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I.
Market Analyst Qualifications 

HUD requires that each designated Market Analyst must: 

· Have the knowledge and experience to complete the assignment competently. 

· Be currently active in the market analyses of healthcare properties.
· Be experienced in the market area in which the subject property is located, or establish expertise by a thorough investigation of the market.
The Market Analyst is the individual who personally inspected the Property being reviewed; performed the analysis; and, prepared and signed the Market Study Report as the analyst.  This definition does not preclude a Market Analyst from relying on individuals such as a market analyst trainee or an employee of the market analyst to do market data research or data verification in the development of the Market Study.  The Market Analyst who signs the Market Study Report must acknowledge in the certification of the report the extent of the professional assistance provided by others.

II.
General Guidelines for the Market Study Report

All HUD/FHA market studies must be prepared for, addressed to, and be directly engaged by the Lender. The Lender will supply the Market Analyst with a copy of this Standard of Work. The market study report must be a self-contained and complete report.  The contract between the Lender and Appraiser will contain no language prohibiting contact between HUD and the Appraiser, and HUD will be named as an intended user of the report.
The primary Market Analyst designated by the Lender must perform the property inspection AND sign the market study report AND meet the minimum qualifications in Section I, above.

A. Deliverables
1. Self-contained market study that clearly and accurately communicates each analysis and opinion in a manner that is not misleading and at a minimum includes:

· sufficient information to enable the intended users to understand the report properly;

· adequate information to identify the real estate involved, including the physical and economic characteristics;

· photographs of the subject site;

· data sheets with photographs of the “comparables” (defined as those properties used to determine payor rates);

· datasheets of the “competitors” (defined as those properties used to determine competitive supply with the PMA), photographs are encouraged;

· exhibits such as floor plans, site plans, and elevations sufficient to give the reader a clear idea of what is proposed;

· definition of terms e.g. capture rate, penetration rate, utilization rate, saturation rate;
· a disclosure of all assumptions;

· identification of who the client and intended users are;

· identification of the intended use of the report;

· the effective date of the report’s conclusions;

· a description of the techniques employed and the information analyzed to arrive at the conclusion; and 
· disclosure of prior assignments completed on the subject property.
2. Resume for each Market Analyst providing professional assistance.
3. HUD Certification and Warning, below, signed by each signatory of the report.

	Market Analyst’s Certification
I understand that my market study will be used by _______ (name of Lender) to document to the U.S. Department of Housing and Urban Development that the Lender’s application for FHA mortgage insurance was prepared and reviewed in accordance with HUD requirements for the Section 232 Lean Pilot Program, and certify that to the best of my knowledge and belief:
1. I have no financial interest or family relationship with the officers, directors, stockholders, or partners of the borrower, the general contractor, any subcontractors, the buyer or seller of the proposed property or engage in any business that might present a conflict of interest.
2. I am under contract for this specific assignment and I have no other side deals, agreements, or financial considerations with the Lender or others in connection with this transaction.
3. I have not succumbed to any pressure by the underwriter, Lender, borrower or other person, to alter the market study outcome to their advantage. The analyses, opinions, and conclusions are impartial, unbiased, and my own.
4. The statements contained in this report are true and correct.
5. The reported analyses, opinions, and conclusions are limited only by the reported assumptions and limiting conditions.
6. I have no interest (or specify interest) in the property that is the subject of this report.
7. My engagement and compensation in this assignment was not contingent upon developing or reporting predetermined results.
8. I did personally inspect the subject property of the work under review.
9.
The following person(s) provided significant technical expertise, research, analysis, review, or consulting assistance to the person signing this certification: ___________________
Market Analyst’s Signature _____________________________________Date____________
Warning: Title 18 U.S.C. 1001, provides in part that whoever knowingly and willfully makes or uses a document containing any false, fictitious, or fraudulent statement or entry, in any manner in the jurisdiction of any department or agency of the United States, shall be fined not more than $10,000 or imprisoned for not more than five years or both.


B. Effective Date and Date of Market Study
The effective date of the market study must be the date which the Market Analyst inspected the subject property.  The report must have an effective date within 120 days before the date the application is delivered to HUD.

