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The first big investments by Kayne Anderson Real Estate Advisors
in seniors housing include Aston Gardens, a portfolio of six mostly
independent living properties including Aston Gardens at Pelican
Marsh in Naples, Fla.

By Bendix Anderson

In just two years, private equity fund manager Kayne Anderson Real Estate Advisors
(KAREA) has amassed a large seniors housing portfolio in the United States.

“We’ve been pleasantly surprised at how much we’ve been able to accomplish,” says
Max Newland, KAREA’s managing director of healthcare real estate.

The private equity firm now owns 3,500 units of seniors housing, up from zero two
years ago — plus deals in progress that should grow the portfolio to 5,000 units within
the next 12 months. This has earned the firm a place among the top 50 owners of seniors
housing in the United States, according to the American Seniors Housing Association.

Private equity funds are pouring money into seniors housing investments, drawn
by the sector’s proven track record, strong real estate fundamentals and new sources of
information on supply and demand. Fund managers with a long history of investing in
seniors housing are allocating more to the sector. New funds are also joining the bidding
for existing seniors properties and developing new properties.

Private equity funds manage capital on behalf of investors ranging from pension
funds to high-net-worth individuals. The first challenge of the private equity business
is convincing investors to put money into their funds. “The fundraising market is more
competitive than ever,” says Andrew Moylan, head of real assets products for Preqin, a
research firm that gathers information on private equity investments.
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2014: Banner year for PE fundraising*

Private equity funds focused on niche property types,
including seniors housing and student housing, raised
$2.6 billion in 2014, more than any other year in the
last decade.

Year No. of funds Aggregate capital raised

2004 1 $100 million

2005 4 swomilion
2006 6 _ $1 bllllon o
2007 9 ------------------- s14b||I|on --------
2008 5s600mllllon _______
2009 © $12b|II|or_1 --------
2010 4 ~ swomilion
2011 12 I sgoo mI"IOI’I'

2012 11 T $1.5 bllll-on
2013 s s18blll|on --------
e 1.2 ................ 525b||||on ........
2015 YTD 1__ -h_‘sgo;;mlllon o

*When a PE firm announces the closure ofa round of
fundraising, the total amount raised is recorded in that year.
Source: Preqgin
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Real estate in general, and
seniors housing in particular, is
attractive to these investors. Real
estate funds managed by private
equity firms held an all-time high
of $742 billion in assets at the
end of 2014. That figure takes
into account all property types,
ranging from trophy office prop-
erties to self storage, according
to Pregin.

“There is a great deal of insti-
tutional confidence in the real
estate asset class and its ability to
meet portfolio objectives,” says
Moylan. “Institutional inves-
tors are receiving high levels of
distributions from their existing
commitments and strong returns
on average.” Annualized returns
from private real estate invest-
ments averaged 16.7 percent over
the last three years, according
to Preqin.

In 2014, a dozen funds focused
exclusively on niche properties
types — from seniors housing to
student housing — raised $2.6
billion from investors. That's up
from $1.8 billion the year before,
and the highest level of fundrais-
ing for niche property funds in
the last 10 years.

KAREA's third real estate fund
was its first to significantly invest
in seniors housing. The fund
raised $750 million. Fundraising
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Largest North American real estate funds focused on alternative property sectors

(funds closed 2012-2014)

Fund

Harrison Street Real Estate Partners IV Harrison Street Real Estate Capital
Kayne Anderson Real Estate Partners Il Kayne Anderson Capital Advisors

Prudential Senior Housing Partners IV Prudential Real Estate Investors

Manager Size Sector Focus
$750million  Medical/healthcare, self storage,
seniors housing, student housing
" s750million  Seniors housing, student housing
~ ssesmilion Seniorshousing
AEW Capital Management $371 million Se'r;i‘(l)rsl housmg R

Source: Pregin

is now well under way for the
Boca Raton, Fla.-based firm’s
fourth real estate fund, which
will invest in a number of niche
property types, with 75 percent of
investment activity split between
seniors housing and medical
office properties.

