The Senior Housing Investment Survey provides information concerning the investment criteria currently used or
perceived to be used in the evaluation of senior housing properties. Survey participants included owners/operators,
financial institutions/investors, brokers/mortgage bankers, appraisers and consultants.

The 13th annual Senior Housing Investment Survey was
sent to 323 potential respondents including those with
membership in various national senior housing associa-
tions, parties responding to the survey in previous years
and others involved in the senior housing industry and
known to the editor. As of an April 20, 2006 cutoff date,
65 surveys or 20% of the total sent had been returned. Of
the respondents, 45% represent market principals such as
owner/operators or financial institutions/investors, a
higher percentage compared with previous years.
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Survey respondents were geographically dispersed
throughout the country with a slight weighting toward the
West. Geographic location did not appear to bias the sur-
vey results as responses were not materially different
between differing portions of the country. Approximately
42% of respondents this year identified themselves as
having a national perspective, a higher percentage com-
pared to previous years. The respondents indicated a
materia difference between annual cash flow growth fac-
tors in revenue (3.8% average) and expense (3.4% aver-
age) projections. Both cash flow growth factors were
above projections of overall inflation (3.2% average).
47% of all respondents noted that capitalization rates for
senior housing properties in general are not expected to
significanily change in the next 12 months (lower than the
56% from last year). 44% of respondents expected capi-
talization rates to increase up to 100 basis points in the
next year (up substantially from 21% last year). 7% of
respondents expected capitalization rates to decrease up
to 100 points in the next year (down substantially from
23% last year). A few (2%) respondents expected capital-
ization rates to increase by more than 100 basis points in
the next year. It appears a majority of respondents believe
the market has most likely peaked and that the recent
downward trend of lower capitalization rates will not con-
tinue and may possibly increase.

The specific overall capitalization rates, discount rates
(internal rate of return) and equity dividend rates (cash on
cash return) used or perceived to be used by respondents
is presented on the following pages. The range and aver-
age of all responses and the range and average of all
responses less the 5% highest and 5% lowest responses
are shown.

The rate averages range from the lowest for age restricte 1
apartments to the highest for licensed subacute skilled
nursing facilities. These results are rot surprising givea
the higher degree of management specialization, smaller
profit margins and higher degree of licensing as one
moves up the continuum of senior housing from age
restricted apartments to unlicensed congregate facilities
to licensed assisted living and alzhe mer/dementia care
facilities to licensed conventional and subacute skilled
nursing facilities. Rates for continuing care retirement
communities which are typically com_inations of each of
the above categories of senior projects, fell near the aver-
age range of the other categories of z<nior housing types.

Highlights of the 2006 results include a continuing down-
ward trend in overall capitalization ra s for all categories
of senior housing to the lowest levels in the 13 years of
this survey. Capitalization rates declined for each catego-
ry of senior housing. The sharpest declines in overall cap-
italization rates were noted for licensed assisted living
facilities (110 basis points), licensed alzheimer/dementia
care facilities (120 basis points) and continuing care
retirement communities (120 basis points). The spread
between the overall capitalization raes of assisted living
projects and alzheimer/dementia care projects changed
only slightly, to an 80 basis point diff2rence. The 90 basis
point difference between capitalizz:ion rates for unli-
censed congregate living facilities and licensed assisted
living facilities represents a slight narrowin ; of the spread
between 2005 and 2006.

Oddly, reported discount rates for many senior housing
property types increased from 2005 to 2006, with the
exceptions of age restricted apartments, suvacute nursing



Indicate the classification that t st describes your company or profession (% of total recac is S):

ek C rmer/Operator 31% Appraiser
16% Financial Institution/Investor 4% Cor.ulinal
20% Broker/Mortgage Banker

Indicate the r.gion with which you are involved with/knowledgeable of (% of total respor :t}:

1.5/ East 27% West
a2 South 42% Nation 1
16% Midwest

What annua. ~;owth factors are you using (or perceived to be used by others) for cash flow projections of
senior housir 2 prcperties in general:

"~ 5% ~.8%0 Revenues
272579 3.4/ Expenses
20:-5%% 3.2% General Inflation

What are y.ur ez sectations of overall capitalization rate changes for senior housing properties in general
over the next 12 months (% of total responses):

2% Increase more than 100 basis points (73 _
44% Increase 0 to 100 basis points 21% 2%
47% Flat, no significant change 56% 4575

7% Decre-.se 0 to 100 basis points 23% -0

0% Decre 15e i ore than 100 basis points 0% ~%0




Overall Capitalization Rate
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Age Restricted Apartments 6%-10% 7.4% 6%-8.5% 7.4% -60
Unlicensed Congregate Living 6%-11% 8.1% 6.5%-10% 8.1% -90
Licensed Assisted Living 6.5%-11% 9.0% 7.5%-11% 9.0% -110
Licensed Alzheimer/Dementia Care 7%-12% 9.8% 8%-12% 9.8% -120
Licensed Skilled Nursing-Long Term Care 10%-14.5% 12.1% 10.5%-14% 12.1% -50
Licensed Skilled Nursing-Subacute Care 8%-17%  12.6% 10.5%-14.5% 12.6% -70
Continuing Care Retirement Community 7%-12% 9.3% 8%-11% 9.3% -120
Internal Rate of Return
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Age Restricted Apartments 8.8%-14%  10.7% 9%-12% 10.4% -20
Unlicensed Congregate Living 9.3%-20%  13.3% 10%-20% 12.9% +120
Licensed Assisted Living 9.5%-22%  14.6% 11%-20% 14.2% +100
Licensed Alzheimer/Dementia Care 10.5%-25%  14.6% 11.5%-20% 14.0% +10
Licensed Skilled Nursing-Long Term Care 12%-35%  16.4% 13%-20% 15.3% +10
Licensed Skilled Nursing-Subacute Care 12%-35%  16.7% 13%-17.5% 15.2% -100
Continuing Care Retirement Community 10.5%-25%  13.9% 11%-20% 13.3% -60
Equity Di-idend Rate
(Cash on C: sh Return)
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Age Restricted Apartments 5%-14% 9.0% 7%-12% 8.9% -210
Unlicensed Congregate Living 6%-25%  12.0% 7.5%-15% 11.5% -360
Licensed Assisted Living 6%-27%  12.4% 7%-16% 11.9% -290
Licensed Alzheimer/Dementia Care 7%-17%  12.0% 8%-15% 12.0% -450
Licensed Skilled Nursing-Long Term Care 7.5%-30%  15.6% 10%-20% 15.0% -410
Licensed Skilled Nursing-Subacute Care 7.5%-32%  15.9% 11%-20% 15.2% -540
Continuing Care Retirement Community 7%-17%  12.1% 8%-17% 12.1% -390

(1) Minus 5% Highest and 5% Lowest Responses








