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The U.S. nursing home industry has annual revenue of $132 billion and is comprised of two major segments including long-term care (LTC) and skilled
nursing services (SN).” LTC services involve custodial care and are primarily reimbursed by Medicaid. SN services involve short-stay rehabilitation
services and are primarily reimbursed by Medicare. Approximately 20% of all Medicare hospital discharges use SN services during the 90 days
following discharge.? SN services account for the highest spending growth (6.5% CAGR over the past 10 years)® and comprise approximately 50% or

$30 billion of all Medicare post-acute care (PAC) expenditures.

Implications to Clients

Hospitals and health systems are required to take increased responsibility for PAC expenditures through Medicare value-based purchasing
and participation in accountable care organizations. Mandatory bundled payments for hip and knee replacement surgery also were enacted
effective April 1 for hospitals in 67 metropolitan areas. Given the transition of Medicare payments from traditional fee-for-service toward
value-based payment, hospitals and health systems are assessing potential monetization strategies for owned, non-core LTC-focused
nursing homes, and proactively exploring possible partnerships with leading nursing home companies focused on SN services. Partnership
structures vary from affiliations to joint ventures, with relatively few hospitals and health systems seeking to fully acquire nursing homes.

Overview of the Nursing Home Industry
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Revenue expected to grow by 5.8%
annually to $174.8 billion by 2021 driven
by an aging population offset by expected
reimbursement pressure®

Despite significant recent transaction activity,
the industry is highly fragmented, with less
than 20.5% of total beds controlled by the top
25 operators and 24.6% controlled by the top
50 operators®

Approximately 70% of nursing home facilities
are owned by for-profit operators

Highly regulated industry with Certificate-
of-Need restrictions in 36 states and
moratoriums on new licenses in many
other states’

Stark difference in profitability between LTC
and SN services; nursing home providers
generate 13.1% margins on Medicare SN
reimbursement while incurring operating
losses of 11.4% on Medicaid reimbursement
for LTC services®

SN services represent the least costly facility-
based PAC service at about $400 per day,
compared to inpatient rehabilitation facilities
and LTC facilities at about $1,400 and $1,500
per day, respectively®
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Transaction Activity
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(1) 2013 total nursing home transactions are based on Irving Levin's best available estimate.
Source: Irving Levin deal database.

Primary drivers for increased transaction activity include:

* Nursing homes have provided favorable investment returns (relative to
other healthcare real estate)

* Availability of low cost acquisition financing

* Relatively stable Medicare and Medicaid reimbursement levels in
recent years

Future transaction activity likely will be increasingly focused on operators
re-positioning facility portfolios. Consolidation will accelerate in select
markets (especially Certificate-of-Need states) where health systems
increasingly take on Medicare risk; the focus will be on creating market
scale across SN and other post-acute services to become an essential
partner to local health systems. There may also be an emergence of low
cost operators seeking to acquire nursing homes excluded from preferred
skilled nursing networks. These excluded facilities will face significant
margin pressure as higher margin SN business erodes.
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Valuation Nursing Home Payer Mix
Average Price per Bed for Nursing Homes
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Source: Irving Levin: The Senior Care Acquisition Report 2016. March 2016.

Key valuation multiples for nursing home transactions:'®

® 2015 Average Revenue Multiple: 0.99x
® 2015 Average price per bed reached a new record high at $85,900

There can be significant differences in nursing home values depending on value drivers such as payer mix and census, facility condition, capital
requirements, Certificate-of-Need restrictions, and other barriers to entry.

Market Share Among Large Nursing Home Companies
The Nursing Home market is extremely fragmented with the top 10 providers maintaining only 14% of the overall market by beds.

Company Company Status (?ﬁm‘ﬁ?;qi) Total Facilities # Beds Market Share
HCR ManorCare Private $5.2 280 38,027 2.2%
Genesis HealthCare Corp. Public $4.9 400 44,805 2.6%
Kindred Healthcare Inc. Public $5.0 90 11,779 0.7%
Golden Living (GGNSC Holdings LLC) Private $3.0 300 30,267 1.8%
The Ensign Group Public $1.0 124 13,205 0.8%

Sources: IBIS World: Nursing Care Facilities in the US: Market Research. March 2016; Pruitt, N.: Quality of Care in Skilled Nursing Care Centers. American Health Care Association. Aug.
2013; Oberst, J.. 2015 Top 50 Largest Nursing Companies,” Provider, June 1, 2015.
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For more information, please contact Andre Maksimow at 212.849.8475.
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