Prudential Real Estate Inves-
tors (PREI) has also found enthu-
siastic investors. It raised $568
million for its Senior Housing
Partners Fund IV, which closed
its final round of fundraising in
2012. That’s significantly more
than the $370 million that PREI’s
Senior Housing Partners Fund III
raised in 2006.

“Each seniors housing fund
tends to get a little bit larger
with a few extra clients,” says
Noah Levy, managing director
for PREL “The interest in, and the
knowledge of, seniors housing
is growing.”

AMEREE AN REarrs Caprrag
Howmie aer Trese Tl I

Strong performance

under pressure

Private equity investors are
drawn to seniors housing partly
because the asset class performed
quite well during the Great
Recession. From 2008 to 2011,
average rent growth for seniors
housing properties never dipped
below 1 percent a year, according
to the National Investment Cen-
ter for Seniors Housing & Care.

“Ours is the only property type
that didn’t experience negative
rent growth,” says Beth Mace,
chief economist for NIC. In con-
trast, retail, office, and multifam-
ily properties all suffered falling
rents on average during and after
the crash.

Many experts now believe that
seniors housing is a countercycli-
cal investment, meaning invest-
ments in seniors housing may
keep their value even in tough

economic times. “Seniors hous-
ing is driven by slightly different
things than other property types,”
says Mace. “It acts differently
than stocks and bonds.”

Seniors housing can perform
well in a downturn because the
demand for seniors housing is
not necessarily based on market
cycles — particularly for seniors
housing types like assisted living
or memory care that serve people
with acute medical needs. “Poten-
tial residents can try to postpone
the decision to move into seniors
housing, but often they can't,”
says Mace.

Some private equity funds that
invest in seniors housing have
experienced that resilience for
themselves. PREI’s Senior Hous-
ing Partners Fund IIT acquired
properties in 2006, 2007 and 2008,
some of the peak years of the real
estate boom before the crash.
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“The value of the portfolio was
never down more than 10 per-
cent,” says Levy. “We never had
distress and never breached a
leverage target.” In other words,
the prices for seniors housing
properties never dropped to the
point that the debt equaled more
than 60 percent of the value of
the properties.

The assets continued to
produce fairly steady income
throughout the crisis, enabling
them to maintain their value.

“[Fund III] distributed income all
the way,” says Levy. “The fund
provided its investors with an
internal rate of return and mul-
tiple in excess of anything else
they invested in commercial real
estate over that time.”

Seniors housing has also ben-
efitted from rich data collected
by organizations like NIC, which
makes seniors housing invest-
ment more transparent to inves-
tors, including vacancy rates,
property sales data, demographic

KAREA + Discovery: A
formidable partnership

Kayne Anderson Real Estate Advisors
(KAREA) forged a strong relationship with
Discovery Senior Living in October 2013
when it paid $404 million for a controlling
interest in Aston Gardens, a portfolio of six
seniors housing properties in Florida total-
ing 1,930 units. The properties are primarily
independent living communities.

Before the sale, Discovery had kept the
portfolio fully occupied with its old equity
partner, GE Capital. Kayne Anderson
replaced GE and also bought some of Dis-
covery’s equity in the property — returning
some capital to the operator.

Because portfolios of fully occupied
seniors housing properties like Aston
Gardens are difficult to find, many private
equity funds are investing in seniors hous-
ing projects that are not yet stabilized.

“Competition has skewed private equity
more toward development and value-added
projects than five year ago,” says Alan Ursillo,

senior vice president for JLL Capital Markets.
In February 2014, KAREA and Discovery
partnered to add value to a portfolio of 1,053 units

“Competition
has skewed
private equity
more toward
development
and value-
added projects
than five years
ago,” says Alan
Ursillo, senior
vice president,
JLL Capital
Markets.

in five properties in Texas that were 76
percent occupied, paying $290 million for
the Conservatory Senior Living portfo-
lio. The average occupancy across that
portfolio has risen to 86 percent, says Max
Newland, KAREA’s managing director of
healthcare real estate.

