The High Cost of Waiting:

Why Proactive Capital Planning Protects Mission,
Money, and Market Position

Executive Summary

Every physical asset has a finite useful life. In senior living, multifamily and mission-driven
housing, the question is not if a roof will leak, a chiller will fail, or a building will become
outdated, but when. Yet many organizations continue to delay repairs, defer replacements,
and underfund their capital reserves. When a 23-year-old rooftop chiller failed in a Florida
community without a plan, the emergency cost was 93 percent higher than a planned
replacement. The “inverse-square rule” coined by Todd Geaslin warns that if a failing
component remains in service until the next level of failure, the cost will be exponentially
higher. Beyond the price of parts, failures trigger litigation, property damage, operational

disruption, temporary housing, rental equipment and loss of goodwill.

This white paper integrates additional research on maintenance in tough times, the
perspective of developers and equity partners, modern software integration,
asset-management best practices, industry trends and the value of expert advice. It explains
why deferred maintenance is far more expensive than proactive replacement, and it offers a

comprehensive framework for managing capital needs over a 20-year horizon. You will learn:

e How emergencies can cost two to three times more than planned replacements and
how intangible losses—from resident trust to market competitiveness—often exceed
the direct cost of repair.

e A detailed probability/severity matrix for assessing risk, including definitions for
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catastrophic, critical, normal, marginal and negligible failures.

The inverse-square rule for maintenance decisions and how delaying a failing
component compounds costs.

The concept of functional obsolescence—the reduction of an object’s usefulness or
desirability because of an outdated design feature that cannot be easily changed or
updated.

Benchmarks for the Average Age of Plant (AAP) and how rating agencies interpret high
or low AAP.

A four-step asset management program and the importance of modern software over
spreadsheets.

The roles of developers, equity partners, lenders and insurers and why transparent
capital planning improves creditworthiness and access to financing.

Practical guidance on quick wins, seasonal maintenance, replacing water heaters
before they flood and continuing repairs even in lean times.

How to use Property Condition Assessments (PCAs) and independent construction

monitors to protect all stakeholders.
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Introduction: The Stakes of Deferred Maintenance

Deferred maintenance appears to save money in the short term, but it transfers risk to the
future. A planned chiller replacement costing $280 000 can balloon to $541 000 if expedited
fees, rental equipment and temporary housing are needed. These figures do not include
litigation, operational disruption or reputational damage. Costs to consider in a failure event
include life safety (and possible litigation), adjacent property damage, operational disruption,
cost to replace the failed asset, indirect costs such as rental equipment and overtime, and

intangibles like lost sales and functional obsolescence.

The “inverse-square rule” stresses that the longer a known failing component remains in
service, the more expensive the eventual repair becomes. If a motor, heat pump or water
heater is known to be at the end of its useful life, deferring replacement can double or triple
the cost and increase the likelihood of collateral damage. Modern water heaters, for example,
should be replaced on a predictable schedule—otherwise the risk of flooding a building and

paying for remediation far outweighs the cost of a new heater.

Geaslin's Inverse-Square Rule for Deferred Maintenance
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While direct costs are alarming, intangible impacts are often more damaging. Residents and
families lose confidence when essential systems fail. Mission-driven organizations may
compromise their values if residents are relocated to hotels or experience discomfort.
Negative stories travel quickly in the digital age, harming the community’s brand and
occupancy. Proactive planning, by contrast, preserves cash, protects assets, enhances life
safety and allows an organization to fulfil its mission through continuous repositioning. In
tough economic times, the temptation to cut maintenance budgets is strong, but the

long-term cost of deferred repairs will erode financial stability and mission fulfilment.

