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June 1987

To.  Members of the American Academy of Actuaries and other persons with an interest in
Continuing Care Retirement Communities (CCRCs)

The American public is becoming increesngly aware of Continuing Care Retirement
Communities as an effective way of medting an important and growing need. There is
concurrently a growing appreciation that the financid planning and adminigration of CCRCs
have much in common with insurance arrangements and tha the application of sound actuarid
principlesis an essentid tool for effective management.

The Committee on Continuing Care Retirement Communities of the American Academy
of Actuaries, crested early in 1985, became convinced of the dedrability of defining actuaria
dandards in this specidized fiedd. The committee prepared a proposed Statement of Actuarid
Standards of Practice Reaing to Continuing Care Retirement Communities, which was
submitted to the Interim Actuarid Standards Board (IASB) early in 1986 through the 1ASB
Specidty Committee. In May 1986, with the authorization of the IASB, the proposed statement
was published as an Exposure Draft, with a comment deadline September 1, 1986. The
committeg's report  describes the comment letters that were recaived and the modifications that
were made to the proposed statement.

In April 1987 the revised statement was adopted by the IASB in the form that appears on
pages 1 to 23 of this booklet. The Recommendations of the statement should be observed by
members of the Academy when practicing in this specidized fidd.

Subdivisons of the American Inditute of Certified Public Accounts (AICPA) and of the
Hedthcare Financid Management Association (HFMA) have been working to identify and
define any specidized accounting principles that may be applicable to CCRCs. The Academy
committee, which has been in communication with these groups, undersands that there is
agreement on the principle that the financia accounting of a CCRC must make use of the
actuarid present vaues of the obligations assumed by the CCRC and its resdents in ther
contracts, or resdency agreements, and on the desrability of avoiding @nflicts in the pogtion of
the two professions.

The Academy committee understands that the work of the AICPA subcommittee has not
yet developed to the point where it is feasible to coordinate and formdize postions. Although
the committee believes that such coordinaion is important--even essentid--it recognizes that the
growing importance of CCRCs in our country makes it desrable to publish a forma statement of
professond standards in the field without delay.

" The “Report of the Committee on Continuing Care Retirement Communities,” appended at the end of the Standard
in the original booklet, has been omitted from the present reprint because of itslength. The report can be obtained
on request from the Actuarial Standards Board, 1720 | Street, N.W., Washington, D.C. 20006; telephone (202) 223-
8196.



The IASB shares those views and wishes to emphasi ze that publication of this Standard
must not be an impediment to further cooperation in assuring consstency between the positions
of the two professions.

The Statement* was prepared by the Academy’s Committee on Continuing Care
Retirement Communities under the auspices of the Specidty Committee of the IASB. The
following members of the Academy’ s committee participated:

Alwyn V. Powell, Chairperson

Jarvis Farley Stanley A. Roberts
Robert A. Hal Barbara L. Snyder
David L. Hewett

(David V. Axene was chairperson until he retired from the committee in July 1986.)
Interim Actuarid Standards Board

Ronad L. Bornhuetter, Chairperson

E. Paul Barnhart Walter N. Miller
Edwin F. Boynton Thomas E. Murrin
James C. Hickman George B. Swick
Barbara J. Lautzenheiser Jack M. Turnquist

* Retitled Actuarial Standard of Practice No. 3, Relating to Continuing Care Retirement Communities, to conform
with style adopted by the Actuarial Standards Board.




PREFACE

The Committee on Guides to Professond Conduct has included in its publications a
daement of the condderations which guide its ddiberations. That Statement, only dightly
modified, is pertinent to this Standard and is reproduced here.

The Committee bdieves that from time to time it is desrable to remind the membears of

the actuarid professon of some of the basc congderations which guide ther
deliberations.

Fird, and foremost, the Committee fully appreciates that professond actuarid
peformance rests on judgment and integrity and tha rules cannot be subdtituted for
ether. The Committee believes that practicing actuaries may welcome the views of other
actuaries with experience in a fidd and that the views of such peers can be helpful on
matters encountered in the course of professona practice.

The successful practice of any professon requires. a need for the professond services,
avalability of competent professonas to peform those services, and perception by the
public that the members of the professon act with good judgment and integrity.
Guideines published by a professon do little to affect the need for professond services.
However, guiddines are hdpful to members of a professon and their sudy should be a
mandatory pat of the education of those entering the professon. Such guiddines dso
have greast importance in informing the public about the standard of performance which
the members of the professon should be expected to observe. If such information is
lacking, or is inadequate, the resulting public misunderstanding may lead to the adoption
of politically determined regulations which conflict with sound professona practice.

A member of a professon might be charged improperly with unprofessond practice.
Clear statements of what members of the profession regard as proper practice may reduce
the likdihood of such unjudtified charges and may provide a defense if charges are made.
This “safe harbor” aspect of professond guiddines is not a principad objective, but the
Committee regards it as a condderation to be kept in mind in drafting guiddines. The
term “safe harbor” carries with it the respongbility to bring to the practice the full range
of the actuary’ s professond judgment.

The public expects any professon to exercise sdf-discipling reflected not only in the
professona conduct of the individua members but dso in a dructure by which the
professon as a whole can discipline erant members. The actuarid professon has that
responsbility, one which it takes serioudy. Any such disciplinary structure works most
effectivdly and fairly when there exist reasonable and clear statements of the standards of
practice and conduct to which members of the professon are expected by their peers to
adhere.



ACTUARIAL STANDARD OF PRACTICE NO. 3
RELATING TO

CONTINUING CARE RETIREMENT COMMUNITIES (CCRCYS)

SECTION 1. SCOPE

1.1 This Standard gives advice t0 an actuary who is serving a continuing care retirement
community. It is desgned to focus on the applications of actuarid techniques to this
gpecidized field. The Standard is not concerned with ethical issues, which are addressed
in the Guides and Interpretative Opinions as to Professona Conduct of the American
Academy of Actuaries.

1.2  The term “continuing care retirement community” (CCRC) refers to a resdentid facility
for retired people which provides stated housekeeping, socid, and hedth care services.
The resdency agreement, or contract, between the CCRC and the resident or pair of joint
resdents defines the services to be provided by the CCRC and the fees to be paid by
resdents for those services, including the degree to which they may be modified in the
future. The contracts are of long duration, and may be for the life of the individud or the
life of the survivor of joint resdents The services dways incdude living quaters and
access to a health care bed! and usudly indude one or more daily meds, deaning, flat
laundry, trangportation, socid activities, and so forth.

