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Introduction

Seniors housing investors, operators, lenders and pundits have largely come to a consensus on the 
development market: hit the pause button. They cite high interest rates, a slow census recovery across 
the industry, inflation and construction delays when shelving projects or stepping out of development 
altogether. However, as many turn to M&A and some owners solely focus on regaining occupancy and 
cash flow, some developers have found, and can take advantage of, opportunities in markets through-
out the country. 

Yes, developers can find great success opening communities when few others are, but there are rea-
sons that they will have limited competition in the next year or two. It is incredibly challenging to build 
and open a seniors housing community in today’s economic and operational environment. So, you need 
to be armed with the best advice, a sound financial plan and projections, patience and a realistic view 
of your projects. 

In November 2022, a panel of experts from the development, lending and investment sales worlds con-
vened for a webinar hosted by LevinPro LTC to discuss these challenges and strategies to combat them. 
In addition to the moderator, Ben Swett, Editor of The SeniorCare Investor, those panelists included:
 

•Paul Griffin III, Founder, CEO and President of Griffin Living. A fifth-generation 
builder with 40 years of expertise in real estate development, prior to founding 
Griffin Living, Mr. Griffin has overseen the development of projects, including 
residential homes, apartment complexes, retail centers, and commercial office 
space. He has created over $4.5 billion in value.

•Ari Adlerstein, Senior Managing Director and Head of Meridian Capital 
Group’s Senior Housing and Healthcare team. He is responsible for the origi-
nation and placement of loans pertaining to seniors housing properties across 
a wide variety of financing through his network of specialized lenders, includ-
ing banks, CMBS lenders, debt funds, life insurance companies, and agency 
lending platforms. Mr. Adlerstein also provides a complete suite of advisory 
services such as equity capital markets and investment sales across all sub-as-
set classes of healthcare properties.

•Ken Assiran, founding partner of Capital Health Group, LLC (CHG), an affili-
ate of Capital Funding Group (CFG). Mr. Assiran is responsible for managing 
CHG’s existing portfolio and facilitating capital investments in seniors housing 
communities. And on behalf of CHG and its affiliates, he has acquired/devel-
oped 63 communities and managed the successful disposition of CHG-owned 
facilities. Plus, he leads its senior housing lending platform at CFG Bank where 
he brings over 30 years of experience in financings and debt structuring.
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Development Headwinds

There are some clear issues that face developers right now. First, interest rates are at levels not seen 
in many years, making financing projects more difficult and the number of willing lenders scarcer. Mr. 
Adlerstein commented that this is “the most difficult time [he] has ever had in this industry,” with many 
clients calling with deals but few lenders that are willing to participate. 

Second, inflation and supply chain issues have caused construction costs to rise considerably, making 
the per-unit investment that much higher compared with an M&A investment. According to Mr. Griffin, 
lumber costs are down by about $1 million for a 100,000-square foot building, which is the typical size of 
his AL/MC developments. However, he has not seen the cost of other raw materials come down enough 
to move forward with certain projects. Everything from elevators and generators to carpets and light 
fixtures are still very expensive, even as the cost of labor to install is cheap and easier to find these days.
Third, liability insurance costs are soaring for communities, taking a significant chunk out of their bottom 

lines. Simply put, the more seniors that move into seniors housing com-
munities, the larger population of potential plaintiffs there is.

Fourth, the seniors housing sector suffered a supply imbalance in the 
late-2010s, dropping occupancy across the board and putting operators 
in a weakened position even before the pandemic. Overdevelopment 
and low occupancy have only increased the competition for residents 

and staff among the existing communities, raising both wages and staff turnover costs. Resident rents 
have increased in this current inflationary environment, but usually not at levels to see NOI margins rise 
accordingly. 

Fifth, finding quality labor and paying for it has never been more difficult in the seniors housing industry, 
and barring a deep recession, wages are not falling anytime soon. Developers have the added difficulty 
of finding construction labor and then filling an empty community with either green employees who 
require training or staff poached from local competitors. Both sources will cost the developer and op-
erator more, and labor as an expense has eaten into many communities’ operating margins in the last 
couple of years. 

