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Seniors housing
continues to emerge as a
mainstream commercial
real estate sector
Seniors Housing & Care Trends
Commentary by Elena Bakina, PhD, CCIM
Seniors housing continues to emerge as a mainstream commercial real estate
sector, as new investors, developers and operators enter this market. What is
driving this interest?
According to the last “Emerging Trends in Real Estate” report by
PricewaterhouseCoopers (PwC) and the Urban Land Institute (ULI) Seniors
housing is ranked second among all types of commercial/multifamily investments
with fulfillment taking first place. Seniors housing is considered to be the best
investment among residential asset classes. Q1 2018 NCREIF data show that
private equity returns for seniors housing properties exceeded all primary
property type on a 10-year basis on both appreciation and income return
performance.
Additional reasons for the growing interest in seniors housing include strong
demographics and steady performance of this sector in both up and down market
cycles.

Source: NCREIF

Another driving force is a healthy housing market.
Texas Real Estate Center reports that a record
number of homes sold in Texas in 2018. Houston
led the major metropolitan areas with 3.4 percent
growth, followed by San Antonio and Austin at
2.9 and 1.4 percent, respectively. The North Texas
market, however, adjusted to massive home-price
appreciation over the past five years. Dallas and Fort
Worth sales fell 3.0 and 1.2 percent, respectively, with
most of the decline occurring at the lower end of the
market. Despite slower sales activity, the national and
statewide economic expansion maintained healthy
levels of housing demand.
Seniors housing is considered to be recessionresistant. During the great recession of 20072009, it was the #1 performing commercial asset
sector. At that time, rent growth for seniors housing
remained positive despite large losses throughout
the commercial real estate industry overall. When the
next recession arrives, we expect seniors housing to
exhibit similar performance characteristics.
However, independent living is different. Although
this campus type has seen tremendous favor in
the past year, it is also the only type of seniors
housing with no clear “need.” We will likely see a hit
in independent living during the next recession as
seniors choose to stay put and wait out the economic
storm.

Demographics
In 2018 there were 3.6 million residents ages 65 and
older in Texas or about 12.5% of the total population.
According to the Texas Demographic Center, this
number is projected to grow to 5.6 million, or 16%
of the population by 2030 and to over 8 million,
or 17.5% of the population by 2050. Even though
age 65 and older residents’ growth in Texas as a
percentage to the total population growth is less than
in the U.S. (21% of the total population by 2030 and
24% by 2050), it will more than double by the total
number by 2050.
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Today’s typical senior housing resident is estimated
to be 83 years or older. There were over 540,000
residents aged 83 and older in Texas in 2018. This
number is projected to nearly double by 2030 (about
870,000 residents) and more than triple by 2050
(over 1.9 million residents). Among Texas major
metros the growth in this cohort is projected to be
the fastest in Austin where the number of residents
will increase more than 6 times, followed by Dallas
and Houston. However, Dallas and Houston are
leading by the total number of residents in this group.
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Dallas’ population will grow by over 95,000 residents in this age
group by 2030 and by about 460,000 residents by 2050. Houston’s
metro will add 84,500 residents aged 83 and older by 2030 and
373,000 residents by 2050.

