
 

Five Star Quality Care, Inc. Announces Second Quarter Results

NEWTON, Mass.--(BUSINESS WIRE)--Aug. 12, 2002: Five Star Quality Care, Inc. (AMEX: FVE) today announced its results for 
the periods ended June 30, 2002, compared to the same periods in 2001, as follows (in thousands except per share amounts): 

                         3 months ended           6 months ended
                             June 30                  June 30
                        2002         2001        2002         2001
Total Revenues        $131,278     $54,490     $249,420     $110,297
Total Expenses         137,802      55,330      259,141      112,024

Loss from
 Continuing
 Operations          ($  6,524)   ($   840)   ($  9,721)     ($1,727)

Loss from
 Discontinued
 Operations          (     806)   (    223)   (     978)     (   175)

Net Loss             ($  7,330)   ($ 1,063)   ($ 10,699)     ($1,902)

Average Shares
 Outstanding             8,445       4,374        6,644        4,374

Net Loss Per
 Share                  ($0.87)     ($0.24)      ($1.61)      ($0.44)

Comparisons between the 2002 and 2001 periods may not be meaningful because of material changes which have occurred in 
FVE's operations between these periods. Until December 31, 2001, FVE was a 100% owned subsidiary of Senior Housing 
Properties Trust. After it was spun off from Senior Housing, FVE began to lease nursing homes from Senior Housing. On 
January 11, 2002, FVE leased 31 senior living communities, which communities are managed by Marriott Senior Living 
Services, Inc. On April 1, 2002, FVE purchased and began operations at five additional senior living communities.

The 2002 periods include the following charges, some of which FVE management does not expect to be recurring:

● A loss from discontinued operations of $806,000 and $978,000 in the three and six month periods ending June 30, 2002, 
respectively. The principal component of this loss arose from the closing of a nursing home in Phoenix, AZ in June 2002. 
The financial information for the 2001 periods has been reclassified to show comparable results.

● During the second quarter there was an impairment of assets charge of $1,649,000. The principal component of this 
charge ($1.5 million) relates to nursing home bed licenses which are held for sale. A prior agreement to sell these 
licenses did not close and the carrying value of this asset was reduced to reflect an estimated decline in market value.

● During June 2002, FVE restructured its regional operations and eliminated certain home office staff positions. This 
business restructuring resulted in a charge of $112,000 for employee severance costs. This restructuring also resulted 
in facility level changes which were implemented in July 2002; these July 2002 changes are expected to result in a similar 
amount of severance costs in the period ending September 30, 2002.

● A recent review by Marriott of its accounting for the 31 senior living communities managed for FVE has resulted in a 
change in bad debt reserves and other one time charges totaling approximately $850,000. These amounts are reflected 
in FVE's expenses for the three months ended June 30, 2002. FVE does not expect similar size adjustments to recur on 
a regular basis.

● In June 2002, when implementing new programs for liability, workers compensation and employee health insurance, FVE 
re-evaluated its insurance reserves. Estimates of claims arising in periods prior to the three months ended June 30, 
2002, increased by about $3.2 million resulting in an increase in reserves of a like amount. Reserves arise from the 
retention or self funded part of these insurance programs. Reserve account adjustments are made on the basis of 



periodic reviews with the assistance of third party professionals; however, the adjustments made in June 2002 were 
particularly large and are not expected to recur in similar amounts. The costs of FVE's new insurance programs are 
expected to recur and will result in increased costs of about $450,000 per month starting in July 2002.

● The six months ended June 30, 2002, includes a one time charge of $2.8 million incurred in January 2002 in connection 
with FVE's spin off and merger to become a separate publicly owned company. 

Evrett W. Benton, President and CEO of FVE, made the following statement at the time these results were announced:

"The second quarter of 2002 obviously included unexpected, one time charges. However, FVE's management team is not 
content with finding excuses. We are determined to improve our financial results from operations. We have implemented a 
restructuring program to reduce costs. We have begun several initiatives to increase revenues. We are also actively exploring 
several expansion opportunities which may add to our bottom line. I believe FVE has the financial and personnel resources to 
create profitable operations."

WARNING REGARDING FORWARD LOOKING STATEMENTS

THIS PRESS RELEASE AND THE ATTACHED STATEMENT OF SUPPLEMENTARY INFORMATION INCLUDE FORWARD 
LOOKING STATEMENTS WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995 AND 
THE FEDERAL SECURITIES LAWS. FOR EXAMPLE, THE LISTING OF ONE TIME CHARGES AND ADJUSTMENTS MADE IN 
THE 2002 PERIODS IMPLIES THAT FUTURE FINANCIAL RESULTS MAY BE IMPROVED. HOWEVER, SOME OF THE EVENTS 
GIVING RISE TO THESE CHARGES MAY RECUR OR OTHER EVENTS WHICH CAUSE CHARGES AND ADJUSTMENTS MAY 
OCCUR. SIMILARLY, THE RESTRUCTURING AND REVENUE INCREASE PROGRAMS DISCUSSED BY MR. BENTON MAY NOT 
RESULT IN LOWER COSTS OR GREATER REVENUES BECAUSE THEY FAIL TO ACHIEVE THEIR OBJECTIVES OR 
BECAUSE OTHER EVENTS AFFECTING FVE'S OPERATIONS HAVE A GREATER AND OPPOSITE EFFECT. ALSO, FVE MAY 
NOT BE ABLE TO IDENTIFY OR REALIZE EXPANSION OPPORTUNITIES, OR THE EXPANDED OPERATIONS WHICH FVE 
UNDERTAKES MAY PRODUCE LOSSES RATHER THAN FINANCIAL IMPROVEMENTS. FORWARD LOOKING STATEMENTS 
ARE EXPRESSIONS OF FVE'S PRESENT INTENTIONS AND EXPECTATIONS, BUT THEY ARE NOT GUARANTEED TO 
OCCUR. OUR EXPECTED RESULTS MAY NOT BE ACHIEVED, AND ACTUAL RESULTS MAY DIFFER MATERIALLY FROM 
OUR EXPECTATIONS. INVESTORS SHOULD NOT PLACE UNDUE RELIANCE UPON FORWARD LOOKING STATEMENTS.

