Investment

Mom and pop investors
hop on the seniors housing

bandwagon

Non-traded healthcare REITs
are raising billions of dollars
from an army of small investors
in search of healthy returns.

By Joe Gase

Demographic trends and changes
in healthcare delivery continue to
drive investment in seniors hous-
ing and medical properties, and
non-traded real estate investment
trusts have positioned themselves
as a consistent and major source
of capital to the industry.

A handful of non-traded REITs
currently pursuing seniors hous-
ing as well as skilled nursing
and other medical facilities have
amasscd $6.4 billion in equity in
the past few years, according to
Shrewsbury, N.J.-based Robert
A. Stanger, a real estate invest-
ment bank that specializes in
non-traded REITs.

The vehicles cater to retail or

“mom and pop” investors — often
as part of retirement savings —
who buy into the REITs through
broker-dealers for a typical price
of 510 per share. Brokers generally
earn a commission of 7 percent.
The REITs typically pay a dividend
of about 6 percent to 7 percent,
according to Robert A. Stanger.

Non-traded REITs are direct
investments, which represent more
than $85 billion in assets under
management in over 2.5 million
investor accounts, where the aver-
age investment is $30,000, accord-
ing to the Investment Pragram
Association, an advocate for the
industry.

Non-traded healthcare REITs
expect the mom and pop investors
to keep buying. CNL Healthcare
Properties, for example, in Febru-
ary launched a follow-on offering
seeking $1 billion after complet-
ing a $1.7 billion initial raisc
in late 2014. In February, CNL
Healthcare Properties also entered
into a $405 million credit facility
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Griffin-American Healthcare REIT Il

acquired this assisted living property
in Mooresville, N.C., along with an

: assisted living facility in Raleigh in the

first quarter, and together the
buildings have 124 units. The

| properties were part of a five-

“We look for
opportunities in
the underserved

CNL Healthcare Properties is developing Wellmore of Tega Cay in South Carolina, which will include 80 assisted
living and 24 memory care units. The $41 million project is expected to open in the second half of this year.

markets where we
think we can bring
in an experienced
operatorora
reposition strategy,”
says Kevin Maddron,
senior managing
director, CNL
Financial Group.

— expandable to $700 million —

with a consortium of banks,
“There are a lot of new equity

sources, sponsors and providers
that are entering the space, which
is a good thing,” says Kevin Mad-
dron, senior managing director for
Orlando, Fla.-based CNL Finan-
cial Group, the sponsor of CNL
Healthcare. “It’s reflective of the
acceptance and understanding of
the product versus a decade or so
ago. But it's becoming a little bit
more competitive.”

Bidding war for assets

Investor demand for seniors
housing drove up the average
price of assisted living assets
to $188,700 per unitin 2014, a
vear-over-year increase of 25
percent, while independent living
communities jurmped 28 percent
over the same period to $246,800
per unit, according to Norwalk,
Conn.-based healthcare prop-

www.seniorshousingbusiness.com

erty research firm Irving Levin
Associates,

In 2014, the average assisted liv-
ing capitalization rate declined 100
basis points from the prior year
to 7.7 percent, and independent
living cap rates dropped 8o basis
points to 7.4 percent, according to
the research firm. Both cap rates
represent historic lows.

Whal's more, non-traded REITs
could pump as much as $30
billion into the seniors housing
sector this year, particularly as
new entrants target assisted living
properties, according to Marcus
& Millichap’s Seniors Housing
Research Report for the first half
of 2015,

All told, non-traded REITs
across all property sectors raised
more than 515.6 billion in 2014,
down from a record $19.6 billion
raised in 2013, according to Robert
A. Stanger. They raised $3.3 billion
in the first quarter this year.

building portfolio, and the REIT

% expects to acquire the remaining

three in the coming months.

Sentio Healthcare Properties is
developing a 207-unit independent

4 living, assisted living and memory care
\ property in Georgetown, Texas. As part
| of the $41.7 million construction

financing arrangement, Sentio’s
institutional equity partner, KKR & Co.,

. provided $13.6 million in March.

Unexpected turbulence

Last fall’s disclosure by Ameri-
can Realty Capital Properties
Inc. that it had committed a Sz3
million accounting error is partly
to blame for the dip in fundrais-
ing in 2014. The non-traded REIT
sponsor incorrectly calculated its
adjusted funds from operations
by $12 million for the first quarter
of 2014 and by nearly $11 million
for the second quarter, leading to
exaggerated earnings. (American
Realty Capital Properties is part of
the non-traded REIT empire built
by its former chairman Nicholas
Schorsch, who is not accused of
any wrongdoing,.)