Supply and Demand Trends

Source: NIC MAP Data Service
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The National Investment Center for Seniors Housing and Care (NIC)
reported that there was a record high absorption of seniors housing
units in the fourth quarter of 2018 in the Primary U.S. markets. In
Texas absorption was on the rise during 2018, but fell in the fourth
quarter. Q4 2018 absorption was actually two times as low than
a year ago. During 2018 there were 1986 seniors housing units
absorbed in Texas major metros. The highest demand was in the
Dallas metro where 933 units were absorbed, followed by San
Antonio (429 units), Houston (367 units) and Austin (257 units).
The pace of inventory growth in Texas was slower in 2018 than in
2017. In the second half of 2018, inventory grew by 1548 units, 205
units more compared to the first six months. In Dallas, inventory
grew by 576 units, in Austin by 549 units, in Houston by 422 units
and in San Antonio by 1 unit during Q3 and Q4 2018. Houston’s
inventory growth declined significantly by 340 units, over the last
six months compared to the first half of the year. However, Houston
still leads the Texas market on an annual basis with an 1160 unit
growth during 2018. Austin, on the contrary, had a significant
increase, by 482 units, in inventory growth during the last six
months compared to the first half of the year.
In three Texas major metros, except San Antonio, SH occupancy
rates continued to fall during the second half of 2018. San Antonio
had the largest increase in the occupancy rates during 2018 by
the percentage points (up more than four percentage points)
among 9 U.S. primary markets that experienced some occupancy
rate growth. Looking back to Q1 2015, construction as a share of
inventory in San Antonio reached a very high level of 22.5%. In
contrast, there is very little development taking place now in San
Antonio. It is a sign that occupancy rates there will continue to
improve.
Houston’s occupancy rate of 80.9% was the lowest among all
primary markets in the U.S. in Q4 2018 and was 14 percentage
points below the most active performing market San Jose (94.9%).
In Dallas occupancy was 84.1%, in Austin - 82.1% and in San
Antonio, it was 82% in Q4 2018. The highest occupancy rates
millions
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among all campus types were continued to be in IL during the
last two quarters of 2018. However, the construction boom of IL
resulted in occupancy rates continue to decline.
The demand for Continuing Care Retirement Communities (CCRC)
continues to grow. The occupancy rates in these have been
historically strong. At the same time CCRC construction activity
remains low with 2.5% of stock currently under construction
nationally. Annual inventory growth is less than 1%. It’s a result of
the complexity with obtaining licensing and finding experienced
operators of a true continuing care facility with the skilled nursing
component.
Seniors Housing annual growth rate has been on the rise in 2018
in all Texas metros and reached 4.0% in Houston, 3.9% in San
Antonio, 3.0% in Austin and 1.3% in Dallas in Q4 2018.
Nursing Care (NC) trends are not as healthy as SH trends.
Inventory growth declined in Q4; however, not as sharply as seen in
the first half of 2018. The good news is that occupancy increased
with the lack of new units being added to the market.
Nursing care absorption was negative in the third quarter but
turned positive in the fourth quarter. All of the major metros ended
2018 with negative absorption.
As of the fourth quarter, the nursing care average asking monthly
rate was $6,621, 1.5% higher than the average rate in the fourth
quarter 2017.

Construction Activity
Source: NIC MAP Data Service
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There were 2,265 seniors housing units under construction in
Dallas, 1,604 units in Houston, 731 units in Austin and 68 units
in San Antonio in Q4 2018. Broken down by the campus type,
the highest construction activity during the second half of 2018
continued to be among majority IL followed by majority AL.
Several mixed-use developments are under construction in Austin
and Dallas: Belterra Village, The Landing and Twin Creeks. They
include medical offices, hotels, retail, multifamily and senior living
communities.
Construction of Larkspur at Twin Creeks, a 243-unit seniors
housing community situated on eight acres in the northeastern
Dallas metro of Allen has been completed. California-based Drever
Capital Management and Dallas-based The Alder Group developed
the property, which offers 18,000 square feet of amenity space,
including a fitness center, crafts studio, game room and private
wine lockers.
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New Development
NIC MAP reports that despite falling occupancy rates, Dallas
continued to have high construction volumes as of fourth quarter
2018. It is ranked eighth in the U.S. among primary markets by the
number of properties under construction. Senior population growth
in Dallas, one of the fastest among the U.S. primary markets,
along with other factors, like a strong economy, drives developers’
interest.
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Greystar will develop Elan Inwood and Forestwood Active
Adult, two multifamily properties totaling 377 units in Dallas.
The properties will be built adjacent to one another on a 22.7acre site at the corner of Inwood Road and Forest Lane. Elan
Inwood will be comprised of 168 rental townhome units and 12
single-family homes, while Forestwood will be a seniors housing
community with 197 units. Amenities at Forestwood will include
a fitness center, game room, media room, demonstration kitchen
for cooking classes and a 12,000-square-foot amenity center.
Both properties are slated for a late 2019 completion.
Adora Midtown Park, a 109-unit seniors housing community,
recently opened in Dallas. The property consists of 80 skilled
nursing units and 29 assisted living suites. Amenities include a
bistro for coffee and retail, a restaurant-style dining room, health
and wellness therapy gym and a full-service salon and spa.
Civitas Senior Living had two senior living communities open
in the Austin area: 92-unit Double Creek Assisted Living and
Memory Care in Round Rock and 86-unit Tech Ridge Oaks
Assisted Living and Memory Care.
Integrated Senior Lifestyles has opened a 101 unit expansion at
its Watercrest at Kingwood seniors housing community, located in
the northern Houston suburb of Kingwood. The 145,000-squarefoot “Garden Village” project adds 73 independent living and 28
assisted living residences to the existing campus. The expansion
also features several common areas and amenities such as
multiple outdoor sitting areas, a walking trail, wellness center,
libraries, a pet park and two new dining venues.