                     FIVE STAR QUALITY CARE, INC.
                 CONSOLIDATED STATEMENT OF OPERATIONS
                              (unaudited)

                       Three months ended        Six months ended
                            June 30,                  June 30,
($ in 000s)             2002        2001         2002         2001
Revenues:
  Net revenues
   from patients
   and residents      $131,242     $54,468     $249,238     $110,252
  Interest income           36          22          182           45
Total revenues         131,278      54,490      249,420      110,297

Expenses:
  Wages and
   benefits             60,585      39,285      115,518       77,848
  Other operating
   expenses             46,954      10,673       85,639       23,687
  Management fee
   to Marriott           4,267           -        8,056            - 
  Rent expense          19,541          14       36,977           44
  General and
   administrative        4,206       5,015        7,690        9,813
  Depreciation             488         343          671          632
  Impairment of
   assets                1,649           -        1,649            - 
  Restructuring
   costs                   112           -          112            - 
  Spin off and
   merger expense,
   non recurring             -           -        2,829            - 



Total expenses         137,802      55,330      259,141      112,024
Loss from
 continuing
 operations before
 income taxes           (6,524)       (840)      (9,721)      (1,727)
Provision for
 income taxes                -           -            -            - 
Loss from
 continuing
 operations             (6,524)       (840)      (9,721)      (1,727)
Loss from
 discontinued
 operations               (806)       (223)        (978)        (175)

Net loss               $(7,330)    $(1,063)    $(10,699)     $(1,902)

Weighted average
 shares outstanding      8,445       4,374        6,644        4,374

Basic and diluted
 loss per share from:
  Continuing
   operations           $(0.77)     $(0.19)      $(1.46)      $(0.40)
  Discontinued
   operations            (0.10)      (0.05)       (0.15)       (0.04)

Net loss per share      $(0.87)     $(0.24)      $(1.61)      $(0.44)

The 2002 and 2001 periods presented are not comparable. FVE was a 100% owned subsidiary of Senior Housing Properties 
Trust until it was spun off to Senior Housing shareholders on December 31, 2001. Accordingly, FVE incurred no lease 
expenses to Senior Housing in 2001. Also, FVE began to lease 31 senior living communities managed by Marriott on January 
11, 2002, and FVE acquired and began to operate five additional senior living communities on April 1, 2002.

Selected Balance Sheet Data ($ in 000s)                 June 30,2002
                                                         (unaudited)
Assets
 Current assets:
  Cash and cash equivalents                                 $4,983
  Accounts receivable, net of allowance                     27,388
  Due from Marriott                                         12,722
  Prepaid expenses and other current assets                  4,009
Total current assets                                        49,102

Property and equipment, net                                 50,455
Other long term assets                                       4,318
Total assets                                              $103,875

Liabilities and Shareholders' Equity
Current liabilities                                        $24,762
Long term liabilities (1)                                   11,568
Shareholders' equity: 8,452,633
  common shares outstanding                                 67,545
Total liabilities and shareholders' equity                $103,875

(1) FVE has no funded debt. Long term liabilities represent obligations to residents at FVE facilities who have prepaid with 
deposits. These prepayments are amortized into revenues over the periods in which the obligations are expected to be 
satisfied.

Supplemental Data (excludes discontinued operations)

                                      Quarter Ended June 30
                               2002           2001 (1)        Change



Total portfolio - 90 
 leased or owned
 facilities (13,186 units)
  Occupancy                     87.8%          90.0%          -2.2 pts 
  Average daily rate         $124.54        $117.79           +5.7%
  Revenue per day per
   available unit            $109.38        $106.04           +3.2%
  Percent of revenues
   from Medicare / Medicaid      39%             38%            +1 pt
  Percent of revenues
   from private / other          61%             62%            -1 pt 

(1) Includes data prior to FVE's lease or ownership of certain facilities. During the 2001 period, FVE operated only 54 facilities 
(4,991 beds/units) with the following results:

  Occupancy                                                 89.1%
  Average daily rate                                     $135.03
  Revenue per day per available unit                     $120.37
  Percent of revenues from Medicare / Medicaid                78%
  Percent of revenues from private / other                    22%

These results reflect the facts that the facilities operated by FVE in the 2001 period were primarily nursing homes which 
provide medical care to patients while the facilities acquired since that period are primarily independent and assisted living 
facilities which provide lesser or no medical care to residents who pay occupancy charges from private resources.
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