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EXPLANATORY NOTE 

As previously disclosed in the Current Report on Form 8-K filed by Capital Senior Living Corporation (the “Company”) with the 

Securities and Exchange Commission (the “SEC”) on May 8, 2020, the filing of the Company’s Quarterly Report on Form 10-Q for 

the quarter ended March 31, 2020 (this “Quarterly Report”) was delayed due to circumstances related to the novel coronavirus 

(COVID-19). The COVID-19 pandemic has caused disruptions in the Company’s business and operations, including due to recent 

quarantines, shelter-in-place orders, travel bans, illnesses and other limitations, which have required the Company’s employees to 

work remotely and disrupted normal interactions with accounting personnel, legal advisors and other parties involved in the 

preparation of this Quarterly Report, including a third party accounting firm who assisted the Company with accounting 

considerations related to the recently announced restructuring of the Company’s lease agreements with its three largest landlords. This 

prevented the Company from completing the tasks necessary to file this Quarterly Report by its May 11, 2020 due date. The Company 

relied on the SEC’s Orders under Section 36 of the Securities and Exchange Act of 1934, as amended, dated March 4, 2020 and March 

25, 2020 (Release Nos. 34-88318 and 34-88465), to delay the filing of this Quarterly Report.
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Part I. FINANCIAL INFORMATION 

Item 1. FINANCIAL STATEMENTS. 

CAPITAL SENIOR LIVING CORPORATION 

CONSOLIDATED BALANCE SHEETS 
(in thousands) 

  

    

March 31, 

2020     

December 31, 

2019   

    (Unaudited)           

ASSETS                 

Current assets:                 

Cash and cash equivalents   $ 17,729     $ 23,975   

Restricted cash     10,143       13,088   

Accounts receivable, net     7,996       8,143   

Federal and state income taxes receivable     72       72   

Property tax and insurance deposits     6,567       12,627   

Prepaid expenses and other     4,912       5,308   

Total current assets     47,419       63,213   

Property and equipment, net     908,954       969,211   

Operating lease right-of-use assets, net     18,426       224,523   

Deferred taxes, net     76       76   

Other assets, net     3,941       10,673   

Total assets   $ 978,816     $ 1,267,696   

LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)                 

Current liabilities:                 

Accounts payable   $ 8,195     $ 10,382   

Accrued expenses     38,563       46,227   

Current portion of notes payable, net of deferred loan costs     14,400       15,819   

Current portion of deferred income     6,835       7,201   

Current portion of financing obligations     -       1,741   

Current portion of lease liabilities     38,180       45,988   

Federal and state income taxes payable     644       420   

Customer deposits     1,179       1,247   

Total current liabilities     107,996       129,025   

Financing obligations, net of current portion     -       9,688   

Lease liabilities, net of current portion     420       208,967   

Notes payable, net of deferred loan costs and current portion     902,606       905,637   

Commitments and contingencies                 

Shareholders’ equity (deficit):                 

Preferred stock, $.01 par value:     —       —   

Authorized shares – 15,000; no shares issued or outstanding                 

Common stock, $.01 par value:                 

Authorized shares – 65,000; issued and outstanding shares – 31,389 and 

   31,441 in 2020 and 2019, respectively     319       319   

Additional paid-in capital     190,982       190,386   

Retained deficit     (220,077 )     (172,896 ) 

Treasury stock, at cost – 494 shares in 2020 and 2019     (3,430 )     (3,430 ) 

Total shareholders’ equity (deficit)     (32,206 )     14,379   

Total liabilities and shareholders’ equity (deficit)   $ 978,816     $ 1,267,696   

 

See accompanying notes to unaudited consolidated financial statements. 
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CAPITAL SENIOR LIVING CORPORATION 

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS 
(unaudited, in thousands, except per share data) 

  

    

Three Months Ended 

March 31,   

    2020     2019   

Revenues:                 

Resident revenue   $ 105,616     $ 114,176   

Management fees     56       —   

Community reimbursement revenue     457       —   

Total revenues     106,129       114,176   

Expenses:                 

Operating expenses (exclusive of facility lease expense and 

   depreciation and amortization expense shown below)     75,402       75,405   

General and administrative expenses     6,435       7,570   

Facility lease expense     10,788       14,235   

Stock-based compensation expense     596       (978 ) 

Depreciation and amortization expense     15,715       15,974   

Long-lived asset impairment     35,954       —   

Community reimbursement expense     457       —   

Total expenses     145,347       112,206   

Other income (expense):                 

Interest income     54       57   

Interest expense     (11,670 )     (12,564 ) 

Write down of assets held for sale     —       (2,340 ) 

Gain on facility lease modification and termination, net     11,240       —   

Loss on disposition of assets, net     (7,356 )     —   

Other income     1       23   

Loss from continuing operations before provision for income taxes     (46,949 )     (12,854 ) 

Provision for income taxes     (232 )     (130 ) 

Net loss   $ (47,181 )   $ (12,984 ) 

Per share data:                 

Basic net loss per share   $ (1.55 )   $ (0.43 ) 

Diluted net loss per share   $ (1.55 )   $ (0.43 ) 

Weighted average shares outstanding — basic     30,411       30,102   

Weighted average shares outstanding — diluted     30,411       30,102   

Comprehensive loss   $ (47,181 )   $ (12,984 ) 

 

See accompanying notes to unaudited consolidated financial statements. 
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CAPITAL SENIOR LIVING CORPORATION 

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT) 
(unaudited, in thousands) 

 

    Common Stock     

Additional 

Paid-In     Retained     Treasury           

    Shares     Amount     Capital     Deficit     Stock     Total   

 Balance at December 31, 2018     31,273     $ 318     $ 187,879     $ (149,502 )   $ (3,430 )   $ 35,265   

Adoption of ASC 842     —       —       —       12,636       —       12,636   

Restricted stock awards (cancellations), net     (150 )     (2 )     2       —       —       —   

Stock-based compensation     —       —       (978 )     —       —       (978 ) 

Net loss     —       —       —       (12,984 )     —       (12,984 ) 

 Balance at March 31, 2019     31,123       316       186,903       (149,850 )     (3,430 )     33,939   

                                                  

 Balance at December 31, 2019     31,441     $ 319     $ 190,386     $ (172,896 )   $ (3,430 )   $ 14,379   

Restricted stock awards (cancellations), net     (52 )     —       —       —       —       —   

Stock-based compensation     —       —       596       —       —       596   

Net loss     —       —       —       (47,181 )     —       (47,181 ) 

 Balance at March 31, 2020     31,389     $ 319     $ 190,982     $ (220,077 )   $ (3,430 )   $ (32,206 ) 

 

See accompanying notes to unaudited consolidated financial statements. 
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CAPITAL SENIOR LIVING CORPORATION 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(unaudited, in thousands) 

  
    Three Months Ended March 31,   

    2020     2019   

Operating Activities                 

Net loss   $ (47,181 )   $ (12,984 ) 

Adjustments to reconcile net loss to net cash used in operating activities:                 

Depreciation and amortization     15,715       15,974   

Amortization of deferred financing charges     464       432   

Deferred income     137       (41 ) 

Operating lease expense adjustment     (3,312 )     (702 ) 

Loss on disposition of assets, net     7,356       —   

Gain on facility lease modification and termination, net     (11,240 )     —   

Long-lived asset impairment     35,954       —   

Write-down of assets held for sale     —       2,340   

Provision for bad debts     745       805   

Stock-based compensation expense     596       (978 ) 

Changes in operating assets and liabilities:                 

Accounts receivable     (72 )     (695 ) 

Property tax and insurance deposits     4,059       4,586   

Prepaid expenses and other     893       487   

Other assets     (164 )     482   

Accounts payable     (1,047 )     (6,894 ) 

Accrued expenses     (7,648 )     (3,674 ) 

Other liabilities     13       —   

Federal and state income taxes receivable/payable     224       153   

Deferred resident revenue     (424 )     (453 ) 

Customer deposits     (69 )     17   

Net cash used in operating activities     (5,001 )     (1,145 ) 

Investing Activities                 

Capital expenditures     (5,351 )     (3,353 ) 

Proceeds from disposition of assets     6,396       —   

Net cash provided by (used in) investing activities     1,045       (3,353 ) 

Financing Activities                 

Repayments of notes payable     (4,922 )     (4,333 ) 

Cash payments for financing lease and financing obligations     (313 )     (129 ) 

Deferred financing charges paid     —       (143 ) 

Net cash used in financing activities     (5,235 )     (4,605 ) 

Decrease in cash and cash equivalents     (9,191 )     (9,103 ) 

Cash and cash equivalents and restricted cash at beginning of period     37,063       44,320   

Cash and cash equivalents and restricted cash at end of period   $ 27,872     $ 35,217   

Supplemental Disclosures                 

Cash paid during the period for:                 

Interest   $ 10,798     $ 11,167   

Lease modification and termination   $ 250     $ —   

Income taxes   $ 9     $ 7   

 

See accompanying notes to unaudited consolidated financial statements. 
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CAPITAL SENIOR LIVING CORPORATION 
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS 

March 31, 2020 

 
1. BASIS OF PRESENTATION 

Capital Senior Living Corporation, a Delaware corporation (together with its subsidiaries, the “Company”), is one of the largest operators 

of senior housing communities in the United States in terms of resident capacity. The Company owns, operates, and manages senior 

housing communities throughout the United States. As of March 31, 2020, the Company operated 124 senior housing communities in 

23 states with an aggregate capacity of approximately 15,600 residents, including 79 senior housing communities that the Company 

owned, 39 senior housing communities that the Company leased, and six communities that the Company managed on behalf of a third 

party. The accompanying consolidated financial statements include the financial statements of Capital Senior Living Corporation and 

its wholly owned subsidiaries. All material intercompany balances and transactions have been eliminated in consolidation. 

The accompanying Consolidated Balance Sheet, as of December 31, 2019, has been derived from audited consolidated financial 

statements of the Company for the year ended December 31, 2019, and the accompanying unaudited consolidated financial statements, 

as of and for the three month periods ended March 31, 2020 and 2019, have been prepared pursuant to the rules and regulations of the 

Securities and Exchange Commission. Certain information and note disclosures normally included in the annual financial statements 

prepared in accordance with accounting principles generally accepted in the United States have not been included pursuant to those rules 

and regulations. For further information, refer to the financial statements and notes thereto for the year ended December 31, 2019, 

included in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on March 31, 2020.  The 

Company meets the SEC’s definition of a “Smaller Reporting Company,” and therefore qualifies for the SEC’s reduced disclosure  

requirements for smaller reporting companies. 

In the opinion of the Company, the accompanying consolidated financial statements contain all adjustments necessary to present fairly 

the Company’s financial position as of March 31, 2020, results of operations and cash flows for the three month periods ended March 

31, 2020 and 2019. The results of operations for the three month periods ended March 31, 2020 are not necessarily indicative of the 

results for the year ending December 31, 2020. 

2. GOING CONCERN UNCERTAINTY 

A new strain of coronavirus, which causes the viral disease known as COVID-19, has spread from China to many other countries, 

including the United States. COVID-19 has caused, and will continue to cause, a decline in the occupancy levels at the Company’s 

communities, which will negatively impact its revenues and operating results, which depend significantly on such occupancy levels. 

In an effort to protect its residents and employees and slow the spread of COVID-19 and in response to recent quarantines, shelter-in-

place orders and other limitations imposed by federal, state and local governments, the Company has restricted or limited access to its 

communities, including limitations on in-person prospective resident tours and, in certain cases, new resident admissions. As a 

result, COVID-19 has caused, and management expects will continue to cause, a decline in the occupancy levels at the Company’s 

communities, which will negatively impact revenues and operating results, which depend significantly on such occupancy levels.  

Reduced controllable move-out activity during the pandemic may partially offset future adverse revenue impacts. 

In addition, the recent outbreak of COVID-19 has required the Company to incur, and management expects will require the Company 

to continue to incur, significant additional operating costs and expenses in order to implement enhanced infection control protocols and 

otherwise care for its residents, including increased costs and expenses relating to supplies and personal protective equipment, labor and 

specialized disinfecting and cleaning services. Further, residents at certain of its senior housing communities have tested positive 

for COVID-19, which has increased the costs of caring for the residents and resulted in reduced occupancies at such communities.  

 

ASC 205-40, “Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern,” requires an evaluation of whether 

there are conditions or events, considered in the aggregate, that raise substantial doubt about an entity’s ability to continue as a going 

concern within one year after the date the financial statements are issued. Initially, this evaluation does not consider the potential 

mitigating effect of management’s plans that have not been fully implemented. When substantial doubt exists, management evaluates 

the mitigating effect of its plans to determine if it is probable that (1) the plans will be effectively implemented within one year after the 

date the financial statements are issued, and (2) when implemented, the plans will mitigate the relevant conditions or events that raise 

substantial doubt about the entity’s ability to continue as a going concern. 
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In complying with the requirements under ASC 205-40 to complete an evaluation without considering mitigating factors, the Company 

considered several conditions or events including 1) uncertainty around the impact of COVID-19 on the Company’s operations and 

financial results, and 2) operating losses and negative cash flows from operations for projected fiscal year 2020. The above conditions 

raise substantial doubt about the Company’s ability to continue as a going concern for the twelve-month period following the date the 

financial statements are issued. 

 

The Company is implementing plans as discussed below, which includes strategic and cash-preservation initiatives, which are designed 

to provide the Company with adequate liquidity to meet its obligations for at least the twelve-month period following the date its 

financial statements are issued. The Company’s primary sources of near- and medium-term liquidity are expected to be (1) improved 

operating cash flows due to strategic and cash preservation initiatives discussed below, (2) debt forbearance, to the extent available on 

acceptable terms, and (3) forbearance on rent payments to landlords, to the extent available on acceptable terms. 

 

Strategic and Cash Preservation Initiatives 
 

The Company has taken or intends to take the following actions, among others, to improve its liquidity position and to address 

uncertainty about its ability to operate as a going concern: 
 

• In the first quarter of 2019, the Company implemented a 3-year operational improvement plan which began to show improved 

operating results in the first quarter of 2020 and is expected to continue to drive incremental profitability improvements.  

• The Company has implemented additional proactive spending reductions to improve liquidity, including reduced discretionary 

spending and lower capital spending. 

• The Company has recently taken measures to exit underperforming leases in order to strengthen the Company’s balance sheet 

and allow the Company to strategically invest in certain existing communities. Recent actions the Company has taken to 

improve the Company’s future financial position include: 

o In the first quarter of 2020, the Company entered into agreements with two of its largest landlords, Welltower, Inc. 

