
Equity Report [2/18/2022] 
 

 Welltower Inc.  

 Real Estate Investment Trust 

 NASDAQ Symbol: WELL 

Recommendation: BUY 

Covering Analyst: Sarina Grant 

 
 

Intrinsic Value: 

  
  Capital Structure  Executive Summary 
Equity 68.2% This equity report provides an analysis and evaluation of the current and future performance of 

Welltower Inc. over a future period of five years. My methods of analysis include the discounted cash 
flows model, comparable model, net asset value model, and dividend discount model, as well as various 
ratios including P/FFO, ROA, ROE, and profitability ratios.  
Results of data analyzed show that the company is fundamentally sound. Welltower has generated 
increasing revenue in the years leading to the pandemic and strengthened their liquidity ratios and 
balance sheet during the pandemic even when revenues were down. They have maintained a solid cash 
position and capital to invest in new properties over the next decade.  
 
My report finds that the prospects of Welltower in its current position are very positive. The primary 
catalysts for long-term growth include: 

• A rapidly aging population set to overtake those aged 18-years and below by 2035 

• A shift in values towards care & higher healthcare expenditure 
• Technological innovation 

• New relationships and strong acquisition strategies 

• Occupancy trending upwards 
 

I conclude that Welltower’s stock is attractively undervalued, resulting in a margin of safety of 15.8%. 
Reasons that the market has placed this stock at value include: 

• Investor sentiment during the pandemic was very low as seniors moved out of living 
communities due to fears of COVID.  

• The market fails to recognize Welltower’s strong global and regional positioning 
• The market fails to take into account unbalanced supply-demand following decreased 

occupancy during the pandemic 

• Investor sentiment is low with the Feds expected to raise interest rates 

• The market fails to project future revenues generated by new acquisitions and construction 

Debt 31.8% 

CAPM Presumptions 

Beta 1.50 

Risk Premium 4.70% 

Risk-Free Rate 1.90% 

Terminal Growth Rate 3.00% 

WACC Presumptions 

Cost of Equity 8.9% 

Cost of Debt 3.7% 

Cost of Capital 7.2% 

 

Intrinsic Value Margin of safety 

$93.96 15.8% 
Source: Company Data, Group Estimates  

 

 

Key Stock Statistics: 
52-Wk Range ($) 60.15-89.80  Dividend Yield 3.03%  Book Value/Share (mrq) 38.74 
Beta 1.50  Diluted EPS (ttm) 1.03  Operating Margin (ttm) 15.73% 
Market Capitalization ($BN) 36.50  P/E (ttm) 75.24  S&P Credit Rating Baa1 
Forward Annual Dividend 3.02%  P/B (mrq) 2.14  Institutional Ownership 93.23% 
Source: Yahoo! Finance 
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Business Description 
Welltower Inc. is a diversified healthcare real estate investment trust (to be referred to hereon out as REIT) focused on senior 

housing, post-acute care and high-impact rehabilitation centers, and outpatient medical centers. An REIT is defined as a 

corporation, trust, or association: 

• Which is managed by one or more trustees or directors 

• The beneficial ownership of which is evidenced by transferable shares or by transferable certificates of beneficial 

interest 

• Which would be taxable as a domestic corporation but for the U.S. federal income tax law relating to REITs 

• Which is neither a financial institution nor an insurance company 

• The beneficial ownership of which is held by 100 or more persons in each taxable year of the REIT 

• Not more than 50% in value of the outstanding stock of which is owned during the last half of each taxable year by or 

for five or fewer individuals 

• Which meets certain income and asset tests.  

REITs are must further give 90% of pre-tax earnings back to shareholders through dividends, and in exchange they pay zero or 

next to zero corporate taxes.  

Founded in 1970, Welltower has worked to position themselves as a leader in luxury senior living and premiere medical 

centers. As of today, they have successfully built a portfolio of over 1,700 properties, making them the largest health and 

wellness real estate platform. With properties in the US, Canada, and the UK, they are a global leader in the healthcare REIT 

industry. Their business model is different than many other REIT’s in the industry. While many REITs function as landlords, 

Welltower functions as a partner to the companies that rent out their properties, which is why they do not receive the 

majority of their money from rental income, but rather resident fees and services that they provide to their partners.  

