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The number of occasions in which 
CCRC insolvency has caused residents 
to lose their refundable entrance fee 
deposits has been very rare, but is 
the entrance-fee pricing model the 
best alternative for CCRCs—and for 
residents?
 
 As it has evolved, the entrance-
fee CCRC model allows seniors to 
use their home equity to move into an 
environment that offers independence 
and a full range of services and 
amenities at a stable monthly cost. 
It’s the only model that provides 
that lifestyle and support without 
prohibitively high levels of monthly 
fees or rents—which is why rental 
communities typically offer fewer 
services and amenities.  
 Given its predominance in the 
industry, especially on the not-for-
profit side, the entrance-fee model has 
clearly done a good job—although 
recent economic times have uncovered 
some of the downside, according to 
Mark Streicher, Principal at Sawgrass 
Partners, LLC  in Glenview, Illinois. 

 Originally, the concept of life-care 
communities supported by faith-based 
or charitable endowments was for 
residents (often widows with no heirs) 
to give up all their assets, whatever 
the amount, and the organization 
agreed to provide care for the rest of 
their lives. That pricing model didn’t 
work out so well economically. Once 
people moved into the retirement 
community environment—with 

some independence, regular meals, 
housekeeping services, socialization, 
a better level of care, etc.—they were 
revitalized, lived longer, and many 
organizations lost their shirts with 
no additional revenue beyond their 
endowments and usual fundraising 
efforts.

 T h e  n o n r e f u n d a b l e ,  f u l l y 
amortizable entrance-fee plan was the 
next step. Residents paid an entrance 
fee where the refund declined to zero 
over four or five years, along with 
monthly service fees based on the type 
of contract selected and the level, if 
any, of health-care benefits. Then, as 
home values dramatically appreciated 
in the late 1970s and early 1980s—
and people (and their heirs) didn’t 
want to lose all their home equity—
the industry migrated to refundable 
entrance fees ranging anywhere from 
25% to 100% refundable, although 
many CCRCs built during the last 
five or 10 years have offered 90% 
refundable contracts. Back when 
interest rates were high (and higher 
than today), some providers used their 
pool of entrance-fee revenues to pay 
down more debt. It was a win-win 
for everyone, so the amortizable, or 
declining-balance, entrance-fee plan 
became less prominent in recent years.

 So over the last 25 years, CCRC 
pricing has largely evolved into the 
refundable entrance-fee model. Older 
communities may continue to offer 
nonrefundable entrance-fee plans until 
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they do an expansion, particularly a substantive expansion, 
or if they’re suffering occupancy problems, according to 
Paul Steinhoff, Vice Chairman and CEO of Greystone 
Communities, Inc. in Irving, Texas. Then the refundable 
entrance fees come into play to help overcome market 
resistance. And if a community becomes stressed for any 
reason, the board has the option of reducing the refund for 
new residents.

 In 2006, Greystone instituted a management program 
for brand-new communities that offers prospective 
residents a choice of pricing options and service plans. 
For the organization itself, that program provides more 
flexibility, appeals to a broader portion of the market, and 
helps overcome any price resistance. 

 “Younger residents should opt for a nonrefundable 
entrance fee,” advised Steinhoff. “They’ll live in the 
community for a long time, and the buy in compared to 
the future value will not be that significant. Older residents 
should take the refundable option only because they won’t 
live as long, and leaving something to their heirs may be 
more important.”
 Nevertheless, the vast majority of people—perhaps 
90%, according to Steinhoff—still choose the 90% 
refundable package. “The key is to always make sure 
that your pricing matches what the market can afford,” he 
said. “You’ve got to be sensitive to home values and to 
incomes—but you’d be surprised how few folks do that.”

Actuarial approach to pricing
“There’s nothing wrong with the entrance-fee model…
but there are things wrong with how people implement 
it,” according to A. V. Powell, CEO of A.V. Powell & 
Associates, an actuarial and financial consulting firm in 
Atlanta, Georgia. “Entrance fees are a prepayment of future 
costs,” he explained. “Siphoning off those funds for other 
uses can create problems, possibly even bankruptcy. That 
doesn’t mean the entrance-fee model was invalid; it means 
it just wasn’t managed properly.”

