Medicare payments by over $20 day

– Bundled payments for post-acute care (positive)
◊ A government developed plan that will detail 

specifications for bundled Medicare payments for 
post acute services to occur within three years after 
enactment of healthcare reform bill

– Nursing facility transparency rules (negative)
◊ Aims to standarized nursing facilities through more 

easily accessible information, stronger enforcement 
and staff training

11

The “American Recovery and 
Reinvestment Act”
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Where the Money is going…
The American Recovery and Reinvestment Act targets investments towards key areas that will save or 
create good jobs immediately, while also laying the groundwork for long-term economic growth. The charts 
and numbers below give you an idea of where the money is going. 

Recovery.gov (February 24,2009)  
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What Does This All Mean?
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Culture Change in the Senior Living Field
• Our operating practices need to change
• The venues we provide care in may need to change
• The use of technology to support our operations needs 

to change
• The corporate structures we utilized in the past may 

need to change
• The management structures we have in place may need 

to change
• Our referral relationships may need to change
• The way we finance our operations may need to change
• Our Mindset needs to change!
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How to Translate Change to Your 
Organization
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Key Question:  How do you adapt to the Market?

Market
Environment

GROWTH

STAY THE SAME

RETRENCH/DIVEST

External Organization’s Strategy
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Advancements in Change Management…

Source:  John P. Kotter, Leading Change: Why Transformation Efforts Fail, Harvard 
Business Review on Change

Errors in Change Management
1. Not Establishing a Great Enough Sense of Urgency
2. Not Creating a Powerful Enough Guiding Coalition
3. Lacking a Vision
4. Not Communicating the Vision by a Factor of 10
5. Not Removing Obstacles to the New Vision
6. Not Systematically Planning for and Creating Short-

Term Wins
7. Declaring Victory too Soon
8. Not Anchoring Changes in the Corporation’s Culture
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Strategic Framework
Successful strategies integrate each of the following:

Product/Service

Innovation Knowledge

• What product/service will further 
distinguish you in the market and 
extend your brand?

• Given our market reputation/position 
how should we offer the product?

• Given what we know our about our clients 
and competitors how can we offer products 
that will advance our objectives?

• How can we use our knowledge to further 
expand the market or target new markets?

• What is unique about our knowledge that 
will allow us to execute the service 
differently? 

• How can we innovate the delivery or 
execution of the product that will result in 
an expanded market or increased 
revenues?

• Are there ways to take current 
services/products and execute them 
differently to be more innovative?
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Key Strategic Questions

• What will the potential target senior health care 
market be in the next 2, 5, 10 & 25 years?

• What role will you play in serving the needs of 
older adults?  Are changes to the current role 
appropriate and how will that impact the Vision?

• What role will you play in the future health care 
model and in the social model of aging 
services?
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Key Strategic Questions (Continued)

• What are the key services that you should provide 
based on the demographic and market information?  
What is your competitive advantage?

• What will you need to do in order to compete effectively, 
to better serve the seniors in your market area in a cost 
effective manner?

• What specific actions should be taken to secure and 
sustain a dominant position for senior services in the local 
market?
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Key Strategic Questions (Continued)

• What changes to the current facilities will be 
required to keep you competitive? What are the 
capital requirements for competing in the 
anticipated market place?

• What are the likely financial, clinical, 
organizational, operational, and cultural 
consequences of actions taken?

• What is the priority of your strategic initiatives?
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How are leading providers reacting?
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Enterprise Excellence
• Strategic Planning

– Strategic Capital Planning

• Operational Excellence 
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Understand Where You are Going

Strength

Weakness Time

Weak Cash Position

Strong Cash Position

Adequate 
Capital

Operating Ratios
Capital Structure/
Liquidity Ratios
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What is a Strategic Capital Plan?

Financial

Mission

Operations Market

Strategic
Change

• Strategic Capital Planning is 
defined as the process of 
linking capital financing to 
your strategic, operational, 
renovation, repositioning or 
replacement plans.  

• This is performed by:
– understanding your strategic 

initiatives 
– clarifying key issues required 

to build financial 
performance targets 

– Preparing a financial analysis 
of the goals and outcomes
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Financial Comparisons - Cash Position Matters

Funds needed to weather a storm 

Funds needed for current operations

Funds needed to act strategically

$$

Your decision based on strategies you will pursue and how 
much capital they will demand

CCAC Benchmarks; Fitch/S&P Ratings

“Minimum Covenants”

Cash to Debt and Days’ Cash on Hand Ratios are the two 
key ratios used to monitor “liquidity”
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Putting it Together

Cash and Balance 
Sheet Ratios
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Represent where 
we are in our 

“strategic 
thermometer”

Operating margin 
ratios will let you 

know what 
direction your 

thermometer will 
be moving in…

O
perating M
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Operational Excellence
• Developing a rigorous action plan to reduce 

expenses: look at niceties vs.. “must do” projects 
– Becoming more nimble in an uncertain environment
– Optimizing current revenue streams
– Making sure that current operations are as efficient as 

possible
– Delaying capital expenditures

• Using the economic conditions as a reason to 
make decisions that might be unpalatable in 
better times
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Operational Excellence (continued)

• Top providers are engaging residents, not hiding 
the issues from them.