1.3 CCRC is used as a generic term in this Standard. Another term, “life care community”
(LCCO), refers to a CCRC which, in addition to meeting the genera definition, satisfies
two further conditions. (1) hedth care costs are risk-pooled and are prefunded in the fee
structure—since the resdent does not pay the full cost of hedth care when usage actudly
occurs, and (2) its contracts continue for the full lifetime of the resident.

1.4  In return for the services promised by the CCRC, each resdent or pair of resdents agees
to pay fees according to a schedule set forth in the contract. The typica fee schedule has
three parts (1) an advance fee which is payable before the resdent assumes occupancy
and a dedgnated portion of which may be refundable upon terminaion of the contract;
(2) periodic fees which are payable throughout the term of the contract; and (3) additiona
fees on an “as used” basis covering services not otherwise provided for (such as extra
medls, guest medls, use of a carport, or, if goplicable, hedth care in excess of ecified
limits). The contract dso dates the portion, if any, of the advanced fee which will be
refunded upon termination.

Theterm health careis used throughout this document to refer to the case where aresident cannot live
independently and requires outside support servicesin order to function in the community. Thisterm would include
personal care or assisted living services and nursing care. The exact definition for these services would vary by
community and geographic location.
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The advance fees, together with the periodic fees, investment income, and any gifts or
other funds, conditute the resources available to finance the CCRC's physicd plant and
basc promised services. Unless specificaly provided otherwise by law or in the
resdency agreement (or the terms of a gift), funds from any such source may be used for
any such purpose. In other words, the actuary is concerned with evauating tota current
and projected revenues versus tota current and projected expenses regardiess of how
management or regulation decides to apply specific revenues toward specific expenses.

In order to assure that the CCRC will have funds sufficient to meet its promises, the sum
of the advance fee plus the actuarid present vaue a entry of the periodic fees should be
not less than the actuarid present vdue a entry of the costs of discharging dl the
CCRC's obligations to the resident.’> The nature of that fee structure emphasizes the long-
term character of the relaionship.

Mogt of the reddents a any time will be living normdly active lives in the independent
resdentia units, specified hedth care services on a temporary basis are available to such
active resdents. The remainder of the resdents will have been trandferred permanently to
the hedth care center. The community may offer more than one leve of hedth care such
as intermediate or killed nurang care, assgted living or persond care, and home hedlth
care.

Entry into a CCRC usudly depends on meeting criteria as to hedth and the ability to pay
current and expected fees. The periodic fees are usudly subject to adjussment as deemed
necessary by management. Therefore, entry into a CCRC involves a great ded of trust in
those who operate it. Some CCRCs sat adde assets or funds from contributions to
subsidize resdents whose income cannot keep up with fee increases. Other CCRCs share
the costs of subsidizing these residents among those residents who can afford to pay.

Since the services and/or refund payments promised by a CCRC are contingent upon the
occurrence, timing, and duration of future events, a CCRC should be guided by actuarid
principles. In paticular, actuarid principles ae needed to asss management in
edimating those revenue and expense items that are a function of future population
(demographic) flows, and to deveop fees that normdize the impact of changing
population flows®

Accordingly, actuaries may be called upon to advise the owners, operators, and residents
of a CCRC, as wdl as other professonads and regulatory bodies. The spectrum of
sarvices that an actuary might perform includes:

@ Developing and pricing contracts which (i) adequatdly provide for the economic
aurviva of the community in the short and long run; and (i) fairly represent to the
user the economic consequences of entering into a residence contract;

2 |n this Standard, the term “actuarial present value” means that the projected future amount is estimated by
appropriate probability assumptions such as mortality, morbidity, withdrawal and is discounted to the valuation date.
3 It should be noted that we do not recommend the pay-as-you-go approach for aLCC, although it might be
appropriate for other types of CCRCs which make relatively limited promises (refer to paragraph 1.13).
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(b) Projecting future cash flows,

(© Projecting changes in the future population of resdents and edtimating the future
needs for health care beds;

(d) Determining actuaria assets and liabilities and planning for surplus needs;

(e Paticipating in the desgn of a CCRC’s financid management and accounting
systems, and

f  Asigingin the development of finandidl feasibility Sudies

An actuay may be engaged to peform any of the above tasks or to contribute the
actuarid dements of a task to be peformed by another person. An actuary may be
engaged to conduct other actuarial work in connection with a CCRC, or to appraise work
done by others.

This Standard applies to actuaries who serve both non-profit and for-profit (proprietary)
CCRCs. The interpretation of and response to the results of an actuarid study may vary
according to the corporation’ s financia objectives.

While the same basic actuarid principles and practices apply to dl CCRCs, some will
have a greater impact on a LCC with its broader lifetime promises than on a CCRC which
has made less extensive promises” In other words, some considerations which would be
ggnificant for a life care community might not be maerid in the financd planning and
accounting for a CCRC which has made less extensve promises.

* The term “less extensive promises’ is used to refer to contractsproviding materially less than full prepaid health

care.
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SECTION 2. GENERAL CONSIDERATIONS

The main obligations of a CCRC are room, board, hedth care services and, where
gpplicable, refunds of advance fees. The dollar cost of a given service and the scope and
manner of providing the sarvice may change over time. Changes in some of these
obligations will primarily correspond with inflation, but not with changes in projected
population flows. Changes in other obligations will correspond with inflation, changes in
projected population flows, and with other causes, for example, medicd advances and
changing perceptions of recregtional needs. Moreover, hedth care will be used more
intensvely with the increasing age of the resdents, and disbursements thereof or will aso
increase independently of inflation. Such changes may be rdaivdy smdl in aty one
year, but can be very large over the lifetimes of the resdents.

A CCRC typicdly has a population numbering in the hundreds. This means that the
current and previous resdent populations of even the largest CCRC will be too smdl to
have full datidicd credibility in the sdection of assumptions for rates such as mortdity,
morbidity, and withdrawa.

The foregoing characterisics of a CCRC suggest that the fee dtructure will require
periodic adjusment to reflect emerging experience. In the same ven, the actuay who
makes best edimates based on reasonable assumptions should consider the potentia
impact of different assumptions and the dedrability of sengtivity tests to show how
caculated results will vary it experience materidly differs from the assumptions used.

