Fitch Affirms Fellowship Senior Living, NJ Revs at 'BBB+'; Outlook
Stable

Fitch Ratings-New York-01 February 2019: Fitch Ratings has affirmed the 'BBB+' rating on the following
Wisconsin Public Finance Authority bonds issued on behalf of Fellowship Senior Living, NJ (FSL):
--$45 million (Fellowship Senior Living), variable-rate tax-exempt revenue bonds series 2013A;
--$37 million (Fellowship Senior Living), variable-rate tax-exempt revenue bonds series 2013B.
The Rating Outlook is Stable.
SECURITY
The bonds are secured by a revenue pledge, mortgage, and a debt service reserve fund.
KEY RATING DRIVERS
ADEQUATE OPERATIONAL PERFORMANCE: Operations have softened over the last three fiscal years as
FSL averaged an 93.9% operating ratio, 5.6% net operating margin (NOM), and 23.6% NOM-adjusted, mixed
results compared to Fitch's 'BBB' medians of 96.3%, 7.3% and 23.3%, respectively. Weaker operations are
driven by a decline in occupancy as FSL's undergoes its current campus repositioning project. Fitch expects
operations to improve upon completion of the project in 2020.
CAPITAL PROJECT UPDATE: FSL began its campus repositioning project in April 2017. Following delays due
to a lengthy approval process, the project is on-schedule and expected to be completed by 2020 and will cost
approximately $58.7 million, with $45 million being funded by the 2013A bonds and $13.7 million in equity
contributions by FSL. Overall, the project is viewed positively and is expected to improve FSL's competitive
position following completion.
ELEVATED LONG-TERM LIABILITY PROFILE: Including the full draw-down of the series 2013A bonds, FSL's
debt burden remains elevated as maximum annual debt service (MADS) of $7.3 million equates to a high
17.0% of fiscal 2017 revenues, which is weaker than Fitch's 'BBB' category median of 12.5%. However, debt to
net available equated to 4.3x, better than Fitch's median of 5.7x. FSL's debt burden is expected to moderate
over the medium term as benefits from the project and other service line initiatives grow revenues. Additionally,
over the last three fiscal years, FSL has averaged a 1.5x coverage of MADS and 2.2x coverage of actual
annual debt service (AADS).
SUFFICIENT LIQUIDITY: At Sept. 30, 2018, FSL's unrestricted cash and investments totaled $41.6 million,
which translates into 453 days cash on hand (DCOH), 77.5% cash to debt, and 5.7x cushion ratio. As
anticipated, cash to debt declined year over year as FSL drew down bond funds to pay for its capital project.
Liquidity is expected to decline further as FSL made its final equity contribution of $5.7 million in December
2018; however, it remains sufficient for the current rating level.

STRONG MARKET POSITION: FSL is located in Basking Ridge, NJ, a desirable and affluent suburb, with
household income levels and housing prices well above state and national averages. FSL has historically
demonstrated solid demand, with independent living unit (ILU) occupancy in the mid-90% range, despite the
presence of competition. IL occupancy has softened and averaged approximately 90% over the last two fiscal
years due to various on-going construction projects which has disrupted marketing efforts. Fitch expects
occupancy to return to historical levels upon project completion.
ASYMMETRIC RISK FACTORS: The rating is constrained somewhat by FSLs aggressive debt structure, which
consists entirely of direct placement bond obligations with three providers. The bonds include a mandatory
tender on Dec. 30, 2023 in advance of maturity, which creates refinancing risk. To hedge the interest rate risk
on the bonds, FSL has secured four interest rates swaps for the debt.
RATING SENSITIVITIES
FINANCIAL PROFILE STABILITY: Weakening in operational performance due to project delays or failure to
improve occupancy to historical levels that result in deterioration of Fellowship Senior Living's liquidity or
coverage levels could put negative pressure on the rating.
CREDIT PROFILE
Located in Basking Ridge, NJ, FSL is a senior living organization with several distinct service lines. Fellowship
Village (FV) is FSL's continuing care retirement community (CCRC), which offers Type-A (Lifecare) contracts.
FSL offers traditional contracts which become non-refundable after 48 months and 90% refundable contracts;
however, currently all residents have chosen the traditional option. FV currently has 257 independent living
residences/units (ILUs), 81 assisted living suites/units (ALUs; includes 14 memory care units), and 54 skilled
nursing (SN) beds. FSL's other service lines includes Fellowship Freedom Plans, which is a CCRC 'without
walls', Fellowship Helping Hands, a home health agency, and a Hospice program, which was accredited in
December 2017.
All service lines of FSL are included in the obligated group. FSL's total operating revenues in fiscal 2017 were
approximately $42.3 million.
CAPITAL PROJECT UPDATE
Following an extensive delay, FSL has received all the necessary approvals for its campus repositioning
project, which began in April 2017. The project entails constructing a new AL and SN building, expanding and
renovating existing AL and SN suites, constructing two dedicated memory care households, building a new
240-seat cultural arts center, extensive renovations to its main entryway, and completing minor capital projects
around campus. The renovation and expansion of skilled nursing, AL, and memory care should be financially
accretive to FSL, while the cultural arts center is expected to enhance FSL's already strong market position.
As of January 2019, opening and resident move-ins for the first three households are expected in February.
The cultural arts center, new entrance and lobby are anticipated to open sometime in mid-2019. The expansion
and renovation, which includes an additional 13 SN beds and 11 ALU beds should be completed in 2020. Also,
FSL will be constructing a new over 100 seat bar and lounge in existing space on the campus with construction
set to begin in May 2019 and be completed in the spring of 2020. Fitch expects that these projects will help
position FSL positively for current and future residents.
ADEQUATE FINANCIAL PERFORMANCE