Revenue Drivers  
Welltower has two primary segments contributing to revenue, these being rental income and then resident fees and services. 

Within the rental income is three additional subsegments: senior living, post-acute care, and outpatient medical centers. The 

resident fees and services are the primary driver of revenue, with rental income coming in second, and then interest income 

and other income making up the last bit. Due to reduced occupancy at the start of the pandemic, their rental income as well 

as resident fees and services have been decreased, though they still have managed a nearly 20% growth in revenue from Q3 

of 2020 to Q3 of 2021. This is still a decrease from the same time in 2019, though the increase does represent a return to 

normal occupancy levels throughout their properties.   

Regionality is not a large segmentation point, given their position in US, Canadian, and British markets where they consistently 

have a large portion of market share.  

Resident Fees & Services – 70% of FY21 Revenue 

For FY21, resident fees and services brought in $2.417bn as of Q3, representing 58.5% of their overall revenue. They have 

experienced a three-year CAGR of 6.2% (before FY2020 when the pandemic hit) within this segment. The majority of revenue 

from this segment comes from the United States, centered in New York and Los Angeles, with Canada representing the second 

largest contributing region to revenue in this segment.  

Rental Income – 28% of FY21 Revenue 

Their rental income makes up the second largest contributing segment to revenue, at about one-third of the total revenue for 

FY21. Within this segment they have 3 primary types of properties within their portfolio, these being senior living, post-acute 

care, and outpatient medical centers. The remaining properties include hospital systems and chains. Their rental income for 

FY21 contributed $1.015bn to revenue, with the majority of this once again coming from the United States. Their core markets 
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within the rental income segment come from Southern California contributing 11% to revenue, Greater London contributing 

8.3%, Northern California contributing 7.3%, and New York contributing 5.4%. Contributing portfolio segments are outlined 

below.  

Senior Living Portfolio – 69% of NOI 

Within their senior housing portion of this segment, FY2021 brought in $2.251bn, posting occupancy rates at about 74.2%. 

Compared to FY2020, the average occupancy rate has gone up by about 1.3%. 

 

Outpatient Medical Portfolio – 17% of NOI 

Within their outpatient medical portfolio, FY2021 brought in a total revenue of $477million, with the addition of 9 new 

outpatient medical centers in the US. Their occupancy rates have remained consistent within this segment of operation, 

leading to consistent revenue from FY20 to FY21. 

 

Post-Acute Living Portfolio – 13% of NOI 

Within their post-acute living portfolio, they have maintained a 73.5% occupancy rate, but posted a (1.0)% change in net 

operating income from this segment. It contributed to 5.4% of the overall rental income revenue, representing the smallest 

contributing portfolio to revenue. Even so, it brought in $95 million in Q3 of FY21, a figure that has stayed consistent 

throughout the pandemic. 

Products or Services 
Welltower is a real estate investment trust focused on seniors housing and health care real estate. They build and operate 

properties within these realms that other companies can rent out and work in. Their seniors housing properties include senior 

apartments, independent living communities, independent supportive living, continuing care retirement communities, 

assisted living, care homes with and without nursing, and Alzheimer’s/dementia care.  

Seniors Apartments: Senior apartments refer to age-restricted multi-unit housing with self-contained living units for adults 

aged 55+ and are able to care for themselves.  

Source: Welltower Annual Report 

Source: Welltower Annual Report 
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Independent Living & Supportive Living: Independent living and independent supportive living is restricted to Canada, and 

refers to age-restricted, multifamily properties with central dining that provides resident access to meals, housekeeping, linen 

services, transportation, and recreational activities. 

Continuing Care Community: Their continuing care retirement communities include a combination of detached homes and 

properties offering assisted and independent living, as well as long-term post-acute care services. These communities are 

designed so residents do not need to relocate should health and medical needs change.  

Assisted Living: Their Assisted living community refers to state-regulated properties that provide supportive care from trained 

employees to residents who require assistant with daily activities including medication management, bathing, dressing, and 

eating. 