(“Welltower”) and Ventas, Inc. (“Ventas”) providing for the early termination of the Master Lease Agreements with such 

landlords covering certain of its senior housing communities. Pursuant to such agreements, the Company agreed to pay 

Welltower and Ventas reduced monthly rental amounts, beginning February 1, 2020, and to convert such lease agreements 

into property management agreements with the Company as manager on December 31, 2020, if such communities have 

not been transitioned to a successor operator. 

o In the first quarter of 2020, the Company also entered into an agreement with Healthpeak Properties, Inc. (“Healthpeak”) 

providing for the early termination of one of two Master Lease Agreements with Healthpeak covering certain of its senior 

housing communities. This Master Lease Agreement was converted to a management agreement under a REIT Investment 

Diversification Act (“RIDEA”) structure pursuant to which the Company agreed to manage the communities that were 

subject to such lease agreement until such communities are sold by Healthpeak. 

o In the first quarter of 2020, the Company transitioned one of the communities leased from Healthpeak to a new operator. 

• The Company is currently evaluating the opportunity to sell certain communities that would provide positive net proceeds. 

• In May 2020, the Company entered into short-term debt forbearance agreements with a number of its lenders and continues to 

discuss further debt relief with its lenders (see “Note 12- Subsequent Events”).  

• The Company also intends to utilize the Coronavirus Aid, Relief, and Economic Security Act of 2020 (CARES Act) payroll 

tax deferral program to delay payment of a portion of payroll taxes estimated to be incurred from April 2020 through December 

2020. 

• The Company is evaluating possible debt and capital options. 

 

The Company’s plans are designed to provide the Company with adequate liquidity to meet its obligations for at least the twelve-month 

period following the date its financial statements are issued; however, the remediation plan is dependent on conditions and matters that 

may be outside of the Company’s control or may not be available on terms acceptable to the Company, or at all, many of which have 

been made worse or more unpredictable by COVID-19.  Accordingly, management determined it was not probable the plans will be 

effectively implemented within one year after the date the financial statements are issued.  If the Company is unable to successfully 

execute all of these initiatives or if the plan does not fully mitigate the Company’s liquidity challenges, the Company’s operating plans 

and resulting cash flows along with its cash and cash equivalents and other sources of liquidity may not be sufficient to fund operations 

for the twelve-month period following the date the financial statements are issued.   
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The accompanying consolidated financial statements have been prepared assuming the Company will continue as a going concern, 

which contemplates continuity of operations, realization of assets and the satisfaction of liabilities in the normal course of business for 

the twelve-month period following the date the financial statements are issued. As such, the accompanying consolidated financial 

statements do not include any adjustments relating to the recoverability and classification of assets and their carrying amounts, or the 

amount and classification of liabilities that may result should the Company be unable to continue as a going concern. 

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Cash and Cash Equivalents and Restricted Cash 

The Company considers all highly liquid investments with original maturities of three months or less at the date of acquisition to be 

cash equivalents. The Company has deposits in banks that exceed Federal Deposit Insurance Corporation insurance limits. Management 

believes that credit risk related to these deposits is minimal. Restricted cash consists of deposits required by certain lenders as collateral 

pursuant to letters of credit. The deposits must remain so long as the letters of credit are outstanding which are subject to renewal 

annually.  

The following table sets forth the Company’s cash and cash equivalents and restricted cash (in thousands): 

 

    

Three Months Ended 

March 31,   

    2020     2019   

Cash and cash equivalents   $ 17,729     $ 22,185   

Restricted cash     10,143       13,032   

    $ 27,872     $ 35,217   

 

Long-Lived Assets and Impairment 

Property and equipment are stated at cost and depreciated on a straight-line basis over the estimated useful lives of the assets. At each 

balance sheet date, the Company reviews the carrying value of its property and equipment to determine if facts and circumstances 

suggest that they may be impaired or that the depreciation period may need to be changed. The Company considers internal factors such 

as net operating losses along with external factors relating to each asset, including contract changes, local market developments, and 

other publicly available information to determine whether impairment indicators exist.  

If an indicator of impairment is identified, the carrying value of a long-lived asset is considered impaired when the anticipated 

undiscounted cash flows from such asset is separately identifiable and is less than its carrying value. Recoverability of an asset group is 

assessed by comparing its carrying amount to the estimated future undiscounted net cash flows expected to be generated by the asset 

group through operation or disposition, calculated utilizing the lowest level of identifiable cash flows. If this comparison indicates that 

the carrying amount of an asset group is not recoverable, the Company recognizes an impairment loss. Asset groups were established at 

the individual property level and consist of property and equipment, net for owned properties and property and equipment, net and right-

of-use assets, net for leased properties.  The Company determines the fair value of operating lease right-of-use (“ROU”) assets by 

comparing the contractual rent payments to estimated market rental rates. Long-lived ROU and fixed assets are valued at fair value 

using inputs classified as Level 3 in the fair value hierarchy, which are unobservable inputs based on the Company’s assumptions. 

Impairment, if any, is recorded in the period in which the impairment occurred. 

Assets Held for Sale 

Assets are classified as held for sale when the Company has determined all of the held-for-sale criteria have been met. The Company 

determines the fair value, net of costs of disposal, of an asset on the date the asset is categorized as held for sale, and the asset is recorded 

at the lower of its fair value, net of cost of disposal, or carrying value on that date. The Company periodically reevaluates assets held 

for sale to determine if the assets are still recorded at the lower of fair value, net of cost of disposal, or carrying value. The fair values 

are generally determined based on market rates, industry trends, and recent comparable sales transactions. The actual sales price of these 

assets could differ significantly from the Company’s estimates. During the three months ended March 31, 2019, the Company classified 

one senior housing community located in Kokomo, Indiana, as held for sale, resulting in $4.9 million being reclassified as assets held 

for sale and $3.5 million of corresponding mortgage debt being reclassified to the current portion of notes payable within the 

Consolidated Balance Sheet. The Company determined, using level 2 inputs as defined in the accounting standards codification, that the 

assets had an aggregate fair value, net of costs of disposal of $4.9 million. As the fair value was less than the carrying value of $7.2 

million, a remeasurement write-down of approximately $2.3 million was recorded to adjust the carrying values of the assets held for 

sale at March 31, 2019. There were no senior housing communities classified as held for sale by the Company at March 31, 2020 or 

December 31, 2019. 
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Off-Balance Sheet Arrangements 

The Company had no material off-balance sheet arrangements at March 31, 2020 or December 31, 2019. 

Revenue Recognition 

Resident revenue consists of fees for basic housing and certain support services and fees associated with additional housing and expanded 

support requirements such as assisted living care, memory care, and ancillary services. Basic housing and certain support services 

revenue is recorded when services are rendered and amounts billed are due from residents in the period in which the rental and other 

services are provided which totaled approximately $103.6 million and $112.6 million for the three months ended March 31, 2020 and 

2019, respectively. Residency agreements are generally short term in nature with durations of one year or less and are typically 

terminable by either party, under certain circumstances, upon providing 30 days’ notice, unless state law provides otherwise, with 

resident fees billed monthly in advance. At December 31, 2019, the Company had contract liabilities for deferred resident fees paid by 

our residents prior to the month housing and support services were to be provided totaling approximately $4.3 million, which were 

recognized into revenue during the three months ended March 31, 2020. At December 31, 2018, the Company had contract liabilit ies 

for deferred resident fees paid by our residents prior to the month housing and support services were to be provided totaling 

approximately $4.5 million, which were recognized into revenue during the three months ended March 31, 2019. The Company had 

contract liabilities for deferred resident fees totaling approximately $4.6 million and $4.3 million which are included as a component of 

deferred income within current liabilities of the Company’s Consolidated Balance Sheets at March 31, 2020 and December 31, 2019, 

respectively. Revenue for certain ancillary services is recognized as services are provided, and includes fees for services such as 

medication management, daily living activities, beautician/barber, laundry, television, guest meals, pets, and parking which are generally 

billed monthly in arrears and totaled approximately $0.9 million and $1.0 million for the three months ended March 31, 2020 and 2019, 

respectively, as a component of resident revenue within the Company’s Consolidated Statements of Operations and Comprehensive 

Loss.  

The Company's senior housing communities have residency agreements that generally require the resident to pay a community fee prior 

to moving into the community and are recorded initially by the Company as deferred revenue. At March 31, 2020 and December 31, 

2019, the Company had contract liabilities for deferred community fees totaling approximately $2.2 million and $2.2 million, 

respectively, which are included as a component of deferred income within current liabilities of the Company’s Consolidated Balance 

Sheets.  

The Company recognized community fees as a component of resident revenue within the Company’s Consolidated Statements of 

Operations and Comprehensive Loss of approximately $1.1 million and $0.6 million during the three months ended March 31, 2020 and 

2019, respectively.  

During the three months ended March 31, 2020, the Company entered into a management agreement whereby it manages certain 

communities under a contract which provides periodic management fee payments to the Company and reimbursement for costs and 

expense related to such communities. Management fees are generally determined by an agreed upon percentage of gross revenues (as 

defined in the management agreement). The Company has determined that all community management activities are a single 

performance obligation, which is satisfied over time as the services are rendered. The Company's estimate of the transaction price for 

management services also includes the amount of reimbursement due from the owners of the communities for services provided and 

related costs incurred. Such revenue is included in "reimbursed costs incurred on behalf of managed communities" on the Company’s 

Consolidated Statements of Operations and Comprehensive Loss. The related costs are included in "costs incurred on behalf of managed 

communities" on the Company’s Consolidated Statements of Operations and Comprehensive Loss.  The Company recognized revenue 

from management fees and reimbursed costs incurred on behalf of managed communities of $0.1 million and $0.4 million, respectively, 

during the three months ended March 31, 2020. 

Lease Accounting  

Management determines if a contract is or contains a lease at inception or modification of a contract. A contract is or contains a lease if 

the contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration. Control over 

the use of the identified asset means the lessee has both the right to obtain substantially all of the economic benefits from the use of the 

asset and the right to direct the use of the asset. 

Operating lease right-of-use assets and liabilities are recognized based on the present value of future minimum lease payments over the 

expected lease term on the lease commencement date. When the implicit lease rate is not determinable, management uses the Company’s 

incremental borrowing rate based on the information available at the lease commencement date in determining the present value of 

future minimum lease payments. The expected lease terms include options to extend or terminate the lease when it is reasonably certain 

the Company will exercise such options. Lease expense for minimum lease payments is recognized on a straight-line basis over the 

expected lease terms. 
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Financing lease right-of-use assets are recognized within property, plant and equipment and leasehold improvements, net on the 

Company's consolidated balance sheets. The Company recognizes interest expense on the financing lease liabilities utilizing the effective 

interest method. The right-of-use asset is generally amortized to depreciation and amortization expense on a straight-line basis over the 

lease term. 

Modifications to existing lease agreements, including changes to the lease term or payment amounts, are reviewed to determine whether 

they result in a separate contract. For modifications that do not result in a separate contract, management reviews the lease classification 

and re-measures the related right-of-use assets and liabilities at the effective date of the modification.  

Certain of the Company’s lease arrangements have lease and non-lease components. The Company accounts for the lease components 

and non-lease components as a single lease component for all classes of underlying assets. Leases with an expected lease term of 12 

months or less are not recorded on the balance sheet and the related lease expense is recognized on a straight-line basis over the expected 

lease term. 

Credit Risk and Allowance for Doubtful Accounts 

The Company’s resident receivables are generally due within 30 days from the date billed. Accounts receivable are reported net of an 

allowance for doubtful accounts of $8.8 million and $8.6 million at March 31, 2020, and December 31, 2019, respectively, and represent 

the Company’s estimate of the amount that ultimately will be collected. The adequacy of the Company’s allowance for doubtful accounts 

is reviewed on an ongoing basis, using historical payment trends, write-off experience, analyses of receivable portfolios by payor source 

and aging of receivables, as well as a review of specific accounts, and adjustments are made to the allowance as necessary. Credit losses 

on resident receivables have historically been within management’s estimates, and management believes that the allowance for doubtful 

accounts adequately provides for expected losses. 

Self-Insurance Liability Accruals 

The Company offers full-time employees an option to participate in its health and dental plans. The Company is self-insured up to 

certain limits and is insured if claims in excess of these limits are incurred. The cost of employee health and dental benefits, net of 

employee contributions, is shared between the corporate office and the senior housing communities based on the respective number of 

plan participants. Funds collected are used to pay the actual program costs, including estimated annual claims, third-party administrative 

fees, network provider fees, communication costs, and other related administrative costs incurred by the plans. Claims are paid as they 

are submitted to the Company’s third-party administrator. The Company records a liability for outstanding claims and claims that have 

been incurred but not yet reported. This liability is based on the historical claim reporting lag and payment trends of health insurance 

claims. Additionally, the Company may be liable for an Employee Shared Responsibility Payment (“ESRP”) pursuant to the Affordable 

Care Act (“ACA”). The ESRP is applicable to employers that had 50 or more full-time equivalent employees, did not offer minimum 

essential coverage (“MEC”) to at least 70% of full-time employees and their dependents, or did offer MEC to at least 70% of full-time 

employees and their dependents that did not meet the affordable or minimum value criteria and had one or more full-time employees 

certified as being allowed the premium tax credit (“PTC”). The IRS determines the amount of the proposed ESRP from information 

returns completed by employers and from income tax returns completed by employees. Management believes that the liabilities recorded 

and reserves established for outstanding losses and expenses are adequate to cover the ultimate cost of losses and expenses incurred at 

March 31, 2020; however, actual claims and expenses may differ. Any subsequent changes in estimates are recorded in the period in 

which they are determined. 

The Company uses a combination of insurance and self-insurance for workers’ compensation. Determining the reserve for workers’ 

compensation losses and costs that the Company has incurred as of the end of a reporting period involves significant judgments based 

on projected future events including potential settlements for pending claims, known incidents which may result in claims, estimates of 

incurred but not yet reported claims, changes in insurance premiums, estimated litigation costs and other factors. The Company regularly 

adjusts these estimates to reflect changes in the foregoing factors. However, since this reserve is based on estimates, the actual expenses 

incurred may differ from the amounts reserved. Any subsequent changes in estimates are recorded in the period in which they are 

determined. 