American Realty Capital
Properties owns Cole Real Estate
Investments, which used to sell
up to $200 million in non-traded
REIT shares cach month, says
Kevin Gannon, president and
managing dircctor of Robert A.
Stanger. News of the account-

Seniors Housing Business = April-May 2015



ing error reduced that amount to

ab%‘ifé?gﬁgl;e?uﬁ; s Regulatory proposal casts shadow
wholesaler of non-traded REITs over offerings of non-traded REITs

for sponsor American Realty
Capital, two companies with
which officers and directors of
American Realty Capital Proper-
lies also had relalionships. After
American Realty Capital Proper-
ties announced its accounting
error, some broker-dealers work-
ing with Realty Capital sus-

Investment professionals have debated

the merits of non-traded RETTs for years.
The lack of shareholder liquidity, upfront
investrment fees of up to 15 percent, and
potential conflicts of interest among spon-
sors and management teams are often
cited as drawbacks. For those reasons,
non-traded REITs have come under

the scrutiny of the Financial Industry

investment recommendations that they
“reasonably believe” are in the client’s
best interest in terms of financial needs,
objectives and circumstances.

The department is seeking comments
on the propuosal through July 6. Securities
industry organizations such as the Invest-
ment Program Association (TIPA) and
Securities Industry and Financial Markets

L

pended sales programs, according Regulatory Authority (FINRA) and other i Association, as well as Republicans and
to Realty Capital filings with the regulators. 7 - even some Demacrats, are concerned that
SEC. As a result, Realty Capital Y, ) — : Ll i o) il sl
o ' et proponents have argued that we think it's the rule could hurt small investors,
sold $7.4 billion in equity through non-traded REITs shield share value from  goingto have a “If the rule holds, we think it’s going
investment programs in 2014, a 14 stock exchange volatility. That favorable tremendously to have a tremendously negative impact
percent drop from 2013. characteristic and a typical dividend yield "29"_';‘: i’"f"“ on middle class investors — the people
of around 6 percent to 7 percent continue ?:v:slror:i:;z they're trying to help,” says Kevin
H_ow theg.{ work o to attract investors. people they’re Hogan, president and CEO of IPA. “Alot
Like publicly tmd_Cd RE l_ls’ But the non-traded REIT industry now  trying to help,” of folks will not get advice.”
non-traded REITs raise capital, faces more headwinds. In April, the Depart- says Kevin Hogan, In a note to shareholders of NorthStar

president and
CEQ, Investment
Program Association.

purchase properties, report to
the SEC and pay out 9o percent
of taxable income to sharehold-

ment of Labor, under the Employce Retire-
ment Income Security Act, issued a pro-

Assct Management Group, a sponsor
of non-traded REITs, FBR capital mar-

° . posal that would require broker-dealers that kets analyst Daniel Altscher said that
ers in the form of dividends. sell securities to an investor through a tax-preferred  the 75-day comment period, a potential walering
Non-traded REIT shareholders retirement account put the client’s interests ahead down of the proposal and an implementation
have no marklct ifor th(m: securities, of their own. In other words, broker-dealers would ~ period that was likely at least 18 months away
however. While in certain circum- assume the role of a fiduciary. The proposal also won't interfere with non-traded REIT offerings for
stances Sl?alt‘fholders may redeem could reconfigure how broker-dealers are compen-  some time. Altscher says that in the interim, the
or sell a limited amount of stock sated, amang other changes. offerings may even lead to more aggressive capital
after a holding P‘C‘_“Od: m’n_'t“?d"‘d Currently, broker-dealers must adhere to 2 raising campaigns. -
REITs generally aim for a liquid- suitability standard, which requires them to make — Joe Gose

ity event after seven to 10 years
by either listing the vehicles on an

-

As America ages, our
expertise in seniors housing
grows more valuable.

Oak Grove is a nimble mortgage lender whose dedicated seniors housing
group focuses on service and execution. We strive to be the best lender -
not the biggest — using a highly personalized approach and extensive
product knowledge.

Our decades of working closely with Fannie Mae, Freddie Mac and HUD
have resulted in satisfied clients who return to Oak Grove, time and time
again. Experience Oak Grove's capabilities for yourself.

Call 763-656-4500 or visit oakgrovecap.com today.

Seniors Housing |  Affordable Housing | Market Rate Housing

{l"' OakGrove
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exchange or selling the assets.
But a controversial U.S.
Department of Labor proposal
that in some cases would require
broker-dealers to assume a
fiduciary role when marketing

A major force in healthcare real estate investing

Nan-traded healthcare REITs have captured a steadily growing share of funds over the past few years,
accounting for 21 percent of all capital raised in the non-traded REIT sector in 2013, 33.4 percent in 2014
and 41.7 percent through March 2015. Here's a sampling of some of the most recent capital campaigns.

