“The Senior Living Property sector: How is it
Perceived by the Institutional Investor?

Executive Summary. The senior living and long-term
- care property sector has expanded in response to chang-
ing demographics and the increased needs of an overall
aging population. As the population of baby boomers
reaches retirement age and moves into the “sunshine”
years, the demand for real estate products designed with
elderly end users in mind is growing, and the risk / re-
turn profiles of these investments are shifting. The aim
of this research is to shed light on the perceived risks
and returns associated with the specific types of invest-
ments avatlable in the seniors housing real estate sector.
We queried members of the Pension Real Estate Associ-
ation to determine how they view this properfy sector
compared with alternative real estate investments, as
well as more traditional institutional investments, such
as stocks and bonds. We found that they do not appear
to be investing in most of the seniors housing product
available, as they perceive it to have relatively high risk,
and they do not perceive the returns to be high compared
to more traditional real estate investments or alternative
investments like international real estate.
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The seniors housing industry is one of the largest
and most complex industries in the United States.
The industry is fragmented by geographic region
and type of senior living facility. The National In-
vestment Center for the Seniors Housing and Care
Industry’s 2004 Update to the Size, Scope, and Per-
formance of the Seniors Housing & Care Industry
estimated that there are 33,000 market rate pro-
fessionally managed properties (independent liv-
ing, assisted living, nursing homes, and continuing
care retirement communities) with a capacity to
hold 3,675,000 seniors. Of these, independent liv-
ing units represent 19% (600,000), assisted living
units 17% (625,000), nursing home beds 46% (1.7
million), and continuing care retirement commu-
nities beds/units 18% (650,000) of the total (Ex-
hibit 1).

Most seniors housing literature discusses four dis-
tinct property types:

» Independent Living Facilities. Indepen-
dent living facilities (ILF's) are for seniors
who are still able to enjoy many benefits of
an active, independent lifestyle and who
are trading the responsibility of home own-
ership and maintenance for a range of
social, educational, and leisure activities.
Meal plans, limited transportation services,
and organized activities are common.

B Assisted Living Facilities. Assisted liv-
ing facilities (ASFs) provide combinations
of housing, supportive services, and health
care to meet the needs of seniors with cer-
tain activities of daily living. Safe, secure
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Exhibit 1
Seniors Housing Property Types

CCRC's
18%

Hursing Homes
Bods

46%

Source: NIC, Size, Scope and Performance of the Seniors Mousing &
Care Industry, 2004 Update.

places are designed for increasingly aging
and dependent residents, while maintain-
ing privacy and lifestyle preferences. Per-
sonal care professionals help residents
manage basic daily activities and offer a
wide array of fitness and cultural activities.

® Skilled Nursing Facilities. Skilled nurs-
ing facilities (SNFs} are designed for people
who require medical, rehabilitative, or re-
storative care. Some communities offer in-
dividual or family counseling, physical or
respiration therapies, post-hospital and
surgical care, restorative care, and coordi-
nation of care services. Residents live in
single or shared rooms, but share commu-
nity rooms for planned daily activities, so-
cial events, and dining.

& Continuing Care Retirement Commu-
nities. Continuing care retirement com-
munities (CCRCs) allow seniors to “age in
place,” with flexible accommodations de-
signed to meet health and housing needs as
they change over time. Many seniors enter
into CCRC contracts while they are healthy
and active, knowing they will be able to
stay in the same community and receive
health care throughout the aging process.

Other facilities, such as hospice and Alzheimer’s
units, provide care for specific needs. Hybrid in-
dependent living/assisted living and assisted
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living/Alzheimer’s facilities offer alternative care
programs at single locations. Additional options in-
clude age-restricted developments for active adults
over 55 and naturally occurring retirement com-
munities (NORCs). There has been recent growth
in home health services offered by public agencies
or private companies that bring services to aging
adults, and adult day care facilities serve about
400,000 elderly U.S. residents nationwide (Kaiser
Foundation, 2008). This study will focus on age-
restricted communities, independent living, as-
sisted living, and skilled nursing. Given the focus
on income-generating assets and long-term invest-
ment horizon, these are the most likely candidates
for investment by the institutional investment
community.

Several demographic trends are expected to super-
sede the traditional business cycle and create
need-based demand for ILFs, ASFs, and SNFs.

As detailed in Exhibit 2, the U.8. Census Burean
has projected that the population over age 65 will
increase from 35.0 million in 2000 to over 86.7 mil-
lion people by 2050, and the. populatlon over the
age of 85 will increase from 4.2 million in 2000 to
20.9 million people in the same period. Exhibit 3
shows the percentage..of-'-pebﬁlé. over the age of 65
and 85 years old as a percentage of the entire US.
population. As people age; they develop needs for
help with daily hvmg activities and the assistance
provided by various: semor hvmg facilities.

Over the last several decarles, an increasing per-
centage of women. in the we kferce, increased rate
of divorce, smaller famnil v gize, and job mobility
have combined to make traditional arrangements
of family care, where 4 relatives move in with
adult chﬂdren, nim‘e ifficult ‘and less common.
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Exhibit 2
U.S. Population by Age
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Exhibit 3
Percentage of U.S. Population Over the Ages of 65 and 85
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with end-stage renal disease. Medicaid is a medi-
cal assistance program jointly funded by federal
and state governments and administered by each
state’s determination of which benefits will be
made available to elderly residents and who are
defined as eligible indigent citizens. The Medicare
and Medicaid statutory framework is subject to ad-
ministrative rulings, interpretations, and discre-
tion that affect the amount and timing of reim-
bursements to ALFs participating in the program
and to SNFs, making the income streams associ-
ated with these assets complex and uncertain.