• In other words, everyone is challenged. Informed 
residents are more willing to accept changes in 
service plans or cost reductions.
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Operational Excellence (continued)

• Developing creative ways of maintaining 
occupancy
– Accepting notes for entrance fees
– Discounts on entrance fees and monthly fees
– Accepting property in lieu of entrance fees
– Purchasing houses from prospective residents

• Increasing the number of short-term post-acute 
(Medicare) clients - even if their overall focus is 
on independent living and longer stay LTC 
clients
– Looking at data relationships differently
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Operational Excellence (continued)

• Looking at ways to strengthen referral relationships with 
hospitals and physicians

• Implementing systems/processes for measuring the 
quality outcomes

• Implementing systems to measure the cost of their 
services

• Implementing a technology infrastructure to support work 
flow and quality measurement initiatives
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Operational Excellence (continued)

• Looking for ways to integrate home and 
community based services into their service 
offering

• Searching for additional financing opportunities
– Bank loans verses tax-exempt debt
– HUD
– Department of Agriculture
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Maintain a Balanced Approach to…
• Growth
• Profitability
• Risk Management

All are important and must be considered in every 
strategic decision. 

It is imperative to continuously evaluate because 
one could easily become seemingly more 
important given circumstances at that time
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Operational Improvement Process
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Assess 
preliminary

recommendations 
and impact

Implementation 
and review

Determine 
operations 

improvement 
initiatives Perform an on-

site review of 
operations

Prepare a 
“sizing” of the

operational goals
based on Targets

Process Overview 

Operational 
Improvements 
represent operations 
effectiveness, service 
excellence and
financial stewardship

36

Establish Operational Goals
• Why is the process of establishing 

operational targets important?
– Allows the organization to define 

“success” and provides a method to 
monitor progress towards “success”

– Creates tangible goals that can be 
utilized to monitor progress both 
during the planning process and 
during implementation

– Establishes agreement among 
management and the Board/Owners 
of the desired financial position of the 
organization

– Acts as a “roadmap” for the 
operational improvement process

Prepare a 
“sizing” of the

operational goals
based on financial 

Targets
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“Size the Problem”
It is essential to provide a clear definition of any financial 

problem.
• What level of revenue enhancement or expense 

reduction is necessary to sustain operations?
• Break-even is not good enough

– Margin is necessary to reinvest in the future
◊ Plant and equipment
◊ New programs
◊ Legal Issues
◊ Staff development
◊ SUSTAIN THE MISSION!

We call this… the “opportunity”
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Assess 
preliminary

recommendations 
and impact

Implementation 
and review

Determine 
operations 

improvement 
initiatives

Prepare a 
“sizing” of the
economic goals

Intensive on-site 
review process

• Interviews with 
management 
team 

• Performance 
Indicators

• Operational and      
Process Review

• Clinical Review

Perform an intensive 
on-site operations

review

Engagement Process – Intensive Analysis
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Engagement Process

Implementation 
and review

Determine 
operations 

improvement 
initiatives

Prepare a 
“sizing” of the

operational goals

Perform an on-
site review of 

operations
Assess 

preliminary
recommendations 

and impact
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Assess Preliminary Recommendations
and Impact

Resource Initiative
# Area Observation Recommendation Low High Estimate Timing Notes

1 All

There are currently 5 administrative 
assistants and 2.6 FTEs of 
switchboard/receptionist positions.

Minimum requirements would be to 
reduce the FTE count by 2 FTES in 
administrative and reception.  Prior 
to making decision perform 
task/job-description review and 
time study.                 33,946                47,424                          -   Mid-Term

One of the tasks of several of these 
personnel is to provide personal 
services for residents.  It is unknown 
to what extent this task occupies there 
time and wether this task can be 
eliminated or charged ala' carte

2 All

In similar facilities we have seen a 
stronger bond with the sponsoring 
churches for both admissions and 
fundraising.

Develop new initiatives that 
increase the relationship such as 
the Guardian Angel program and 
the Charitable contributions 
initiative and Minister education 
programs (hospice, Alz.,) Bishops 
Day

 Included 
Elsewhere                          -   Long-Term

3 Contribution

Director of Charitable Contributions 
is attempting to tie TMO into 
church support through outreach 
fundraising at state churches.

This charitable giving program 
needs to generate incremental 
charitable contributions equal to 2 
to 5 times the expense.               121,864              304,660                  50,000 Long-Term

Perform feasibility study to develop 
appropriate programs (benevolent, 
capital or debt replacement or 
guardian angel)

4

Dietary Two kitchens create infrastructure 
costs.  Theoretically quality can 
increase without extra cost.

Part of rebid process.  
Recommendation to rebid the 
dietary contract to several people 
requesting operational 
improvements while also 
developing our own plan for self 
management.  Compare findings 
and make decision.