 For example, some portion of refundable entrance fees 
may be used for operations, but an appropriate amount 
must be added to reserves to cover anticipated refunds. 
Problems occur when providers depend too much upon 
raising fees due to inflation or relying upon the next 
generation’s entrance fees to pay the earlier generation’s 
refunds. “Pay-as-you-go is a very risky proposition,” said 
Powell. “It puts all the marketing risk on residents.”

 Regardless of the type of services included, entrance-
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fee contracts are a good deal for residents if the pricing 
is actuarially sound; but the refundable entrance-fee 
contract, whereby the resident is purchasing a sort of 
“insurance policy,” must be priced significantly higher 
than a nonrefundable contract. Offering a refund may even 
double the cost of a nonrefundable contract to ensure that 
dollars are available to pay out the refund. Explaining that 
to prospective residents in a straightforward manner allows 
them to make an educated choice about which contract to 
choose. And as long as the contracts offered are priced so 
that they’re actuarially equivalent and fees are set so the 
difference (typically averaging 11% or more for a CCRC) 
is the same for all contracts, the organization should be 
indifferent to the choice. On average, which is the only 
way to measure, it will all work out.

 Actuaries make assumptions based on averages. If 10 
people in a group who purchased refundable contracts live 
an average of 10 years (five live for five years, and five 
live for 15 years), everything works out. Theoretically, 
however, the older the person, the shorter they’re likely 
to live. To protect against that risk, many providers base 
their refundable contract prices on the average age of 
residents but don’t allow anyone over age 85 to buy in. 
Instead, Powell’s firm recommends pricing refundable 
contracts on an incremental scale. Charge a base entrance 
fee (the nonrefundable contract price) and then add on a 
premium, based on age, to cover the cost of the refund. 
Prices for older people would have a higher spread; for 
younger people, the margin would be less. That protects 
the community best, because it doesn’t matter if all the 
people buying the refundable contract are 90 years old. 
You’ve adjusted the pricing accordingly and should have 
sufficient reserves to meet liabilities.

 Of course, actuarial studies are just a tool—not an 
answer—but they do give providers a gauge to monitor 
their activity. Well-intentioned boards of directors may 
not realize the financial consequences of some of their 
decisions regarding the very complex product they’re 
offering. They need a clear understanding of their target 
and appropriate tools to measure regularly. Then, they can 
adjust fees accordingly to stay on target.

Arguments for the model...and some of the issues
One of the best arguments for the entrance-fee model—
and one that has, perhaps, increased the preponderance 
of the high-priced, highly refundable plans—is that, for 
residents, trading the appreciation in their home value 
matches their economic situation. And as long as the 
monthly fees are at the right level in terms of what they 

can afford, the refundable plan offers flexibility with little 
risk. “The refundable model helps overcome resident 
resistance by allowing them to retain some of their home 
equity, but it also provides an exit strategy if they want to 
move elsewhere,” added Steinhoff. “At the same time, the 
provider can build a slightly smaller facility with fewer 
independent living units, limiting the market risk.”

 Also for the provider, the entrance fee acts as a non-
interest-bearing loan from the resident. It allows the 
organization to pay down more debt, thereby lowering 
the cost of debt service. And while the entrance fee may 
be refunded, depending on the nature of the contract, the 
organization can use the investment returns for operations 
or for capital reasons. 

 Organizations have increasingly realized, as well, 
that the refundable entrance-fee model is a hedge against 
costly benevolent care, providing additional protection by 
being able to draw down the refund if people are unable to 
pay their monthly fees. Therefore, as long as the market 
will accept it, the highly refundable entrance fee is more 
attractive to the provider in terms of structuring a plan of 
finance; but there’s definitely a trade-off when you consider 
the liabilities that must be satisfied down the road.

 The main issue with the refundable model is how 
and when to refund the entrance fee, and that varies. The 
refund may be triggered when the resident dies, leaves 
the campus, or moves from independent living to assisted 
living or skilled nursing. Repayment may be subject to 
the unit being reoccupied by someone who has paid an 
entrance fee, and the refund amount may be limited to the 
amount of that second-generation entrance fee. 

 Recently, though, the ability to pay refunds when units 
don’t fill or don’t fill as quickly—or when the new entrance 
fee payment has been deferred—has become a big issue. 
“There are some subtleties as to when entrance fees are 
paid and the limitations in terms of transfer of risk,” said 
Streicher. “Does the community owe the full refund when 
the person moving in pays a lower entrance fee? Or can it 
transfer some risk to the vacating resident’s estate?”