In an effort to reduce spending on healtheare, the
federal government enacted the Balanced Budget
Act in 1997. The Act changed Medicare reimburse-
ment for nursing home care from an audited cost
basis to a prospective payment system where pay-
ments are based on a set number of related re-
source utilization groups (“rugs”) representing
government-estimated costs of freating specified
medical conditions. The Medicare prospective pay-
ment program was implemented on July 1, 1998,
Throughout 1998 and 1999, Medicare reimburse-
ments paid to senior living facilities decreased dra-
matically for many owners, primarily the larger
publicly traded multi-facility owners, leading to a
financial crigis for many companies within the se-
niors housing industry. The publicly-traded nurs-
ing home companies either went bankrupt or fell
under severe financial stress. According to indus-
try consultants interviewed for this study, invest-
ments in senior living facilities performed poorly,
and many lenders and equity investors exited the
senior care business.

The federal government modified the original act,
reversing many of its original provisions and mak-
ing changes that are beneficial to the industry
Over the last five years, cost structures have been
established to account for the Balanced Budget
Act, and today, more lucrative reimbursements are
available to seniors housing owners and operators.
As more stability has been established, credit qual-
ity and investment opportunities have improved.
Since early 2000, interest in investing in ASLs and
SNFs has rebounded.

The aim of this project is to examine the relative
perceived risks and returns associated with alter-
native types of seniors housing and long-term care
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properties from the institutional investment com-
munity. The authors conducted a survey of mem-
bers of the pension fund industry that are cur-
rently investing in real estate to determine
relative risk and return perceptions of the seniors
housing investment alternatives in comparison
with more traditional real estate investments as
well as other asset classes. Because the character-
istics of the different types of seniors housing are
stmilar to other real estate investments and the
demand for senior-related real estate should be
growing, investments in seniors housing should be-
come an attractive alternative for institutional
investors.

Literature Review and Sources of Data

Various studies have attempted to promote invest-
ment in the industry. The most referenced are the
studies completed by National Investment Center
for the Seniors Housing and Care Industry (NIC)
in conjunction with numerous academics {see
Mueller, Anikeeff, and Laposa, 1997; Laposa and
Singer, 1999; NIC, 2001a: 2004). In addition, there
have been numerous studies focused on the supply
and demand of seniors housing (Doctrow, Mueller,
and Craig, 1999; Tessier angd Mueller, 1999; and
Anikeeff and Mueller, 2000) as well as several re-
source books written on i_:hé industry, including an
excellent resource guide by NIC and the Pro-
Matura Group for the Seniors Housing and Care
Industries (2001b), several focused on the assisted
living sector (Pearee 1998, 2007; and Moore, 2001)
or the development of seniors housing (Suchman,
et al., 2001; and Br&zc;ht? :Eﬁﬁg)g and there are two
information packets with a collection of materials
on the assisted living and the active adult retire-
ment communities [UL1 2006a and b). See also
Mace and Srivastava 20071 for a short primer on
the seniors housing la

nrveys on the industry.
udy to help define the
s with investing in the
lags. These include the

There are also {1
Many are used
risks and returns
seniors housing.
following:

i Housing Survey and the
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the American Seniors Housing Association
(ASHA).

® Seniors Housing Investment and Transac-
tion Report produced by the American Se-
nior Housing Association.

m NIC Trends 19992007 by the National In-
vestment Center for the Seniors Housing
and Care Industry (NIC).

® Seniors Housing Construction Trends Re-
port produced by NIC and ASHA.

® Seniors Housing Investment Survey from
19942007 produced by Michael Boehm of
Senior Living Valuation Services.

8 2003 Lenders Survey produced by NIC and
the CBIZ Valuation Group. This publica-
tion coniains the results of two surveys: the
Lender Survey of Preferences in Financing
Senior Houging and Long Term Care Proj-
ects and the Senior Living and Long Term
Care (Equity) Investor Survey.

Private and public companies that service the sen-
iors housing industry also conduct industry re-
ports and trend analysis. The following firms’
publications have been used to help frame the dis-
cussion found in this study.

w Marcus & Millichap (2007a and b, 2005,
2006a and b).

o Cushman Wakefield (2005).

® Legg Mason Wood Walker, Inc. (2005) and
Stifel and Nichols (2006, 2007), who focus
on the public market and report on the per-
formance of REITs invested in seniors
housing, including operating companies for
seniors housing.

®m C.B. Richard Ellis (2006).

In addition, there have been several academic
studies focused on the awareness, attitudes, and
perceptions of seniors toward seniors housing.
These studies are survey based and focus on the
user/tenant. For example, Gibler, Lumpkin, and
Moschis (1997) found that many seniors are un-
aware of the alternative product types available.
They think a nursing home is their primary option
outside of aging in place and they have a very neg-
ative opinion of that alternative. In 1998, these

same authors studied the decision-making process
of moving to seniors housing and found that al-
though the decision is primarily made by the se-
niors, their children as well as medical profession-
als helped them to make the decision to enter
seniors housing (Gibler, Lumpkin, and Moschis,
1998). Family members and medical professionals
were more involved in decisions to move to housing
with higher levels of care. In 2003, Gibler focused
on the lower income constituent and subsidized
housing finding the current service levels insuffi-
cient to fulfill the needs of the aging suhsidized
housing residents in the inner cities (Gibler, 2003).
Finally, Lee and Gibler (2004) completed a survey
of seniors that were planning to live in retirement
housing and found that these individuals tended
to be wealthier and healthier. They were interested
in housing that provided personal care, home care,
gocial, and security services.