                       -                          -                    60,000 Mid-Term Send out preliminary letter, ask for 
information needed and then send out 
all information to the three bidders.  
Would the hospital dietary group be 
willing to bid.  Resource estimate 
relates to the potential expense to 
bring the service in-house

5

Dietary Healthcare kitchen is graded A and 
Independent Living is a B Grading.

Recommendation to increase 
grade to A in both kitchens

                       -                          -                            -   Completed

Potential IncomeImportant

Project facilitators (Consultants) will formulate three 
factors for each recommendation:

1. Detailed observation and recommendation thoughts
2. Financial impact
3. Potential timeframe for implementation  (including 

mile-stones)

41

Engagement Process

Implementation 
and review

Prepare a 
“sizing” of the

operational goals

Perform an on-
site review of 

operations
Assess 

preliminary
recommendations 

and impact

Determine 
operational 

improvement 
initiatives
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Determine Operational Improvement 
Initiatives

Determine 
operational 

improvement 
initiatives

The most important step in the 
process:

Converting the consultant’s 
recommendation into Management's 
Initiatives

Initiative:  readiness to undertake 
something on one’s own1

1 Merriam Webster’s Dictionary
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On the ShelfOn the Shelf……..
• On-Site Findings

and Recommendations

In the CartIn the Cart……..
• Revised Recommendations

Requiring Further Internal
Discussion and Consultation

At the RegisterAt the Register……..
• Management’s Initiatives

Determining Operational Improvement Initiatives

44

ID Task Name Duration Start Finish Predecessors
1 Ancillary Charges 180 days? Thu 10/17/02 Wed 6/25/03
2 Create a charge system that captures charges 66 days? Thu 10/17/02 Thu 1/16/03
3 Develop accounting/capture system for the Facilities 66 days? Thu 10/17/02 Thu 1/16/03
4 Identify one/several accounting systems to capture charges 66 days? Thu 10/17/02 Thu 1/16/03
5 Determine what is manual/automated (POS) 1 day? Thu 10/17/02 Thu 10/17/02
6 Review the Culpeper findings as a first step 1 day? Thu 1/16/03 Thu 1/16/03 18
7 LM - Identify services not charged for (very limited to date and no med supplies) 1 day? Thu 10/17/02 Thu 10/17/02
8 Determine charge (cost/profit) 1 day? Thu 10/17/02 Thu 10/17/02
9 Determine utilization per resident 1 day? Thu 10/17/02 Thu 10/17/02
10 Charge system for supplies in the inventory 1 day? Thu 10/17/02 Thu 10/17/02
11 Apply the utilization to the new population flow 1 day? Thu 10/17/02 Thu 10/17/02
12 TC-Some charges (clinics) are not charged. Identify services not charged for 1 day? Thu 10/17/02 Thu 10/17/02
13 Identify Effectiveness 1 day? Thu 10/17/02 Thu 10/17/02
14 Determine charge amount (cost/profit) 1 day? Thu 10/17/02 Thu 10/17/02
15 Determine utilization 1 day? Thu 10/17/02 Thu 10/17/02
16 Culpeper-All charges are currently being charged 65 days? Thu 10/17/02 Wed 1/15/03
17 Identify effectiveness of capturing system 65 days? Thu 10/17/02 Wed 1/15/03
18 Identify the principles that have made the system work 65 days? Thu 10/17/02 Wed 1/15/03
19 Reassess appropriate level of charges given the corporate study 1 day? Wed 1/1/03 Wed 1/1/03 23
20 For all costs determine how much utilization was in 2001 Audit; 2002 Budget and 2006 F 1 day? Thu 10/17/02 Thu 10/17/02
21 Market study of supplies in each market area 1 day? Thu 10/17/02 Thu 10/17/02
22 Create consistent charging policies between facilities 66 days? Thu 10/17/02 Thu 1/16/03
23 Determine as a corporation what we are going to charge 54 days? Thu 10/17/02 Tue 12/31/02
24 Each facility update charge schedule and compare to existing change 1 day? Thu 1/16/03 Thu 1/16/03 18
25 Determine mark-up on supplies 54 days? Thu 10/17/02 Tue 12/31/02

Kevin
Kevin

Kevin
Kevin
Kevin

Kevin

T F S S M T W T F S S
Oct 20, '02 Oct

Implementation and Review
• Create tools to assist 

management 
implementation
– master action plan
– dashboard reporting of 

progress
– communication points

• Create a process for 
review
– Monitoring

◊ management reports
◊ board involvement
◊ incentive-based
◊ covenants
◊ short-term milestones

– Correction – make change 
and especially correction a 
consistent part of your 
culture
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Lessons Learned
• A reduction in costs does not mean a reduction in quality
• The Process is Important – Design a process that will 

allow you to create change
• No Sacred Cows – The only factor that can’t be changed 

is excellent customer service
• Customer Service is defined by the consumer and 

customer
• Top down operations assessments don’t work in today’s 

complex environment
• Board/Ownership involvement in the process is critical to 

the success of the process
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Questions? 

Michael F. Slavik, CPA, 
Principal

(781) 986-3322
mslavik@larsonallen.com

Angela Larson, CPA,CFE
Manager

(480) 615-2313
aelarson@larsonallen.com