The principles in this paper apply to senior living, multifamily housing, commercial real estate
and mission-driven organizations alike. Developers and equity partners view capital planning
as arisk mitigation strategy and an investment in long-term value. Lenders and insurers reward
communities that document their capital needs with lower interest rates and better coverage
terms. In the commercial sector, poorly maintained assets suffer functional obsolescence,
becoming unattractive to tenants and buyers. Industry trends for 2025 point to increased
regulatory scrutiny, higher interest rates and a greater emphasis on ESG (environmental, social
and governance) criteria, all of which elevate the importance of transparent, proactive capital

planning.
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The High Cost of Deferred Maintenance

In the case of Sunnyvale, a fictitious Florida facility, a 23-year-old rooftop chiller failed during
a heat wave. The unit had a normal replacement cost of $280 000. Because it failed
unexpectedly, the organization incurred:

1. Expediting fee: $60 000 to manufacture the new unit on a rush basis.

2. Rental chiller: $105 000 for a temporary chiller for three months.

3. Temporary housing: $96 000 to house 160 residents in a hotel for three nights.

4. Operational disruption: overtime labor, staff distraction and lost productivity (not

quantified).

5. Intangible costs: Resident discomfort, reputational damage and lost sales.
The total emergency cost reached $541 000, nearly double the planned replacement. This case
illustrates why capital reserves and replacement plans are not optional but vital to mission

protection.

Todd Geaslin’s aphorism summarizes a universal truth: If a part is known to be failing and the
repair is deferred until the next level of failure, the resultant expense will be the square of
the cost of the failed part. In practical terms, a $10 000 boiler replacement could become a
$100 000 emergency if the delay causes a mechanical room flood, structural damage or forced
relocation of residents. This rule underscores the compounding nature of deferred
maintenance and encourages leaders to replace components at the end of their useful life

rather than operate them to failure.

Beyond mechanical failures, buildings can fail in the marketplace. Functional obsolescence
occurs when design features are so outdated that the asset becomes undesirable. Examples
include seven-foot ceilings in a world of open floor plans, inefficient boilers when residents
expect green HVAC systems, or memory care layouts that no longer meet clinical best
practices. Even if the systems function, the building loses market appeal. Functional

obsolescence is an intangible cost of deferred reinvestment.
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Water heaters are a prime example of a small component that can cause a catastrophic flood.
Many property owners wait for them to fail before replacement. Best practice is to replace
water heaters proactively according to manufacturer guidelines and maintain an inventory of
units for immediate swap-out. Likewise, roofs and gutters require inspection before winter to

avoid ice dams and leaks.

Assessing Risk: A Probability—Severity Matrix

A disciplined risk assessment allows leaders to prioritize repairs and replacements based on
the likelihood of failure and the severity of consequences. Rob Milam’s presentation

introduces a probability/severity matrix, reproduced below as Figure 1.
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Risk matrix showing severity (vertical) vs. probability (horizontal), with cells coded from low to

acute risk.
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Each matrix cell indicates the urgency of action, ranging from low to acute. To use the matrix
effectively, organizations must understand the severity categories:

e  Catastrophic: Failure likely to result in death, severe injury, large-scale property
damage, severe operational disruption, exponentially inflated remedial costs and
collateral intangible costs.

e  Critical: Failure could result in serious injury, significant property damage, operational
disruption and exaggerated repair costs.

e Normal: Failure not likely to carry life-safety risk; moderate property damage,
operational disruption and remedial costs.

e  Marginal: Failure will have no significant impact on life safety; operational and budget
impacts are marginal.

e Negligible: Failure will have no impact on life safety; operational and budget impacts

are insignificant.

To prioritize capital projects:

1. Identify all assets meeting the capital threshold (often $1 000 or more with a life over
one year).
Assess the probability of failure based on age, condition and operating environment.
Assess severity using the categories above.

Plot each asset into the matrix and rank by urgency.

v ok~ wN

Create a phased plan addressing acute items in year 1, high-priority items in years 2—
5, and medium priorities thereafter.
The matrix removes emotion and bias, replacing guesswork with a defensible process. Boards

and lenders appreciate this structure, and it aligns with credit-rating agency methodologies.
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Traditional risk matrices focus on failures, but organizations should also evaluate functional
obsolescence and Average Age of Plant (AAP). A high AAP signals underinvestment and may
adversely impact creditworthiness. Rating agencies publish benchmarks: an AAP below nine
years is considered best in the market; 9-10 years is strong; 10-13 years is suitable; 13-
16 years is weak; and over 16 years is very weak. Leaders should calculate AAP annually and

plan reinvestment to keep it below ten years wherever possible.