Income Taxes 

Income taxes are computed using the asset and liability method and current income taxes are recorded based on amounts refundable or 

payable in the current year. The effective tax rates for the three months ended March 31, 2020 and 2019 differ from the statutory tax 

rates due to state income taxes, permanent tax differences, and changes in the deferred tax asset valuation allowance. The Company is 

impacted by the Texas Margin Tax (“TMT”), which effectively imposes tax on modified gross revenues for communities within the 

State of Texas. The Company consolidates 38 Texas communities for purposes of the TMT, which contributes to the overall provision 

for income taxes. 
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Deferred income taxes are recorded based on the estimated future tax effects of loss carryforwards and temporary differences between 

financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities 

are measured using enacted tax rates that are expected to apply to taxable income in the years in which we expect those carryforwards 

and temporary differences to be recovered or settled. Management regularly evaluates the future realization of deferred tax assets and 

provides a valuation allowance, if considered necessary, based on such evaluation. As part of the evaluation, management has evaluated 

taxable income in carryback years, future reversals of taxable temporary differences, feasible tax planning strategies, and future 

expectations of income. At year end, the Company had a three-year cumulative operating loss for its U.S. operations and accordingly, 

has provided a full valuation allowance on its U.S. and state net deferred tax assets.  The valuation allowance reduces the Company’s 

net deferred tax assets to the amount that is “more likely than not” (i.e., a greater than 50% likelihood) to be realized. However, in the 

event that we were to determine that it would be more likely than not that the Company would realize the benefit of deferred tax assets 

in the future in excess of their net recorded amounts, adjustments to deferred tax assets would increase net income in the period such 

determination was made. The benefits of the net deferred tax assets might not be realized if actual results differ from expectations. 

The Company evaluates uncertain tax positions through consideration of accounting and reporting guidance on criteria, measurement, 

derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition that is intended to provide 

better financial statement comparability among different companies. The Company is required to recognize a tax benefit in its financial 

statements for an uncertain tax position only if management’s assessment is that such position is “more likely than not” to be upheld on 

audit based only on the technical merits of the tax position. The Company’s policy is to recognize interest related to unrecognized tax 

benefits as interest expense and penalties as income tax expense. The Company is generally no longer subject to federal and state tax 

audits for years prior to 2016. 

More recently, on March 18, 2020, the Families First Coronavirus Response Act (FFCR Act), and on March 27, 2020, the CARES Act 

were each enacted in response to the COVID-19 pandemic. The FFCR Act and the CARES Act contain numerous income tax provisions, 

such as relaxing limitations on the deductibility of interest and the use of net operating losses arising in taxable years beginning after 

December 31, 2017. Future regulatory guidance under the FFCR Act and the CARES Act remains forthcoming, and such guidance 

could ultimately increase or lessen their impact on our business and financial condition.  

Net Loss Per Share 

Basic net loss per common share is computed by dividing net loss by the weighted average number of common shares outstanding for 

the period. Potentially dilutive securities consist of unvested restricted shares and shares that could be issued under outstanding stock 

options. Potentially dilutive securities are excluded from the computation of net loss per common share if their effect is antidilutive. 

The following table sets forth the computation of basic and diluted net loss per share (in thousands, except for per share amounts): 
  

    

Three Months Ended 

March 31,   

    2020     2019   

Net loss   $ (47,181 )   $ (12,984 ) 

Net loss allocated to unvested restricted shares     —       —   

Undistributed net loss allocated to common shares   $ (47,181 )   $ (12,984 ) 

Weighted average shares outstanding – basic     30,411       30,102   

Effects of dilutive securities:                 

Employee equity compensation plans     —       —   

Weighted average shares outstanding – diluted     30,411       30,102   

Basic net loss per share – common shareholders   $ (1.55 )   $ (0.43 ) 

Diluted net loss per share – common shareholders   $ (1.55 )   $ (0.43 ) 

 

Awards of unvested restricted stock and restricted stock units representing approximately 933,000 shares, as well as 147,000 outstanding 

stock options, were antidilutive as a result of the net loss reported by the Company for the three months ended March 31, 2020. Awards 

of unvested restricted stock and restricted stock units representing approximately 984,000 shares and approximately 147,000 stock 

options, respectively, were antidilutive as a result of the net loss reported by the Company for the three months ended March 31, 2019. 

Accordingly, such shares and options were not included in the calculation of diluted weighted average shares outstanding for the three 

months ended March 31, 2020 and 2019. 
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Treasury Stock 

The Company accounts for treasury stock under the cost method and includes treasury stock as a component of shareholders’ equity 
(deficit). All shares acquired by the Company have been purchased in open-market transactions. There were no repurchases of the 
Company’s common stock during the three months ended March 31, 2020 or fiscal 2019. 

Recently Issued Accounting Guidance 

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820), which modifies certain disclosure 

requirements in Topic 820, such as the removal of the need to disclose the amount of and reason for transfers between Level 1 and Level 

2 of the fair value hierarchy, and several changes related to Level 3 fair value measurements. ASU 2018-13 is effective for fiscal years 

and interim periods within those fiscal years beginning after December 15, 2019. The Company adopted ASU 2018-13 on January 1, 

2020, the adoption of which did not have a material impact on its consolidated financial statements and disclosures. 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial 

Instruments. Current U.S. generally accepted accounting principles require an “incurred loss” methodology for recognizing credit losses 

that delays recognition until it is probable a loss has been incurred. ASU 2016-13 replaces the current incurred loss methodology for 

credit losses and removes the thresholds that companies apply to measure credit losses on financial statements measured at amortized 

cost, such as loans, receivables, and held-to-maturity debt securities with a methodology that reflects expected credit losses and requires 

consideration of a broader range of reasonable and supportable information to form credit loss estimates. For smaller reporting 

companies, ASU 2016-13 is effective for fiscal years and for interim periods within those fiscal years beginning after December 15, 

2022. The Company is currently evaluating the impact the adoption of ASU 2016-13 will have on its consolidated financial statements 

and disclosures. 

 

4. IMPAIRMENT OF LONG-LIVED ASSETS 

During the three months ended March 31, 2020, the Company determined that the modifications of certain of its Master Lease 

Agreements (see “Note 5- Dispositions and Other Significant Transactions”) and adverse impacts on the Company’s operating results 

resulting from the COVID-19 pandemic were indicators of potential impairment of its long-lived assets.  As such, the Company 

evaluated its long-lived asset groups for impairment and identified communities with a carrying amount of the assets in excess of the 

estimated future undiscounted net cash flows expected to be generated by the assets.      

In March 2020, the Company entered into forbearance agreements with Ventas and Welltower, which, among other things, provide that 

the lease agreements covering the communities will be converted into property management agreements with the Company as manager 

on December 31, 2020 if the properties have not transitioned to a successor operator on or prior to such date (see “Note 5- Dispositions 

and Other Significant Transactions”). The Company’s leases with Ventas and Welltower were originally scheduled to mature during 

2025 and 2026.  Due to the modification of the lease term and the expected impacts of the COVID-19 pandemic, the Company evaluated 

certain owned communities and all leased communities for impairment and tested the recoverability of these assets by comparing 

projected undiscounted cash flows associated with these assets to their respective historical carrying values.  For communities in which 

the historical carrying value was not recoverable, the Company compared the estimated fair value of the assets to their carrying amount 

and recorded an impairment charge for the excess of carrying amount over fair value.  For the operating lease right-of-use assets fair 

value was estimated utilizing a discounted cash flow approach based on historical and projected cash flows and market data, including 

management fees and a market support lease coverage ratio.  The fair values of the property and equipment, net of these communities 

were primarily determined utilizing the cost approach, which determines the current replacement cost of the property being appraised 

and then deducts for the loss in value caused by physical deterioration, functional obsolescence, and economic obsolescence the amount 

required to replace the asset as if new and adjusts to reflect usage.  These fair value measurements are considered Level 3 measurements 

within the valuation hierarchy.  For the three months ended March 31, 2020, the Company recorded non-cash impairment charges of 

$6.2 million and $29.8 million to operating lease right-of-use assets, net and property and equipment, net, respectively.  No impairment 

charges were recorded for the three months ended March 31, 2019. 

5. DISPOSITIONS AND OTHER SIGNIFICANT TRANSACTIONS 

Disposition of Boca Raton, Florida Community 

Effective January 15, 2020, the Company’s leased senior living community located in Boca Raton, Florida transitioned to a new operator.  

In conjunction with the transition, the Company paid the lessor, Healthpeak, a one-time $0.3 million termination payment as a 

prepayment against the remaining lease payments and was relieved of any additional obligation to Healthpeak with regard to that 

property.  The Company recorded a $1.8 million gain on the transaction, which is included in gain on facility lease modification and 

termination, net on the Company’s Consolidated Statements of Operations and Comprehensive Loss. 
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Disposition of Merrillville, Indiana Community 

Effective March 31, 2020, the Company sold one community located in Merrillville, Indiana for a total purchase price of $7.0 million 

and received approximately $6.9 million in cash proceeds after paying customary closing costs.  The community was unencumbered 

by any mortgage debt.  The Company recognized a loss of $7.4 million on the disposition, which is included in loss on disposition of 

assets, net on the Company’s Consolidated Statements of Operations and Comprehensive Loss.  The community was comprised of 171 

assisted living units and 42 memory care units. 

Early Termination of Master Lease Agreements 

As of December 31, 2019, the Company leased 46 senior housing communities from certain real estate investment trusts (“REITs”) and 

transitioned one community to a different operator effective January 15, 2020. During the three months ended March 31, 2020, the 

Company entered into agreements, which restructured or terminated certain of its Master Lease Agreements with each of its landlords 

as further described below, and after giving effect to such transactions, and the disposition of the Company’s Boca Raton community in 

January 2020, as of March 31, 2020, the Company leased 39 senior living communities and managed six senior living communities for 

the account of Healthpeak. 

Ventas 

As of December 31, 2019, the Company leased seven senior housing communities from Ventas.  The term of the Ventas lease agreement 

was scheduled to expire on September 30, 2025.  On March 10, 2020, the Company entered into an agreement with Ventas (as amended, 

the “Ventas Agreement”), providing for the early termination of its Master Lease Agreement with Ventas covering all seven 

communities.  Pursuant to such agreement, among other things, from February 1, 2020 through December 31, 2020, the Company 

agreed to pay Ventas rent of approximately $1.0 million per month for such communities as compared to approximately $1.3 million 

per month that would otherwise have been due and payable under the Master Lease Agreement.  In addition, the Ventas Agreement 

provides that the Company will not be required to comply with certain financial covenants of the Master Lease Agreement during the 

forbearance period, which terminates on December 31, 2020 absent any defaults by the Company.  In conjunction with the Ventas 

Agreement, the Company released $4.1 million in security deposits and $2.5 million in escrow deposits held by Ventas, and Ventas 

reduced the amounts and term of Company’s lease payments, including as it relates to the Company’s financing obligation, which was 

$11.4 million at December 31, 2019.  The Ventas Agreement provides that Ventas can terminate the Master Lease Agreement, with 

respect to any or all communities upon 30 days’ notice. The effective date of termination may not be later than December 31, 2020. 

Upon termination, Ventas may elect to enter into a property management agreement with the Company as manager or transition the 

properties to a new operator. If, as of December 1, 2020, Ventas has not delivered a termination notice for any communities subject to 

the Master Lease Agreement, then, with respect to any such communities, Ventas will be deemed to have delivered a termination notice 

electing to enter into a property management agreement with the Company as manager for such communities with an effective date of 

December 31, 2020. Any such management agreement will provide for a management fee equal to 5% of gross revenues of the applicable 

community payable to the Company and other customary terms and conditions. The Ventas Agreement also provides that the Company 

will not be obligated to fund certain capital expenditures under the Master Lease Agreement during the applicable forbearance period 

and Ventas will reimburse the Company for certain specified capital expenditures. 

In accordance with Accounting Standards Codification (“ASC”) Topic 842, the reduction in the monthly minimum rent payable to 

Ventas and modification of the lease term pursuant to the Ventas Agreement was determined to be a modification of the Master Lease 

Agreement.  As such, the Company reassessed the classification of the Master Lease Agreement with Ventas based on the modified 

terms and determined that the lease continued to be classified as an operating lease until the communities transitioned to a different 

operator or management agreement, at which time the lease would terminate.  The modification resulted in a reduction to the lease 

termination obligation, lease liability and operating lease right-of-use asset recorded in the Company's consolidated balance sheets by 

$11.1 million, $51.6 million, and $47.8 million, respectively.  The Company recognized a net gain of $8.4 million on the transaction, 

which is included in gain on facility lease modification and termination, net on the Company’s Consolidated Statements of Operations 

and Comprehensive Loss for the three months ended March 31, 2020 and was primarily due to the impact of the change in lease term 

on certain of the right-of-use asset balances.  As a result of the lease modification, the Company assessed the operating lease right-of-

use assets for impairment.  See “Note 4- Impairment of Long Lived Assets.” 

Welltower 

As of December 31, 2019, the Company leased 24 senior housing communities from Welltower. The initial terms of the Welltower lease 

agreements were scheduled to expire on various dates from April 2025 through April 2026. On March 15, 2020, the Company entered 

into an agreement with Welltower (the “Welltower Agreement”), providing for the early termination of three Master Lease Agreements 

between it and Welltower covering all 24 communities.  Pursuant to such agreement, among other things, from February 1, 2020 

through December 31, 2020, the Company agreed to pay Welltower rent of approximately $2.2 million per month for such communities 

as compared to approximately $2.8 million per month that would otherwise have been due and payable under the Master Lease 

Agreements.  In addition, the Welltower Agreement provides that the Company will not be required to comply with certain financial 

covenants of the Master Lease Agreements during the forbearance period, which terminates on December 31, 2020, absent any defaults 
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by the Company.  In conjunction with the Welltower Agreement, the Company agreed to release $6.5 million in letters of credit to 

Welltower, which were released subsequent to March 31, 2020 and were included in the current portion of lease liabilities on the 

Company’s consolidated balance sheets at March 31, 2020.  The Welltower Agreement provides that Welltower can terminate the 

agreement, with respect to any or all communities upon 30 days’ notice. The effective date of termination may not be later than December 

31, 2020. Upon termination, Welltower may elect to enter into a property management agreement with the Company as manager or to 

transition the properties to a new operator. If, as of December 1, 2020, Welltower has not delivered a termination notice for any 

communities subject to the Master Lease Agreements, then, with respect to any such communities, Welltower will be deemed to have 

delivered a termination notice electing to enter into a property management agreement with the Company as manager for such 

communities with an effective date of December 31, 2020. Any such management agreement will provide for a management fee equal 

to 5% of gross revenues of the applicable community payable to the Company and other customary terms and conditions. The Welltower 

Agreement also provides that the Company will not be obligated to fund certain capital expenditures under the Master Lease Agreements 

during the applicable forbearance period and Welltower will reimburse the Company for certain specified capital expenditures. 

In accordance with ASC Topic 842, the reduction in the monthly minimum rent payable to Welltower under the then- existing Master 

Lease Agreements with Welltower and modification to the lease term pursuant to the Welltower Agreement was determined to be a 

modification of the Master Lease Agreements.  As such, the Company reassessed the classification of the Master Lease Agreements 

based on the modified terms and determined that the each of the leases continued to be classified as an operating lease until the applicable 

communities transitioned to a different operator or management agreement, at which time such lease would terminate.  The 

modification resulted in a reduction to the lease liability and operating lease right-of-use asset recorded in the Company's consolidated 

balance sheets by $129.9 million, and $121.9 million, respectively, and recognized a gain of $8.0 million on the transaction, which is 

included in gain on facility lease modification and termination, net on the Company’s Consolidated Statements of Operations and 

Comprehensive Loss for the three months ended March 31, 2020.  As a result of the lease modification, the Company assessed the 

operating lease right-of-use assets for impairment.  See “Note 4- Impairment of Long Lived Assets.” 