So, developers are opening communities in a more competitive and less profitable environment, mean-
ing that their returns would likely diminish, their carry costs would be higher, and/or their holding peri-
ods would lengthen. 

Why Build Now?

However, opportunities remain for the fewer developers and entrepreneurs currently active. Griffin 
Living, for example, typically is looking to build in high barrier-to-entry markets in California like Laguna 
Niguel, Orange County, Irvine, San Juan Capistrano, Westlake Village, Santa Clarita and Monterrey. It is 

Lumber costs are down 
by about $1 million per 
100,000 SF...but that 
is not enough to go 

ahead with a project
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not easy, with Mr. Griffin even commenting that having a lot of people show up at a town council meet-
ing to argue against his project signals to Griffin Living that it is in the right market. Other developers 
may not have the stomach or the patience for that pushback.

Low competition in those markets means that there are between four and five potential customers 
per bed that Griffin can offer, making any projections for stabilization that much more reasonable to 
achieve. Mr. Griffin also stated that with high capital and construction costs being short-term problems, 
there are great development opportunities with long-term prospects that a developer can capitalize on. 

Therein lies the opportunity: as development slows to a crawl, there is less competition for the devel-
opment sites available. Despite the headwinds, Mr. Assiran gave that contrarian perspective, saying, “it 
is a good time to build when the herd isn’t developing throughout the country.” That is because you’ll 
have the only new product in the market and be able to run your busi-
ness with little competition, even in the lower barrier-to-entry markets, 
for at least a few years. And the oncoming demographic wave will even-
tually require a new wave of development, presenting an opportunity 
for those willing and able to build now. Those developers can then open 
their communities when demand starts to increase.

According to Mr. Assiran, for the high barrier-to-entry markets, however, you can almost always build 
Class-A product and get financing for it. But few developers can get through the difficult and lengthy 
process of getting entitlements. Mr. Griffin commented on his company’s advantage coming from its 
“ability to get projects approved where other developers and investors in seniors housing may not have 
access,” allowing them to “put product out at a time when others can’t take advantage.” The same could 
be true for other developers with experience building in high barrier-to-entry markets, as those commu-
nities would have less competition for staff and more flexibility to raise resident rates in the long run. 

But what about lower barrier-to-entry markets? Many of those markets experienced oversaturation of 
seniors housing units, particularly for assisted living and memory care, in the 2010s. Occupancy de-
clined even before the pandemic, and margins decreased as a result. So, the existing communities are 
in a more precarious position on a census and cash flow basis now because of the slow recovery, labor 
scarcity and inflation. But for Mr. Assiran, projects aimed at the middle-to-upper class should go forward 
on a case-by-case basis, depending on the area’s demographics and current inventory.

Adapting to the Current Environment

1. Run Sensitivity Analyses Often

Griffin Living’s development strategy has changed as a result of the higher capital costs and current 
operating environment, leading the company to “run its pro formas and sensitivity analyses much more 
often and with a lot more rigor than [it] would otherwise,” according to Mr. Griffin. That means running 

“It is a good time to 
build when the herd 
isn’t developing...”
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many scenarios on future capital costs, wages, insurance costs, occupancy, actual resident rates, and 
more. 

And Mr. Griffin added that if the carry cost on a project is higher and a burden on your NOI, you have to 
ask yourself “how much room do [you] have to spare?” Carry costs are currently 50% higher than they 
were in May or June of 2021, but Griffin Living has run sensitivity analyses on whether those costs rise 
by 100%, and what impact that would have for its projects. And as values are affected by higher interest 
rates and other factors, the exit cap rate could be very different than initial expectations.

2. Adapt to the Demand 

It may sound simple, but building to meet actual demand is important. Griffin Living has typically fo-
cused on need-based projects (AL/MC) in in-fill sites with not too many units. However, developers must 
be willing to change the acuity mix based on what is needed now. For example, add more independent 
units if staffing costs are too high and rents cannot cover further wage increases. Or build active adult to 
increase your length of stay and to appeal to a more middle-income consumer, if your site location and 
local competition demands it. As Mr. Griffin stated during the webinar: “We go where we’re needed.”