Key Rating Drivers
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years. yearsto 13 years.
years.

fitchratings.com

Developing a Comprehensive Capital Replacement Analysis

Capital replacement planning should be ground-up, not top-down. Many organizations start
with an accountant’s depreciation schedule or a rule of thumb. These approaches
underestimate the complexity of building systems and ignore condition variance. A Capital
Replacement Analysis (CRA) or Property Condition Assessment (PCA) involves inspecting
every asset over a set threshold, evaluating current condition, estimating remaining useful life
and projecting replacement cost. The best practice is to include any asset with a replacement

cost over $1 000 and a useful life greater than one year.

CRAs should cover structural components, mechanical/electrical/plumbing systems, kitchen
equipment, IT infrastructure, vehicles and therapy equipment. In multifamily and commercial
real estate, this list extends to elevators, fire-safety systems, roofs, facades, parking surfaces

and site utilities. The assessment must be comprehensive; omitted assets will not be funded
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and will surprise the budget later.

Best practice is to plan for at least twenty years. This period captures one full cycle of major
building systems. Common areas often require interim updates: a “light touch” at seven years
and a “full refurbishment” at fourteen years. These upgrades prevent functional obsolescence
and keep the community appealing to prospective residents.

Modern CRA software offers multiple forecasting methods, inflation modelling, funding
strategies and line-item detail. Relying on spreadsheets invites errors and makes scenario
analysis cumbersome. A unified platform integrates asset data, risk scores and funding
projections, enabling leadership to test “what if” scenarios and track actual spending against
forecasts. Studies show that replacing spreadsheets with purpose-built software can increase
productivity by up to 30 percent, freeing facility and finance teams to focus on strategic

analysis rather than manual data entry.

Acute or urgent needs identified in the matrix should be addressed in year 1. Examples include
leaking roofs, failing boilers, cracked fagades posing fall risks and electrical hazards.
Simultaneously, leadership should identify quick wins—low-cost improvements that yield
meaningful impact. Examples include repainting tired common areas, resealing parking lots,
upgrading lighting to LED and replacing dated signage. These projects improve resident

satisfaction, support marketing efforts and demonstrate visible progress to stakeholders.
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Projected Annual Capital Expenditure

Capital Replacement Cost ($M)
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The example capital expenditure chart illustrates how planned spending is distributed across

twenty years, with higher spending peaks at major refurbishment intervals and lower spending

in maintenance years.

Contractors may overstate scope to secure work; architects may emphasize design fees;
internal teams may lack time or expertise. Choose partners with no financial stake in the work,
proven knowledge of senior living systems and a track record with lenders and credit-rating
agencies. Assign the assessment to someone with dedicated time to manage it. This approach

ensures objectivity and a defensible outcome.
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Building on industry best practices, a simple four-step program ensures continuous
improvement:

1. Inventory and Assess: Conduct a CRA or PCA; compile a database of assets with
condition and risk scores.

2. Plan and Prioritize: Use the probability/severity matrix, functional obsolescence
considerations and AAP benchmarks to rank projects. Develop a twenty-year funding
plan.

3. Execute and Monitor: Complete acute items first; implement quick wins; schedule
replacements and renovations according to the plan. Use modern software to track
progress and update budgets.

4. Review and Update: Reassess every three to five years; adjust for inflation,
technological change and market demands; update stakeholders and boards regularly.

Adopting this program and using purpose-built software enables organizations to break free
from siloed spreadsheets and static budgets, improving accuracy, transparency and

decision-making.

Capital Reserve Analysis Workflow

Asset Condition Cost Risk Funding Reporting
Inventory Assessment Estimation Prioritization Model

Optimally, this software combines all of the information needed to make informed capital
decisions into one platform and eliminates the need for multiple spreadsheets and the

concern that the information may not all be up to date.

