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Earnings Quality and Dd  
 

More on Senior Housing 
 

We follow Welltower (WELL) and Healthcare Services Group (HCSG) in this area, but 

overall, we despise this whole sector.  There has simply been too much supply built more 

than 10-years (and often 20 years) before it’s needed.  The property investments in this 

group are sold on the idea that rent goes up every year so do cash flows.  Instead, rents seem 

to be continually renegotiated down as customers run into problems from low occupancies.  

The property companies are announcing more deals where they will not receive contracted 

rent payments with an annual escalator – but will instead participate in the upside and 

downside of operating these centers and be exposed to low occupancies, maintenance costs, 

and capital improvement spending.   

 

Last week, another operating company - Senior Care Centers filed bankruptcy.  The CEO, 

Michael Beal became the latest customer of companies like WELL, Ventas, and Sabra to 

blame high rent expense: “As the entire industry has seen, the leases associated with the 

communities have become cost-prohibitive.  This kind of action [bankruptcy] is absolutely 

necessary to address those costly leases while continuing to care for our patients and 

residents.” 

 

The other thing to keep in mind with Senior Care is it operates in Texas and Louisiana 

where job growth has been strong, warm weather is common, plus there’s no income tax in 

Texas.  If Texas facilities cannot pay the rent, there are still problems in this industry in 

our view.  Welltower does not have exposure to Senior Care, but Healthcare Services Group 

did.  Sabra, a competitor to Welltower, owns 38 of the 100 Senior Care properties and 

announced it is selling them for $385 million to a private equity investor.   

 

Welltower also announced that Qatar’s Investment Authority bought a $300 million interest 

in the company and an option to partner on specific future deals.  The debate will continue 

between bulls and bears. In our view, the bulls are far too early, and the operating results 

reflect low ROI and more continuing problems for several more years.  Cash needs are rising 

as Welltower must fund more operating costs and capital spending for properties to keep 
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them attractive to even hold occupancy flat.  Even Welltower believes that the high rate of 

churn among residents makes it difficult to ever realize much rent growth from existing 

residents. 
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Disclosure 

 
BTN Research is a research publication structured to provide analytical research to the financial community. 

Behind the Numbers, LLC is not rendering investment advice based on investment portfolios and is not registered 

as an investment adviser in any jurisdiction. Information included in this report is derived from many sources 

believed to be reliable (including SEC filings and other public records), but no representation is made that it is 

accurate or complete, or that errors, if discovered, will be corrected.  

 

The authors of this report have not audited the financial statements of the companies discussed and do not 

represent that they are serving as independent public accountants with respect to them. They have not audited 

the statements and therefore do not express an opinion on them. Other CPAs, unaffiliated with Mr. Middleswart, 

may or may not have audited the financial statements. The authors also have not conducted a thorough "review" 

of the financial statements as defined by standards established by the AICPA. 

 

This report is not intended, and shall not constitute, and nothing contained herein shall be construed as, an offer 

to sell or a solicitation of an offer to buy any securities referred to in this report, or a "BUY" or "SELL" 

recommendation. Rather, this research is intended to identify issues that investors should be aware of for them 

to assess their own opinion of positive or negative potential. 

 

Behind the Numbers, LLC, its employees, its affiliated entities, and the accounts managed by them may have a 

position in, and from time-to-time purchase or sell any of the securities mentioned in this report. Initial positions 

will not be taken by any of the aforementioned parties until after the report is distributed to clients, unless 

otherwise disclosed. It is possible that a position could be held by Behind the Numbers, LLC, its employees, its 

affiliated entities, and the accounts managed by them for stocks that are mentioned in an update, or a BTN 

Thursday Thoughts. 



 

 

 

 

 