KAREA executed both of these giant
deals via its third real estate fund, which
by the second quarter of 2015 will have
committed all of its $750 million to a mix
of niche property types, including seniors
housing, medical office and student hous-
ing. Together, KAREA and Discovery also
plan to undertake ground-up develop-
ment projects.

“Our pipeline is a mix of development
and acquisitions of value-added and
stabilized properties,” says Newland. “As
a firm, we have quite a bit of in-house
development expertise.”

— Bendix Anderson

number of units under construc-
tion in many markets.

“The supply of new units
does not even come close to the
demand,” says Matthew Whit-
lock, executive vice president
for the CBRE National Senior

Housing Group.

Private equity fund managers
need to be armed with this kind
of data to justify their strategies
to investment committees.

The positive data on seniors
housing is drawing managers of

trends and new construction
figures.

So far, the balance between
demand for seniors housing
and the supply of new seniors
projects looks positive for many
private equity investors. “We are

going to see our customer base
grow pretty rapidly in the next 15
years,” says Prudential’s Levy.
The supply under construction
now is likely to be absorbed, say
industry experts, even though
data from NIC counts a growing

HARRISON STREET | Real Estare Capital

Since 2006 we have acquired

ACTIVELY INVESTING
IN SENIOR LIVING

or developed over $3.0 billion

in senior housing properties

nationwide. As one of the
largest private equity investors
in the senior housing space
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acquisition and development
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real estate private equity funds to
consider seniors housing invest-
ments, even if their funds aren’t
targeting niche properties. “We
take those calls weekly,”
says CBRE's Whitlock.

deals over many years.

“It’s a lot of work to put
together one of these partnerships.
Neither party wants to do that for
just one deal,” says Richard
Swartz, executive manag-
ing director and national
head of senior housing for
Cushman & Wakefield. “It’s
rarely a one-off.” =

Private equity encour- berkeley
ages its operating partners
to hold an equity stake in
seniors housing properties

A good yield

is hard to find

About two-thirds of
fund managers indicate
it is more difficult to
source attractive invest-
ment opportunities in

O oint

the current environment e neverhad  to help motivate the opera- A History of Excellence. A Future of Distinction.
compared to a year ago, distress and tor to succeed. - : ! j ¢
according to Prequin’s never breached Leading the way in Seniors capital solutions.
most recent annual ‘t'a’f;:"fg:ys Appetite for

fund manager’s survey. Noah Levy, development

Three-quarters of fund managing Private equity funds are

managers say there is director, PREL
more competition for core real
estate assets than a year

ago, with a similar percentage
expressing the same sentiment
toward value-added and opportu-
nistic assets.

Prices continue to rise for
seniors housing properties. “Real
estate investment trusts (REITs)
are driving yields so low that it
is difficult to compete on acquisi-
tion,” says Alan Ursillo, senior
vice president for JLL Capital Mar-
kets. REITs have such a low cost
of capital, they can often afford to
pay more for real estate properties
than private equity buyers.

The aggressiveness of REITs on
the acquisitions front has worked
to the advantage of private equity.
Once a fund reaches the end of
its approximate five-year hold
period and it’s time to sell proper-
ties and return funds to investors,
the REITs are ready and willing
buyers.

However, private equity has
had a more difficult time find-
ing properties to buy. “With so
much transaction volume, a lot
of the high-quality stuff has been
gobbled up,” says Ursillo. “It's
so frothy on the acquisition side.
Buyers compete heavily for prop-
erties that have a lot of cash flow.”

All about the operator

To get access to properties,
private equity firms are form-
ing long-term partnerships with
operating companies. These
relationships can sometimes lead
to opportunities to buy properties
that have not already turned into
bidding wars.