Alzheimer’s/Dementia Care: Their dementia care refers to state-regulated properties that provide supportive care exclusively 

to residents with memory loss, Alzheimer’s, and other types of dementia. Amenities typically vary at these properties, but 

include enhanced security and specialized design features, as well as memory-enhancing therapy.  

Care Homes With/Without Nursing: Their care homes with and without nursing are restricted to the U.K. and are regulated by 

the Care Quality Commission. The care homes without nursing essentially provide the same services as US assisted living 

communities. Their care homes with nursing are regulated as well, and are properties designed for individuals requiring 24-

hour nursing or medical care. They do not provide post-acute care.  

Welltower also invests in triple-net properties2 that include the same services/property types listed above as well as post-

acute care. They invest in these properties through acquisitions and joint venture partnerships, and the key feature of these 

properties is the post-acute care facilities.  

Post-Acute Care Facilities: Post-acute care is a new type of medical care designed to reduce health care costs and improve 

quality of rehabilitation for patients after severe illness or surgery, reducing hospital readmission rates. These facilities offer 

skilled nurses, inpatient rehabilitation, and long-term care services. These properties offer some level of rehabilitation 

services, with differing specialties in cardiac orthopedic, dialysis, neurological, or pulmonary rehabilitation. 

The final property that Welltower invests in is outpatient medical buildings. These properties were born out of increasing 

demand for outpatient medical services as procedures are increasingly performed outside of the hospital setting. Welltower’s 

outpatient centers include physician officers, ambulatory surgery centers, diagnostic facilities, outpatient services, and labs. 

About 92% of their outpatient medical building portfolio is affiliated with health and hospital systems, adjacent to hospital 

campuses. 

Their primary service beyond property investments relates to service fees. Welltower creates partnerships with senior living 

and healthcare operators, and through that provides infrastructure for long-term health and wellness for aging populations 

and works to create programs that will lead to higher quality of living in old age. They offer assisted living partnerships, 

memory care specialized partnerships, independent living partnerships, as well as partnerships with hospital systems for 

outpatient care. This allows them to offer diversified services to retain growth and occupancy during times when some 

segments struggle, like during the pandemic.  

In the coming decade, they are focused on digital innovation, virtual health, retail health, and home health services to add to 

their current service offerings. This will allow them to compete against technology-based companies like Amazon and 

Walmart which are entering into the digital and home delivery health sphere. These competitors keep potential residents out 

of care homes longer, so if Welltower wants to continue to capture market share, they must adapt and add their own 

offerings. In 2019, they entered a strategic joint venture with ProMedica, which allowed them to begin expansion into the 

home health services, providing coverage to 600k people and 2,700 providers. They also entered into a partnership with 

Anthem, which provides them with access to Medicare patients who are more likely to opt for virtual or home health services.  
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Partnerships 

Their partnerships are the key to their services and portfolio, 

and their biggest ones come from Sunrise Senior Living, Atria 

Senior Living, and Revera. They enter into exclusive 

partnerships with companies, providing the property so that 

companies can keep capital low and focus on innovation and 

quality healthcare rather than building costs and expansion. 

Welltower builds and develops new properties for their 

partners to expand into and offers support and senior living 

and care experts for their partners. This has proved to be an 

exceptionally successful business model, as they are now the 

world’s largest healthcare real estate investment trust and 

have the largest number of partnerships and clients.  

Prices and Fee Structure 
Welltower makes money from its partnerships and rental income that comes with it, their investments in property, and their 

resident services and fees. Their investments in properties are done primarily through master leases and triple-net leases, in 

which they are able to sustain long-term revenue from rental income and lower the expenses associated with operating the 

properties. Their resident fees and services make up the bulk of their revenue and relate to the many amenities and 

specialized services they offer in different types of properties.  