The CCRC fee dructure, which conssts of an advance fee and a periodic fee a a
minimum, has the following characterisics Both the advance fees and periodic fees
typicdly vary depending on the sze of the living unit. Advance fees may differ and
periodic fees usudly differ depending on the number of occupants in the living unit.
However, neither the advance fees nor the periodic fees typicdly vary with the age or sex
of the resdent. Fees should include provison for hedth care ligbilities to cover the
anticipated greater use of promised hedth care as the resident group ages. Since periodic
fees are dlowed and expected to increase, they may be caculated to increase with
expected levels of inflation.

Even though fees do not generdly vary by age and sex, the actuarid present vaues of the
costs that are to be covered by fees must reflect the age, sex, joint occupancy, level of
care, and, to the extent deemed appropriate, the hedth characteristics of the population
under study.

The advance fee may be st rdatively high and the periodic fees rdativey low, or vice
versa A CCRC's management must choose the mix between advance fees and periodic
fees This will be influenced by: (@) marketing consderations, (b) the fact that the
advance fee represents a commitment in hand; (C) the fact that the periodic fee is the only
fee that can be adjusted for existing residents to meet future unanticipated needs, such as
higher rates of inflation; and (d) the fact that high advance fees can reduce or diminate
the need for permanent financing.
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The modern form of the continuing care contract does not place limits on increases in
periodic lees. It is dedrable to set initid periodic lees & a levd such that expected
increases in such fees should match the CCRC's internd inflation. In other words, sound
actuarid practice will not attempt to fund, on a pay-as-you-go basis, those cost increases
that vary with demographic forces. Instead, the fee sructure should include provison for
prepaymsent of those costs, anadlogous to levd premium life insurance and penson related
benefits.

A reasonable god in fee setting is the accumulation of some amount of surplus. A surplus
is needed to protect againgt adverse experience or to prepare the community to meet
unanticipated future needs. This Standard does not attempt to define a “reasonable”’
aurplus. Such a measure must be developed between the actuary and the CCRC's
management. In developing this measure, the actuary should disclose to management
whether margins have been implicitly included in the sdlection of assumptions or need to
be explicitly calculated and added to the actuaria equation.

An actuary depends on information furnished by the operators of a CCRC in severd
important respects. higoricd demographic data as a patid bass for developing
assumptions; current and projected demographic and cost data; and current financid data
These daa are the bass for caculating fees and liabilities. In usng such data, the actuary
must develop an opinion as to their reasonableness. It is useful for the actuary to be
involved with other experts in the generd and financid planning and accounting of a
CCRC.

The actuary must completely understand the scope of the CCRC's promises to residents
and prospective resdents and the nature of its fee Structure in order to accurately conduct
an evaudion. Sources for this information are the CCRCs form or forms of resdency
agreement, the information booklet which the CCRC furnishes to prospective residents,
and any other reasonably available source of information about the CCRC. In interpreting
these documents, the actuary should be aware of:

@ the policies for selection of proposed new resdents, and how these policies are
actudly applied:;

(b) the term of the resdency agreement, and any limitation on the period for which
promises are made;

(© any limitation on the CCRC' s ahility to change future periodic fees,

(d) any consequences of the inability of aresident to pay any future fees®

® This sentence should not be interpreted asimplying that the annual level of prepayment is guaranteed or that sound
actuarial practice puts any restriction on the CCRC' s ahility to pay any kind of charge from any kind of fee or other

asset.

6 An actuary who desires to reflect potential Medicaid revenue should be aware of the Medicaid reimbursement
policy in regard to continuing care contracts and the appropriate spend-down provisions.
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(e any provision for refunding the advance fee;

® any limitation on the services provided, and any requirement of additiond charges
for services,

(9) any contract provisons which provide for free care in the health care center, or
for higher rates to be charged while aresdent isin the hedlth care center;

(h) any afiliation with another entity, and the extent to which any such entity would
assume responsihility for obligations of the CCRC;

0] any provison or circumstance which may throw doubt on the ability of the CCRC
to remain agoing concern; and

()] any other matter which may have a materid effect on the future cash flows of the
CCRC.

The actuary should be familiar with any laws and regulaions gpplicable to CCRCs in the
appropriate jurisdiction.

High occupancy, sound pricing, and effective financid management are keys to the
successful operation of a CCRC. The ability of a CCRC to atract new residents to fill
vacancies will depend on keeping the CCRC comptitive as to its physicd plant, its fee
schedule, and the generd attractiveness of its whole environment. An actuary engaged to
advise a prospective CCRC about its financid feasibility, or an exising CCRC about its
financid planning and accounting, should be det for any cdrcumdances which might
throw doubt on any aspects of its future ability to atract new resdents. Any such
circumstance should be noted in the actuary’s report, with the actuary’s comments
thereon.

For sdting fees and determining actuarid present vaues, this Standard outlines practices
that follow the closed group method. Under the closed group method, the future
consequences of contracts in effect with resdents on the vauation date are projected, and
the actuariad present vaues of such events are determined. The closed group method does
not directly take into account those persons who are expected to become resdents after
the vaudaion date, except to the following extent. It is assumed that: (8 the annud
number of new resdents will be sufficient to fill the vacances (b) they will pay
actuaridly adequate fees, and () al costs associated with hedth care beds not used by
continuing care contractholders will be met from other sources, such as fees for the use of
hedlth care beds by those who are not permanent residents. If the actuary has reservations
about the vdidity of any of the preceding conditions, then an appropriate adjustment or
comment should be included in the actuarid report. The objective of the closed group
method is to relate the vaue of promised services and refund promises for the current
group of residents to the amount of fees that they have pad in the past and are expected
to pay in the future.
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For protecting population and cash flows, this Standard outlines practices that follow the
open _group method. Under the open group method, specific assumptions are made about
the number and characterisics of new resdents who will fill vacancies generated by the
death, permanent transfer, or withdrawa of exising residents. The objective of the open
group method is to estimate population flows for determining the appropriate capacity of
the hedth care facility and to generate cash flow projection for purposes of testing
projected liquidity and the ability of the CCRC to meet financid requirements that may
be imposed by lenders or legidation.

RECOMMENDATION 1. Freguency of actuarial studies. For both the closed and
open group methods, dl cdculations should be repeated periodicaly to reflect current
resdents data and, to the extent appropriate, revised assumptions. Since CCRCs
typicdly adjust advance fees and periodic fees annudly and the actuarid evauation is an
integrd part of the determinaion and rationde for fee adjustments, it is dedrable that a
CCRC conduct annud actuarid studies. However, in practice due to the cost and reative
newness of the gpplication of actuarid principles to the financid management of GCRCs,
actuaria studies may be conducted every two to three years.