FSL's strong market position, good census levels, and successful expansion of service lines have translated
into adequate operational performance. Over the last three fiscal years, FSL has averaged a 93.9% operating
ratio, 5.6% NOM, and 23.6% NOM-adjusted, which are mixed to Fitch's 'BBB' medians of 96.3%, 7.3% and
23.3%, respectively. The weakening of operations is attributed to a softening census in ILUs and lower net
entrance fee receipts, with IL occupancy averaging approximately 90% over the last two years, relative to
historical occupancy in the mid-90% range. The lower occupancy is due to the on-going construction projects at
FSL.
Fitch expects that occupancy and operations should improve upon completion of the projects, as the recent
softening is somewhat attributable to reduced marketing efforts while management focuses on its campus
repositioning project, including construction of FSL's main entrance.
Another driver of FSL's operational performance has been its ongoing expansion of auxiliary service lines,
which has diversified its revenue base and is viewed as a credit positive. To date, FSL's additional services
include a home health agency and a CCRC 'without walls' program that have been accretive to FSL's financial
profile and have been a key driver of revenue growth in recent years. In particular, home health agency
revenues increased 28% year-over-year through Sept. 30, 2018. FSL's total operating revenue has increased
17% in fiscal 2017 over 2013 levels.
SUFFICIENT LIQUIDITY POSITION
As of the nine-month 2018 interim period, FSL unrestricted cash and investment position was $41.6 million,
which translates into an adequate 453 DCOH, 77.5% cash to debt, and 5.3x cushion ratio and shows mixed
results when compared to Fitch's 'BBB' category medians of 479, 72%, and 8.4x, respectively. Despite strong
historical operational performance, FSL's liquidity position has remained relatively flat in recent years due to
elevated capital spending for the project. Over the last five fiscal years and nine months into 2018, FSL's capital
expenses have averaged 185% of depreciation.
Fitch expects FSL's overall liquidity position and cash to debt position to deteriorate in the short-term as FSL
draws down its series 2013A bonds and provides a $13.7 million equity contribution to the projects, including
the final $5.7 million payment in December 2018. Fitch expects cash to debt to begin to improve following
project completion and remain commensurate with its 'BBB+' rating level.
DEBT PROFILE
The series 2013A and 2013B bonds remain FSL's only outstanding long-term debt. The series 2013A bonds
were issued to fund FSL's current capital repositioning project and the bond proceeds are currently being drawn
down, with approximately $12.1 million drawn through September 2018. The series 2013B bonds were issued
to refund all of FSL's outstanding long-term debt. Both series of bonds are variable-rate debt, with FSL paying
65% of LIBOR plus 120 bps. Both series are fully hedged with four fixed payor swaps, which were executed
with two separate counterparties and have fixed net-rates of 3.385% to 3.99%. The current fair value of the
swaps is approximately negative $2.6 million.
While FSL currently has approximately $50 million of outstanding long-term debt, its overall debt position is
expected to increase as the 2013A bonds are drawn-down. Concerns over FSL's increased leverage position
and debt burden following the draw-down of the series 2013 A bonds are partially mitigated by the rapid
amortization of the series 2013B bonds, which has approximately $3 million-$5 million in principal amortized
annually.
Furthermore, FSL has averaged sufficient MADS coverage of 1.5x over the last three fiscal years, incorporating
the full draw-down of the series 2013A bonds. While this remains lower than Fitch's 'BBB' category median of

2.1x, Fitch expects coverage levels to approach or exceed 2x following project completion. FSL has averaged a
strong 2.2x AADS coverage over the last three fiscal years.
FSL's debt burden remains elevated as MADS equates to a high 17% of total fiscal 2017 revenues, which is
unfavorable to Fitch's 'BBB' category median of 12.5%. However, debt to net available equated to 4.3x, which
was better than Fitch's median of 5.7x. MADS as a percentage of revenue is expected to moderate following
project completion, with management projections illustrating MADS equal to a more manageable 14% in fiscal
2021. There could be negative pressure on the rating if FSL's operations deteriorate over the medium term as
leverage increases.
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