C. Independence
The Market Analyst will act as an independent contractor, and not as an employee or agent of the Lender. 


III.
Specific Reporting Requirements
A. Purpose and focus of the analysis.  

1. Description of the proposed project:  The market study must include a thorough description of the proposed project, including:

a. The total number of beds and/or units by size or type of accommodation (i.e. private or semi-private) and targeted resident group (e.g. long term care, assisted living, transitional care, etc.).

b. The analyst’s estimated private pay rates for each type of occupancy or accommodation and the estimated ancillary rates for optional services or care provided on an as needed per resident basis.

c. The proportions of the project to be occupied by private pay residents, and by public pay residents, (e.g., SSI, Medicaid-waiver, Optional State Supplement, etc.).

d. The amenities, services, and care to be provided by the proposed facility and how they relate to the needs of the prospective tenants.

2. Project location:  The market study must include an analysis of the proposed project’s location in terms of proximity to facilities and services essential to the targeted residents, such as hospitals, medical/health care facilities, social and community services, public transportation, and any other location considerations relevant to the market or marketability of the proposed project. A map showing the site and important facilities and services must be included.  The analysis should include comments regarding the suitability of land uses adjacent to subject site.

3. Use Restrictions:  The market study must address any income, rent, or use restrictions that are or will be imposed on the project. The overall market study must address how these restrictions affect demand for the project.

B. Licensing and Certificate of Need.  For intermediate and skilled nursing facilities, provide a narrative discussion and description of the licensing and Certificate of Need requirements and processes imposed by the State in which the facility is to be located.  The discussion should focus on any required or recommended demand or need models and any other specific licensing requirements that would impact demand for the proposed facility.

C. Definition of the primary market area.  “The area that a majority of the project’s demand will be drawn from considering physical barriers, psychological barriers, density of population, linkages, and the location of competing facilities.  Market area analysis for long term care and seniors housing should focus not only upon seniors but also upon adult children who may be caregivers for an elderly person residing outside the market area.”  When defining the boundary of a market area, the analyst must consider and include:

1. a description and map of the geographic boundaries of the subject’s market area and a discussion of any physical or psychological barriers of the primary market area;

2. the locations and map of comparable and competitive facilities (existing, under construction and planned) within the area;

3. a general description of the localities from which the occupants in competing projects originate from, if available.  If the subject is an existing project with a proposed addition or a replacement facility, a resident origin analysis should be performed;

4. location and access to relevant services and amenities; and

5. any concentrations of targeted population groups.

D. Definition of the target resident:  The report must include a qualitative description of the target residents and the type of housing and care proposed, including the economic and demographic characteristics of the target market (projected residents): income levels, wealth and assets, household size, age, physical and/or mental limitations, and other similar factors.

E. Description of the Current Inventory and Supply count:  The following information should be provided for each facility competing with the subject:
1. The level of competitiveness of each of the “competitors” must be discussed.

2. Total PMA number of beds/units (of the types housed within the subject), by type of care, and type of units (private, semiprivate, ward, studio, etc.).  Discuss expansion plans of existing facilities.
3. Private pay rates of the “comparables” by unit type, and level of services. Provide information on the base rate and any added costs for optional services, as applicable.  

4. Typical census mix of the “comparables” by payor source (i.e. private pay, Medicare, Medicaid, HMO, VA, etc.).
5. Typical types of services and amenities offered by the “comparables”, whether these are mandatory or optional fee for services, and whether services are provided by the facility (directly or by contract) or through a third-party arrangement (tenant-resident and care-provider). A discussion of the type of ownership, financing, and targeted residents is required.

6. Condition of “comparables” with consideration of the proportion that may be substandard or obsolete in terms of physical plant, services, amenities, etc.  

7. Absorption experience of recently completed projects on a bed per month basis, discussing the level and extent of pre-sale or pre-marketing efforts.