This Standard includes two dternative agpproaches to the actuaridly based financid
management of a CCRC. The fird is the comprehensve approach, in which dl financid
aspects of the CCRC's operations are deemed to be actuarid. The second is the
component gpproach, in which the actuarid focus is on hedth care codts, as an addition
to the resdency costs of the CCRC, and on advance fee amortization, as an offset to the
periodic fees otherwise needed. Both approaches depend on adequate provison being
made for resdency needs and for physica plant maintenance and replacement. Under the
comprehensve approach such provison is indde the actuarid equetion; under the
component approach such provison is outsde the actuaria equation. In principle, the two
approaches should produce comparable results. The component approach came into being
as an acceptable way for exising CCRCs with established histories of favorable cash
flows to recognize their actuarid needs long after becoming operationd.

RECOMMENDATION 2. Provison for future services such as physical plant
replacement. Under both the comprehensive approach and the component approach the
actuary should develop and report an opinion as to whether financid provison is being
made for resdency needs and for physcd plant mantenance and replacement. The
actuarid report should include an gppropriate disclosure if the actuary has relied on
others in developing such opinion.”

Some CCRCs and their actuaries may find the comprehensive gpproach more desirable
because of its straightforward gpplication. Other CCRCs and their actuaries may find the
component approach more desirable because of the ease with which it can be
incorporated into traditional accounting statements prepared in accordance with generdly
accepted accounting principles (GAAP).

" The actuary should be aware of Interpretative Opinion 3(a)(4) when relying on the work of another person.



SECTION 3. ACTUARIALLY BASED FINANCIAL MANAGEMENTS
COMPREHENSIVE APPROACH

3.1 The comprehensve agpproach to actuarialy based finendad management of a CCRC
incorporates al of the revenues and expenses for the CCRC in the actuarid equation for
evaduating the fee dructure. The financid datements associaied with the comprehensve
approach are the actuaria balance sheet, an accompanying statement of operations® a
gatement of changesin financia postion, and a cash flow projection.

3.2 The deps involved in conducting a comprenensve actuarid dudy are () determining
the actuarid adequacy of periodic fees for current resdents toward funding the actuarid
present vaue of future services (which includes the expensng of fixed assets) and refund
obligetions, taking into condderation the exiding assets and liabilities, and making
appropriate provisons for surplus, (b) assessng the adequacy for new resdents of the
combination of the advance fee and the actuaria present vaue of periodic fees in
covering the actuarid present vaue of the costs of peforming dl the obligations
(including the actuarid present vaue of advance fee refunds) assumed by the CCRC plus
provison for surplus, and (c) projecting future population flows for input into the
development of a cash flow projection.

3.3 The financid condition of a CCRC is conddered to be in satisfactory actuarid baance at
agiven daeif:

@ its resources that are avalable for current resdents (including the actuarid
present vaue of periodic fees expected to be pad in the future by present
resdents) are equa to the actuarid present vaue of the expected cods of
peforming al remaning obligations to such resdents under ther contracts, with
appropriate provison for surplus; and

(b) for a typical cohort of new entrants the sum of the advance fee paid a or before
occupancy plus the actuarid present vadue a occupancy of periodic fees is equa
to the actuaria present vaue a occupancy of the costs of performing dl
obligations assumed by the CCRC, with gppropriate provison for surplus, and

(© cash balances are projected to remain positive.

34  The preparation of the actuaridly based baance sheet is the foundation of this approach.
The baance sheet directly evaluates the CCRC's condition in respect to current resdents.

8 At aminimum, the actuarial balance sheet and a cash flow projection are required for any comprehensive study. It
isalso desirable to include an actuarial statement of operations and a statement of changesin financial position to
assist the user in interpreting the changes between successive actuarial balance sheets.

The accounting profession is currently developing CCRC financial standards. Since the actuarial profession
desires that actuarial financial statements be as consistent as feasible with accounting statements, the Committee on
CCRCs has decided not to include illustrative financial statements with this Standard. Such statementswill be
developed at atime in the future when both professions have implemented their respective standards of practice. In
the interim, actuaries should use their own judgment for developing the format of their financial statements.



3.5

3.6

3.7

3.8

If the baance shest shows a deficit, or reflects an undesirable reduction in surplus,
congderation should be given to increasing fees or taking cost reduction measures. If the
balance sheet shows a “reasonable’ surplus, the existing fees may be appropriate. If the
balance sheet shows an “excessive’ surplus or a high growth in the surplus, consderation
may be given to reducing the fees or increasing the services offered.’ The actuary should
report these findings to the CCRC's management and discuss with management any
appropriate steps to be taken.

Some items in the actuaridly based balance sheet, such as cash, receivables, inventories,
payables, accruas, escrowed deposts, and so forth, will come directly from the
accounting balance sheet without the use of actuarid techniques.

The items in the actuaridly based bdance sheet that depend on actuarid techniques
involve assumptions about contingencies (such as mortdity and morbidity) and the time
vaue of money. These items include, for example, the actuarid present vdue of future
periodic fees, the actuaria present value of the cods of providing promised future
sarvices, and the actuaria present vaue of the obligation for refundable entry fees.

The customary steps for cdculating the actuarid present values for the current population
(cdlosed group) include the falowing:

@ Using agppropriate assumptions about mortdity, morbidity, and withdrawd, the
actuary projects the number of survivors for each future year by age, sex, leve of
care, and variaionsin contractud guarantees.

(b) Usng this survivorship projection, and taking into account any limitation on the
CCRC's ability to increase periodic fees, the actuary applies assumptions about
future changes in periodic fees to compute the amounts of periodic fees expected
to be paid in each future year.

(© Usng the same survivorship projection, the actuary applies assumptions as to the
unit costs for various kinds of expense and as to rates of inflation to compute the
amounts of expense to be incurred in each future year in providing promised
services.

(d) Agan usng the same survivorship projection, the actuary computes the amounts
of any advance fees expected to be refunded in each future year.

(e Usng assumption(s) as to interest, the actuary computes the actuarid present
vaue of the amounts projected in (b), (c), and (d) above.

The initid periodic fee generdly egquds the actuarid present vaue of future expenses
including the present value of advance fee refunds, plus provison for surplus, minus the

® This sentence may not necessarily apply to proprietary CCRCs, where management may use the surplus to meet its
dividend objectives.
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3.13

advance fee, divided by the actuarid present vdue of a life annuity & entry which
increases by the assumed rate of inflation.

