



Senior citizens' living sector may be safe haven

'Need driven' real estate category holds up amid subprime mess
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The senior citizens' living subsector of the real estate market may offer refuge to investors as other categories get battered by the subprime crisis. 

"These [senior-living] companies are not so involved in the subprime area," said Joe Baker, president of Alcus Financial Group LLC of Mount Pleasant, S.C., which has $25 million of assets under management. 

"We're not buying companies that are leveraging their debt to buy real estate," he said. "Residents are paying out of pocket or using long-term-care insurance." 

The senior citizens' living sector focuses on independent-living communities, assisted-living residences, nursing homes and continuing-care retirement communities, which offer a combination of living options. 

This year through last Tuesday, the 11 real estate investment trusts tracked in the Washington-based National Association of Real Estate Investment Trusts Inc.'s health-care subsector, which comprises senior-living properties, were down 6.6%, compared with an 8.1% decline for its overall Equity REIT Index. 

But the health-care group posted about a 2.1% rise last year, compared with a 15.7% loss for the index. And the group posted compound annual average growth of 22.8% for the five-year period ended Dec. 31, compared with 18.2% for the index. 

For-profit properties are generally held within the category of health-care REITs, while not-for-profit properties are covered by bond-issuing companies. 

Similarly, tax-exempt bonds that are backed by senior-living communities, such as those issued by Ziegler Capital Markets, a subsidiary of Milwaukee-based B.C. Ziegler and Co., offer 6% to 7% tax-free returns. 

"Individual investors can participate in these investments through the Ziegler brokerage network and through many high-yield mutual funds or through the secondary market," said Tom Paprocki, president of B.C. Ziegler. 

Another avenue for investment is evolving. 

"With the tightening of credit, many [senior-living] companies are looking for equity partners," said Bob Kramer, president of the National Investment Center for the Seniors Housing and Care Industry in Annapolis, Md. 

"Over the next 20 years, it's going to emerge as one of the largest industries in the U.S. — many times larger than the hotel industry," he said. "It's different than other real estate [classes] because it is need-driven." 

Awareness of senior-living options will be a major growth driver in the sector, said Raymond J. Lewis, executive vice president and chief investment officer of Ventas Inc., a health-care REIT based in Louisville, Ky. 

"Because so many baby boomers are dealing with their parents, they'll be more aware and comfortable [with the industry]," he said. "The number and quality of options has increased."

"The intriguing thing in senior housing is that it has fairly good underlying fundamentals," said Jerry Doctrow, health-care real estate analyst with St. Louis-based Stifel Nicolaus & Co. Inc. The number of people reaching their 80s continues to grow, he said. 

Stifel Nicolaus has provided investment banking services to several companies that Mr. Doctrow covers. Because construction levels have been modest and credit is tightening, there is a growing demand without commensurate supply. 

Therefore, "the [rental] rates will rise," Mr. Doctrow said. 

But there are reasons for concern. 

"Everyone gets confused with demographics," said Stephen Monroe, editor of SeniorCare Investor, an industry newsletter published by Irving Levin Associates of Norwalk, Conn. 

"Although the number of 75- to 80-year-olds is increasing every year, the boomer wave won't hit until another 10 to 20 years. If you build properties now, they'll be obsolete by then," Mr. Monroe said. 

"The boomers are going to be extremely demanding; a lot of them want to stay in their homes. Furthermore, there's a lot of wealth, but over half of the baby boomers won't be able to afford to move into these [senior-living] communities," Mr. Monroe said. 

With a patient and a disciplined ap-proach, attractive returns will come eventually. 

"We're taking a long-term approach — a minimum of three years, more likely eight years. We've held REITs since 2001. About 7% of our average portfolio is in senior living, through REITs and equities," Mr. Baker said. 

"Our clients have good exposure to what we think is going to be a growing industry," he said.