Healthpeak 

On March 1, 2020, the Company entered into an agreement with Healthpeak (“the Healthpeak Agreement”), effective February 1, 2020, 

providing for the early termination of one of its Master Lease Agreements with Healthpeak, which was previously scheduled to mature 

in April 2026.  Such Master Lease Agreement terminated and was converted into a Management Agreement under a RIDEA structure 

pursuant to which the Company agreed to manage the six communities that were subject to the Master Lease Agreement until such 

communities are sold by Healthpeak.  Pursuant to the Management Agreement, the Company will receive a management fee equal to 

5% of gross revenues realized at the applicable senior living communities plus reimbursement for its direct costs and expenses related 

to such communities.  In conjunction with the Healthpeak Agreement, the Company released approximately $2.6 million of security 

deposits held by Healthpeak.  The Company remeasured the lease liability and operating lease right-of-use asset recorded in the 
Company's consolidated balance sheets at December 31, 2019 to zero, which resulted in the recognized a $7.0 million loss on the 

transaction, which is included in gain on facility lease modification and termination, net on the Company’s Consolidated Statements of 

Operations and Comprehensive Loss for the three months ended March 31, 2020. 

6. DEBT TRANSACTIONS 

The Company previously issued standby letters of credit with Wells Fargo Bank (“Wells Fargo”), totaling approximately $3.4 million, 

for the benefit of Hartford Financial Services (“Hartford”) in connection with the administration of workers’ compensation which remain 

outstanding as of March 31, 2020. 

The Company previously issued standby letters of credit with JP Morgan Chase Bank (“Chase”), totaling approximately $6.5 million, 

for the benefit of Welltower, in connection with certain leases between Welltower and the Company.  The letters of credit remained 

outstanding as of March 31, 2020, but were subsequently surrendered to Welltower in conjunction with the Welltower Agreement. 

The Company previously issued standby letters of credit with Chase, totaling approximately $2.9 million, for the benefit of Healthpeak 

in connection with certain leases between Healthpeak and the Company.  The letters of credit were released to the Company during the 

quarter ended March 31, 2020 and were included in cash and cash equivalents on the Company’s consolidated balance sheets. 

The senior housing communities owned by the Company and encumbered by mortgage debt are provided as collateral under their 

respective loan agreements. At March 31, 2020 and December 31, 2019, these communities carried a total net book value of 

approximately $888.2 million and $898.0 million, respectively, with total mortgage loans outstanding, excluding deferred loan costs, of 

approximately $923.0 million and $926.5 million, respectively. 
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In connection with the Company’s loan commitments described above, the Company incurred financing charges that were deferred and 

amortized over the terms of the respective notes. At March 31, 2020 and December 31, 2019, the Company had gross deferred loan 

costs of approximately $14.3 million and $14.3 million, respectively. Accumulated amortization was approximately $6.1 million and 

$5.7 million at March 31, 2020 and December 31, 2019, respectively. The Company was in compliance with all aspects of its outstanding 

indebtedness at March 31, 2020 and December 31, 2019. 

7. EQUITY 

Preferred Stock 

The Company is authorized to issue preferred stock in series and to fix and state the voting powers and such designations, preferences 

and relative participating, optional or other special rights of the shares of each such series and the qualifications, limitations and 

restrictions thereof. Such action may be taken by the Company’s board of directors without stockholder approval. The rights, preferences 

and privileges of holders of common stock are subject to the rights of the holders of preferred stock. No preferred stock was outstanding 

as of March 31, 2020 or December 31, 2019. 

Share Repurchases 

On January 22, 2009, the Company’s board of directors approved a share repurchase program that authorized the Company to purchase 

up to $10.0 million of the Company’s common stock. Purchases may be made from time to time using a variety of methods, which may 

include open market purchases, privately negotiated transactions or block trades, or by any combination of such methods, in accordance 

with applicable insider trading and other securities laws and regulations. The size, scope and timing of any purchases will be based on 

business, market and other conditions and factors, including price, regulatory and contractual requirements or consents, and capital 

availability. The repurchase program does not obligate the Company to acquire any particular amount of common stock and the share 

repurchase authorization has no stated expiration date. Shares of stock repurchased under the program will be held as treasury shares. 

Pursuant to this authorization, during fiscal 2009, the Company purchased 349,800 shares at an average cost of $2.67 per share for a 

total cost to the Company of approximately $0.9 million. On January 14, 2016, the Company announced that its board of directors 

approved a continuation of the share repurchase program. Pursuant to this authorization, during the first quarter of fiscal 2016, the 

Company purchased 144,315 shares of its common stock at an average cost of $17.29 per share for a total cost to the Company of 

approximately $2.5 million. All such purchases were made in open market transactions. The Company has not purchased any additional 

shares of its common stock pursuant to the Company’s share repurchase program during the three months ended March 31,  2020 or 

fiscal 2019. 

8. STOCK-BASED COMPENSATION 

The Company recognizes compensation expense for share-based stock awards to certain employees and directors, including grants of 

employee stock options and awards of restricted stock, in the Company’s Consolidated Statements of Operations and Comprehensive 

Loss based on their fair values. 

On May 14, 2019, the Company’s stockholders approved the 2019 Omnibus Stock and Incentive Plan for Capital Senior Living 

Corporation (the “2019 Plan”), which replaced the 2007 Omnibus Stock and Incentive Plan for Capital Senior Living Corporation (as 

amended, the “2007 Plan”). The 2019 Plan provides for, among other things, the grant of restricted stock awards, restricted stock units 

and stock options to purchase shares of the Company’s common stock. The 2019 Plan authorizes the Company to issue up to 2,250,000 

shares of common stock plus reserved shares not issued or subject to outstanding awards under the 2007 Plan, and the Company has 

reserved shares of common stock for future issuance pursuant to awards under the 2019 Plan. Effective March 26, 2019, the 2007 Plan 

was terminated and no additional awards will be granted under the 2007 Plan.  

Stock Options 

The Company may periodically grant stock options as a long-term retention tool that is intended to attract, retain and provide incentives 

for employees, officers and directors and to more closely align stockholder interests with those of our employees and directors. The 

Company’s stock options generally vest over a period of one to five years and the related expense is amortized on a straight-line basis 

over the vesting period. A summary of the Company’s stock option activity and related information for the three months ended March 

31, 2020 and 2019 is presented below: 

 

    

Outstanding at 

Beginning of 
Period     Granted   Exercised   Cancelled   

Outstanding at 

End of Period   

Options     147,239     –   –   –     147,239   

 

At March 31, 2020, the options outstanding had no intrinsic value, a weighted-average remaining contractual life of 8.75 years, and a 

weighted average exercise price of $7.46.  At March 31, 2020, there was approximately $0.3 million of total unrecognized compensation 
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expense, which is expected to be recognized over a weighted average period of 1.75 years.  At March 31, 2020, 48,588 options were 

exercisable, and the remaining options were unvested.  There were no stock options granted during the three months ended March 31, 

2020. 

 

Restricted Stock 

The Company periodically grants restricted stock awards and units to employees, officers, and directors in order to attract, retain, and 

provide incentives for such individuals and to more closely align stockholder and employee interests. For restricted stock awards and 

units without performance and market-based vesting conditions, the Company records compensation expense for the entire award on a 

straight-line basis over the requisite service period, which is generally a period of one to four years, unless the award is subject to certain 

accelerated vesting requirements. Restricted stock awards are considered outstanding at the time of grant since the holders thereof are 

entitled to dividends, upon vesting, and voting rights. For restricted stock awards with performance and market-based vesting conditions, 

total compensation expense is recognized over the requisite service period for each separately vesting tranche of the award as if the 

award is, in substance, multiple awards once the performance target is deemed probable of achievement.  Performance goals are 

evaluated periodically, and if such goals are not ultimately met or it is not probable the goals will be achieved, no compensation expense 

is recognized and any previously recognized compensation expense is reversed for performance-based awards. 

The Company recognizes compensation expense of a restricted stock award over its respective vesting or performance period based on 

the fair value of the award on the grant date, net of actual forfeitures. A summary of the Company’s restricted stock awards activity and 

related information for the three months ended March 31, 2020 is presented below: 
 

    

Outstanding at 

Beginning of 
Period     Granted   Vested     Cancelled     

Outstanding at 

End of Period   

Shares     1,089,346     –     (67,524 )     (88,994 )     932,828   

 

The restricted stock outstanding at March 31, 2020 had an intrinsic value of approximately $0.5 million.  There were no grants of 

restricted stock awards or restricted stock units during the three months ended March 31, 2020. 

The Company recognized $0.6 million and $(1.0 million) in stock-based compensation expense during the three months ended March 

31, 2020 and 2019, respectively, which is primarily associated with employees whose corresponding salaries and wages are included 

within general and administrative expenses within the Company’s Consolidated Statements of Operations and Comprehensive Loss. 

The credit balance in stock-based compensation expense for the three months ended March 31, 2019, primarily resulted from the full 

reversal of stock compensation expense previously recognized by the Company due to stock award cancellations for the retirement and 

separation of certain members of executive management and the Company concluding certain performance metrics associated with 

performance-based restricted stock awards was no longer probable of achievement. Unrecognized stock-based compensation expense 

was $2.4 million as of March 31, 2020. If all awards granted are earned, the Company expects this expense to be recognized over a one 

to three-year period for performance and market-based stock awards and a one to four-year period for nonperformance-based stock 

awards, options and units. 

9. CONTINGENCIES  

The Company has claims incurred in the normal course of its business. Most of these claims are believed by management to be covered by 
insurance, subject to normal reservations of rights by the insurance companies and possibly subject to certain exclusions in the applicable 
insurance policies. Whether or not covered by insurance, these claims, in the opinion of management, based on advice of legal counsel, 
should not have a material effect on the consolidated financial statements of the Company if determined adversely to the Company. 

10. FAIR VALUE MEASUREMENTS 

Financial Instruments 

The carrying amounts and fair values of financial instruments at March 31, 2020 and December 31, 2019, are as follows (in thousands): 

 
    March 31, 2020     December 31, 2019   

    

Carrying 

Amount     Fair Value     

Carrying 

Amount     Fair Value   

Cash and cash equivalents   $ 17,729     $ 17,729     $ 23,975     $ 23,975   

Restricted cash     10,143       10,143       13,088       13,088   

Notes payable, excluding deferred loan costs     925,162       936,450       930,085       899,326   

 

The following methods and assumptions were used in estimating the Company’s fair value disclosures for financial instruments: 
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Cash and cash equivalents and Restricted cash: The carrying amounts reported in the Company’s Consolidated Balance Sheets for cash 

and cash equivalents and restricted cash approximate fair value, which represent level 1 inputs as defined in the accounting standards 

codification. 

Notes payable, excluding deferred loan costs: The fair value of notes payable, excluding deferred loan costs, is estimated using 

discounted cash flow analysis, based on current incremental borrowing rates for similar types of borrowing arrangements, which 

represent level 2 inputs as defined in the accounting standards codification. 

Assets Held for Sale 

During the three months ended March 31, 2020, no senior living communities were classified as assets held for sale.  During the three 

months ended March 31, 2019, the Company recognized a remeasurement write-down of approximately $2.3 million to adjust the 

carrying values of the assets held for sale at March 31, 2019.   

The Company determines, using level 2 inputs as defined in the accounting standards codification, the fair value, net of costs of disposal, 

of an asset on the date the asset is categorized as held for sale, and the asset is recorded at the lower of its fair value, net of cost of 

disposal, or carrying value on that date. The Company periodically reevaluates assets held for sale to determine if the assets are still 

recorded at the lower of fair value, net of cost of disposal, or carrying value. The fair values are generally determined based on market 

rates, industry trends and recent comparable sales transactions. 

Operating Lease Right-Of-Use Assets 

The Company recognized an impairment charge of approximately $6.2 million to operating lease right-of-use assets, net during the three 

months ended March 31, 2020. The fair value of the impaired assets was $14.6 million at March 31, 2020.  The fair value of the right-

of-use assets was estimated, using level 3 inputs as defined in the accounting standards codification, utilizing a discounted cash flow 

approach based upon historical and projected cash flows and market data, including management fees and a market supported lease 

coverage ratio of 1.1. The range of discount rates utilized was 7.7% to 10.3%, depending upon the property type and geographical 

location of the respective community.  See “Note 4- Impairment of Long-Lived Assets.” 

Property and Equipment, Net 

For the three months ended March 31, 2020, the Company recorded a non-cash impairment charge of $29.8 million to property and 

equipment, net.  The fair value of the impaired assets was $10.5 million at March 31, 2020.  The fair values of the property and 

equipment, net of these communities were primarily determined utilizing the cost approach, which determines the current replacement 

cost of the property being appraised and then deducts for the loss in value caused by physical deterioration, functional obsolescence, 

and economic obsolescence the amount required to replace the asset as if new and adjusts to reflect usage.  This fair value measurement 

is considered a Level 3 measurement within the valuation hierarchy.  See “Note 4- Impairment of Long-Lived Assets.” 

The estimated fair value of these assets and liabilities could be affected by market changes and this effect could be material. 

As of March 31, 2020, there was a wide range of possible outcomes as a result of the COVID-19 pandemic, as there was a high degree 

of uncertainty about its ultimate impacts. Management’s estimates of the impacts of the pandemic are highly dependent on variables 

that are difficult to predict, including the duration, severity, and geographic concentrations of the pandemic and any resurgence of the 

disease, the duration and degree to which visitors are restricted from the Company's communities, the effect of the pandemic on the 

demand for senior living communities, the degree to which the Company may receive government financial relief and the timing thereof, 

and the duration and costs of the Company’s response efforts. Future events may indicate differences from management's current 

judgments and estimates which could, in turn, result in future impairments. 

11. LEASES 

Management determines if a contract is or contains a lease at inception or modification of a contract. A contract is or contains a lease if 

the contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration. Control over 

the use of the identified asset means the lessee has both the right to obtain substantially all of the economic benefits from the use of the 

asset and the right to direct the use of the asset. 

Operating lease right-of-use assets and liabilities are recognized based on the present value of future minimum lease payments over the 

expected lease term on the lease commencement date. When the implicit lease rate is not determinable, management uses the Company’s 

incremental borrowing rate based on the information available at the lease commencement date in determining the present value of 

future minimum lease payments. As of March 31, 2020, the weighted average discount rate and average remaining lease terms of the 

Company's operating leases was 4.4% and 0.8 years, respectively. The expected lease terms include options to extend or terminate the 
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lease when it is reasonably certain the Company will exercise such options. Lease expense for minimum lease payments is recognized 

on a straight-line basis over the expected lease terms. 