- zumBrunnen »



Market Dynamics: A Tale of Two Communities and Industry

Trends

Short-Sighted Acres defers maintenance, reacts to emergencies, offers rent discounts to
offset deterioration, suffers rising energy costs and eventually faces insolvency. Competition
with newer communities, high vacancy and the weight of deferred maintenance overwhelm

the organization.
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Forward-Thinking Village, by contrast, invests regularly in capital replacements and amenity
upgrades. It modernizes interiors, adds new independent-living towers when demand arises
and reinvests in energy efficiency. Its occupancy remains strong, and it can continue
repositioning from a position of strength. This illustrates that proactive reinvestment is not a

cost but a competitive advantage.

Forward-Thinking Village
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As noted earlier, AAP is a useful metric for benchmarking reinvestment. Many lenders and
rating agencies consider AAP when evaluating creditworthiness. High AAP suggests the plant
is old and under-maintained; low AAP indicates regular reinvestment. Fitch Ratings, for
example, states that the best communities have an AAP below nine years, while those above
sixteen years may face credit downgrades. To maintain a strong credit profile, organizations

should monitor AAP annually and align capital spending accordingly.
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Industry reports indicate several shifts impacting capital planning:

e Higher interest rates and inflation: Financing costs increase, making proactive
budgeting essential. Inflation also raises replacement costs, so delaying a project
exposes the organization to price escalation.

e ESG and sustainability: Investors and regulators prioritize energy efficiency, carbon
reduction and social impact. Replacing old boilers with high-efficiency units, adding
solar panels and improving insulation can reduce operating costs and appeal to
environmentally conscious residents.

e Technology integration: Smart building systems, remote monitoring and predictive
maintenance are becoming standard. Modern software platforms connect work
orders, capital planning and financial systems, increasing productivity and enabling
data-driven decision-making.

e  Changing demographics: Baby boomers expect hospitality-level amenities, flexible
spaces and technology integration. Communities must invest in modern interiors,
wellness centers and memory-care designs to remain attractive.

e Climate resilience: Extreme weather events such as hurricanes, floods and heat waves
are more common. Capital plans must address resilience, such as reinforcing roofs,

elevating mechanical systems and installing emergency power.

Organizations that adapt to these trends thrive. They invest in renewable energy, integrate
telehealth infrastructure, create multipurpose spaces and redesign units for aging in place.
Conversely, communities that ignore trends face functional obsolescence and declining
occupancy. The key is to incorporate market analysis into the capital planning process,
ensuring that investments support long-term viability rather than simply replacing
like-for-like. The power of adaptation extends beyond buildings; it affects organizational

culture, marketing and resident satisfaction.
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Implementation: Partnering for Success

Developers and equity partners view capital planning as a risk mitigation and value-creation
tool. A well-maintained property retains its value and is easier to refinance or sell. Equity
partners are particularly sensitive to unplanned capital calls; a robust CRA reduces surprises
and preserves investor returns. Transparent capital plans also attract new capital, as investors

appreciate disciplined stewardship.

Construction monitors provide unbiased oversight during development and renovation. They
review contractor invoices, inspect work, and verify that construction follows plans and
specifications. Having an independent monitor protects stakeholders by ensuring that funds
are used appropriately, quality standards are met and potential issues are identified early.
Owners, lenders and investors all benefit from this third-party perspective, which reduces

disputes and supports timely project completion.

Property Condition Assessments are not just for internal use; they offer tangible benefits when
negotiating insurance and financing. Insurers may provide lower premiums to communities
with up-to-date assessments and documented mitigation strategies. Lenders prefer borrowers
who can demonstrate awareness of capital needs and a plan to fund them. CRAs and PCAs also
support underwriting by providing credible documentation of building condition and

replacement timelines.

Economic downturns tempt organizations to postpone maintenance and reduce staff.
However, cutting maintenance budgets during recessions leads to a backlog of repairs that will
be more expensive later. To maintain cash flow while keeping buildings safe, organizations
should prioritize essential repairs (life safety, weatherproofing, code compliance) and delay
discretionary projects (aesthetic upgrades) only when necessary. Regular inspections,
preventative maintenance and quick responses to small issues prevent them from becoming

emergencies. This discipline signals to residents, staff and investors that the organization is
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committed to long-term stability.