A few studies have focused on the performance of
the companies involved in the seniors housing in-
dustry, typically comparing investments in seniors
housing with the performance of other asset clas-
ges. Laposa and Singer (1999) compare the size
and scope of seniors housing to alternative invest-
ments in the lodging and apartment industries in
the late 1990s. They conclude that seniors housing
compares favorably on many different dimensions
and should be considered seriously by the institu-
tional investment community. Mueller and Ani-
keeff (2001) examine the performance of six REIT
types including seniors housing and analyze how
the inclusion of operating business affects the risk
and return characteristic of the alternative REITs.
They find that the REITs that have more opera-
tional income (hotels and retail} rather than just
rental income are more volatile than those that do
not (industrial and office), with seniors housing
and health care REITs being the exception. This
aberration is explained by the fact that in seniors
housing, rental revenues are often collected sepa-
rately from the revenues generated by services.
Terris and Meyer (1995) focus on the correlation
between the healthcare REITs and the health care
companies and found that there is a significant cor-
relation between the performances of these two in-
vestment types.

In a more recent study, FEichholtz, Kok, and Wol-
nicki (2007) compared the performance of these
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two assets as well as healthcare REITs and seniors
housing operating companies from 1996 to 2005.
Their analysis focused on the type of seniors hous-
ing owned by the companies. They found that
the healthcare-based REITs outperformed seniors
housing operating companies if the product held by
the company was less service intensive, such as
independent living. As the needs for services in-
creased, these researchers found the fully inte-
grated operating companies tended to outperform
the healthcare REITSs.

The current study extends the existing literature
as it breaks down the perceived risks and returns
associated with the senjors housing asset class on
a property-specific basis. We go to the institutional
investment community to ask for their perception
of the risk/return associated with making invest-
ments in 21 different types of real estate including
direct and indirect investments in the seniors
housing marketplace.

Survey of the Institutional Investment
Community

Research Design

To ascertain the current risk and return percep-
tions of the institutional investment community to-
ward alternative investments including seniors
housing, a survey was conducted of the plan spon-
sor members of the Pension Real Estate Associa-
tion (PREA). This organization has a significant
number of members that are vendors to the pen-
sion fund community, but this study focuses on the
smaller group of investors that are employed by
the pension fund community. The intent is to ex-
amine the attitudes and perceptions of the risk and
return levels of alternative investments, extending
Worzala, Sirmans, and Zietz (2000) to include the
sub sectors of the seniors housing marketplace.

The survey was conducted by email using
SurveyMonkey. The 2005-2006 and 2007-2008
PREA directories were used to create the email
lists. A total of 46 usable surveys were returned
from a total of 304 individuals receiving the survey,
for a response rate of 15%. This relatively low re-
gponse rate is not surprising given the busy lives
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of pension fund executives that are currently in-
vesting in the real estate gector.

Results

As illustrated in Exhibit 4, the vast majority of re-
spondents were representatives from government
pengion funds (61% or 28 funds), with the corpo-
rate funds making up just over 15% of the sample.
The unions, endowments, and foundations were
not nearly as well represented. Respondents were
predominantly from the larger pension funds, with
85% of the responses coming from the larger pen-
ston funds that have investment portfolios greater
than $5 billion. By job title, the respondents were
primarily executives of the pension plans. As de-
tailed in Exhibit 5, 41% of the respondents held
the job title of a pension fund executive (VP, CIO,
COO, or Sr. VP), and 41% held a slightly lower title
but were in charge of the real estate investments
{real estate manager, director, investment officer,
or portfolio manager).

To ascertain the {ypes of decisions that the pengion
fund investors made, respondents were asked if
they were responsible for the decision, played an
advisory role, or were not responsible for the in-
vestment decisions—first, as they related to the in-
vestment alternatives found in a mixed-asset port-
folio {(stocks, bonds, and real estate) and second, as

Exhibit 4
Number and Percentage of Plan Sponsor
Survey Respondents by Type of Fund
{n = 46)
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Exhibit 5
Respondents Current Job Title
{rn = 46)
Anaiyst, Trustes
Administrator, 2, 43% Pagﬁﬂ;:uend
Assoclal o (VPACHY

8. 13% COOMBIVE)

s 19, 41.3%

Real Est
Manager,
Investment
Ckficar, Portfolio
Manager,
Diractor
19, 41.3%

their investment decisions related to the real es-
tate portfolic of the pension plan, endowment, or
foundation. Exhibit 6 details the responses to this
question and points out that the majority of the
respondents were responsible for the real estate in-
vestments rather than the other asset classes.
Only 5% reporied they were involved directly in
the mixed-asset portfolio investment decisions al-
though slightly more than one-fourth (28%) played
an advisory role, while 68% said they played no
part in these investment decigions. The respon-
dents were close to investment decisions regarding
the real estate portfolio, with 66% indicating they
were responsible for the asset allocation decisions,
and only 7% indicating the decisions were some-
thing with which they were not involved.