The use of present values makes it unnecessary to explicitly provide for interest income;
the present vaue cdculation implicitly assumes that interest earnings are equa to the
interest discount assumption.

The actuary may dso be concerned with the vauation of invested securities, of physicd
plant, of debt, and of any potentid transfer of economic resources which may take place
over time or & amaterially later date.

RECOMMENDATION 3. Time value of money and consistency in valuing assets
and liabilities. An actuary is accusomed to putting al financid items on a comparable
bass by determining the present value of assets and liabilities as of te same date, usng
reasonably consstent interest assumptions. The interest assumption used in vauing assets
should be consgent with the interest assumption used in vauing ligbilities This should
be the normal practicein preparing actuaria reports for CCRCs.

Physcd plant, which typically represents a large portion of the assets of a CCRC,
deserves specid comment. Elements of the plant must be replaced as they reach the end
of ther useful lives if the CCRC is to remain a going concern. Provison for such
replacement may be funded by charges to each years operation reflecting the current cost
of the portion of assets “used up” in that year. For each item of plant, that charge is
measured by an annuity which, dong with the depreciation reserve a the beginning of
the year, would accumulate with interest to the anticipated cost of replacing the item at
the end of its estimated ussful life, and, just as the actuaria present value of the services
ffo be provided by the physcad plant is included in assets, the actuarid present vaue of
those future charges to current resdents is a liadility of the CCRC. Under those
conditions, an earnings rae is effectively attributed to the use of the physcd plant.
Such use is mached with the provision of contractud services to resdents, a form of
“immunization”, and the digtinction which is often made between interest-bearing assets

and non+interest- bearing assets becomes inapplicable.

Ordinary financid reporting often has not recognized the time vadue of money in
connection with debt, physica plant, or other obligations to transfer resources over a
ggnificant period of time and an actuay working with other professonds on the
financia accounting and reporting of a CCRC may encounter other practices in those
respects. An actuary working with another professona who is required by the tenets of
the other profession to record vaues that do not take into account the time vaue of
money may accept those vaues for that purpose, provided any materid difference is
disclosed in the actuarid report together with the actuary’s gppraisd of the sgnificance
of the difference.

10
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SECTION 4. ACTUARIALLY BASED FINANCIAL MANAGEMENT:
COMPONENT APPROACH

In contrast to the comprehensive gpproach, which incorporates dl financid aspects of the
CCRC in the actuarid equation, the component approach incorporates in the actuarid
equation only the advance fees and those revenues and expenses that are a function of the
number of continuing care contractholders in the various levels of care These dements
ae inseted in a modified statement of operations and baance sheet to appropriatey
match revenues with expenses. The financid datements associated with the component
goproach are the actuaridly adjusted balance sheet, an actuaridly adjusted statement of
operations,*® astatement of changesin financia position, and a cash flow projection.

The geps in the component approach are caculating: () required fee supplements to
sidy actuarial hedth care ligbilities as an addition to the expenses of operatiing the
resdency facility; and (b) the actuarid amortization of advance fees as an addition to the
income from periodic fees and other sources. It gpplies the full closed group vauation
technique for current resdents to those liabilities that vary with changes in population
flows, which are primarily heslth care liahilities.

The firg gep in the component approach is to compute the annua cost of the future
hedth care provided for in the resdency agreement. This is cdled the hedth care
premium. It is generdly cadcuated to incresse by the assumed rate of inflation. (Refer to
Paragraph 10.7.) If it is cdculated on an attained age basis, it equals the actuarid present
vadue of future hedth care expenses (excluding accruds for hedth care costs) minus the
vaue of assats hdd for the net hedth care liability, divided by the actuarid present vaue
of a life annuity which increases by the assumed rate of inflation. If it is @culated on an
entry age bads, it equds the entry age actuarid present vadue of future hedth care
expenses divided by the entry age actuarid present vaue of alife annuity which incresses

by the assumed rate of inflation.

The net_hedth care liddlity a any time equds the actuarid present vaue of future hedth
cae expenses minus the actuarid present value of future hedth care premiums. The
expected addition to the assets held for the net hedth care liaility in a given year is equd
to the expected return thereon plus the hedth care premium minus the expected hedth
care expenses.

The amortization of advance fees gpplies only to the actuarid present vaue of that
portion which is nonrefundable. An acceptable method for calculating the current year
amortization of nonrefundable advance fees is described in the following two steps. Fird,
the actuarid present vaue of any refund provison is determined for each unit (that is, for
each resdent or par of resdents covered by a given advance fee). The cdculation
recognizes the probability that the refund will occur, the amount of the refund, and, to the
extent advance fees are invested in income-earning holdings, an interest discount. Such
value is subtracted from the unit's unamortized and unrefunded advance fee. Second, the

10 Refer to footnote 8.
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difference is amortized over the expected lifetime of an individud resdent and over the
joint-and-last-survivor expected lifetime of a pair of resdents for whom a single advance
fee is paid. Such expected lifetimes depend on the current hedth categories of the
resdents as well as on age and sex. As a maximum, such amortization should be leve. It
may instead be cdculated to dart lower and increase with assumed rates of inflation,
interest, or increased hedth care utilization. In practice, the incidence of advance-fee
amortization, whether level or increasng, under the component approach will affect the
amount of periodic fee required in agiven year.

The aggregate unamortized and unrefunded advance fee for al units is caried forward
from year to year with adjusment for actua advance fee receipts and refunds, and for
amortization. The nonrefundable portion of such aggregate for each unit, if al
assumptions have been redized, equds the prior year's amortization multiplied by the
current year's expected lifetime. To the extent that advance fees are invested in income-
bearing holdings, credit is dso given for interest. Experience vaiations for the group as a
whole are dlocated to increase or reduce the remainder to be amortized for each
surviving individud or pair.

If the sum of the CCRC's current operating codsts, including provison for depreciating
and replacing fixed assets, and the actuarialy computed addition to the net hedth care
liability, with an appropriate margin for surplus, equas the sum of the current periodic
fees and the actuarid amortization of advance fees plus interest on assets held for the net
hedlth care lighility, then the fee structure may be deemed to be adequate.

The CCRC's financid records should recognize as lidbilities the unamortized and
unrefunded advance fees, the net hedth care liability, and an gppropriate ligbility for the
replacement of fixed assats. Depending on applicable accounting practices, the net hedth
care liability may have to be designated as part of the fund balance or surplus.