8. Evidence of turnover rates within the PMA. 
9. A current occupancy survey of “competitors” in the primary market area for the type(s) of product, including an explanation of any vacancy or absorption problems in the market. The survey should include information on the existence of and sizes of any waiting lists in existing facilities.
10. Existence or extent of concessions or similar incentives or those in initial rent-up among the “competitors” in the PMA.

11. A description of off-line product.
12. Contact information for the data source(s) of the above information.
F. Rate Determination: The market study will determine the appropriate rates for the subject. Differences in pricing strategies should be accounted for. For example, some facilities may charge lower base shelter fees with higher care fees, while others will quote higher shelter fees with lower care fees. The rate conclusions for the subject must show a consistent pricing strategy between shelter and care charges.

The report should also include, as applicable, a discussion of the current levels of public payments by the State for the types of care proposed relative to the typical "private pay" rate for the same level of shelter, care and services.
G. Alternative Care and Service Systems: The demand analysis should discuss the impact of other care and housing options that cater to the same target populations as the subject. These may include: home health care, continuing care retirement communities (CCRCs), assisted living facilities (ALFs), board and care facilities, congregate care facilities, retirement service centers, independent living facilities, nursing facilities, etc.

H. Characteristics of Pipeline Activity:  The following information should be provided in the report individually for each facility in the construction pipeline and each facility currently in the planning process:
1. Total number of beds currently under construction, by unit size or type of accommodation. Private pay rates by unit type and level of services.  Provide information on the base rate and any added costs for optional services.


Typical types of services and amenities offered, whether these are mandatory or optional fee for services, and whether services are provided by the facility (directly or by contract) or through a third-party arrangement (tenant and care provider). Provide contact information for data source.

2. Total number of beds in planning stages likely to be developed, including but not limited to those with building permits or firm financial commitments. The Pipeline report must also include a description of development timing.  It is essential to have the most current and comprehensive information possible on the pipeline.  Provide details on the number of beds by unit type, rate, location and stage of development, as well as any information on targeted resident group and care needs. Provide contact information for data source.

I. Demand Estimate and Analysis.  The market study report must: 
1. Quantify the estimate of unmet demand of the subject’s unit types. Rather than only comparing the subject’s saturation rate to the rates of other markets, the market study must quantify the unmet demand in numbers. The unmet demand must be determined for the current market and include a forecasted demand for five years in the future.  The demand estimate should show the number of beds by payor source (private pay, Medicare, Medicaid, etc.).  The demand estimate should be based on the number of prospective residents meeting the relevant economic and demographic criteria (sufficient incomes, age, household size, and need for the type of shelter and care) that reasonably could be expected to require the level of care provided at the subject. The demand analysis and forecast report must include:

a. Current and forecast population of the target group(s) by age cohort and the proportion of the market each group comprises.

b. Current and forecast estimates of the primary group to be served by social, physiological, psychological characteristics, i.e., the extent and type of limitations requiring intermediate or skilled care. 

c. Current income level/band of income of prospective residents comprising demand, including cost/rent to income ratio(s) estimated in the analysis.
d. Discuss the impact of anticipated population changes on the demand for this facility. Indicate the proportion of demand expected to come from outside of the primary market area.  Discuss changes in the population (including migration patterns) of adult children of the frail elderly, if applicable.
e. Include demographic data sheets in the addendum.
2. Include an estimate of the absorption period needed for the project to reach sustaining occupancy. The absorption estimate should be tied to analysis of demand, not just the historical experience of comparable buildings. 
3. Include an assessment of whether the development of the proposed project would adversely affect similar existing facilities insured by HUD.
4. When the supply is compared to demand it is acceptable to account for enough vacancy for the market to operate fluidly. Since the point of a supply analysis is to quantify the capacity of the existing supply; it is not appropriate to discount the supply count for vacancies beyond 5%.
5. Because the focus of the supply count should be on capacity, the market study will discuss the existence and impact of any off-line product in the PMA. An off-line unit is one that is not being operated because of the lack of market demand for the unit. Facilities that are licensed for more beds than they operate may or may not count as off-line units.