Financing lease right-of-use assets are recognized within property, plant and equipment and leasehold improvements, net on the 

Company's consolidated balance sheets. The Company recognizes interest expense on the financing lease liabilities utilizing the effective 

interest method.  As of March 31, 2020, the weighted average discount rate and average remaining lease term of the Company's 

financing leases was 7.0% and 3.7 years, respectively. The right-of-use asset is generally amortized to depreciation and amortization 

expense on a straight-line basis over the lease term. 

Certain of the Company’s lease arrangements have lease and non-lease components. The Company accounts for the lease components 

and non-lease components as a single lease component for all classes of underlying assets. Leases with an expected lease term of 12 

months or less are not recorded on the balance sheet and the related lease expense is recognized on a straight-line basis over the expected 

lease term. 

The Company has operating leases for various real estate (primarily senior housing communities) and equipment as well as financing 

leases for certain vehicles. As of March 31, 2020, the Company leased 39 senior housing communities from certain real estate investment 

trusts (“REITs”). Under these facility lease agreements, the Company is responsible for all operating costs, maintenance and repairs, 

insurance and property taxes. Additionally, facility leases may include contingent rent increases when certain operational performance 

thresholds are surpassed, at which time the right-of-use assets and lease liability will be remeasured. 

The recoverability of assets and depreciable life of leasehold improvements are limited by expected lease terms. There are various 

financial covenants and other restrictions in the Company’s lease agreements. The Company’s lease agreements do not contain any 

material residual value guarantees. The Company was in compliance with all of its lease covenants at March 31, 2020.  As of December 

31, 2019, the Company was not in compliance with certain financial covenants with regard to its Master Lease Agreements with Ventas 

and Welltower.  The Company subsequently entered into the Ventas Agreement and the Welltower Agreement with respect to such 

defaults. Under the agreements, the Company does not have to comply with certain financial covenants of the respective Master Lease 

Agreements during the forbearance period, which terminates on December 31, 2020, absent any defaults by the Company under such 

agreements.  The Company was in compliance with all other lease covenants at December 31, 2019. 

A summary of operating and financing lease expense (including the respective presentation on the consolidated statement of operations) 

and cash flows from leasing transactions is as follows: 

 

    Three Months Ended March 31,   

Operating Leases (in thousands)   2020     2019   

Facility lease expense   $ 10,787     $ 14,235   

General and administrative expenses     200       150   

Operating expenses, including variable lease expense of 

   $1,513 and $1,572 in 2020 and 2019, respectively     1,605   

  

  1,653   

    Total operating lease costs   $ 12,592     $ 16,038   

Operating lease expense adjustment     3,312       702   

    Operating cash flows from operating leases   $ 15,904     $ 16,740   

 

    Three Months Ended March 31,   

Financing Leases (in thousands)   2020     2019   

Depreciation and amortization   $ 36     $ —   

Interest expense: financing lease obligations     8       —   

Total financing lease costs     44       —   

    Operating cash flows from financing leases   $ 36     $ —   

Financing cash flows from financing leases     8       —   

    Total cash flows from financing leases   $ 44     $ — 
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Future minimum lease payments associated with operating lease liabilities recognized on the Company’s Consolidated Balance Sheets 

as of March 31, 2020, are as follows (in thousands): 

 

Year Ending December 31,   

Operating 

Leases   

Financing 

Leases   

2020 (excluding the three months ended March 31, 2020)   $ 38,210   $ 113   

2021     179     151   

2022     103     151   

2023     62     141   

2024     33     3   

Thereafter     1     —   

    Total   $ 38,588   $ 559   

Less: Amount representing interest (present value discount)     (482 )   (65 ) 

   Present value of lease liabilities   $ 38,106   $ 494   

Less: Current portion of lease liabilities     (38,059 )   (121 ) 

   Lease liabilities, net of current portion   $ 47   $ 373   

 

 

12. SUBSEQUENT EVENTS 

Debt Forbearance Agreements on Fannie Mae Loans 

The CARES Act, among other things, permits borrowers with mortgages from Government Sponsored Enterprises who are experiencing 

a financial hardship related to COVID-19 to obtain forbearance of their loans for up to 90 days. On May 7, 2020, the Company entered 

into forbearance agreements with Berkadia, as servicer of 23 of its Fannie Mae loans covering 20 properties, and on May 9, 2020, the 

Company entered into a forbearance agreement with Wells Fargo, as servicer of one Fannie Mae loan covering one property, and on 

May 20, 2020, the Company entered into forbearance agreements with KeyBank, as servicer of three Fannie Mae loans covering two 

properties.   The forbearance agreements allow the Company to withhold the loan payments due under the loan agreements for the 

months of April, May and June 2020 ("Deferred Payments") and Fannie Mae will forbear in exercising its rights and remedies during 

such period.  During this three-month loan payment forbearance, the Company agrees to pay to Fannie Mae monthly all net operating 

income, if any, as defined in the agreement, for the properties receiving forbearance.  After June 30, 2020, the Company will be required 

to repay to Fannie Mae the Deferred Payments, less payments made during the forbearance period, over the 12 months subsequent to 

the end of the reporting period, which is in addition to regular monthly loan payments during this 12 month period.  

Debt Forbearance Agreement on BBVA Loan 

The Company also entered into an agreement with another lender, BBVA, USA, related to a loan covering three properties pursuant to 

which the Company will defer monthly debt service payments for April, May and June 2020, which deferred payments are added to 

principal due at maturity in December 2021. 

Protective Life Amendments to Loan Agreements and Loan Modification and Temporary Deferral Agreements 

On May 21, 2020, the Company entered into amendments to its loan agreements with one of its lenders, Protective Life Insurance 

Company, related to loans covering 10 properties.  These amendments allow the Company to defer principal and interest payments for 

April, May and June 2020 and to defer principal payments for July 2020 through March 2021, with such deferral amounts being added 

to principal due at maturity in either 2025 or 2026, depending upon the loan. 

Healthpeak Rent Payments 

On May 20, 2020 the Company entered into an agreement with Healthpeak under which effective April 1, 2020, through the lease term 

ending October 31, 2020, the Company began paying Healthpeak rent of approximately $0.7 million per month for eight senior housing 

communities subject to a Master Lease Agreement with Healthpeak in lieu of approximately $0.9 million of monthly rent due and 

payable under the Master Lease Agreement covering such communities.  The rents paid to Healthpeak represent approximately 75% of 

their scheduled rates, with the remaining rent being subject to payment by the Company pursuant to a three-year note payable with final 

payment to be on or before November 1, 2023. 

With these agreements, the Company is in compliance under its loans with all lenders and its lease agreements. 
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 

OPERATIONS. 

Certain information contained in this report constitutes “Forward-Looking Statements” within the meaning of Section 27A of the 

Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, which can be identified by 

the use of forward-looking terminology such as “may,” “will,” “would,” “intend,” “could,” “believe,” “expect,” “anticipate,” 

“estimate” or “continue” or the negative thereof or other variations thereon or comparable terminology. Examples of forward-looking 

statements, include, without limitation, those relating to the Company’s future business prospects and strategies, financial results, 

working capital, liquidity, capital needs and expenditures, interest costs, insurance availability and contingent liabilities. Forward-

looking statements are subject to certain risks and uncertainties that could cause the Company’s actual results and financial condition 

to differ materially from those indicated in the forward-looking statements, including, but not limited to, continued spread of COVID-

19, including the speed, depth, geographic reach and duration of such spread, new information that may emerge concerning the severity 

of COVID-19, the actions taken to prevent or contain the spread of COVID or treat its impact, the legal, regulatory and administrative 

developments that occur at the federal, state and local levels in response to the COVID-19 pandemic, and the frequency and magnitude 

of legal actions and liability claims that may arise due to COVID-19 or the Company’s response efforts; the impact of COVID-19 on 

Company’s ability to continue as a going concern; the Company’s ability to generate sufficient cash flows from operations, additional 

proceeds from debt refinancing, and proceeds from the sale of assets to satisfy its short and long-term debt and lease obligations and 

to fund the Company’s capital improvement projects to expand, redevelop, and/or reposition its senior living communities; the 

Company’s ability to obtain additional capital on terms acceptable to it; the Company’s ability to extend or refinance its existing debt 

as such debt matures; the Company’s compliance with its debt and lease agreements, including certain financial covenants, and the risk 

of cross-default in the event such non-compliance occurs; the Company’s ability to complete acquisitions and dispositions upon 

favorable terms or at all; the risk of oversupply and increased competition in the markets which the Company operates; the risk of 

oversupply and increased competition in the markets which the Company operates; the risk of increased competition for skilled workers 

due to wage pressure and changes in regulatory requirements; the departure of the Company’s key officers and personnel; the cost and 

difficulty of complying with applicable licensure, legislative oversight, or regulatory changes; the risks associated with a decline in 

economic conditions generally; the adequacy and continued availability of the Company’s insurance policies and the Company’s ability 

to recover any losses it sustains under such policies; changes in accounting principles and interpretations; and the other risks and 

factors identified from time to time in the Company’s reports filed with the Securities and Exchange Commission (“SEC”), including 

those set forth under “Item 1A. Risk Factors” contained in our Annual Report on Form 10-K for the year ended December 31, 2019. 

Overview 

The following discussion and analysis addresses (i) the Company’s results of operations for the three months ended March 31, 2020 and 

2019, and (ii) liquidity and capital resources of the Company, and should be read in conjunction with the Company’s consolidated 

financial statements contained elsewhere in this report and the Company’s Annual Report on Form 10-K for the year ended 

December 31, 2019. 

The Company is one of the largest operators of senior housing communities in the United States. Our operating strategy is to provide 

value to its senior living residents by providing quality senior living services at reasonable prices, while achieving and sustaining a 

strong, competitive position within its geographically concentrated regions, as well as continuing to enhance the performance of its 

operations. We provide senior living services to the 75+ population, including independent living, assisted living, and memory care 

services at reasonable prices. Many of our communities offer a continuum of care to meet its residents’ needs as they change over time. 

This continuum of care, which integrates independent living, assisted living, and memory care, and is bridged by home care through 

independent home care agencies, sustains residents’ autonomy and independence based on their physical and mental abilities. 

As of March 31, 2020, the Company operated 124 senior housing communities in 23 states with an aggregate capacity of approximately 

15,600 residents, including 79 senior housing communities that the Company owned, 39 senior housing communities that the Company 

leased, and six senior housing communities that the Company managed on behalf of third parties. 

COVID-19 Pandemic 

A new strain of coronavirus, which causes the viral disease known as COVID-19, has spread from China to many other countries, 

including the United States. The outbreak has been declared to be a pandemic by the World Health Organization, and the Health and 

Human Services Secretary has declared a public health emergency in the United States in response to the outbreak. Additionally, the 

Centers for Disease Control and Prevention has stated that older adults are at a higher risk for serious illness from COVID-19. 

In an effort to protect its residents and employees and slow the spread of COVID-19 and in response to recent quarantines, shelter-in-

place orders and other limitations imposed by federal, state and local governments, the Company has restricted or limited access to its 

communities, including limitations on in-person prospective resident tours and, in certain cases, new resident admissions. As a 

result, COVID-19 has caused, and management expects will continue to cause, a decline in the occupancy levels at the Company’s 

communities, which has, and will continue to negatively impact revenues and operating results, which depend significantly on such 

occupancy levels.  During the second half of March, new resident leads, visits, and move-in activity began to decline compared to 
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typical levels. This trend intensified in April 2020, and began to adversely impact occupancy, resulting in consolidated senior housing 

occupancy excluding the community sold effective March 31, 2020, decreasing from 79.9% as of March 31, 2020 to 78.7% as of April 

30, 2020. We expect further deterioration of resident fee revenue resulting from fewer move-ins and typical resident attrition inherent 

in our business, which may increase due to the impacts of COVID-19.  Lower than normal controllable move-out activity during the 

COVID-19 pandemic may partially offset future adverse revenue impacts. 

In addition, the recent outbreak of COVID-19 has required the Company to incur, and management expects will require the Company 

to continue to incur, significant additional operating costs and expenses in order to implement enhanced infection control protocols and 

otherwise care for its residents. Further, residents at certain of its senior housing communities have tested positive for COVID-19, which 

has increased the costs of caring for the residents at such communities and has resulted in reduced occupancies at such communities. 

During the second half March, the Company began to incur incremental direct costs to prepare for and respond to the COVID-19 

pandemic.  Beginning in April, the Company incurred substantial costs as a result of the COVID-19 pandemic, including costs for 

acquisition of additional personal protective equipment (“PPE”), cleaning and disposable food service supplies, enhanced cleaning and 

environmental sanitation costs, and increased labor expense. The Company expects such costs to continue.  We also expect to incur 

costs for COVID-19 testing of residents and employees. We are not able to reasonably predict the total amount of costs we will incur 

related to the pandemic, and such costs are likely to be substantial. 

We cannot predict with reasonable certainty the impacts that COVID-19 ultimately will have on our business, results of operations, cash 

flow, and liquidity, and our preparation and response efforts may delay or negatively impact our strategic initiatives, including plans for 

future growth. The ultimate impact of COVID-19 will depend on many factors, some of which cannot be foreseen, including the duration, 

severity, and geographic concentrations of the pandemic and any resurgence of the disease; the impact of COVID-19 on the nation’s 

economy and debt and equity markets and the local economies in our markets; the development and availability of COVID-19 infection 

and antibody testing, therapeutic agents, and vaccines and the prioritization of such resources among businesses and demographic 

groups; government financial and regulatory relief efforts that may become available to business and individuals; perceptions regarding 

the safety of senior living communities during and after the pandemic; changes in demand for senior living communities and our ability 

to adapt our sales and marketing efforts to meet that demand; the impact of COVID-19 on our residents’ and their families’ ability to 

afford our resident fees, including due to changes in unemployment rates, consumer confidence, and equity markets caused by COVID-

19; changes in the acuity levels of our new residents; the disproportionate impact of COVID-19 on seniors generally and those residing 

in our communities; the duration and costs of our preparation and response efforts, including increased supplies, labor, litigation, and 

other expenses; the impact of COVID-19 on our ability to complete financings, refinancings, or other transactions (including 

dispositions) or to generate sufficient cash flow to cover required interest and lease payments and to satisfy financial and other covenants 

in our debt and lease documents; increased regulatory requirements and enforcement actions resulting from COVID-19, including those 

that may limit our collection efforts for delinquent accounts; and the frequency and magnitude of legal actions and liability claims that 

may arise due to COVID-19 or our response efforts. 