Dallas-based Abby Development has begun work on The Lodge
at Pine Creek, a 217-unit senior’s housing project in Baytown, an
eastern suburb of Houston. The community will offer independent
living and memory care services. The 17-acre resort-style property
will feature amenities such as a stocked fishing lake, walking
trails, movie theaters, a pool, salon, fitness center, a pharmacy and
general store. Completion is slated for the second quarter of 2020.

Investment Activity
According to the Real Capital Analytics data, sales volume in Texas
increased from $393M in the first half of 2018 to $535M in the
second half of 2018.
The 12-month average cap rate in Texas was 6.0%, 90 basis points
below the national average of 6.9%.
The most active investors in the Texas market over past 12 months
were private investors with a 51.4% share, followed by REITs
(listed) representing 30.5% of Texas buyers with Sabra Health Care
REIT tops the list of buyers.
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Construction Costs
Senior Living construction costs have been on the rise in the U.S., including Texas, as a result of labor shortages and the rising prices of
building materials. Developers have seen hard costs rise anywhere between 7-10% annually. According to The Weitz Company national
construction data, mid-level assisted living projects development costs range from $176 to $228 per gross square foot, while mid-level
independent living projects range from $147 to $185 per gross square foot. In Texas, construction costs are still lower than the national
average. The highest construction costs among Texas major metros are in Houston where mid-level assisted living projects range from
$156 to $202 per gross square foot, while mid-level independent living projects range from $135 to $161 per gross square foot.
Senior Living Construction Costs
Winter 2019
(Per Gross Square Foot)

Independent Living
Cottages
Assisted Living
Skilled Nursing
IL Commons
Under Buildling Parking
Sitework
Source: The Weitz Company

Austin
Mid-Level
High-Level
Low
High Low
High
$129 $153 $145 $195
$104 $122 $143 $177
$149 $192 $200 $236
$171 $200 $215 $275
$211 $268 $274 $337
$74
$102 $101 $130
Excluded
Excluded

Dallas
Mid-Level
High-Level
Low
High Low
High
$134 $159 $151 $202
$108 $127 $148 $184
$154 $199 $208 $245
$177 $285 $223 $285
$219 $349 $284 $349
$77
$106 $105 $135
Excluded
Excluded

Houston
Mid-Level
High-Level
Low
High Low
High
$135 $161 $152 $204
$109 $128 $150 $186
$156 $202 $210 $248
$179 $210 $210 $288
$222 $281 $288 $353
$78
$107 $107 $137
Excluded
Excluded

San Antonio
Mid-Level
High-Level
Low
High Low
High
$131 $156 $148 $198
$106 $124 $145 $180
$151 $195 $204 $240
$174 $203 $219 $279
$215 $273 $279 $342
$76
$104 $103 $133
Excluded
Excluded

Final Thoughts
Even though all major metros in Texas are considered overbuilt, developers still find niche opportunities for new development.
Baby boomers that will be moving into the seniors housing communities in years to come are very different from the previous generations.
They want to stay active and be connected to the outside community and have an opportunity to share their knowledge, experiences and
skills. As a result, one of the new development concepts is of intergenerational, college affiliated communities. These communities offer
a chance for residents, faculty and students to interact in collaborative meeting and learning spaces. Developers are building multifamily,
student housing and senior living on the same site. Demand for new communities in the urban areas will continue to grow. In high
barriers to entry markets, we will see more high-rise communities being developed.
Once new construction slows down in the Texas major metros, the occupancy rates will rise as new supply is absorbed and in turn will
spur investor interest in these markets.
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ADVANTAGE
Colliers International (NASDAQ, TSX: CIGI) is a leading global real estate services
and investment management company. With operations in 68 countries, our 14,000
enterprising people work collaboratively to provide expert advice and services to
maximize the value of property for real estate occupiers, owners and investors. For
more than 20 years, our experienced leadership team, owning more than 40% of our
equity, have delivered industry-leading investment returns for shareholders. In 2018,
corporate revenues were $2.8 billion ($3.3 billion including affiliates), with more than
$26 billion of assets under management.
Colliers professionals think differently, share great ideas and offer thoughtful and
innovative advice to accelerate the success of its clients. Colliers has been ranked
among the top 100 global outsourcing firms by the International Association of
Outsourcing Professionals for 13 consecutive years, more than any other real estate
services firm. Colliers is ranked the number one property manager in the world by
Commercial Property Executive for two years in a row.
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