 Another instance in which highly refundable entrance 
fees can be an issue occurs when campuses are repositioned 
and units are either combined to create larger, more 
marketable accommodations or taken out of service to be 
replaced with something new. “You can’t sell two combined 
units for twice the cost of one,” Streicher suggested. “And 
if you owe those residents a big refund and the unit is never 
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reoccupied, that added cost is hard to absorb into the new 
repositioning project.”

 With the decline in investment returns and turnover 
entrance fees over the last couple of years, a lot of inefficient 
operations have been exposed. And when providers can’t 
refill units, the reliance on turnover entrance fees to meet 
debt service coverage ratio requirements becomes more 
of an issue. An organization can’t control how many 
people die or when they die. And although providers try 
to influence sales with incentives, they can’t control when 
a person may be willing to sell a home in a down market. 
An organization is in a much stronger position to weather 
a storm if it does not have to rely on turnover entrance fees 
to cover its operating expenses and its debt service. 

 So the 90% refundable plans were popular when real 
estate values were strong and residents could afford them. 
Today, given current home values, the more traditional, 
highly amortizable plans are becoming more attractive. 
New residents may leave less to their estates, but they can 
afford to move in. 

 Making up the difference between the lower 
nonrefundable entrance-fee plans and the refunds owed 
to vacating residents, though, becomes a problem for 
providers who offered 90% refundable contracts for the last 
five or 10 years. “While very attractive up front, the highly 
refundable plans can definitely tie your hands down the 
road,” said Streicher. “One solution is to maintain a level 
of discipline and not spend all the entrance-fee revenues 
to repay debt. Rather, retain them for liquidity and build 
reserves. The reality is that most organizations don’t do 
that. They take the entrance-fee pool and use the majority 
of it to pay down debt. They’re counting on the entrance 
fees from subsequent generations.”

 As a general rule, all other things being equal, Streicher 
prefers the nonrefundable (declining balance) entrance- 
fee plan over the highly refundable one. It provides less 
upfront revenues but allows the provider to keep more of 
the second, third, and fourth generation entrance fees. If 
the numbers otherwise work, it also provides enormous 
flexibility down the road and removes the majority of the 
issues about repaying refunds—because there is no refund. 
And lowering entrance fees, restructuring or repositioning 
units, or taking units out of service are not problems. “That 
back-end flexibility is a huge advantage,” he says. 

 The disadvantage of not generating as large an initial 
entrance-fee pool is having to take out more debt. While 

the fully amortizable plan can’t support as much short-term 
debt, though, it can support more long-term debt—because 
the provider gets to keep more of the future generation 
entrance fees. Given the current credit markets, however, 
perhaps the only way to get deals financed today is to 
have high-dollar, highly refundable entrance fees and get 
as much variable-rate debt as possible—and deal with the 
ramifications of the refunds down the road. “It’s definitely 
a balancing act,” said Streicher.

Can rental units take up the slack?
Rental and entrance-fee models appeal to different 
people. A rental community attracts older, frailer, and less 
wealthy individuals; it offers fewer services and amenities 
and little or no health-care benefits. The average rental 
facility turnover is twice as fast as the entrance-fee model. 
Entrance-fee communities attract a younger and healthier 
population, a disproportionate percentage of couples, and a 
wealthier clientele. Typically, the qualified CCRC applicant 
must pass a financial screen: e.g., twice the entrance fee 
in total assets and up to twice the monthly fee in income. 
So the differences are both philosophical and financial.

 The entrance fee also acts as de facto equity for 
the provider. Take that out of the picture, and it’s hard 
for most not-for-profits to make the numbers work. An 
equity component must take the place of some or all 
of the entrance-fee funds. That’s one reason why there 
are a lot more rental projects on the for-profit side. On 
the other hand, some not-for-profit providers are now 
considering converting some units in their existing 
entrance-fee communities to rental units. Once again, that 
would be easier if the initial entrance fees were under a 
fully amortizable plan, as the rental units provide no new 
entrance fees. But as long as someone in that unit is paying 
a monthly fee, that can work for the time being.

 “The world has not come to end as a result of the 
economic downturn,” Steinhoff summed up. “And while 
the senior market has been affected by the economy, it has 
been less affected than other sectors. Most people who 
move into an entrance-fee CCRC are planners. They look 
to the future and to covering a very real eventuality. 
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