Going Concern and Management’s Plan 
 

Accounting Standards Codification (“ASC”) 205-40, “Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going 

Concern,” requires an evaluation of whether there are conditions or events, considered in the aggregate, that raise substantial doubt 

about an entity’s ability to continue as a going concern for the 12-month period following the date the financial statements are issued. 

Initially, this evaluation does not consider the potential mitigating effect of management’s plans that have not been fully implemented. 

When substantial doubt exists, management evaluates the mitigating effect of its plans to determine if it is probable that (1) the plans 

will be effectively implemented within one year after the date the financial statements are issued, and (2) when implemented, the plans 

will mitigate the relevant conditions or events that raise substantial doubt about the entity’s ability to continue as a going concern. 

 

In complying with the requirements under ASC 205-40 to complete an evaluation without considering mitigating factors, the Company 

considered several conditions or events including 1) uncertainty around the impact of COVID-19 on the Company’s operations and 

financial results (see “COVID-19 Pandemic” above), and 2) operating losses and negative cash flows from operations for projected 

fiscal year 2020. The above conditions raise substantial doubt about the Company’s ability to continue as a going concern for the twelve-

month period following the date the financial statements are issued. 

  

The Company is implementing plans as discussed below, which includes strategic and cash-preservation initiatives, which are designed 

to provide the Company with adequate liquidity to meet its obligations for at least the twelve-month period following the date its 

financial statements are issued. The Company’s primary sources of near- and medium-term liquidity are expected to be (1) improved 

operating cash flows due to strategic and cash preservation initiatives discussed below, (2) debt forbearance, to the extent available on 

acceptable terms, and (3) forbearance on rent payments to landlords, to the extent available on acceptable terms. 
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Strategic and Cash Preservation Initiatives 
 

The Company has taken or intends to take the following actions, among others, to improve its liquidity position and to address 

uncertainty about its ability to operate as a going concern: 
 

• In the first quarter of 2019, the Company implemented a 3-year operational improvement plan which began to show improved 

operating results in the first quarter of 2020 and is expected to continue to drive incremental profitability improvements.  

• The Company has implemented additional proactive spending reductions to improve liquidity, including reduced discretionary 

spending and lower capital spending. 

• The Company has recently taken measures to exit underperforming leases in order to strengthen the Company’s balance sheet 

and allow the Company to strategically invest in certain existing communities. Recent actions the Company has taken to 

improve the Company’s future financial position include: 

o In the first quarter of 2020, the Company entered into agreements with two of its largest landlords, Welltower, Inc. 

(“Welltower”) and Ventas, Inc. (“Ventas”) providing for the early termination of the Master Lease Agreements with such 

landlords covering certain of our senior housing communities. Pursuant to such agreements, the Company agreed to pay 

Welltower and Ventas reduced monthly rental amounts, beginning February 1, 2020, and to convert such lease agreements 

into property management agreements with the Company as manager on December 31, 2020, if such communities have 

not been transitioned to a successor operator. 

o In the first quarter of 2020, the Company also entered into an agreement with Healthpeak Properties, Inc. (“Healthpeak”) 

providing for the early termination of one of two Master Lease Agreements with Healthpeak covering certain of our senior 

housing communities. This Master Lease Agreement was converted to a management agreement under a REIT Investment 

Diversification Act (“RIDEA”) structure pursuant to which the Company agreed to manage the communities that were 

subject to such lease agreement until such communities are sold by Healthpeak. 

o In the first quarter of 2020, the Company transitioned one of the communities leased from Healthpeak to a new operator. 

• The Company is currently evaluating the opportunity to sell certain communities that would provide positive net proceeds. 

• In May 2020, the Company entered into short-term debt forbearance agreements with a number of its lenders and continues to 

discuss further debt relief with its lenders.  

• The Company also intends to utilize the Coronavirus Aid, Relief, and Economic Security Act of 2020 (CARES Act) payroll 

tax deferral program to delay payment of approximately $7.0 million of the employer portion of payroll taxes estimated to be 

incurred from April 2020 through December 2020. 

• The Company is evaluating possible debt and capital options. 

 

The Company’s plans are designed to provide the Company with adequate liquidity to meet its obligations for at least the twelve-month 

period following the date its financial statements are issued; however, the remediation plan is dependent on conditions and matters that 

may be outside of the Company’s control or may not be available on terms acceptable to the Company, or at all, many of which have 

been made worse or more unpredictable by COVID-19.  If the Company is unable to successfully execute all of these initiatives or if 

the plan does not fully mitigate the Company’s liquidity challenges, the Company’s operating plans and resulting cash flows along with 

its cash and cash equivalents and other sources of liquidity may not be sufficient to fund operations for the twelve-month period 

following the date the financial statements are issued.   

As a result of COVID-19’s short- and long-term impact to the Company’s financial position, management has concluded that there is 

substantial doubt about the Company’s ability to continue as a going concern.  The Company’s continuation as a going concern depends 

upon many factors, including the ability to increase its revenues, reduce costs and/or pursue other transactions to raise capital, including, 

without limitation, by selling assets, and no assurances can be given that the Company will be able to successfully do so. 

Significant Financial and Operational Highlights 

The Company primarily derives its revenue by providing senior living and healthcare services to seniors. When comparing the first 
quarter of fiscal 2020 to the first quarter of fiscal 2019, the Company generated resident revenue of approximately $105.7 million 
compared to revenue of approximately $114.2 million, respectively, representing a decrease of approximately $8.5 million, or 7.4%.  
The decrease in revenue is due to the disposition of four communities since the first quarter of 2019 and transitioning one of its senior 
housing communities to a different operator and six communities to a management agreement during the first quarter of 2020 of 
approximately $4.8 million and a decrease in resident revenue at the Company’s remaining senior housing communities of 
approximately $3.7 million, which was primarily due to a decrease of 310 basis points in total occupancies.  In addition, during the 
three months ended March 31, 2020, the Company began managing six properties on behalf of a third party, which generated 
management fee income and reimbursed costs incurred on behalf of managed communities of $0.1 million and $0.4 million, respectively. 
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The Company continues to evaluate its portfolio of senior housing communities and explore opportunities to monetize certain of its 
assets, including through the sale of various owned communities that it believes are operating in challenging markets or that no longer 
fit its portfolio criteria. During the first quarter of 2020, the Company transitioned one community to a different operator,  transitioned 
six properties to a management agreement, and sold one property. 

Consolidated financial occupancy for the first quarters of fiscal 2020 and 2019 was 80.0% and 83.1%, respectively. Although average 
financial occupancies decreased for such periods, the Company experienced an increase in average monthly rental rates of 160 basis 
points when comparing the first three months of fiscal 2020 to the first three months of fiscal 2019.  

Facility Lease Transactions 

As of December 31, 2019, the Company leased 46 senior housing communities from certain real estate investment trusts (“REITs”) and 

transitioned one community to a different operator effective January 15, 2020. During the three months ended March 31, 2020, the 

Company restructured certain of its Master Lease Agreements with each of its landlords as further described below, and after giving 

effect to such transactions and as of March 31, 2020, the Company leased 39 senior living communities and managed six senior living 

communities for the account of Healthpeak. 

Ventas 

As of December 31, 2019, the Company leased seven senior housing communities from Ventas.  The term of the Ventas lease agreement 

was scheduled to expire on September 30, 2025.  On March 10, 2020, the Company entered into the Ventas Agreement providing for 

the early termination of its Master Lease Agreement with Ventas covering all seven communities.  Pursuant to such agreement, among 

other things, from February 1, 2020 through December 31, 2020, the Company agreed to pay Ventas rent of approximately $1.0 million 

per month for such communities as compared to approximately $1.3 million per month that would otherwise have been due and payable 

under the Master Lease Agreement.  In addition, the Ventas Agreement provides that the Company will not be required to comply with 

certain financial covenants of the Master Lease Agreement during the forbearance period, which terminates on December 31, 2020 

absent any defaults by the Company.  In conjunction with the Ventas Agreement, the Company released $4.1 million in security deposits 

and $2.5 million in escrow deposits held by Ventas, and Ventas forgave the Company’s lease termination obligation, which was $11.4 

million at December 31, 2019.  The Ventas Agreement provides that Ventas can terminate the Master Lease Agreement with respect to 

any or all communities upon 30 days’ notice. The effective date of termination may not be later than December 31, 2020. Upon 

termination, Ventas may elect to enter into a property management agreement with the Company as manager or to transition the 

properties to a new operator. If, as of December 1, 2020, Ventas has not delivered a termination notice for any communities subject to 

the Master Lease Agreement, then, with respect to any such communities, Ventas will be deemed to have delivered a termination notice 

electing to enter into a property management agreement with the Company as manager for such communities with an effective date of 

December 31, 2020. Any such management agreement will provide for a management fee equal to 5% of the gross revenues of the 

applicable community payable to the Company and other customary terms and conditions. The Ventas Agreement also provides that the 

Company will not be obligated to fund certain capital expenditures under the Master Lease Agreement during the applicable forbearance 

period and Ventas will reimburse the Company for certain specified capital expenditures. 

In accordance with ASC Topic 842, the reduction in the monthly minimum rent payable to Ventas and modification of the lease term 

pursuant to the Ventas Agreement was determined to be a modification of the Master Lease Agreement.  As such, the Company 

reassessed the classification of the Master Lease Agreement with Ventas based on the modified terms and determined that the lease 

continued to be classified as an operating lease until the communities transitioned to a different operator or management agreement, at 

which time the lease would terminate.  The Company reduced the lease termination obligation, lease liability and operating lease right-

of-use asset recorded in the Company's consolidated balance sheets by $11.1 million, $51.6 million, and $47.8 million, respectively, and 

recognized a gain of $8.4 million on the transaction, which is included in gain on facility lease modification and termination, net on the 

Company’s Consolidated Statements of Operations and Comprehensive Loss for the three months ended March 31, 2020.   

Welltower 

As of December 31, 2019, the Company leased 24 senior housing communities from Welltower. The initial terms of the Welltower lease 

agreements were scheduled to expire on various dates from April 2025 through April 2026. On March 15, 2020, the Company entered 

into an agreement with Welltower (the “Welltower Agreement”), providing for the early termination of three Master Lease Agreements 

between it and Welltower covering all 24 communities.  Pursuant to such agreement, among other things, from February 1, 2020 

through December 31, 2020, the Company agreed to pay Welltower rent of approximately $2.2 million per month for such communities 

as compared to approximately $2.8 million per month that would otherwise have been due and payable under the Master Lease 

Agreements.  In addition, the Welltower Agreement provides that the Company will not be required to comply with certain financial 

covenants of the Master Lease Agreements during the forbearance period, which terminates on December 31, 2020, absent any defaults 

by the Company.  In conjunction with the Welltower Agreement, the Company agreed to release $6.5 million in letters of credit to 

Welltower, which were released subsequent to March 31, 2020 and were included in the current portion of lease liabilities on the 

Company’s consolidated balance sheets at March 31, 2020.  The Welltower Agreement provides that Welltower can terminate the 
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agreement, with respect to any or all communities upon 30 days’ notice. The effective date of termination may not be later than December 

31, 2020. Upon termination, Welltower may elect to enter into a property management agreement with the Company as manager or to 

transition the properties to a new operator. If, as of December 1, 2020, Welltower has not delivered a termination notice for any 

communities subject to the Master Lease Agreements, then, with respect to any such communities, Welltower will be deemed to have 

delivered a termination notice electing to enter into a property management agreement with the Company as manager for such 

communities with an effective date of December 31, 2020. Any such management agreement will provide for a management fee equal 

to 5% of the gross revenues of the applicable community payable to the Company and other customary terms and conditions. The 

Welltower Agreement also provides that the Company will not be obligated to fund certain capital expenditures under the Master Lease 

Agreements during the applicable forbearance period and Welltower will reimburse the Company for certain specified capital 

expenditures. 

In accordance with ASC Topic 842, the reduction in the monthly minimum rent payable to Welltower under the then- existing Master 

Lease Agreements with Welltower and modification to the lease term pursuant to the Welltower Agreement was determined to be a 

modification of the Master Lease Agreements.  As such, the Company reassessed the classification of the Master Lease Agreements 

based on the modified terms and determined that the lease continued to be classified as operating leases until the community transitioned 

to a different operator or management agreement, at which time the lease would terminate.  The modification resulted in a reduction to 

the lease liability and operating lease right-of-use asset recorded in the Company's consolidated balance sheets by $129.9 million, and 

$121.9 million, respectively, and recognized a gain of $8.0 million on the transaction, which is included in gain on facility lease 

modification and termination, net on the Company’s Consolidated Statements of Operations and Comprehensive Loss for the three 

months ended March 31, 2020.  

Healthpeak 

On March 1, 2020, the Company entered into an agreement with Healthpeak (“the Healthpeak Agreement”), effective February 1, 2020, 

providing for the early termination of one of its Master Lease Agreements with Healthpeak, which was previously scheduled to mature 

in April 2026.  Such Master Lease Agreement terminated and was converted into a Management Agreement under a RIDEA structure 

pursuant to which the Company agreed to manage the six communities that were subject to the Master Lease Agreement until such 

communities are sold by Healthpeak.  Pursuant to the Management Agreement, the Company will receive a management fee equal to 

5% of the gross revenues realized at the applicable senior living communities plus reimbursement for its direct costs and expenses 

related to such communities.  In conjunction with the Healthpeak Agreement, the Company released approximately $2.6 million of 

security deposits held by Healthpeak.  The Company remeasured the lease liability and operating lease right-of-use asset recorded in 

the Company's consolidated balance sheets at December 31, 2019 to zero, which resulted in the Company recognizing a $7.0 million 

loss on the transaction, which is included in gain on facility lease modification and termination, net on the Company’s Consolidated 

Statements of Operations and Comprehensive Loss for the three months ended March 31, 2020. 

Recent Accounting Developments 

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820), which modifies certain disclosure 

requirements in Topic 820, such as the removal of the need to disclose the amount of and reason for transfers between Level 1 and Level 

2 of the fair value hierarchy, and several changes related to Level 3 fair value measurements. ASU 2018-13 is effective for fiscal years 

and interim periods within those fiscal years beginning after December 15, 2019. The Company adopted ASU 2018-13 on January 1, 

2020, the adoption of which did not have a material impact on its consolidated financial statements and disclosures. 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial 

Instruments. Current U.S. generally accepted accounting principles require an “incurred loss” methodology for recognizing credit losses 

that delays recognition until it is probable a loss has been incurred. ASU 2016-13 replaces the current incurred loss methodology for 

credit losses and removes the thresholds that companies apply to measure credit losses on financial statements measured at amortized 

cost, such as loans, receivables, and held-to-maturity debt securities with a methodology that reflects expected credit losses and requires 

consideration of a broader range of reasonable and supportable information to form credit loss estimates. For smaller reporting 

companies, ASU 2016-13 is effective for fiscal years and for interim periods within those fiscal years beginning after December 15, 

2022. The Company is currently evaluating the impact the adoption of ASU 2016-13 will have on its consolidated financial statements 

and disclosures. 