(Given the uncertainty in the investment commu-
nity of how direct and indirect real estate decisions

were made, respondents were also asked if they
actively assisted in these allocation decisions.
Clearly, they are actively involved with these de-
cisions, with more of the respondents claiming di-
rect responsibility for the indirect real estate in-
vestments than the direct real estate investments.
In both cases, about 25% had an advisory only role,
but 70% of the respondents were directly respon-
sible for indirect real estate decisions, while only
53% were directly responsible for making direct
real estate investment decisions. Thig could be due
to the fact that many pension funds delegate in-
vestment decisions for direct real estate invest-
ments to their advisory firms in the form of sole
discretion for separate accounts, or it is represen-
tative of the shift towards pension funds holding
real estate as an indirect vehicle, striving for the
liquidity and transparency that is often associated
with the REIT investment alternative. This is cer-
tainly an area for future research.

Not only is there a debate in the pension plan com-
munity about how decisions are made, but there is
also a split in terms of how real estate-related in-
vestments are accounted for in a portfolio. Ag il-
lustrated in Exhibit 7, private REITs, real estate
operating companies, and joint ventures in real es-
tate are typically accounted for in the real estate
portfolio. However, in some cases, public REITs are
considered real estate (74%), but in other portfolios
they are counted as equities in the mixed-asset
portfolio (30%). Operating companies are also split,
with some funds accounting for these investments
as real estate, and others considering them as com-
penents of the equities portfolio. Also, mortgages
and commercial mortgage-backed securities are

Exhibit 6
Responsibility of Respondents toward Investment Decisions
| Am Responsible I Am Not Response
Real Estate Investment Alternative | Advise Only for Making These Responsible For Count
Mixed asset investment decisions it 27.5% 2 5.0% 27 67.5% 40
Istocks, bonds, real estate)
WAathin the property asset class i 26.8% 7 £65.9% 3 7.3% 41
investment decisions
Specific investment decisions for a 1t 26.8% 29 70.7% i 2.4% 41
given indirect real estate investment
Specific investment decisions for a 10 25.6% 21 53.8% 8 20.5% 39

given direct real estate investment
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Exhibit 7
Accounting for Real Estate Investments in Mixed Asset Portfolios

Reat Estate Equities Fixed income Not Sure Response
Invesiment Alternatives Portfolic Portfolio Portfolio Which Portfolic Count
Private RETs 36 97.3% p 5.4% 4 0.0% 0 0.6% 37
Real estate operating companies 36 97.3% 2 544 G 0.0% Q 0.0% 37
Joint ventures in real estate 33 97.1% 0 Q0% G 0.0% ! 2.9% 34
Puibfic REITs 29 74.4% 12 30.8% i 2.6% 0 0.0% 39
Operating companies 21 63.6% 24.2% G 0.0% 6 18.2% 33
Mortgages 18 52.9% 0.0% 19 55.9% 1 2.9% 34
CMBSs 14 3B.9% 0.0% 25 69.4% 2 5.6% 36

Note: In some cases respondents chose two or more categories for the

investments so percentages will not add to 160%.

not always accounted for similarly, with some in-
vestors considering them as fixed income securities
rather than real estate investments. Mortgages
were slightly more likely to be considered real es-
tate (52%), while the CMBSs were more likely to
be accounted for as fixed income (69%).

Another series of questions was asked to deter-
mine what real estate investment alternatives the
responding pension plans are currently holding,
looking to hold, or not at all interested in holding.
The responses to these questions are detailed in
Exhibit 8, and it appears that, at present, the se-
niors housing alternatives are not significant hold-
ings of pension fund investors. Indirect seniors
housing, both independent living and assisted Liv-
ing, were the most common subsectors of seniors
housing to be held in a real estate portfolio, but
only slightly more than half of the respondents
held these investment alternatives, Somewhat less
than a third held age-restricted apartments, while
the remaining seniors housing alternatives are not
presently held in most pension fund portfolios.

When gqueried about looking to invest in the real
estate investment alternative, respondents placed
seniors housing at the bottom of the list. The only
non-seniors housing in the bottom 10 property
types were direct hotel investments and direct in-
ternational real estate investments. The degire to
follow global {rends ig reflected in Panel B of Ex-
hibit 8, as 37% of the respondents indicated they
were currently looking to add indirect interna-
tional real estate investments to their portfolios.
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The top seniors housing investment alternatives
on the “likely to invest” list were the indirect in-
dependent living investment and age-restricted
apartments, where 16% (or six pension funds) were
contemplating adding these two investment
alternatives.

Panel C of Exhibit 8 asks the question one more
time to determine which investments pension
funds are currently considering. Apparently, most
seniors housing investment alternatives are not on
the radar screen for the pension plans that re-
sponded to this survey. Close to 90% of the respon-
dents placed SNFs high on their list of no interest.
Onceagain, direct hotels and direct international
investments were the only two non-seniors hous-
ing investment alternatives on the top of the “not
at all interested” list. This indicates that the in-
vestment community, at least as far as the pension
commurity is concerned, does not intend to be ac-
tive in the seniors housing marketplace without a
gignificant amount of education from the seniors
housing investment community.