Many organizations still rely on spreadsheets to track hundreds or thousands of assets, useful
lives, replacement costs and funding projections. This approach is prone to errors, lacks
version control and is difficult to scale. Modern capital-planning platforms integrate asset
management, work order systems, budgeting and reporting. They allow teams to update
conditions in the field, attach photos, generate funding scenarios and communicate with
finance and leadership. Studies suggest that using integrated software can improve
productivity by 20-30 percent compared with spreadsheets, reduce errors and support

strategic decision-making.

2024-129: Harmony Home Holly Drive - Sterling CO, Sterling, CO Table VIl-A
Report Parameters Report Parameters Report Parameters.

Begin Year: 2024 AreaType:  Gross SF Prepared by:  zumBrunnen, Inc.

Report Term: 7years Expenses:  CAP

Repair Begin Year: 2025 Divisions: Al

Repair Report Term: 1 year Min. cost: 000

Inflation: 4.00%

RUL

Begin Estimated Pricing Item 2024 2025 2026 2027 2028 2029 2030
| I (i |'°°"'°°9°“"‘°" |B“""‘| Date | = |(m1)|°“"‘""| Lee | “""':“‘l Cost Method | Class | Year1 Year2 Years | Years | Years | vears Year7 I WD

2.04 Site Concrete
Repair cracks in concrete and
204 mudjack concrete at comer of Site 2024 20 1 | Allowance 3,50000 3500 [Contract | CAP 3,500 3,500
building
Expense Site C: 3,500 3,500

2.08 [ Site Utilities |
-209 [Repair utility lines | AL T 2026 | 3] 2] 1 [Allowe—"" _—3000 [Contract [ CAP | | | 3,245 | 3,650 | | 6,895
tilities Subtotal 3,245 3,650 6,895
e AcuUte / Urgent needs should be
‘Shingle roof tund

3laoe |atno addressed in year 1 : !z:: ! ! m! ! ! ! ! 52::! 52‘::‘3

4 (304 Replace shingle:

Expense Thermal & Moisture Protection Systems Subtotal 379 53,146 53,525
3.09 Exterior Paint & Caulk
5 |300 :,“,',"J,lﬁ,',:;' ol of ramp. whstsicle |AL | 2024| 6 I 75 ‘u | 13.00 982 [Contract | cAP | 982 | 4 | 9% | 147 I 199 | 23 | 22 | 1,023
6 [3.09 Caulk around windows and doors | AL | 2024 | 5 | 346 |If | 286 | 990 | Contract | CAP | 990 | | | | | 1,204 | | 2,194
Expense Exterior Paint & Caulk Subtotal 1971 @ % 147 189 1,427 232 4116
4.01 [HVAC |
4.01 | 3-ton vertical heat pump TAC [ 2026] 20] 2 [ 1 [ea [ 722400 ] 7,224 | Contract | CAP I I I 7.813 | | I [ I 7813 |
4.01 | 5-ton vertical heat pump AL | 2027 20 3 1 [ea | 864000 | 8,640 | Contract | CAP. | | | | 9719 | I | | 9,719
Expense HVAC Subtotal 7813 9,719 17,532
402 [Plumbing & Plumbing Fixtures
4.02 |75 gallon gas water heater AL | 2025 | 15 | 1] 1 Jea [ 663000 | 6,630 [Contract | CAP I | 6,895 | [ I | | | 6,895
Expense Plumbing & Plumbing Fixtures Subtotal = one EXIT
Expense Tote, 5471 7,315 11,157 9,366 199 5,077 53,378 92,464
Inflation: 4.00% 8.16% 12.49% 16.95% 2167% 26.53%

' Total annual CapEx |
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Governance, Stakeholders and Communication

Boards of directors and trustees have a fiduciary duty to preserve the long-term viability of
the organization. This includes setting policies for replacement reserves, reviewing and
approving CRAs, monitoring implementation and ensuring that the organization has qualified
leadership to execute the plan. Board members should expect regular updates on capital
projects, reserve balances and AAP metrics. Transparency builds trust and allows for course

correction when assumptions change.

