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The outlook is rosy
for this perennial
investment option.
by John Cebb

John Cobb is senlor managing director of GE Heatth-
care Flnancial Sarvices in Chicage. Contact him at john.
cobb@ge.com.
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In terms of net operating incornes and
real ctateimarket values; America’s long-
teri carc industry is about equal in size
to 'the hospitality lodging industry — a
fact thit surprises most poopie bur makes
sense given the aging U.S. population.
Since its quict turnaround starting in 2003,
seniors housing has experienced increased
activity, particalarly right now: Long-
term care facilities have an estimated

total capacity of 3.68 million, according
to the National Investment Center for

SOIMS

the Seniors Housing & Care Industry,
with occupaney raves hovering around
90 percent. Occupancy will continee iu

rise as senior population demagrapdics

increase unless construction keeps pais.
On the investment side, capitalizaton
rates have fallen dramatically during fhie
last 24 months with certain sectors expe-
riencing declines of up to 300 basis poiniz,
The sector’s high demand, stability, aund
improved occupancy rates are diiviig
these declines and correlated pricing fie
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tered the industry in hopes of a quick,
sizable return on investment. The down-
turn pushed these operators aside, mak-
ing room for those whe understand what
it takes to run a successful long-term care
property. Efficient operatars know what
works and what doesn't, leading to bet-
ter business models that attract both in-
vestors and residents. Characteristics of
today’s most successful praperties include
larger unit sizes, state-of-the-art ameni-
ties, quality locations, and higher service
levels. As a result, quality properties don’t
sit an the market very long and portfo-
lio sales are rising; older properties with
smaller units are taking longer ro sell.
Finally, the indusrry has learned a valu-
able marketing lesson about its primary
users, which is affecting location deci-
sions. Today'’s customers not only are se-
niors but also their adult children who
frequently are involved in their parents’
housing decisions. For example, if a par-
ent is ill or suffering from Alzheimer’s
disease or another form of dementia,
adult children make long-term care de-
cisions. For this reason, some major se-
niors-housing providers are strategically
placing facilities closer to concentrations
of baby boomers, rather than concentra-
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tions of seniors, to make their properties
more attractive.

Long-Term Care’s Qutlook
Industry insiders agree that long-term
care’s outlook is positive, especially in the
next five to 10 years. Several factors will
weigh heavily inta just how successful the
industry will be,

Supply-and-demand dynamics, again,
are creating a foundation for future

growth. A strategic building approach will
continue to prevail across the indusity;
gone are the days of thinking “if we build
it, they will come.” Today’s industry insii-
ers are more in tune with the realisiic neads
of the rapidly aging American socicty.

Demographics are another key faceor.
The baby boomers, which make up 26
percent of the population, have longer iic
expectancics and have shifted away from
living with adult children in their old age,
unlike previous generations. They're also
more willing and able to pay premivw
prices to maintain independence in thor
senior years. Finally, the 85-year and old-
er population is estimated to grow three
times that of the US. population as 4
whole this decade, according to the Cen-
sus Bureau, These statistics demonsiiaiz
the growing need for care and housing
for this population segment.

The long-term care industry’s matura-
tion also has made these properties atteac-
tive to investors and potential customers,
and the diverse range of options within
the industry is expanding.

Finally,in termsof financing, select lend-
ers are bullish on the market— approach-
ing each opportunity with intense due dili-
gence to ensure strategic growth.

2005 Seniors-Housing Construction by Region
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| creases. For example, Nationwide Health

Properties, a real estate investment trust
in Newport Beach, Calif,, last fall paid
around $171 million for 13 skilled nursing
homes and one assisted-living facility in
the Nartheast. The price is about §92,000
per bed, almost twice the previous year’s
average price per bed for that region, ac-
cording to McKnight’s Online. Another
major deal involved Ventas REIT in Louis-

. ville, Ky., buying six retirement communi-

ties for $85 million or around $89,000 per
unit. Both transactions were structured as
sale-leasebacks. Competition from institu-

¢ tional investors also is driving up prices for
top-tier seniors-housing propertics, as they

seek to diversify portfolios.

While today’s seniors-housing invest-
ment market bears resemblance to that
of the late 19905, sophisticated investors
knowledgeable about seniors-housing pit-
fails are making all the difference. Having
learned from the mistakes of the 1990s, to-
day’s investors and developers are making
wiser decisions and sceing better returns.
The long-term care industry holds great
potential, and understanding its funda-
mentals and learning from the past are the
keys to success in this segment,

industry Drivers

Shifting supply-and-demand dynamics
have been a major force in the long-term
care segment’s recovery from the latc 1990s
market slowdown. During the last Ave
years, annual demand for seniors housing
has averaged 29,700 residents per year ac-
cording to the NIC, and construction of
seniors-housing units has averaged 23,200
per year. With demand exceeding new
supply by abour 6,500 units each year, oc-
cupancy rates have been climbing steadily.

Several factors have contributed to the
supply-and-demand shift. First, seniors-
housing companies have changed their
devclopment  strategies, dramatically
cutting back on new construction com-
pared to the late 1990s. For example, in
the assisted-living sector, new construc-
tion has averaged about 6,000 units per
year over the last four years compared to
roughly 30,000 units constructed annu-
ally in the late 1990s,

The second reason for the shift is the
aging population. According to the US.
Census Bureau, the “roaring 19205 ba-
bies, who currently make up about 5 per-

cent of the population, are creating greater
demand for these facilities. This demand
will increase as the population growth
rate of seniors age 75 and older skyrock-
ets in the next 10 years to 20 years.
Increased understanding that quality of
care is just as important as real estate per-
formance is another factor contributing
to industry growth. In the 1990s, many
people hopped into the long-term care in-
dustry seeing quick cash and hot real es-

tate, but they did not understand the in-
dustry for what it was — a business that
could wither without high quality of care
for residents. Today savvy investors look-
ing to get into the industry consider high-
quality care a major determining factor.
Qperators also play a major role in
the industry. The 1990s saw many inex-
perienced operators who didn’t under-
stand long-term care’s intricacies. They
viewed it as a hospitality medel and en-
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