SECTION 5. ACTUARIAL STATEMENT OF OPERATIONS

The actuariadly based (or adjusted) statement of operations is a statement of revenues and
expenses prepared on an accrud basis. Each item in the actuarially based (or adjusted)
datement of operations represents operating revenues or disbursements of the year,
adjused for changes during the year in the related items of the actuaridly based (or
adjusted) balance sheet. For each such item, the cash component and the change in the
related baance sheet item should be shown separatdy, ether in the dtatement or in a
footnote.

By that process the recognition of income will automaticaly be properly matched with
the incidence of related expense, the financid planning and accounting for the CCRC will
most cosdy reflect economic redity throughout the terms of its contracts, and equity will
be maintained among different generations of resdents.

12
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SECTION 6. CASH FLOW PROJECTIONS

In addition to being in actuarid balance, a CCRC must be able to meset its short-term cash
needs a dl times. Typicdly, a large portion of a CCRC's assts, such as physicd plant, is
nonliquid. As a result, a CCRC may be adequatdy priced from an actuarid present vaue
andyss and yet encounter cash shortages in the short run, paticularly during the early
years of operation. A cash flow projection for a least ten years will reved whether or not
this problem is likdy to aise. Such a projection will indicate whether changes in the
proposed pricing or in other aspects of the CCRCS financid planning need consideration.
A cash flow projection is necessay under both the comprehensve and component
approaches.

Cash flow projections are peformed usng open group methods which reflect the
financid effects of new resdents replacing exising resdents. The assumptions that are
used in the cash flow projections should be generdly consstent with those used for
pricing and the computation of actuarial present values. A cash flow projection, however,
should recognize short-term relationships between interet and inflation rates while
pricing and the computation of actuarid present vaues may focus on the long-term
relationships between these rates.

RECOMMENDATION 4. Likedihood of negative cash balance. The actuary should
comment in the actuarid report about the likdihood that the CCRC is projected to
experience a negative cash baance within the next ten years.

SECTION 7. POPULATION PROJECTIONS

The population flow projection provides an edimate of the number of resdents by
contract type and permanent gatus in the CCRC's various levels of care (i.e., independent
living in gpartments or congregate facilities, asssted living or persond care, and nursing

care) and number of beds needed by level of care. The results of the population flow

projection may be used by the actuary to develop a cash flow projection or may be used

as actuarid input for afinancid feasbility sudy or for internd financid projections

prepared by others.

The projection of future population flows should be based on appropriate actuarid
methodology, which may be a multiple decrement model or Markov modd or time series
mode. In the future, other models may prove to be more reliable and, therefore, may
replace current practice. The sdlection of the appropriate population projection method
depends on the actuary’s assessment of the method's credibility and the type of data
avalable.

An actuary usng a multiple decrement modd must sdect gppropriste  mortdity,
morbidity, withdrawa, and other demogrgphic assumptions. These assumptions are
gpplied to the current census of the CCRC to project apartment dengty ratios (number of
contractholders in apartments divided by the number of occupied apartments), the rate of
goartment turnover (the ratio of units vacated during a year and made available for new

13
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occupants), hedth care usage by type of hedth care guarantee, and the availaility of
hedlth care beds to nonresdents Such a projection is based on the number of living
units, the age, sex, and hedth characteristics of current resdents, the proportion of
goartment units with double occupancy, and the corresponding characterisics of
replacement resdents. Since the initid census has a dgnificant impact on the resulting
projection, the actuary should use the current census for an existing CCRC, or presdes
and ther characteristics for a CCRC that is being developed, or, if necessary, a
hypothetical census that represents the actuary’ s best estimate of theinitid census.

Projections may be done usng severd dternative sets of plausble assumptions,
reflecting different hedth characteridics a entry and different management policies
regarding admissions to the CCRC and transfers to the hedth care center. It is important
to test the impact of different assumptions.

RECOMMENDATION 5. Updating projections. The population projection, as with dl
projections, shoud be compared periodicadly with actud experience. Any new projection
should be based on assumptions tha reflect recent experience and should aso reflect
changes in management policies or resdent characteristics or other materid influences.

SECTION 8. ACTUARIALLY ASSISTED FINANCIAL MANAGEMENT:
LIMITED ENGAGEMENTS

There may be cases where a comprehensve or component study of a CCRC is not
desred or necessary, but where the actuary is engaged for a more limited scope. For
example, the actuary may be asked to generate future populatiion flows which reflect
degths, transfers, and withdrawas among present resdents, and the admisson of
new resdents, or to edimate the need for future hedth care beds, or to prepare
input for selected balance sheet accounts of a CCRC; or to develop actuarialy sound
funding requirements for proposed options for advance fee refunds or hedth care
guarantees (eg., the period that reddents receive hedth care without substantid
additional charges); or to perform some other limited assgnment without addressing the
lull scope of the CCRC's actuarialy based financia accounting. In these cases, it is not
necessay that the actuary evduate the totd fee Sructure (and management may not
desire such an evauation).

RECOMMENDATION 6. Scope of limited engagements. For limited engagements the
actuary’s report and opinion should make clear the scope of the engagement and the
limited applicability of the results and any opinion. The actuary’s report should advise
users of the report that the entire fee structure may not be actuaridly adequate nor is the
entire fee dructure actuaridly based; only those portions that were included in the limited
engagement may be judged for actuarid adequecy.

14
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SECTION 9. FEASIBILITY STUDIES
An economic feashility sudy includes (but need not be limited to) the following:

@ amarket study, or demand andyds, as abasis for judging whether or not the
proposed CCRC islikely to achieve acceptable occupancy rates and aso for
forming opinions as to the demographic characterigtics of the initid population;

(b) an gppraisa of the economic viahility of the proposed contract between the
CCRC and itsresidents;

(© an evauation of the pricing structure;

(d) an agppraisa of the proposed admissons policies as to the hedth and financid
requirements of prospective resdents;

(e aprojection of future population flows and hedlth care bed needs;

® a pro-forma badance sheet as of the commencement of operations, teking into
account the expected cost of development and congruction and the probable
funding resources, including advance fees and any indebtedness;

(o)) a cash flow projection for at least the first ten years of operations.

SECTION 10. ACTUARIAL ASSUMPTIONS

The financid forecasts generated by the actuarid model are not predictions, they are
projections of what the financial consequences would be if future experience were to
reproduce the actuaria assumptions on which the projections are based. The actuary
should use professona judgment in sdecting assumptions thet are likely to reflect future
economic redlity, including trends. The actuary’ s report should explain that the results are

vaid only for the stated assumptions.