Demographics should also be reviewed judiciously. Mr. Griffin said, “we’re getting ahead of ourselves 
with the baby boomers, because they’re moving in later and later. And they don’t need to.” Many de-
velopers in recent history, especially those coming from outside of traditional seniors housing, believed 
that demographics would save the day and fill their communities. That was not always the case, and 
many markets were overdeveloped in the years before the pandemic. 

However, boomers should eventually flood the market for seniors housing services, although that is 
no guarantee. But the panelists agreed that 2031 is the more likely scenario rather than the often-cited 
2026, the year that boomers start turning 80.

3. Be Cautious

Mr. Griffin’s most important piece of advice for developers was to “really take a breath with all the head-
winds.” Now is a time for caution, and delaying projects until later in 2023 when people know where 
interest rates and the economy are going will make for more realistic pro formas or uncover different 
opportunities. 

An example of another opportunity is capitalizing on a site where another developer previously planned 
a project but had their capital fall through. Or redevelop/repurpose an existing but struggling (or shut-
tered) building, allowing you to open a relatively “brand-new” community at a lower basis. 
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4. Don’t Be Afraid to Get Out

Along the same lines of being cautious, developers should not be afraid to exit projects that do not 
pencil out anymore, even if you have significant capital already invested in it. Mr. Adlerstein deals with a 
number of clients that are pushing through on projects that simply do not pencil out anymore. Instead, 
what they should be thinking is “we can’t go forward with something, putting our reputation and per-
sonal guaranty on the line.” It is of course a hard decision, and he adds, “[it] takes a little bit of pain, but 
also some maturity.”

Mr. Griffin has come across similar scenarios himself, having dropped multiple projects that did not 
make sense anymore. One project in the Coachella Valley in 2008 was abandoned because that par-
ticular market required hotel development around to make it work, and the oncoming Great Recession 
made that unlikely. 

Griffin Living also dropped a project in 2007 in Mammoth, California, despite nearly $700,000 already 
invested in it, because of the recession. And most notably, Griffin wrote off between $13 million and $14 
million on a project in Monterrey that partners were still willing to pursue. But to Mr. Griffin, “it was good 
money after bad.” As a developer and an entrepreneur, you have to be absolutely honest about what is 
happening in the market. And entrepreneurs are always analyzing other opportunities, which can help 
moving on from a project a little easier. 

5. Get Creative with Capital Structure, But Realistic on Leverage and Terms

According to Mr. Adlerstein, there are lending options currently available for prospective developers, 
but he has been blunt in his conversations. His first question: “How much money do you have?” With-
out the equity, and the will, to back projects in a very difficult operating environment, obtaining debt is 
practically impossible. The project must make sense, too. 

Many banks and other capital providers have shut the door to new construction loans, for now, but 
there are still those providing capital. Non-recourse options are almost never available, and high-lever-
age loans are not getting approved. So, developers can obtain a senior loan at a low loan-to-cost (like 
55% or 60% loan-to-value) and add a mezzanine piece to reduce the equity needed for a project. For 
senior loan rates, spreads over SOFR can be as good as the low-200s, and go up from there. However, 
the mezzanine piece will come with a higher rate, on top of rates for the senior loan already being rel-
atively high.

Property assessed clean energy, or PACE, funding is an option for borrowers to finance energy efficien-
cy, renewable energy, and water upgrades to residential and commercial buildings at up to 100% of the 
cost for up to 30 years, as a tax assessment on their property bill. However, not all senior lenders will 
approve that addition to the capital stack.

Finally, capital seekers must be prepared for SOFR (Secured Overnight Financing Rate) to keep in-
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creasing, perhaps over to 4.5%. The hard questions then have to be asked about the impact on your 
overall capital costs and on your bottom line. Fewer projects make sense with each increase to the 
federal funds rate, and loan committees at lending institutions will rightfully scrutinize every aspect of a 
construction project. Having a clear strategy to deal with all contingencies, a strong balance sheet and 
collateral (and an advisor on hand) will be even more necessary to reassure loan committees on your 
project.