Finally, a series of questions were asked to deter-
mine the perceived risk and return levels for al-
ternative investments available to today’s pension
fund investors. First, respondents were asked to
apply a Likert scale of 1-5 to rate the relative risk
and return of investing in the more traditional as-
set classes (stocks, bonds, and real estate). Exhibit
9 details the mean ratings as well as the responses
by grouping responses with 4 and 5 as higher risk,
3 as moderate risk, and 1 and 2 as lower risk.
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Exhibit 8

Panel A: Number of Respondents Currently Holding the Real Estate Investment Alternative

Indirect International Reai Estate &
Indirect Retail
indirect Office

Indirect Apariments ‘
indirect industrial
Indirect Hotel
[irect Office
Direct Retail

Direct Industrial
Indirect Senior Housing IndependentLiving

o

Bk

Direct Apartments
Indirect Senior Housing Assisted Living

DirectHotel

Age Restricted Apartments

Directinternational Real Estate

Indirect Skilled Nursing Faciiities {subacute/rehab)

Indirect Skitied Nursing Facilities (long ierm care)

Direct Senior Housing Assisted Living

Direct Senior Housing Independentiiving

Direct Skilled Nursing Facilities (subacute/short-term rehab)

Direct Skilled Nursing Facilities (with long term care)

0 5 10 15 20 25 3¢ 35
Number
Currentiy Response Response

Real Estate Investment Alternatives Hold Percert Count
Indirect Office 33 89.2% 41
Indirect Retail 33 89.2% 40
Indirect International Real Estate Investmerts 33 89 2% 40
Indirect Apartmerits 32 86.5% 41
Indirect industrial 31 83.8% 40
Indirect Hotel 30 81.1% 40
Birect Office 265 70.3% 37
Direct Industrial 22 59.5% 37
Direct Retail 22 59.5% 37
Direct Apartments 20 54.1% 36
indirect Senior Housing Independent Living with congregate dining and other 20 54.1% 38
Services]
Indirect Senior Housing Assisted Living 19 51.4% 38
Direct Hotel 13 35.1% 37
Age Restricted Apartments 12 32.4% 35
Direct International Real Estate Investrments [N 29.7% 36
Indirect Skilled Nursing Facilities {primarily with subacute care /short-term rehabj 9 24.3% 36
Indirect Skilled Nursing Facilities [primarily with fong-term carel 8 21.6% 37
Direct Senior Housing Assisted Living 7 18.9% 36
Direct Senior Housing independent Living {with congregate dining and other 5 13.5% 36
services
Direct Skifled Nursing Faciiities {primarily with subacute care/shortterrm rehabj 3 8.1% 36
[rect Skilledd Nursing Faciiities {primarily with long-term care} 5.4% 37
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indirect International Real Estate %=

Age Restricted Aparments
Indirect Senior Housing Independent Living

tndirect Industrial
DiractAparimants
Direct Industrial
indirectAparnments
indiract Hotel
indirect Office
DirectOffice
Indirect Retail
Direct Retai

DirectSenior Housing Assisted Living
Directinternational Real Estate

Indiract Senior Housing Assisted Living

Indirect Skilled Nursing Fagilities (long term care)
Direct Skilled Nursing Facilities (with long term care)

Direct Senior Housing Independent Living

DirectSkilted Nursing Facilities (subaciste/short-tarm rehab)
indirect Skilled Nursing Facilifies (subacute care/rehab)

DirectHotel

0 2 4 8 8 12 16
Number
Currently Response Response

Real Estate Investrment Alternatives Hold Percent Count
Indirect Internationatl Real Estate investments I4 37.8% 40
Indirect Industrial 12 32.4% 40
Direct industrial 11 29.7% 37
Direct Apartments 1 29.7% 36
Direct Office 9 24.3% 37
Indirect Office 9 24.3% 41
indirect Hotel Q 24.3% 4G
Indirect Apartments 9 24.3% 41
Direct Retait 7 18.9% 37
Indirect Retail 7 18.9% 40
Direct Senior Housing Independent Living jwith congregate dining and other 3 8.1% 36
services)

Indirect Senior Housing Independent Living [with congregate diring and other ) 16.2% 38
services)

Age Restricted Apartments 6 16.2% 35
Direct Internationat Real Estate investments 5 13.5% 36
Direct Senior Housing Assisted Living 5 13.5% 36
Indirect Skifled Nursing Facilies {primarily with long-term care) 4 [0.8% 37
Indirect Senior Housing Assisted tiving 4 10.8% 38
Direct Hotel 3 8.1% 37
Direct Skilled Nursing Facilities {primarily with long-term care) 3 8.1% 37
Indirect Skilled Nursing Facilities [primarily with subacute care/short-term rehab) 2 5.4% 36
Direct Skilled Nursing Facilicies (primarily with subacute care /shortterm rehab) 2 5.4% 36
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Exhibit 8 (continued)

Panel C: Number of Respondents Not Interested in Holding the Real Estate Aiternative

Diract Skilled Nursing Facilities (subacute/short-term rehab)
Direct Skilled Nursing Facilities (with long term care)
Direct Senior Housing Independent Living

Indirect Skilled Nursing Facilites (subacute care/rehab)
Indirect Skilled Nursing Facilities (fong term care)
Direct Senior Housing Assisted Living

DirectHotel

DiractIntermational Real Estate

Age Restrictad Apariments

Indirect Senior Housing Assistad Living

indirect Senior Housing Independent Living

Direct Apartments

Diract Retail

Direct Industrial

indirect Apartments

Birect Office

IndirectHotel

Indirect Retall

Indiract Industrial

indirect Otfice

Indiractinternational Beal Estate Investments

5 10 15 20 25 30 35 E
Number ,
Currently Response Response

Redl Estate investment Alternatives Hold Percent Count
Direct Skilled Nursing Facitities {primarily with long-term care} 33 89.2% 37