Resident satisfaction is closely tied to the physical environment. Proactive communication
about upcoming projects, the rationale for disruptions and the long-term benefits of
reinvestment reduces anxiety and builds goodwill. Open forums, newsletters and digital
platforms can be used to explain how capital projects support safety, comfort and market
competitiveness. Involving residents in decisions about common-area finishes or amenity

upgrades enhances engagement and fosters community.

Lenders and insurers need assurance that the organization can meet its obligations. A
documented CRA and reserve schedule provide confidence, often resulting in better loan
terms and lower insurance premiums. Government agencies may require CRAs for compliance
or funding approvals. Aligning capital planning with regulatory requirements (such as
life-safety codes, accessibility standards and environmental regulations) reduces legal risk and

ensures eligibility for grants or tax credits.
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Conclusion and Next Steps

Proactive capital planning is mission protection. Every asset has a finite life, and ignoring this

truth invites financial and reputational harm. By implementing a comprehensive CRA, using a

probability/severity matrix, monitoring AAP and adapting to market trends, organizations can

control costs, preserve cash, enhance life safety and maintain competitiveness. Developers

and equity partners, lenders and insurers all favor disciplined capital planning, and residents

appreciate continuous improvement.

To begin your journey:

Conduct a Capital Replacement Analysis or PCA using an independent, unbiased firm
with senior-living expertise.

Adopt modern software to manage assets, budgets and forecasts, moving beyond
spreadsheets.

Establish and fund replacement reserves, with a twenty-year horizon and clear
inclusion thresholds.

Address acute needs immediately and schedule high-priority items in the next few
years.

Update your plan regularly, incorporating AAP, market trends and technological
advancements.

Communicate with stakeholders, including board members, residents, families,

investors and regulators.

Everything has a finite useful life. Expect it—and plan for it.
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Funding Strategies for Capital Reserves

Establishing a capital plan without a funding mechanism is a recipe for frustration.
Organizations need a disciplined approach to build and maintain reserves. The following

strategies can be used individually or in combination, depending on your business model:

e Entrance-fee allocations — Continuing care retirement communities (CCRCs) can
dedicate a percentage of each entrance fee to capital reserves. This spreads costs over
time and aligns funding with resident move-ins.

e Monthly service-fee contributions — Including a line item for capital reserves in
monthly fees provides predictable cash flow and shares the burden fairly across
residents.

e  Sinking funds — A sinking fund receives regular deposits earmarked for future
replacements. Investing the balance prudently can offset inflation and generate
modest returns.

e Debt financing — Borrowing may be appropriate for large projects or clustered
replacements. While debt accelerates improvements, it must be balanced against
long-term financial health.

e  Philanthropic and grant funding — Donors, foundations and government programs
sometimes support capital projects, especially those that enhance resident quality of

life or align with mission initiatives.

Regardless of the approach, the goal is to maintain reserves sufficient to cover projected costs
without putting undue strain on the operating budget. Scenario planning and sensitivity
analysis can help leaders determine appropriate funding levels and adjust policies when

conditions change.
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Implementation Roadmap

Transitioning from reactive to proactive capital planning requires intentional steps. The

roadmap below outlines a phased approach that any organization can follow:

1. Engage stakeholders — Convene a cross-functional team that includes leadership,
facilities management, finance and resident representatives. Agree on goals, timelines
and roles.

2. Commission a capital reserve analysis — Assemble an internal team or hire a qualified
consultant to conduct a bottom-up inventory and condition assessment. Accurate data
is the foundation of a reliable plan.

3. Develop funding policies — Establish how reserves will be funded, invested and used.
Define thresholds for asset inclusion and determine the frequency of updates.

4. Communicate the plan — Share the CRA findings with the board, residents, staff and
other stakeholders. Explain the rationale behind major projects, timelines and funding
sources.

5. Integrate with budgeting — Incorporate reserve contributions into the annual
operating budget. Coordinate replacement schedules with operational objectives to
minimize disruption.

6. Monitor and adjust — Track actual replacement costs against estimates, update the
asset inventory as systems are added or removed and revise the plan as needed.

7. Review and renew — Repeat the capital reserve analysis every three to five years, or
sooner if major changes occur. Updating the plan ensures it reflects current conditions,

costs and industry standards.

