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How to Evaluate the Financial Health of an RCFE

Unlocking the Numbers Behind Successful RCFEs

As an RCFE operator or investor, financial health is the foundation of your success. A
well-managed Residential Care Facility for the Elderly doesn’t just deliver quality care—it thrives
as a business. But how do you know if your facility is financially sound? Here’s your go-to guide
for evaluating the numbers and ensuring long-term sustainability.

1. Start with Net Operating Income (NOI)

The Net Operating Income (NOI) is your facility’s profit after covering operating expenses but
before accounting for financing and taxes.

e Why It Matters: NOI reflects how effectively your facility generates income. Healthy
RCFEs typically maintain an NOI margin of 25-35%.

e Actionable Insight: Calculate NOI by subtracting operating expenses (staff wages,
utilities, insurance) from total revenue. A declining NOI might signal inefficiencies or
rising costs.

2. Occupancy Rates: The Lifeblood of Revenue

Your occupancy rate determines the primary revenue stream for an RCFE. Low rates can raise
red flags.

o Key Metric: Aim for occupancy rates above 85% to cover fixed costs.
e Pro Tip: Track occupancy trends over 12-24 months. Are seasonal dips explainable, or
is there a systemic issue like local competition?

3. Revenue Per Resident (RPR): How Much Are Residents Paying?



The RPR metric tells you how well you’re monetizing each resident’s stay.

e Competitive Edge: Facilities offering specialized services (memory care, private suites)
often achieve a 15-25% higher RPR.

e Action Step: Compare your RPR to competitors in the area. If it's lower, explore
opportunities to introduce premium services.

4. Expense Ratios: Where Does the Money Go?
Expenses can make or break your margins. Knowing where the money goes is essential.

e Watch Staffing Costs: Caregiver wages often represent 50-60% of total expenses.
Monitor overtime and turnover, as these inflate costs.

e Cut Inefficiencies: High utility bills or recurring maintenance problems might point to
opportunities for savings.

5. Debt and Financing: Know Your Leverage
Debt can fuel growth but also strain cash flow if poorly managed.

e DSCR Check: Your Debt Service Coverage Ratio (NOI divided by debt payments)
should ideally exceed 1.25. Below 1.0 means you’re not generating enough to cover
debt.

e Tip: Review loan terms periodically to explore refinancing options.

6. Licensing and Compliance Costs: Stay Ahead of the Curve
Regulatory compliance is non-negotiable but often comes with a hefty price tag.

e Plan Ahead: Budget for recurring inspections, licensing renewals, and staff training.
e Safeguard: Use compliance software to track deadlines and avoid costly fines.

7. Market Position: Are You Competitive?
Your facility’s financial health is tied to its ability to compete effectively in the local market.

e Analyze Your Market: Research demographic trends in your area to gauge future
demand.



e Stay Alert: New competitors entering the market could impact your occupancy and
pricing.

8. Capital Expenditures (CapEx): Plan for the Future
Renovations, equipment replacements, and expansions are vital for long-term success.

e Set Aside Reserves: A healthy CapEx budget prepares you for both planned upgrades
and unexpected repairs.

e Prioritize Investments: Focus on upgrades that enhance resident experience and
increase occupancy.

9. Cash Flow: Your Safety Net
Positive cash flow is the foundation of operational stability.

e Liquidity Ratios: Aim for a ratio of current assets to current liabilities above 1.5.
e Seasonal Planning: Identify periods of cash flow dips and prepare with short-term
financing solutions if needed.

10. Scenario Planning: Be Ready for the Unexpected
Preparedness is key to navigating financial challenges.

o Risk Assessment: Model scenarios like a sudden drop in occupancy or rising staffing
costs.

e Action Plans: Develop contingencies to address potential risks and safeguard financial
stability.

The Bottom Line

Evaluating the financial health of an RCFE goes beyond crunching numbers. It's about
understanding the stories behind the metrics: where your revenue comes from, where your
expenses go, and what external factors influence your bottom line. With a comprehensive
approach to financial planning, you can ensure your RCFE not only survives but thrives.
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