Direct Skiled Nursing Facitities {primarily with subacute care/short-term rehab) 33 89.2% 36

Direct Senior Housing Independent Living {with congregate dining and other 29 78.4% 36
services)

Direct Senior Housing Assisted Living 27 73.0% 34
Indirect Skilled Nursing Facilities (primarily with long-term care) 27 73.0% 37
indirect Skilled Nursing Facilities [primarity with subacute care/ short-term rehaby) 27 73.0% 36

Direct Hotel 23 62.2% 37

Direct International Real Estate Investments 22 59.5% 36

Age Restricted Apartments 20 54.1% 35
Indirect Senior Housing Assisted Living 16 43.29% 38
Indirect Senior Housing Independent Living (with congregate dining and other 15 10.5% 38
services)

Direct Industrial 12 32.4% 37

Direct Retail 12 32.4% 37

Direct Apartments 12 32.4% 36

Direct Office 9 24.3% 37
Indirect Apartments 9 24.3% 41
Indirect Hotel 8 21.6% 40
indirect Office 6 16.2% 41
indirect industrial & 16.2% 40
indirect Retail & 16.2% 40
fndirect International Real Estate Investments 3 8.1% 40
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Exhibit 2
Investment Alternatives Ranked by Risk and Return Ratings

Unfamiliar with Mean Response
Investrment Afternatives Higher Risk Moderate Risk Lower Risk Property Type Rating Count
Pariet A Risk Ratings
Venture Capital 22 84.6% I 3.8% 0 0.0% 3 4.83 26
International Equities 17 65.4% 5 19.2% 1 3.8% 3 3.83 26
Comparry Stock 12 46.2% ii 42.3% 0 0.0% 3 3.61 26
LLS. Equities 12 46.2% i2 46.2% 4] 0.0% 2 358 26
Private REITs 13 50.0% 10 38.5% 3 11.5% & 3.38 26
Public REfTs 12 46.2% 12 46.2%: 2 7.7% O 338 26
Direct Real Estate 9 24.6% 14 53.8% 3 11.5% G 3.27 26
CMBS 8 30.8% 14 53.8% 4 15.4% o 3.23 26
U.S. Indexed Funds 8 32.C% i3 52.0% 3 12.0% i 321 25
Mutual Funds & 23 1% i 42.3% 5 19.2% 4 309 26
International Bonds 7 26.9% ) 42.3% 5 19.2% 3 3.09 26
Mertgages 5 19.2% 10 38.549% 11 42.3% O 277 26
Corporate Bonds 2 7.7% 10 38.5% 12 46.29% 2 258 26
.5, Bonds other than Z 7.7% g 34.6% 13 50.0% 2z 247 26
Government Bonds
1S, Government Bonds O 3.0% i 3.7% 24 88.9% 2 1.20 27
Panel B: Return Ratings
Verture Capital 22 84.6% i 3.8% o 0.0% 3 4.61 26
International Equities 16 61.5% & 23.1% a 0.0% 4 3.82 26
Direct Real Estate 10 38.5% i3 50.0% 3 T1.5% O 3.42 26
Company Stock 8 30.8% 13 50.0% i 3.8% 4 3.36 26
Private REITS {Indirect RE] 10 38.5% i4 53.8% 2 7.7% O 3.35 26
LS. Equities & 23.1% i7 65.4% 4] 0.0% 3 3.30 26
Public REITs findirect RE} g 36.0% it 44.0% 5 20.0% O 316 25
Mutual Funds 2 7.7% i9 73.1% 0 0.0% 5 3.10 26
.5, Indexed Funds 5 19.20 i5 57.7% 3 11.5% 3 3.09 26
MBS 4 16.0% 10 40.0% 1 44.0% & 276 25
Mortgages 3 12.0% 12 48.0% 1G 40.0% G 272 25
International Bonds 3 12.6% 8 32.0% i 44 0% 3 2.59 25
Corporate Bonds 2 7.7% S 19.2% 14 61.5% 3 2.39 26
U.S. Bends other than i 3.8% S 19.29 17 65.4% 3 2.22 26
Government Bonds
U5, Government Bonds &) GC.0% 2 7.4% 22 81.5% 3 1.25 27

Notes: Respondents used a Likert scale with 5 = high risk and 1=low risk. Higher Risk combines 4 and 5; Lower Risk combines 1 and 2. Not
all respondents rated each alternative so the n differs from investment to investment.

Mean risk ratings were not surprising, with ven-
ture capital viewed as the most rigky of the alter-
native investments, with 85% of the respondents
rating it a 4 or 5 on the Likert scale. This was
followed by international equities, company stock,
and U.S, equities, Investors found indirect real es-
tate to be more risky than direct real estate in-
vestments while CMBS investments were consid-
ered slightly less risky. Given the recent turmoil in
the financial markets in terms of mortgage-backed
securities, these risk levels are likely shifting.
Straight mortgages had one of the lower rigk rat-
ings (2.77), and these investments were found to
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have mean risk rating levels similar to bonds.
Panel B of Exhibit 8 details the relative mean re-
turn ratings for each investment, and the order of
mean return ratings shifts. Venture capital and in-
ternational equities are still perceived to have the
highest mean return ratings, but direct real estate
has the third highest mean return rating (3.42),
and REIT investments, particularly private REITs,
move up on the list,

Exhibit 10 details the responses for investors con-
sidering investment alternatives for the real estate
portfolio. Respondenis appear to associate higher
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The Senior Living Property Sector: How is it Perceived by the Institutional Investor?