By following these steps, organizations can systematically embed capital planning into their

culture and governance.
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Recommendations and Best Practices

The following practices have emerged from years of research and experience. Adopt them to

strengthen your capital-planning program:

e  Start now —Building reserves and planning replacements is easier when you start early.
Even small contributions compound over time.

e Use data, not assumptions — Resist the temptation to rely on rules of thumb or
incomplete spreadsheets. Invest in a detailed, bottom-up analysis of your assets.

e  Prioritize risk — Focus first on items with high probability and high consequence.
Address acute issues immediately to avoid escalating costs or safety hazards.

e  Update regularly — Buildings age, technology evolves and market expectations shift.
Review and update your plan every few years to remain relevant.

e Engage independent experts — Objectivity matters. An independent assessment
reduces conflicts of interest and adds credibility with lenders, investors and regulators.

e Align with mission — Tie capital investments to your organizational mission.
Improvements that enhance resident experience, safety and operational efficiency
should be prioritized.

e  Communicate transparently — Share your plan with residents, families, staff and
investors. Transparency builds trust and helps stakeholders understand fee
adjustments or project disruptions.

e Plan for functional obsolescence — Look beyond mechanical systems. Evaluate
whether your spaces meet current and future expectations and modernize
strategically.

e Leverage technology — Use purpose-built software to manage asset inventories,
schedule replacements, track costs and simulate funding scenarios. Moving beyond
spreadsheets improves accuracy and collaboration.

e  Coordinate with strategic initiatives — Align your capital plan with marketing, service

expansion and growth initiatives to create a cohesive organizational strategy.

These practices will help ensure that capital planning supports both mission and margin.
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Appendix A: Key Terms and Definitions

Capital Reserve Analysis (CRA) — A methodical, bottom-up evaluation of significant assets in a
facility, documenting their condition, remaining useful life, replacement cost and risk priority.
Functional obsolescence — The loss of usefulness or desirability due to outdated design, poor
layout or features that no longer meet market expectations.

Average Age of Plant (AAP) — A metric used by rating agencies to determine the average age
of buildings and systems, weighted by asset value. Lower numbers indicate recent
reinvestment; higher numbers suggest deferred maintenance.

Probability—severity matrix — A tool for evaluating and prioritizing risks by considering how
likely an asset is to fail (probability) and how serious the consequences would be (severity).
Sinking fund — A reserve account that receives regular deposits earmarked for future capital
replacements or debt repayment.

Deferred maintenance — The practice of postponing repairs or replacements, often to reduce
expenses in the short term, with the risk of higher costs and failures later.

Regulatory compliance — Adherence to federal, state and local laws and regulations regarding
building safety, life-safety systems and resident care.

Independent consultant — A professional or firm that provides objective assessments and

recommendations without direct financial interest in repairs or replacements.
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Appendix B: Tools and Resources

Capital planning is a multidisciplinary effort. These tools and resources can support your
program:

e Capital planning software — Dedicated platforms help manage asset inventories,
schedule replacements, model funding scenarios and generate reports. Look for tools
that integrate with accounting systems and allow scenario analysis.

e  Facility condition assessments (FCAs) — Formal assessments focus on system
performance, code compliance and repair recommendations. FCAs complement CRAs
by addressing operational and regulatory aspects of building systems.

e  Regulatory guidelines — Stay informed about life-safety codes, healthcare regulations
and building standards that may impact your replacement priorities.

e  Professional associations — organizations such as LeadingAge, the American Health
Care Association (AHCA) and the Association for Facilities Engineering (AFE) provide
education, benchmarks and networking opportunities.

e Case studies and benchmarks — Review examples of communities that have
successfully implemented capital plans. Benchmark your replacement costs, AAP and
reserve balances against peers to identify improvement opportunities.

e  Financial advisors and underwriters — Partner with finance professionals who
understand the sector. They can help structure entrance-fee models, manage reserve

accounts and optimize debt financing.

Combining the right tools with disciplined execution will ensure that your capital plan remains

actionable and aligned with your mission.
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