The cdculation of actuarid present vaues and fees requires the use of assumptions as to
mortdity, morbidity, withdrawa, interes, inflation, changes in periodic fees, changes in
advance fees, revenues, expenses, arid any other pertinent contingencies. For purposes of
population flow projections, assumptions are adso needed about the profile of new
resdents who will enter the community when vacancies occur, by age, sex, hedth
characterigtics, and single versus double occupancies.

Mortdity and morbidity rates will differ according to the age, sex, and hedth status of the
resdent. Withdrawa rates may differ according to the sex of the resdent and whether or
not the resdent is part of a double occupancy. Select and ultimate rates should be
consgdered for dl of the preceding assumptions. Also, it may be gppropriate to vary the
rates for various times in the future (eg., generdiond rates). Rates of trandfer to the
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hedth care center whether temporary or permanent) and the duration of temporary says,
are influenced by the policies that are employed by the particular CCRC. Such palicies,
in turn are influenced by the avalability of hedth care beds and the availability of home
hedlth care.

In choosng mortdity assumptions, the actuary should sdect different assumptions for
permanent resdents of an gpartment versus permanent resdents of the hedth care center.
Also, the actuary should reflect those factors that are likdy to cause the mortdity to differ
from the generd population. In the absence of other guiding criteria, the actuary may
conclude that the ultimate mortdity curve (i.e, rate of increase) is amilar to the mortdity
curve of annuitants.

Morbidity in the context of a CCRC should be separated into temporary and permanent
transfers to the hedth care center. Temporary transfers are distinguished from permanent
trandfers in that the resdent is expected to return to the independent living unit. For the
case of a permanent transfer, the resdent is expected to remain in the hedth care center
for the resx of his or her life. In sdecting morbidity assumptions, the actuary should
condder the effect the CCRC's practices in declaring permanent transfers may have on
the probable frequency of such transfers and the subsequent mortality rates.

The perdastency of current residents of a CCRC is affected by withdrawals as well as by
mortality. The projection of the number of present resdents expected to be in each
occupancy daus in future years requires the use of withdrawa assumptions. The
characteristics of the current resdents of a CCRC and its provisons for advance fee
refunds should be taken into account when sdecting the withdrawa assumptions.

Assumptions as to rates of interest and inflation should be mutudly consstent and should
be based on expectations over the future terms of the contracts with present resdents.
The actuary may find it reasonable to use current rates for the immediate year and grade
future rates to a level that is appropriate for the longer term. The long-term inflation
assumptions may not correspond to any dngle index of consumer prices. The actuary
may aso find it reasonable to use different inflation rates for various categories of
revenues and expenses. The excess or deficit of interest assumptions over the inflaion
assumptions should be consgent with the red interest rates which may be expected
during the contracts terms. If reatively high raes of inflation ae assumed for any
period, the actuary should consider what is likely to be a reasoneble relationship between
interest and inflation rates in such a period.

The assumptions as to future increases in periodic tees should be consstent with the
inflation assumption that is used to increase expenses. When computing the present
vaues of future periodic fees and future expenses, it will usudly be found that the effects
of the fee increases and expense inflation tend to offset each other, so that the excess of
the assumed rate of interest over the assumptions about fee increases and expense
inflation is more critical than their absolute levels

No such offsatting effect exists in the computation of the present value of the provison
for refundable advance fees and in that computation the level of the interest assumption is
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citicd. There may be crcumstances when cdculaing this present vaue in which a
would be appropriate to select a different interest assumption than that used in computing
the present vaue of future expenses and future periodic fees. In such a case, the effects
should be noted in the actuaria report.

RECOMMENDATION 7. Assumptions about periodic fee increases. A key dement
of the long-run viability of a CCRC is the expectation by resdents that their periodic fee
increases should approximately correspond to the community’s inflation experience. The
actuary should clearly date the assumption about future periodic fee increases. If the
actuary uses assumed fee increases that exceed the expense inflation assumptions, the
actuarid report and any actuarid opinion should identify any such excess and indude
appropriate comment.

For a new or prospective CCRC, the initid revenue and expense assumptions are
extremey important in the financid evauation. The actuary should conduct tests of
reasonableness for start-up operating expenses and for revenues from sources other than
advance and periodic fees. For an existing CCRC, the actuary may decide not to conduct
tets of reasonableness unless the current year assumptions vary maeridly from the
previous experience.

For an exiging CCRC, its own experience will be a hdpful guide in sdecting or adjusting
assumptions. However, the resdent population of even the largest CCRC will be too
gndl to have full datigicd credibility in the sdection of assumptions such as rates of
mortality, morbidity, and withdrawd. Therefore, it is appropriate to compare the
paticular CCRC's experience with a broader base of comparable experience, and to
draw, as may be needed, on such comparable experience in the selection of assumptions.

The rdative lack of datidicaly credible experience for a CCRC puts a heavy
responsbility on the CCRC and its advisors to waich actual experience closdy as it
emerges and to revise assumptions when needed.

When sdlecting assumptions, actuaries are accustomed to consder making provison for
adverse deviations of actua experience from the assumed experience. The actuary for a
CCRC should bear in mind three consderations:

@ Over-consarvative assumptions lead to redundant fees, so that the current
generation of residents subsidizes those who become residents later;

(b) Over-optimigic assumptions are likdy to have the result that future generations of
resdents will be caled on to subsidize the current generation; and

(© Reddency agreements usudly provide that periodic fees can be changed from
time to time as may be needed.

RECOMMENDATION 8. Sensitivity tests. In addition to usng good judgment in the
sdection of assumptions, the actuary should emphasize in any report that the sated
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results depend on the assumptions and that actuad experience may be different. Initid
assumptions may prove to be inaccurate, admisson policies may change, management
practices for the trander of resdents may change, and medicad or technologica
breskthroughs may affect the longevity or morbidity of resdents These possble
occurrences suggest that the actuary measure the sengtivity of results to likely variations
in assumptions, monitor and compare actud experience with projections, and make
revised caculations periodicdly, based on the new population base and using revised
assumptions if appropriate. The actuary’s report should contain a description of the tests
of potentia variation in projections and a summary of the results. If the actuary does not
conduct sengtivity tests on assumptions, the report should include an explanation for why
these tests were not generated.

SECTION 11. APPROXIMATIONS: MATERIALITY

The use of gpproximations is acceptable if the actuary is prepared to demongtrate that the
reult does not differ materidly from the result obtaned from usng more precise
methods or assumptions.

The adequacy of methods and assumptions may be judged by the aggregate effect, and
not necessarily by the individuad effect of specific methods or assumptions.