J. Data, Estimates, and Forecasts.  The analysis must document the methods and techniques used to develop all estimates and forecasts; and provide adequate citations on the sources of all data, estimates and forecasts.  The data and estimates provided should be relevant and current. All conclusions in the analysis must be consistent with the facts presented.  Any findings and recommendations should be based on a reasonable forecast of market supply/demand conditions and sound assumptions regarding capture rates, absorption, income affordability and similar factors.  The use of case studies to derive utilization rates is encouraged. If instead published rates (utilization/saturation/penetration) are used to infer demand, explain in detail how the rate was derived and follow the same methodology, when applying the factor to the subject market.

K. Basic Assumptions of the Analysis for Intermediate and Skilled Nursing Facilities.  The technical and analytical methods used by the Market Analyst and all subsequent findings and conclusions should be analytically and logically consistent with the following assumptions:

1. The demand for intermediate or skilled care is a function of a person's support service and care requirements, the person's income and assets, and the presence, influence, and affluence of adult children, and health insurance or long-term care insurance coverage.
2. Different age-cohorts of elderly have different propensities to consume (likelihood of need) a particular type of housing product. 

3. The demand within each age-cohort for a particular type of product will depend on the housing and services offered and how well these meet the physical, mental and social conditions and service or care needs of persons within each age-cohort.

4. In addition to their normal source of income (pensions, social security, and retirement funds) the elderly demanding long-term nursing care will use some portion of their assets (net worth) to defray the cost of shelter and care.  Elderly homeowners will sell their homes and use part of the investment income from the net equity toward the monthly housing expenses. Also, many elders demanding shelter and care receive financial assistance from adult children or other relatives.
5. Estimates of demand should be consistent with actual market experience and occupancy in existing competitive product.  It is imperative that the demand analysis accurately reflect the assumptions of any outside studies, models, or other reference materials utilized by the analyst to derive their conclusion about the market demand.

6. Higher acuity care (typically Medicare and private insurance) levels projected in excess of the average market conditions must be clearly supported by pertinent data sources, such as hospital discharge rates, the actual experience of similar, competing, properties, etc.
L. Basic Assumptions of the Analysis for Assisted Living and Board & Care Facilities.  The technical and analytical methods used by the Market Analyst and all subsequent findings and conclusions should be analytically and logically consistent with the following assumptions:

1. The demand from the elderly for any type of housing (age-restricted rental apartments, congregate housing, or residential assisted care settings) is a function of the physical, mental, and social conditions of the person, the person's support service and care requirements, the  person's income and assets, and the presence, affluence and influence of adult children.

2. There is a direct relationship between the housing and care needs or requirements of an elderly person and the limitations in activities of daily living imposed by the physiological, psychological, and social changes of the elderly.  Therefore different age-cohorts of elderly have different propensities to consume (likelihood of need) a particular type of housing product. 

3. The demand within each age-cohort for a particular type of product will depend on the housing and services offered and how well these meet the physical, mental and social conditions and service or care needs of persons within each age-cohort.

4. In addition to their normal source of income (pensions, social security, retirement funds) the elderly demanding shelter and care will use some portion of their assets (net worth) to defray the cost of shelter and care.  Elderly homeowners will sell their homes and use part of the investment income from the net equity toward the monthly housing expenses.  Also, many elders demanding shelter and care receive financial assistance from adult children or other relatives.

5. The proportion of income an elderly household is willing to pay for a particular housing product (cost-to-income ratio) will depend on the type and extent of services included in the total monthly cost.  The more extensive the level of shelter and services the higher the ratio. In estimating minimum incomes considered reasonable for a proposed project, the analysis should reflect what is reasonable and customary for the particular type of housing in the subject market area, taking into consideration recent market experience of comparable and competitive product. 

6. One-person households comprise the major segment of the demand for housing and supportive services for the elderly.  Estimates of demand based on data for the total elderly population or for all elderly households, should be adjusted to be consistent with actual market experience and occupancy by household size in existing competitive product. 

7. Estimates of demand adjusted for age, income and assets, and limitations in activities of daily living should be adjusted by a market supported and derived prevalence factors in order to determine the portion of the estimated demand that will choose the type of housing being proposed over other alternative health/medical care and social service systems.
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