6. Consider M&A Opportunities

In many markets, new construction does not make sense, but for developers with capital burning 
a hole in their pocket, M&A can provide a return. Mr. Adlerstein believes that we are faced with “a 
once-in-a-generation opportunity to buy.” That is because most of the private equity groups are effec-
tively sitting out right now, and without them bidding on deals, there are great deals you can get for well 
below replacement cost. Those with enough cash to get a low-leverage bridge loan will be able to take 
advantage, especially for distressed assets.

Buyers don’t have the construction carry costs and fill-up risk. Also, a significant portion of the existing 
supply of seniors housing communities could be seen as “functionally obsolete.” That is where a de-
veloper can get their hands dirty on a gut renovation or conversion project. The panelists are already 
seeing developers re-allocate their equity into M&A opportunities, or repurposing projects for other 
uses like multifamily.

7. Find a Great Operator

Finally, aligning yourself with a great operating partner on your projects is essential. Mr. Adlerstein com-
mented that for developers sourcing debt, it has been much easier when he is dealing with “an operator 
with a track record and a portfolio of assets that are successful.” The pandemic had a hand in separating 
the good operators from the bad, and a lot of “tired operators” emerged from the last several years. Mr. 
Assiran noticed that “fewer operators want to take on turnaround communities,” and it could take some 
time for the next generation of great operators to arrive.

Lenders will not tolerate operators that have not recovered adequately enough from the pandemic, 
and any remaining staffing agency expenses make underwriting loans extremely difficult. To deal with 
inflation and higher wages, scale has been important for operators, as more mom & pops struggle 
with expenses and are forced to divest. However, the largest operators have run into problems turning 
around occupancy and reigning in expenses, especially when it comes to staff turnover. So, the mid-
sized, regional players have become the operator-of-choice in recent years.
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2023 Outlook

Looking ahead, the panel had reasons to be optimistic. For Mr. Adlerstein, more lenders will open up 
and get back in the game in early 2023. And he is still fielding calls from new lenders that are looking 
to enter the seniors housing sector. 

Mr. Assiran also believes we will “bottom out sometime in 2023, and then lenders are going to be com-
ing back.” There will be winners and losers through the downside of the current cycle, but Mr. Assiran 
said “I think it’s a good thing for the industry to slow down construction for a while. There are a lot of 
saturated markets and problem properties that have to get worked out and sold.”

But with the baby boomers that much closer to aging into seniors housing communities, already mov-
ing into active adult and independent living to an extent, developers will have to be ready for the next 
building boom. The next wave of construction has the potential to surpass the development activity of 
the mid-2010s, and certain markets or acuity types will be overdeveloped.

Those well-capitalized, cautious and experienced developers that can build now have an advantage 
to open up their communities at a time of lower competition for both residents and staff. High barri-
er-to-entry projects will be possible for some, and other projects in easy-to-build markets will have to 
be assessed on a case-by-case basis. But beating the competition amid short-term cost issues with an 
eye toward long-term demand could be a winning scenario.

________

This whitepaper was adapted from the webinar “2023 Seniors Housing Development Outlook: Equity 
& Debt,” hosted by LevinPro LTC on November 17, 2022. To listen to the entire discussion, click here or 
visit the LevinPro LTC platform.

About Our Sponsor, Griffin Living

Griffin Living is an award-winning, privately-owned real estate development firm headquartered in 
Westlake Village, CA, whose mission is building the future of senior living.

About LevinPro LTC

This new, exclusive platform, built on Irving Levin Associates’ database of over 5,000 long-term care 
deals and industry-leading intelligence, is the must-have resource for all providers and investors in the 
senior care industry. 

Users can view all transaction details, insights, metrics, analytics, and more in this premier investor re-
source.
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TM

With five generations of real estate development experience, best-in-class senior living expertise, and an unwavering  
commitment to innovation, we are creating the most impressive communities in the industry. 

Learn more about our award-winning communities at griffinliving.com

Creating the future of senior living.