(M = Millions; B = Billions; NA: Not applicable — no data to report)

201 201 YTD  Cumulative*

non-traded REIT shares could 3 4 315
hinder offerings (see sidebar, page Closed funds
45)- FU? now, nou-‘tradecl R'EIT American Realty Capital Healthcare Trust ll Inc.  $187.1 M 51.9B NA 52.0B
executives are taking a wait-and- -~ oo oE T T T v J
see attitude. Sentia Healthcare Properties Inc. NA NA NA $127.0M “The healthcare

“Could it reduce the fundrais- Griffin-American Healthcare REIT Ill Inc. NA $910.9M $933.0M $1.8B space hasfproven
. . . 2 , , out that if you raise
1ng I E)ur md_ustr} ) .It Very w ell' Total closed $187.1M 52.8B $933.0M 54.0B money in non-
could,” says Danny I’rosky, presi- traded REITs and
dent and COQ of Irvine, Calif.- .

. . Effective funds deploy itinto assets,
based Griftin-American Health- — =02-00= 79909 you can find an exit
care REIT ITI, which launched in American Realty Capital Healthcare Trust lll Inc. NA $1.0M $15.3 M $16.3 M at a premium to

r i hat ised,”
e?ﬂ_} 2014 and has raised $1.9 CNL Healthcare Properties Inc. $381.1M $556.0M $181.2M $1.3B :; s K’:_::l:g::mon
billion. “Would you have fewer prisident and
players within the industry? That NorthStar Healthcare Income Inc. $108.6 M 5854.2 M s1202 M 5118 managing irector,
might be the case.” Total effective $489.8 M $1.4B $325.7 M 52.4B Robert A. Stanger.

Staying the course

Potential regulatory shitts
aren’t about to change strategies
among non-traded healthcare
REITs, which in addition to CNL
Healthcare and Griffin-American
I include NorthStar Healthcare
Income and Sentio Healthcare
Properties. American Realty
Capital Healthcare Trust 111 in
September also launched an
offering for up to 53.1 billion and

*In some cases, the cumulative figures reflect funds raised in an offering before 2013

Data excludes dividend reinvestment plans
Source: Robert A. Stanger & Co.

in February announced that it
had raised the minimum $2 mil-
lion to break escrow.
Additionally, NorthStar
Healthcare began a $700 million
follow-on Uffeﬁng in Tebruary
after attracting $1.1 billion in its
initial raise. NorthStar Healthcare
closed out its initial offering by

Senior Living Community

Everything about our company is designed to promote the
success of your senior living community. We do that by
prioritizing quality care for residents and enriching work

selling an average of $10
million in securities per
day over the first couple
of weeks in January,
according to comments
made by David Hama-
moto, chairman and
CEQ of New York-based
NorthStar Asset Man-
agement, the sponsor of
NorthStar Healthcare and

“J think the

Additionally, in
February, American
Realty Capital Health-
care Trust IT announced
its intent to list on a
national exchange in the
second half of 2015 after
wrapping up a nearly
two-vear, $2.1 billion
offering in late zo14.

“The healthcare space

buying has
other non-traded REITs, been aggressive has proven out that
during the company’s across seniors if you raise money in
fourth-quarter carnings housing — both non-traded REITs and
call in late February. The ~ /nindependent deploy it into assets,
- . . living and assisted Y .
follow-on offering was living,” says you can find an exit at
already attracting buyers.  panny Prosky, a premium to what you

he added.

“We anticipate capital
raising to substantially
pick up momentum in the

exposure to the healthcare
sector,” said Hamamoto
during the carnings call.
The equity-raising suc-
cess among the compa-
nies has largely paralleled
a recent spate of lucrative

president, COQ,
Griffin-American
Healthcare

REIT NIl

“There has beena

raised,” says Gannon.
“So, right now there’s a
nice little tailwind at the
back of the non-traded
healthcare REIT

“‘;ﬂ : rcmaindcrl of 2015, given are RE
* ) the very high demand we fundraising.
- A experience for this prod- The robust fundrais-
It S our BUSI“ESS to M nage Your uct and the appetite for ing also indicates an

increasing comfort level
with a product that not
long ago was consid-
ered a niche even in the
alternative asset space.
While non-traded REITs
typically cater to retail