Exhibit 10

Alternative Real Estate Investments Risk and Return Ratings

Uinfamifiar with  Mean Response
Investment Alternatives Higher Risk Moderate Risk  Lower Risk Property Type Rating  Count
Panel A: Risk Ratings
Licensed Alzheimers/Dementia Facility 12 48.1% 2 7.4% ! 37% 11 4.25 27
Skilled Nursing Fadcilities (subacute care/rehab) 1 3.7% 4 15.4% 1 3.7% 7 4.15 27
Hybrid Independent Living and Assisted Living 14 53.8% 2 7.7% 1 3.8% 4.00 26
Facilities
Skilied Nursing Facilities {primarily with long- 12 46.2% 4 15.4% | 3.8% 9 4.00 24
term care)
Luxury / Upper Scale Lodging 18 69.2% 8 30.8% o 0.0% G 3.96 26
Private International Real Estate Funds 20 76.9% & 23.1% G 0.0% G 3.92 26
Extended Stay Lodging 16 61.5% ki 34.6% G 0.0% i 3.92 26
Continuing Care Retirement Commurities 14 53.8% 5 19.2% i 3.8% & 3.90 26
Licensed Assisted Living Facility {stand-alone) 12 46.2% 4 15.4% i 3.8% g 3.88 26
Health Care Operating Companies 1 42.3% 5 19.2% i 3.8% g 3.88 26
Limited Service Lodging 14 53.8% 8 30.8% i 3.8% 3 3.87 26
Public international Reaf Estate Funds 18 69.2% 8 30.8% G G.0% 0 3.85 26
Fuil Service Lodging 18 69.2% & 23.1% i 3.8% ! 3.84 26
Senior Housing Independent Living 12 46.2% & 23.1% i 3.8% 7 3.74 20
Real Estate Mortgage Investment Conduits 14 53.8% & 23.1% ] 3.8% 5 3.71 26
Senior Housing Specialized REITs 13 50.0% 7 26.9% G 0.0% & 3.70 26
Stuburban Office 15 57.7% 11 42.3% G 0.0% O 3.69 26
Private Commingled Real Estate Funds 1l 44.0% 12 48.00 i 4.0% ! 3.58 25
Flex R&DD 12 46.2% 12 46.2% G 0.0% 2 3.54 26
Strip Mall 10 38.5% 14 53.8% 2 FE 0 3.38 26
CBD Office 9 346% 14 53.8% 2 7.7% ! 3.32 26
Age Restricted Apartments 8 308% 10 38.5% 3 11.5% 5 3.29 26
Diversified Private REITs 9 346% 13 50.0% 4 154% o 3.23 26
Diversified Public REfTs 7 269% 15 57.7% 4 15.4% 4] 312 26
Power Retail Center 4 15.4% i& 61.5% 6 23.1% o 3.060 26
Apartment Market 3 11.5% 16 61.59% 5 19.2% 2 2.96 26
Regicnal Mall 4 15.4% 14 53.8% 8 30.8% 0 2.88 26
Warehaouse Market 2 F% 11 42.3% 10 38.5% 3 2.70 26
Net Lease Properties i 3.8% 4 15.4% 20 T6.9% 1 2.04 26

risk ratings with a wide range of seniors housing
alternatives, as the four highest investment alter-
native mean risk ratings were atiributed to seniors
housing, with licensed Alzheimer’s/dementia care
at the top, followed by skilled nursing facilities
(sub acute and rehab), followed by hybrid indepen-
dent living/assisted living, and finally long-term
care SNFs. Similar to the seniors housing alter-
natives, luxury lodging, private international real
estate funds, and extended stay hotels also had
higher mean risk ratings. The more traditional
real estate investment alternatives were all rated
with more moderate risk while regional malls,
warehouses, and net properties all had lower mean
risk ratings. A lack of knowledge about seniors
housing is evidenced by the number of respondents
indicating they were not familiar with the property

type. Close to 40% of those who rated the licensed
Alzheimer's/dementia facility indicated they were
not familiar with the asset class, and most of the
seniors housing aliernatives had at least six re-
spondents indicating they were not familiar with
the investment alternative.

Panel B of Exhibit 10 details the mean return rat-
ings, as well as the responses grouped by higher,
moderate, and lower levels for the real estate in-
vestments. The order of properties by levels of re-
turns shifts with international real estate (both di-
rect and indirect) and commingled real estate
funds moving to the top of the list. All of the se-
niors housing alternatives were considered to have
more moderate returns, ranging from 3.5 for SNFs
to 3.26 for age-restricted apartments. These
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Exhibit 10 {continued)
Alternative Real Estate Investments Risk and Return Ratings