Private equity funds like
KAREA typically spend a great
deal of time selecting their operat-
ing partners, who often become
equity partners for a long series of

becoming much more com-
fortable plowing capital into new
development projects. “There

are more groups today that will
do ground-up development,”
says Cushman & Wakefield’s
Swartz. “Money is stretching out
to find yield.”

Prudential is also investing
significant capital in new seniors
housing development through
PREI's Senior Housing Partners
Fund IV, which made approxi-
mately $500 million in new invest-
ments in 2014.

About 10 percent of the fund
is allocated to development. The
rest of the fund’s investments
will be focused on stabilized
and value-added investments in
relatively new assets that can be
upgraded to include better exer-
cise rooms or other amenities.

Other private equity funds
add value to seniors housing
properties by converting some
of the units to a different type of
seniors housing. For example, a
private equity fund might buy
an independent living property
and add licensed assisted living
and memory care units to the
property.

“The continuum of care model
has resonated within the invest-
ment community, as well as with
residents and their adult children
by allowing residents to age in
place within the same campus,”
says Aron Will, executive vice
president for CBRE’s Capital Mar-
kets Debt & Structured Finance
Group. “Communities with a
continuum of care trade at the
tightest cap rates.”

A number of private equity
funds now spend about 25 per-
cent of their capital on develop-
ment projects. A few years ago,
Prudential’s 10 percent target was
much more common.

February-March 2015 « Seniors Housing Business

Speed
Creativity
Certainty of

Execution

Ease of
Interface

Fannie Mae - Freddie Mac - FHA
Life Company « Bridge « Conduit

New York « Chicago ¢ Atlanta e Irvine
Los Angeles « San Francisco ¢ Dallas
Miami « Seattle « Bethesda s St Louis
Boston « Columbus ¢ Detroit « Nashville

www.berkpoint.com

www.seniorshousingbusiness.com

35



Kayne Anderson
Real Estate Advisors
partnered with
operating company
Discovery Senior
Living to invest
hundreds of millions
of dollars in seniors
housing properties,
including Aston
Gardens atTampa =
Bay, located in
Tampa, Fla.

Several private equity firms
have expressed an interest in
entering into a joint venture with
Boston-based developer and
operator LCB Senior Living to
develop four new seniors hous-
ing properties, according to Cush-
man & Wakefield’'s Swartz.

LCB has partnered with PREI
and Virtus separately in the past

to develop seniors housing. “We
attracted far more interest in
these four new development
projects than the first two rounds
of development,” says Swartz.
Other private equity fund
managers have separated
value-added investments and
investments in stabilized proper-
ties into different opportunistic

and core real estate funds.

In August, Harrison Street
Real Estate Capital partnered
with The Shelter Group’s Bright-
view Senior Living entity to buy
an ownership stake in 11 seniors
housing communities for $520
million. Harrison Street Real
Estate Partners IV, a $750 million
opportunistic closed-ended fund,

owns three of the communities.
The strategy is to significantly
boost the average occupancy
rate, which currently stands at
82 percent.

Harrison Street Core Property
Partners, which acquires proper-
ties that are well stabilized, will
own the other eight properties,
which have an average occu-
pancy rate of g6 percent.

Typically, a fund with “core
property” in its name focuses on
properties such as office build-
ings in Boston or apartment
complexes in New York.

Seniors housing properties are
increasingly accepted by these
funds as appropriate investments,
says NIC’s Mace. “Seniors hous-
ing 1s emerging as a new core

property type.” =

About the writer

Bendix Anderson,
a New York-based
freelance writer, has
covered the com-
mercial real estate
industry for more
than a dozen years.
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MORE THAN MULTIFAMILY LENDING

To learn more about financing from Hunt Mortgage Group contact:

Hunt Mortgage Group historically focused on financing

multifamily properties, but today we also finance:
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Hunt Mortgage Group, through predecessor firms,

has been in business more than forty years. Having

originated over $19 billion of multifamily loans, today

Hunt Mortgage Group has a servicing portfolio of
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