 

Website 

The Company’s Internet website, www.capitalsenior.com, contains an Investor Relations section, which provides links to the Company’s 

annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements, and Section 16 filings 

and any amendments to those reports and filings. These reports and filings are available free of charge through the Company’s  Internet 

website as soon as reasonably practicable after such material is electronically filed with or furnished to the SEC. 
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Results of Operations 

The following table sets forth for the periods indicated selected Consolidated Statements of Operations and Comprehensive Loss data 

in thousands of dollars and expressed as a percentage of total revenues. 
  

    Three Months Ended March 31,   

    2020     2019   

    $     %     $     %   

Revenues:                                 

Resident revenue   $ 105,616       99.5     $ 114,176       100.0   

Management fees     56       0.1       —       0.0   

Community reimbursement revenue     457       0.4       —       0.0   

Total revenues     106,129       100.0       114,176       100.0   

Expenses:                                 

Operating expenses (exclusive of facility lease expense 

   and depreciation and amortization expense shown 
   below)     75,402       71.1       75,405       66.0   

General and administrative expenses     6,435       6.1       7,570       6.6   

Facility lease expense     10,788       10.2       14,235       12.5   

Stock-based compensation expense     596       0.6       (978 )     (0.9 ) 

Depreciation and amortization expense     15,715       14.8       15,974       14.0   

Long-lived asset impairment     35,954       33.9       —       0.0   

Community reimbursement expense     457       0.4       —       0.0   

Total expenses     145,347       137.0       112,206       98.3   

Other income (expense):                                 

Interest income     54       0.1       57       0.1   

Interest expense     (11,670 )     (11.0 )     (12,564 )     (11.0 ) 

Write-down of assets held for sale     —       0.0       (2,340 )     (2.1 ) 

Gain on facility lease modification and termination, net     11,240       10.6       —       0.0   

Loss on disposition of assets, net     (7,356 )     (6.9 )     —       0.0   

Other income     1       0.0       23       0.0   

Loss from continuing operations before provision for 

income taxes     (46,949 )     (44.2 )     (12,854 )     (11.3 ) 

Provision for income taxes     (232 )     (0.2 )     (130 )     (0.1 ) 

Net loss   $ (47,181 )     (44.5 )   $ (12,984 )     (11.4 ) 

 

Three Months Ended March 31, 2020 Compared to the Three Months Ended March 31, 2019 

Revenues. 

Revenue was $106.1 million for the three month period ended March 31, 2020, compared to $114.2 million for the three month period 
ended March 31, 2019, representing a decrease of $8.1 million, or approximately 7.1%. The decrease in resident revenue is due to the 
disposition of four communities since the first quarter of 2019 and transition of six communities to a management agreement during the 
first quarter of 2020, which together accounted for a decrease to resident revenues of approximately $4.8 million, and a decrease in 
resident revenue at the Company’s remaining senior housing communities of approximately $3.3 million, which was primarily due to a 
decrease of 310 basis points in total occupancy. 
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Expenses. 

Total expenses were $145.3 million in the first quarter of fiscal 2020 compared to $112.2 million in the first quarter of fiscal 2019, 

representing an increase of $33.1 million, or 29.5%. This increase is primarily the result of a $1.1 million decrease in general and 

administrative expenses, a $36.0 million increase in impairment expenses, a $3.4 million decrease in facility lease expense, and a $0.3 

million decrease in depreciation and amortization expense, partially offset by a $1.6 million increase in stock-based compensation 

expense.  Operating expenses increased by 510 basis points as a percentage of revenue which is primarily due to wages and benefits to 

employees for annual merit increases and incremental costs decrease of 1.1%, which was not in line with the decrease in revenue. 

• The quarter-over-quarter decrease in general and administrative expenses of $1.1 million is primarily due to a $0.9 million 

decrease in separation, placement, and retention costs primarily due to the replacement of the Company’s CEO and the 

separation of the Company’s COO during the first quarter of fiscal 2019 and a $1.1 million decrease in employee insurance 

benefits and claims paid, partially offset by increases in transaction and conversion costs of $0.7 million and contract labor 

expenses of $0.2 million to supplement and maintain current staffing levels in a competitive labor market. 

• During the first quarter of 2020, the Company recorded $36.0 million of non-cash impairment charges, of which $29.8 million 

related to property and equipment for certain communities and $6.2 million related to operating lease right-of-use assets. 

• The $3.4 million decrease in facility lease expense is primarily attributable to the Company transitioning six communities to 

property management agreements effective March 1, 2020 and the renegotiation of lease agreements with two of the Company’s 

landlords, which resulted in reduced rent obligations. 

• The decrease in depreciation and amortization expense primarily results from a decrease in depreciable assets at the Company’s 

communities resulting from the transition of six properties to management agreements on March 1, 2020. 

• The increase in stock-based compensation expense is primarily attributable to the retirement of the Company’s CEO and 

separation of the Company’s COO during the first quarter of fiscal 2019, which resulted in the cancellation of their unvested 

restricted stock awards. Additionally, the Company concluded performance metrics associated with certain performance-based 

restricted stock awards were no longer probable of achievement which resulted in remeasurement adjustments.  

Other income and expense. 

• Interest income generally reflects interest earned on the investment of cash balances and escrowed funds or interest associated 

with certain income tax refunds or property tax settlements. 

• Interest expense decreased in the first quarter of fiscal 2020 when compared to the first quarter of fiscal 2019 primarily due to 

the early repayment of mortgage debt associated with the closing of the Company’s sale of communities located in Kokomo, 

Indiana, Springfield, Missouri, and Peoria, Illinois in 2019. 

• The write-down of assets held for sale during the first quarter of 2019 was attributable to a fair value remeasurement adjustment 

recorded by the Company upon classifying one senior living community as held for sale.  This reclassification resulted in the 

Company determining that the assets had an aggregate fair value, net of costs of disposal, that exceeded the carrying values by 

$2.3 million. 

• The $11.2 million increase in gain on facility lease modification and termination, net, is due to the Company recognizing a 

$8.4 million gain on the Ventas Agreement, a $8.0 million gain on the Welltower Agreement, and a $1.8 million gain on the 

transition of a property to a different operator, partially offset by a $7.0 million loss on the Healthpeak Agreement. 

• The Company recognized a $7.4 million loss on the sale of a senior housing community located in Merrillville, Indiana during 

the first quarter of 2020. 

Provision for income taxes. 

Provision for income taxes for the first quarter of fiscal 2020 was $0.2 million, or 0.5% of loss before income taxes, compared to a 

provision for income taxes of $0.1 million, or 1.0% of loss before income taxes, for the first quarter of fiscal 2019. The effective tax 

rates for the first quarters of fiscal 2020 and 2019 differ from the statutory tax rates due to state income taxes, permanent tax differences, 

and changes in the deferred tax asset valuation allowance. The Company is impacted by the Texas Margin Tax (“TMT”), which 

effectively imposes tax on modified gross revenues for communities within the State of Texas. The Company consolidates 38 Texas 

communities, which contributes to the overall provision for income taxes. Management regularly evaluates the future realization of 

deferred tax assets and provides a valuation allowance, if considered necessary, based on such evaluation. As part of the evaluation, 

management has evaluated taxable income in carryback years, future reversals of taxable temporary differences, feasible tax planning 

strategies, and future expectations of income. At year end, the Company had a three-year cumulative operating loss for its U.S. operations 
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and accordingly, has provided a full valuation allowance on its net deferred tax assets. The valuation allowance reduces the Company’s 

net deferred tax assets to the amount that is “more likely than not” (i.e., a greater than 50% likelihood) to be realized. 

Net loss and comprehensive loss. 

As a result of the foregoing factors, the Company reported net loss and comprehensive loss of $47.2 million for the three months ended 

March 31, 2020, compared to net loss and comprehensive loss of $13.0 million for the three months ended March 31, 2019. 

Liquidity and Capital Resources 
 

In addition to approximately $17.7 million of unrestricted cash balances on hand as of March 31, 2020, the Company’s principal sources 

of liquidity are expected to be cash flows from operations, additional proceeds from debt refinancings, equity issuances, and/or proceeds 

from the sale of owned assets. The Company expects its available cash and cash flows from operations, additional proceeds from debt 

refinancings, and proceeds from the sale of assets to be sufficient to fund its short-term working capital requirements. The Company’s 

long-term capital requirements are and will be dependent on its ability to access additional funds through the debt and/or equity markets 

or additional sales of assets. The Company, from time to time, considers and evaluates financial and capital raising transactions related 

to its portfolio including debt refinancings, equity issuances, purchases and sales of assets, reorganizations and other transactions. If 

capital were obtained through the issuance of Company equity, the issuance of Company securities would dilute the ownership of our 

existing stockholders and any newly issued securities may have rights, preferences, and/or privileges senior to those of our common 

stock. There can be no assurance that the Company will continue to generate cash flows at or above current levels or that the Company 

will be able to obtain the capital necessary to meet the Company’s short and long-term capital requirements.  

Recent changes in the current economic environment, and other future changes, could result in decreases in the fair value of assets, 

slowing of transactions, and tightening liquidity and credit markets. These impacts could make securing debt or refinancings for the 

Company or buyers of the Company’s properties more difficult or on terms not acceptable to the Company.   

In summary, the Company’s cash flows were as follows (in thousands): 
  

    Three Months Ended March 31,   

    2020     2019   

Net cash used in operating activities   $ (5,001 )   $ (1,145 ) 

Net cash provided by (used in) investing activities     1,045       (3,353 ) 

Net cash used in financing activities     (5,235 )     (4,605 ) 

Net decrease in cash and cash equivalents   $ (9,191 )   $ (9,103 ) 

 

Operating activities. 

The net cash used in operating activities for the three months ended March 31, 2020, primarily results from net loss of $47.2 million, a 

decrease in accrued expenses of $7.7 million, an operating lease expense adjustment of $3.3 million, a decrease in accounts payable of 

$1.0 million, an increase in other assets of $0.2 million, and a decrease in deferred resident revenue of $0.4 million, partially offset by 

net non-cash charges of $46.4 million, a decrease in tax and insurance deposits of $4.1 million, and a decrease in prepaid expenses of 

$0.9 million. The net cash used in operating activities for the three months ended March 31, 2019, primarily results from net  loss of 

$13.0 million, a decrease in accounts payable of $6.9 million, a decrease in accrued expenses of $3.7 million, an operating lease expense 

adjustment of $0.7 million, an increase in accounts receivable of $0.7 million, and a decrease in deferred resident revenue of $0.5 

million, partially offset by net non-cash charges of $18.5 million, a decrease in tax and insurance deposits of $4.6 million, a decrease in 

prepaid expenses of $0.5 million, and a decrease in other assets of $0.5 million.  

 

Investing activities. 

The net cash provided by investing activities for the three months ended March 31, 2020 primarily results from the Company’s receipt 

of $6.4 million in proceeds from the disposition of assets, partially offset by capital expenditures associated with ongoing capital 

improvements and refurbishments at the Company’s senior housing communities of $5.4 million.  The net cash used in investing 

activities for the three months ended March 31, 2019 primarily results from capital expenditures of $3.4 million.   

Financing activities. 

The net cash used in financing activities for the three months ended March 31, 2020 primarily results from repayments of notes payable 
of $4.9 million, and payments on financing obligations of $0.3 million. The net cash used in financing activities for the three months 
ended March 31, 2019 primarily results from repayments of notes payable of $4.3 million, payments on capital lease and financing 
obligations of $0.1 million, and deferred financing charges paid of $0.1 million.  
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Debt transactions. 

The Company previously issued standby letters of credit with Wells Fargo Bank (“Wells Fargo”), totaling approximately $3.4 million, 

for the benefit of Hartford Financial Services (“Hartford”) in connection with the administration of workers’ compensation which remain 

outstanding as of March 31, 2020. 

The Company previously issued standby letters of credit with JP Morgan Chase Bank (“Chase”), totaling approximately $6.5 million, 

for the benefit of Welltower, in connection with certain leases between Welltower and the Company.  The letters of credit remained 

outstanding as of March 31, 2020, but were subsequently surrendered to Welltower in conjunction with the Welltower Agreement. 

The Company previously issued standby letters of credit with Chase, totaling approximately $2.9 million, for the benefit of Healthpeak 
in connection with certain leases between Healthpeak and the Company.  The letters of credit were released to the Company during the 
quarter ended March 31, 2020 and were included in cash and cash equivalents on the Company’s consolidated balance sheets. 
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 

Not applicable. 

Item 4. CONTROLS AND PROCEDURES. 

Effectiveness of Controls and Procedures 

The Company’s management, with the participation of the Company’s Chief Executive Officer (“CEO”) and Chief Financial Officer 

(“CFO”), has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-

15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered 

by this report. The Company’s disclosure controls and procedures are designed to ensure that information required to be disclosed by 

the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the 

time periods specified in the SEC’s rules and forms. The Company’s disclosure controls and procedures are also designed to ensure that 

such information is accumulated and communicated to the Company’s management, including the CEO and CFO as appropriate, to 

allow timely decisions regarding required disclosure. 

Based upon the controls and procedures evaluation, the Company’s CEO and CFO have concluded that, as of the end of the period 

covered by this report, the Company’s disclosure controls and procedures are effective. 

There have not been any changes in the Company’s internal control over financial reporting (as such term is defined in Rules 13a-15(f) 

and 15d-15(f) under the Exchange Act) during the Company’s fiscal quarter ended March 31, 2020 that have materially affected, or are 

reasonably likely to materially affect, the Company’s internal control over financial reporting. 

Part II. OTHER INFORMATION 

Item 1. LEGAL PROCEEDINGS. 

The Company has claims incurred in the normal course of its business. Most of these claims are believed by management to be covered 

by insurance, subject to normal reservations of rights by the insurance companies and possibly subject to certain exclusions in the 

applicable insurance policies. Whether or not covered by insurance, these claims, in the opinion of management, based on advice of 

legal counsel, should not have a material effect on the consolidated financial statements of the Company if determined adversely to the 

Company. 

Item 1A. RISK FACTORS. 

The effects of the events and circumstances described in the following risk factors may, directly or indirectly, heighten, exacerbate or 

otherwise bring to fruition many of the risks and uncertainties contained in our annual, quarterly and periodic reports filed with the SEC. 

The sudden onset of COVID-19 has had a significant adverse impact on occupancy levels, revenues, expenses and operating results 

at our communities. Although we are unable to predict the full nature and extent of the impact of COVID-19 at this time, we expect 

COVID-19 will continue to have a significant adverse effect on our business, financial condition, liquidity and results of operations.  