investment Alternatives

Unfamiliar with  Mean Response

Higher Risk Moderate Risk  Lower Risk Property Type Rating  Court
Pane! B: Return Ratings
Private International Real Estate Funds 19 730% 5 19.2% i 3.8% i 4.08 26
Public internationai Real Estate Funds 17 68.0% 7 28.0% i 4.0% 0 3.84 z5
Private Commingled Real Estate Funds 12 48.0% 1G 40.0% i 4.0% 2 3.65 25
Luxury /Upper Scaie Lodging 17 654% & 23.1% 2 7.7% 1 3.64 26
Hybrid Independent Livirng and Assisted Living 9 36.0% 6 24.0% I 4.0% 9 3.56 25
Faciiities
Full Service Lodging i3 50.0% 9 34.6% 2 7.7% 2 3.54 26
Extended Stay Lodging 2 50.0% 10 38.5% 2 7.7% 1 3.52 26
Skilled Nursing Facilities {subacute care/rehabj 9 34.6% 5 19.2% 2 7.7% 10 3.50 26
Health Care Operating Companies 9 360% 5 20.0% 3 12.0% 8 3.41 25
Skified Nursing Facilitfes [primarily with long- T 34.6% 4 15.4% 4 154% 9 3.4 26
terr care;
Licensed Alzheimers/Dementia Facility 8  308% 5 19.20% 3 11.5% 10 3.38 26
Senior MHousing Independent Living 7 269% 9 34.6% 3 11.5% 7 3.37 26
Diversified Private REITs 1 44.0% 10 40.0% 3 12.0% i 333 25
Licensed Assisted Living Fadlity {stand-alone} 8  30.8% g 30.8% 2 7.7% 8 3.33 26
Continuing Care Retirement Communities g 34.0% 6 23.1% 3 11.5% a 333 26
Senior Housing Specialized REITs 7 269% 7 26.9% 3 11.5% 9 3.29 24
Age Restricted Apartments 5  20.0% i3 52.0% 1 4.0% 6 326 25
Limited Service Lodging -~ 10 385% i0 38.5% 4 15.4% 2 325 26
Strip Mail 5 200%  §7 68.0% 3 12.0% 0 312 25
Suburban Office 7oo280% 14 56.0% 4 16.0% 0 312 25
CBD Office 8 320%m 1 44 0% & 24.0% 0 3.08 25
Diversified Public REITs 7 26.9% 14 53.8% 4 i5.4% 1 3.08 26
Fiex R&D 5 192% 13 50.0% 7 269% i 2.96 26
Apartment Market 5 192% 13 50.0% &  Z231% P4 2.96 26
Real Estate Mortgage Investment Conduits 5  20.0% G 36.0% 6 24.0% 5 2.95 26
Warehouse Market 2 8.0% 13 52.0% 7 2B.0% 3 2.82 25
Regionai Mall 4 16.0% 12 48.0% 9 3460% 0 2.76 25
Powver Retail Center 3 12.0% 14 56.0%-.. 8 32.0% 0 2.76 25
MNet Lease Properties 2 83.3% 5 20.8% 17 70.8% 0 2.24 24
Netes: Respondents used a Ukert scale with 5 = high risk and 1 = low risk. Higher Risk combines 4 and 5; Lower Risk combines ! and 2.

Not all respondents rated each alternative so the n differs from investment to investment.

responses indicate why the pension plan investors
have not made significant investments in the se-
niors housing property sector, given that they per-
ceive many of the options to have a lower return
relative to the risk associated with the invest-
ments. Again, many of the respondents reported
lack of familiarity with the seniors housing mar-
ket, with 10 respondents indicating they were not
familiar with SNFeg or licensed Alzheimer’s/de-
mentia facilities. Indeed, a significant number of
regpondents had limited familiarity with most of
the seniors housing subsectors as invesiment
alternatives,
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Conclusion

This study provides an analysis of three of the four
major alternative subsectors of the seniors housing
marketplace. As with any real estate investment,
the majority of the unique risks are due to the un-
certainty associated with the cash flows generated
by the investment. As one moves up the risk spec-
trum for seniors housing, there is more variance
because the cash flows are more dependent on the
services being offered to the tenants of the
investment.
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The Senior Living Property Sector: How is it Perceived by the institutionat Investor?

We reported the results of a survey of plan sponsor
members of the Pension Real Estate Association.
Respondents were asked their perceptions on the
risk and return levels associated with the seniors
housing sectors in comparisen to more fraditional
real estate investments and fo more conventional
financial assets, including stocks and bonds. The
results of the survey show clearly that members of
the pension fund investment communify are not
currently invested nor are they locking to invest
in seniors housing. They rate the risks higher than
some of the other more traditional real estate in-
vestments but the returns lower than some of the
alternative investments that might be considered
relatively risky, such as international real estate
investments.

We believe this mismatch of risk and return levels
is due to a lack of understanding of the seniors
housing subsectors and hope this research pro-
vides a picture of the market and will allow for a
better understanding of the seniors housing in-
vestment alternatives. Continued research is
needed to expand the data that is available, par-
ticularly as it relates to revenues and expenses as-
sociated with the various subsectors of the seniors
housing market. In addition, a significant number
of respondents admitted a lack of famitiarity with
the investment alternative, thereby providing evi-
dence that NIC’s mission to educate the institu-
tional investment communtty may not be complete.
With increased education and data about the per-
formance characteristics of the properties, as well
as ways that the rigsks can be mitigated while hold-
ing seniors housing investments, investors will
gain a better appreciation for industry. That is,
they will realize that many of seniors housing sub-
sectors are not significantly different from assets
with which they are already familiar, including
apartments and hotel properties. As more inves-
tors consider seniors housing, they will give this
property type a higher degree of scrutiny and hope-
fully expand investments, given the ever increas-
ing need for new development as our population
continues to age.
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