EFPTTEATIEES fO(ri our e”;t?loyl.ekesihwe treat our third-party non-traded REIT exits. :';::::;::;?" investors, the gravitation
InnEEIEIg =] [piefalEmEs () wisyy el @l @iin In the healthcare sector, capital raised of institutional inves-
with experience and expertise. Chicago-based Ventas by institutional tors toward healthcare
. early this year paid $2.3 investors in our properties has boosted
The value to you as a property owner is in our results. billion for American space, yetitsstilla  the sector’s visibility,
Realty Capital Healthcare ~ V®% fragmented says John Mark Ramsey,
- industry,” says John ‘.
Trust, a non-traded REIT Mark Ramsey, president and CEO of
Turnarounds & New Developments that listed on the Nasdaq  presidentand CE0,  Orlando, Fla.-based Sen-
Operations Management | Caonsulting Services in April 2014. In Decem- Sentio Healthcare  tio Healthcare Properties.
ber New York-based Properties. In fact, Sentio enlisted

NorthStar Realty Finance com-
pleted its $4 billion acquisition
of Griffin-American Healthcarce

private equity behemoth KKR &
Co. as an institutional partner in
2013 after raising §132 million in
a retail equity offering from 2008

(760) 691-1016 * w
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through early 2011. KKR com-
mitted to fund Sentio with up to
roughly $159 million through the
periodic purchase of convertible
preferred shares.

In one of its latest transac-
tions, KKR in March provided
$13.6 million to the company to
help finance the construction of
a zo7-unit independent living,
assisted living and memory care

Villages, Fla., which are expecled to
open in the coming months.

it opens in the second half of the
year. The company also is seeking

About the writer

value-add deals.

“We look for opportunities in
the underserved markets where
we think we can bring in an expe-
rienced operator or a reposition
strategy,” says Maddron. “We'll
continue to look for those situa-
tions where we can add incremen-
tal value.” =

CNL Healthcare recently
opened two seniors housing
projects and anticipates opening
four more over the next 12 months.
The latter group includes the $41
million Wellmore of Tega Cay
in South Carolina, a community
that will feature 8o assisted living
and 24 memory care units when

Joe Gose is a free-
lance writer who
has covered com-
mercial real estate
for 16 years. He
reports on indus-
try development,
finance and trends.

project in Georgetown, Texas.

“There has been a huge increase
in the amount of capital raised by
institutional investors in our space,
yetit's still a very fragmented
industry,” says Ramsey. “Tt might
be a bit of a stretch to call the
healthcare sector mainstream. But
from an institutional standpoint,
it's much closer than it was a
decade ago.”

Opportunity-driven

Rather than assembling portfo-
lios with a pre-determined mix of
seniors housing and other health-
care properties, non-traded health-
care REIT executives say theyre
searching for the best available
opportunities and proven operators.

Over a six-month period that
ended March 31, Griffin-American
invested the bulk of $627.7 million
in a 42-building portfolio heavy
on medical office. The portfolio
mcludes five assisted living com-
munities. The company also has
executed $509 million in agree-
ments to purchase more healthcare
properties.

“We tend to look for the best
risk-adjusted returns in cach asset
class, so the portfolio mix is depen-
dent on what's out there in the mar-
ketplace,” says Prosky. “I think the
buying has been aggressive across
seniors housing — both in indepen-
dent living and assisted living.”

Meanwhile, CNL Healthcare's $2
billion portfolio includes 55 scniors
housing properties and 47 other
medical properties. Sentio lists 26
seniors housing assets — primarily
assisted living — among its $408
million portfolio of 31 properties.

“We like to stay flexible in our
ability to manage our allocations
as opportunities come up, and that
has clearly led to a seniors housing
focus over the last couple of years,”
says Ramsey. “The optimal out-
come is driven by what the market
seems to suggest.”

The Sentio and CNL Healthcare
seniors housing portfolios also
feature development projects. In
addition to its community in carly
development in Georgetown, Sentio
is building two assisted living facili-
ties in Blue Springs, Mo., and The

The shortest distance to capital is straight talk.

Continuum Healthcare
Four Skilled Nursing Facilities

$48,000,000

Senior Term Loan

Chestnut Healthcare
14 Skilled Nursing Facilities

$30,000,000

Revolving Credit Facility

Tryko Partners
Two Skilled Nursing Facilities

$14,600,000

Senior Term Loan

Madison Realty Equities
One Assisted Living Facility

$9,500,000

Senior Term Loan

We know how to clear the way for an opportunity. Our industry
expertise and efficient loan process allow us to get deals done,
And backed by our solid balance sheet and lending power we
deliver flexible solutions for any size and type of skilled nursing or
seniors housing facility. Whether you're expanding, diversifying,
ar responding to the reimbursement and regulatory environment,

we can get things done. Give us a call to get on board.

Don Kelly, Senior Director, Healthcare Finance
dkelly@capitalsource.com

For more information call (941) 309-5322,
or visit www.capitalsource.com

CapitalSource =
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