RECOMMENDATION 9. Standards of materiality. In making a decison as to
materidity, the actuary should compare the aggregate effect on the baance sheet surplus
or deficit with the totd liadilities The actuary should take into account the effect which
differences may have on a decison by an informed user. Any item which, in the actuary’'s
opinion, is likely to require a fee increase that is greater than the marketplace can stand
should be considered materid.

SECTION 12. REPORTSAND OPINIONS

RECOMMENDATION 10. Scope of actuarial report. All actuarid communications,
including but not limited to actuarid reports, dSaements of actuariad opinion, and
datements of actuarid review, are subject to Interpretative Opinion 3. An actuary’s report
or opinion should meke clear the scope of the engagement and any limitations on the
goplicability of the report or opinion. The actuarid report should contain descriptions of
the actuarid data, assumptions, and methods. It should include a Staement of the
actuary’s opinion as to: (@) whether the data and assumptions used are agppropriate; (b)
whether the methods employed are consstent with sound actuarid principles and
practices, and (C) whether provison has been made for dl actuarid liabilities and related
Statement items which ought to be established.

RECOMMENDATION 11. Affiliation with another organization. If the CCRC is
affiliated with another entity, the actuarid report should contain a comment as to the
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extent, if any, to which such affiliale would assume responghility for obligations of the
CCRC.

RECOMMENDATION 12. Material changes in assumptions. Materid changesin
actuarid assumptions from those previoudy used should be disclosed in the actuarid
report, and ther effects noted. Such disclosures should not be limited to factors explicitly
assumed, but should include reference to the handling, or absence of handling, of such
factors as the actuary deems to have pertinence.

RECOMMENDATION 13. Comment on balance sheet deficit. If the balance sheet
shows a deficit, the implications of the deficit should be made clear. The deficit should be
put in perspective as to whether or not it requires remedid action is a nomina amount
that might be typicd among smila CCRCs™. The actuariad report should describe
known plans of management for deding with the deficit, and the actuary’s comments
thereon. Specific solutions for diminating the deficit typicaly include increasing periodic
fees more than expense inflation or reducing the cogts of providing the promised services.
If the solution requires additional periodic fee increases, the report’s description of the
plan to ded with the deficit should note the extent to which future periodic fees are
assumed to increase more than the expense inflation assumption.

RECOMMENDATION 14. Direct and indirect users. The actuary should consider
the prospective direct and indirect users of the report. Direct users include the
management and board of the CCRC that commissoned the actuaria Study. Indirect
users may include the CCRC's auditors, existing and prospective residents of the CCRC,
exising or prospective investors or in purchasers of the CCRC, regulatory authorities,
and potentid lenders.

RECOMMENDATION 15. Comment on_ “going concern” assumption. The
actuarid report and any Saement of actuaria opinion should contain appropriate
comment on the CCRC's perceived ability to operate as a going concern and the impact
of any actuarid deficit.

RECOMMENDATION 16. Qualification of opinion. If the actuary is unable to form a
needed opinion, or if the opinion is adverse or qudified, the Statement of actuarid
opinion and the actuaria report should specificaly sate the reason.

SECTION 13. RELATIONSWITH THE AUDITOR

A public accountant engaged to audit financia statements of a CCRC is required by the
tenets of the accounting professon to express an opinion as to whether financid
datements are fairly presented in accordance with GAAP. GAAP as agpplied to a CCRC
may differ in Sgnificant respects from GAAP for other entities and may dso differ from

™ One method for providing a prospective on an actuarial deficit isto calculate the “funded status or ratio” and
compareitsvalue to the values that have been obtained for similar CCRCs, or industry standards. One definition for
the actuarial funded statusis 100 X 1+ [surplus (deficit)/liabilities].
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generaly accepted actuarid principles and practices (GAAPP) applicable to CCRCs. The
actuary should understand GAAP asit is applied to CCRCs.

RECOMMENDATION 17. Material differences between GAAP and GAAPP. The
actuarid report should include an explanaion of any respect in which the assgnment is
materidly affected by any difference between GAAP and GAAPP.

SECTION 14. MISCELLANEOUS

Interpretative Opinion 4 applies in pat to an actuary’s use of any actuarid principle or
practice which does not conform to this Standard. The Standard is not intended to restrict
the actuary in the exercise of professond judgment. An actuay who uses a procedure
which differs materidly from this Standard should be prepared to judify such use and
should include in the actuarid report an appropriate and explicit Satement with respect to
the nature, rationde, and effect of such use.

When a CCRC changes an actuary or gppoints an additiond actuary, each actuary should
be aware of Interpretative Opinion 1(d).
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APPENDIX 1.

PARAGRAPHS CONTAINING REFERENCES TO ACTUARIAL REPORTS

212 Ability to atract new resdents.

2.13 Conditionsfor gpplying closed group method.

2.16  Approach used for developing actuarid andyss.
2.17 Provison for future services, and reliance on others,
34  Szeof surplus.

3.13 Disclosure of differences between actuaria baance sheet and values used by other
professionals.

6.3  Projected negative cash balance.

8.2  Limitations of pecific engagement.

10.1 Qudification that results are based on certain assumptions.

10.9 FEffect of sdecting different vaue for discounting refundable advance fee lighility.
10.10 Assumption about periodic fee increases (e.g., more than inflation).
10.15 Description of sengtivity tests.

12.1  Scope.

12.2  FHnancid responghility of ancther entity.

12.3 Materid changesin assumptions.

12.4  Actuarid baance sheet deficit and remedy.

12.6 Comment on CCRC's ahility to operate as a going concern.

12.7 Reasonsfor no opinion or adverse opinion.

13.2 Materid differences between GAAP and GAAPP.

14.1 Devidion from standard practices.
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INDEX TO RECOMMENDATIONS

2.15 RL. Frequency of actuarid studies.

2.17 R2. Provison for future services such as physical plant replacement.
3.11 R3. Timevdue of money and condstency in vauing assats and liahilities.
6.3  RA4.Likeihood of negative cash baance.

7.5  R5. Updating projections.
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10.15 R8. Sensitivity tests.

11.3 R9. Standards of materidity.
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12.2 R11. Affiligion with another organization.
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12.4  R13. Comment on balance sheet deficit.

12,5 R14. Direct and indirect users.

12.6 R15. Comment on “going concern” assumption.

12.7 R16. Qudification of opinion.

13.2 R17. Materid differences between GAAP and GAAPP.
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