We face risks related to an epidemic, pandemic or other health crisis. A new strain of coronavirus, which causes the viral disease known 

as COVID-19, has spread from China to many other countries, including the United States. The outbreak has been declared to be a 

pandemic by the World Health Organization, and the Health and Human Services Secretary has declared a public health emergency in 

the United States in response to the outbreak. Additionally, the Centers for Disease Control and Prevention has stated that older adults 

are at a higher risk for serious illness from COVID-19.  

In an effort to protect its residents and employees and slow the spread of COVID-19 and in response to recent quarantines, shelter-in-

place orders and other limitations imposed by federal, state and local governments, the Company has restricted or limited access to its 

communities, including limitations on in-person prospective resident tours and, in certain cases, new resident admissions. As a 

result, COVID-19 has caused, and management expects will continue to cause, a decline in the occupancy levels at the Company’s 

communities, which has, and will continue to negatively impact revenues and operating results, which depend significantly on such 

occupancy levels.  During the second half of March, new resident leads, visits, and move-in activity began to decline compared to 

typical levels. This trend intensified in April and May of 2020, and began to adversely impact occupancy, resulting in consolidated 

senior housing occupancy excluding the community sold effective March 31, 2020, decreasing from 79.9% as of March 31, 2020 to 

78.7% as of April 30, 2020. We expect further deterioration of resident fee revenue resulting from fewer move-ins and typical resident 

attrition inherent in our business, which may increase due to the impacts of COVID-19.   
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In addition, the recent outbreak of COVID-19 has required the Company to incur, and management expects will require the Company 

to continue to incur, significant additional operating costs and expenses in order to care for its residents. Further, residents at certain of 

its senior housing communities have tested positive for COVID-19, which has increased the costs of caring for the residents at such 

communities and has resulted in reduced occupancies at such communities. During the second half March, the Company began to incur 

incremental direct costs to prepare for and respond to the COVID-19 pandemic.  Beginning in April, the Company incurred substantial 

costs as a result of the COVID-19 pandemic, including costs for acquisition of additional personal protective equipment (“PPE”), 

cleaning and disposable food service supplies, enhanced cleaning and environmental sanitation costs, and increased labor expense. The 

Company expects such costs to continue.  We also expect to incur costs for COVID-19 testing of residents and employees. We are not 

able to reasonably predict the total amount of costs we will incur related to the pandemic, and such costs are likely to be substantial. 

As a result, we expect COVID-19 will have a significant adverse effect on our business, financial condition, liquidity, and results of 

operations. It has resulted in the Company’s management concluding that there is substantial doubt about the Company’s ability to 

continue as a going concern within twelve months after the date on which the Company’s financial statements are issued.  

The COVID-19 pandemic has also caused substantial volatility in the market prices and trading volumes in the equity markets, including 

our stock. Our stock price and trading volume may continue to be subject to wide fluctuations as a result of the pandemic, and may 

decline in the future. 

The ultimate impacts of COVID-19 on our business, results of operations, cash flow, liquidity, and stock price will depend on many 

factors, some of which cannot be foreseen, including the duration, severity, and geographic concentrations of the pandemic and any 

resurgence of the disease; the impact of COVID-19 on the nation’s economy and debt and equity markets and the local economies in 

our markets; the development and availability of COVID-19 infection and antibody testing, therapeutic agents, and vaccines and the 

prioritization of such resources among businesses and demographic groups; government financial and regulatory relief efforts that may 

become available to business and individuals; perceptions regarding the safety of senior living communities during and after the 

pandemic; changes in demand for senior living communities and our ability to adapt our sales and marketing efforts to meet that demand; 

the impact of COVID-19 on our residents’ and their families’ ability to afford our resident fees, including due to changes in 

unemployment rates, consumer confidence, and equity markets caused by COVID-19; changes in the acuity levels of our new residents; 

the disproportionate impact of COVID-19 on seniors generally and those residing in our communities; the duration and costs of our 

preparation and response efforts, including increased supplies, labor, litigation, and other expenses; the impact of COVID-19 on our 

ability to complete financings, refinancings, or other transactions (including dispositions) or to generate sufficient cash flow to cover 

required interest and lease payments and to satisfy financial and other covenants in our debt and lease documents; increased regulatory 

requirements and enforcement actions resulting from COVID-19, including those that may limit our collection efforts for delinquent 

accounts; and the frequency and magnitude of legal actions and liability claims that may arise due to COVID-19 or our response efforts. 

If the Company is not able to successfully implement its business plans and strategies, the Company’s consolidated results of 

operations, financial position, liquidity and ability to continue as a going concern could be negatively affected. 

As noted elsewhere in this Quarterly Report on Form 10-Q, due to the impact of COVID-19 on the Company’s financial position, the 

Company’s management has concluded that there is substantial doubt about the Company’s ability to continue as a going concern. The 

Company has taken and intends to take actions to improve its liquidity position and to address the uncertainty about its ability to operate 

as a going concern, but these actions are subject to a number of assumptions, projections, and analyses. If these assumptions prove to 

be incorrect, the Company may be unsuccessful in executing its business plans or achieving the projected results, which could adversely 

impact its financial results and liquidity. Those plans include various cost-cutting, efficiency and profitability initiatives. There are no 

assurances such initiatives will prove to be successful or the cost savings, profitability or other results the Company achieves through 

those plans will be consistent with its expectations. As a result, the Company’s results of operations, financial position and liquidity 

could be negatively impacted. If we become insolvent or fail to continue as a going concern, our common stock may become worthless. 

If we cannot regain compliance with the continued listing requirements of the New York Stock Exchange (“NYSE”), the NYSE will 

delist our common stock. 

Our common stock is currently listed on the NYSE. On April 10, 2020, we received notice (the “Notice”) from the NYSE that the  

Company is no longer in compliance with NYSE continued listing standards set forth in Section 802.01B (the “Minimum Market 

Capitalization Standard”) and Section 802.01C (the “Minimum Stock Price Standard”) of the NYSE’s Listed Company Manual due to 

the fact that (i) the Company’s average global market capitalization over a consecutive 30 trading-day period was less than $50 million 

and, at the same time, its stockholders’ equity was less than $50 million, and (ii) the average closing price of the Company’s common 

stock was less than $1.00 over a consecutive 30 trading-day period. If we are unable to regain compliance with such continued listing 

requirements within the time periods prescribed by the NYSE’s rules, our common stock will be delisted.  Due to current market 

conditions, the NYSE has temporarily tolled the applicable cure periods for complying with the Minimum Market Capitalization 

Standard and the Minimum Stock Price Standard, which are currently scheduled to recommence on July 1, 2020, and as such, the NYSE 

has informed the Company that it has until December 19, 2021 to regain compliance with the Minimum Market Capitalization Statement 

and until December 19, 2020, to regain compliance with the Minimum Stock Price Standard. 
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In accordance with the NYSE’s listing requirements, within 10 business days after the Company’s receipt of the Notice, the Company 

notified the NYSE that it would submit a plan to the NYSE within 45 days after the Company’s receipt of the Notice advising the NYSE 

of definitive action the Company has taken, or is taking, to bring it into conformity with the Minimum Market Capitalization Standard 

within 18 months after the Company’s receipt of the Notice. On May 26, 2020, the Company submitted its plan to the NYSE.  The 

NYSE is reviewing the Company’s plan and, within 45 days after the NYSE’s receipt of the Company’s plan, make a determination as 

to whether the Company has made a reasonable demonstration of its ability to come into conformity with the Minimum Market 

Capitalization Standard within 18 months. If the NYSE does not accept the Company’s plan, then the NYSE will initiate delisting 

proceedings. If the NYSE accepts the Company’s plan, the Company’s common stock will continue to be listed and traded on the NYSE 

during the cure period, subject to the Company’s compliance with the plan and other continued listing standards. The NYSE will review 

the Company on a quarterly basis to confirm compliance with the plan. If the Company fails to comply with the plan or does not meet 

continued listing standards at the end of the 18-month cure period, it will be subject to the prompt initiation of NYSE suspension and 

delisting procedures. 

The Company also responded to the NYSE within 10 business days after the Company’s receipt of the Notice stating its intent to cure 

the Minimum Stock Price Standard, including through a reverse stock split of the Company’s common stock, subject to stockholder 

approval, if such action is necessary to cure the non-compliance. 

A delisting of our common stock could negatively impact us by, among other things: 

• reducing the liquidity and market price of our common stock; 

• reducing the number of investors, including institutional investors, willing to hold or acquire our common stock, which could 

negatively impact our ability to raise equity; 

• decreasing the amount of news and analyst coverage relating to us; 

• limiting our ability to issue additional securities, obtain additional financing or pursue strategic restructuring, refinancing or 

other transactions; and 

• impacting our reputation and, as a consequence, our ability to attract new business. 
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Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS. 

(c) Purchases of Equity Securities by the Issuer and Affiliated Purchasers 

The following information is provided pursuant to Item 703 of Regulation S-K. The information set forth in the table below reflects 

shares purchased by the Company pursuant to its share repurchase program (as described below) as March 31, 2020. 
  

Period   

Total 

Number 
of Shares 

Purchased     

Average 

Price Paid 
per Share     

Total Shares 

Purchased 
as Part of 
Publicly 

Announced 
Program     

Approximate 

Dollar Value of 
Shares that May 

Yet Be 
Purchased 
Under the 
Program   

Total at December 31, 2019     494,115     $ 6.94       494,115     $ 6,570,222   

January 1 – January 31, 2020     —       —       —       6,570,222   

February 1 - February 29, 2020     —       —       —       6,570,222   

March 1 – March 31, 2020     —       —       —       6,570,222   

Total at March 31, 2020     494,115     $ 6.94       494,115     $ 6,570,222   

 

On January 22, 2009, the Company’s board of directors approved a share repurchase program that authorized the Company to purchase 

up to $10.0 million of the Company’s common stock. The repurchase program does not obligate the Company to acquire any particular 

amount of common stock and the share repurchase authorization has no stated expiration date. On January 14, 2016, the Company 

announced that its board of directors approved a continuation of the share repurchase program. All shares that have been acquired by 

the Company under this program were purchased in open-market transactions. 

Item 3. DEFAULTS UPON SENIOR SECURITIES. 

Not applicable. 

Item 4. MINE SAFETY DISCLOSURES. 

Not applicable. 

Item 5. OTHER INFORMATION. 

Subsequent to the issuance of its earnings release for the period ended March 31, 2020, the Company updated several entries in its 

financial statements for such period related to the Welltower Agreement and the Ventas Agreement that closed during such period.  

These updates resulted in adjustments to certain items, the net impact of which resulted in comprehensive loss for the three months 

ended March 31, 2020, decreasing from $(48,372) to $(47,181), and basic and diluted net loss per share decreasing from $(1.59) to 

$(1.55) and $(1.59) to $(1.55), respectively.  The Company has updated its earnings release on its website accordingly. 
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Item 6. EXHIBITS. 

The following documents are filed as a part of this report. Those exhibits previously filed and incorporated herein by reference are 

identified below. Exhibits not required for this report have been omitted. 

  
Exhibit 
Number  Description 

 

  3.1  Amended and Restated Certificate of Incorporation of the Registrant. (Incorporated by reference to exhibit 3.1 to the 

Registration Statement No. 333-33379 on Form S-1/A filed by the Company with the Securities and Exchange 

Commission on September 8, 1997.) 
 

3.1.1  Amendment to Amended and Restated Certificate of Incorporation of the Registrant. (Incorporated by reference to 

exhibit 3.1 to the Company’s Quarterly Report on Form 10-Q for the quarterly period ended September 30, 1999, filed by 

the Company with the Securities and Exchange Commission.) 
 

  3.2  Second Amended and Restated Bylaws of the Registrant. (Incorporated by reference to exhibit 3.1 to the Company’s 

Current Report filed by the Company on Form 8-K with the Securities and Exchange Commission on March 8, 2013.) 
   

10.1*  Amended and Restated Forbearance Agreement, dated April 3, 2020 to be effective as of February 1, 2020, by and 

between Capital Senior Management 2, Inc. and Capital Senior Living Properties, Inc., each a wholly owned subsidiary 

of Capital Senior Living Corporation, and Ventas Realty, Limited Partnership and certain of its affiliated entities. 
   

10.2*  Forbearance Agreement, dated March 15, 2020 to be effective as of February 1, 2020, by and between Capital Midwest, 

LLC, Capital Texas S, LLC, Capital Spring Meadows, LLC and Capital Senior Living Properties, Inc., each a wholly 

owned subsidiary of Capital Senior Living Corporation, and certain entities affiliated with Welltower Inc. 
   

10.3*  Form of MBO Incentive Plan and Executive Retention Award. 
   

31.1*  Certification of Chief Executive Officer required by Rule 13a-14(a) or Rule 15d-14(a) 
   

31.2*  Certification of Chief Financial Officer required by Rule 13a-14(a) or Rule 15d-14(a) 
   

32.1*  Certification of Kimberly S. Lody pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 
 

32.2*  Certification of Carey P. Hendrickson pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 
 

101.INS*  XBRL Instance Document 
 

101.SCH*  XBRL Taxonomy Extension Schema Document 
 

101.CAL*  XBRL Taxonomy Extension Calculation Linkbase Document 
 

101.LAB*  XBRL Taxonomy Extension Label Linkbase Document 
 

101.PRE*  XBRL Taxonomy Extension Presentation Linkbase Document 
 

101.DEF*  XBRL Taxonomy Extension Definition Linkbase Document 
  

* Filed herewith. 
 

https://www.sec.gov/Archives/edgar/data/1043000/0000950134-97-006616.txt
https://www.sec.gov/Archives/edgar/data/1043000/0000950134-97-006616.txt
https://www.sec.gov/Archives/edgar/data/1043000/0000950134-97-006616.txt
https://www.sec.gov/Archives/edgar/data/1043000/000089907899000427/0000899078-99-000427.txt
https://www.sec.gov/Archives/edgar/data/1043000/000089907899000427/0000899078-99-000427.txt
https://www.sec.gov/Archives/edgar/data/1043000/000089907899000427/0000899078-99-000427.txt
https://www.sec.gov/Archives/edgar/data/1043000/000119312513097623/d499182dex31.htm
https://www.sec.gov/Archives/edgar/data/1043000/000119312513097623/d499182dex31.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex101_155.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex101_155.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex101_155.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex102_157.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex102_157.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex102_157.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex103_156.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex311_6.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex312_7.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex321_8.htm
file:///C:/Users/tdutton/Downloads/EdgrHtml/csu-ex322_9.htm
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SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed 

on its behalf by the undersigned thereunto duly authorized. 
    
Capital Senior Living Corporation 
(Registrant) 
  
By:   /s/ Carey P. Hendrickson  

  Carey P. Hendrickson  
  Executive Vice President and Chief Financial Officer  
  (Principal Financial Officer and Duly Authorized Officer)  
  Date: June 19, 2020 

 