Their investment portfolio is comprised primarily of master leases and triple-net leases, which allows them to minimize risk 

and operating expenses. Master leases is a lease of multiple properties to one tenant under a single lease agreement. The 

tenant is required to make one monthly payment that represents rent on all the properties, and it is important to Welltower’s 

strategy because it prevents tenants from limiting purchase or renewal to the best performing properties and terminating 

leases with the worst performing one, hence spreading Welltower’s risk among an entire group of portfolios. Their triple-net 

leases require tenants to pay all operating costs associated with the property, including interest, insurance, and maintenance. 

They also utilize long-term operating leases, which provides a stable stream of rental income from their tenants. Within these 

leases, they include construction which allows Welltower to further expand their investment portfolio. Overall, these 

investment properties provide Welltower with rental income, which makes up about one-third of their overall revenue. The 

majority of rental income comes from Los Angeles, New York, and Greater London. While the individual terms on leases and 

new property agreements are generally not public, they do report yields of 6.2% to 8.4% per average investment property, 

and reportedly generate a high single-digit unlevered internal rate of return (IRR). For acquisitions, which make up the other 

keyway they obtain new investments, the average deal execution is $20.5 million per property.  

Their primary way they make income is through resident fees and services, which comprises of all of the extra amenities and 

healthcare services they offer at their different properties. While they do not provide many numbers for the breakdown of 

their resident fees and services, they have increased resident fees by 2.5% over the past year which helped them achieve 

record top line performance. Total investment and revenues breakdown can be found in the figure below, which shows 

seniors housing making up the majority of annualized revenues, with triple-net leases taking up second and outpatient 

medical following close in third.  

Source: Welltower Annual Report 
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Source: Welltower Annual Report 
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Cost Drivers 
The largest cost drivers for Welltower property operating expenses, general & administrative expenses, and interest expense. 

The property operating expenses, or COGS, as a percentage of revenue has stayed relatively consistent hovering in the 45-55% 

range, though it has experienced consistent growth as a percentage of revenue in the past five years, reaching 56.4% in 

FY2020. This will likely continue to increase slightly as a percentage of revenue as they add new properties to their portfolio 

and continue to acquire various properties. Their general & administrative expenses have stayed very consistent at about 

2.8%, experiencing a YoY growth of 1.7% on average. They are able to keep these expenses very low due to them not 

employing the workers for their properties, but rather letting their partners due all of the hiring and maintaining of employees 

for their individual properties. Finally, their interest expense is a large portion of their cost as well, due in large part from the 

high debt required to finance the acquisition and building of new properties which sustains their revenue growth.  

Property Operating Expenses 
Property operating expenses are the largest portion of 

Welltower’s total expenses, and historically takes up the 

largest portion of Welltower’s revenue. Because they have 

minimal other expenses due to them being able to pass 

most of their costs onto their partners and renters, their 

largest costs come from operating and maintaining their 

properties. This expense, as a percentage of revenue has 

consistently increased over the past five years, fueled in 

large part by a strong acquisition strategy and new 

construction. This expense did have a much-accelerated 

rate of growth as a percent of revenue from FY19 to FY20, 

led by tenants being unable to pay rent in some cases as 

occupancy reached new lows, and increased need for 

maintenance of properties when renters could not make their payments. However, as the effects of the pandemic fade away, 

this number is expected to decrease slightly as a percent of revenue.  

General and Administrative Expenses  
Welltower does not have to pay salaries for all of the 

employees across it’s vast portfolio, rather the tenants pay all 

salaries and related general expenses. That keeps the general 

and administrative expenses relatively low compared to many 

companies, at just about 2.8% of revenue on average. As of 

2020, they have 423 employees, down 20 employees from 

2019, which is represented in a small decrease in CAGR in 

historical growth rates. However, given that their employees 

have stayed consistent as well as their general & 

administrative expenses, it is unlikely there will be any major 

increases or decreases to this figure as a portion of revenue 

coming out of the pandemic.  

Income Interest 
Welltower’s third largest expense is their interest expense, which represents interest payable on their borrowings. Given their 

status as a real estate investment trust, they have large levels of debt, which comes with high interest payments that they 

must pay. Due to this, it is their second highest expenses by % of revenue, at 11.2% in FY20.  
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Business Strategy 
Welltower’s current business strategy is to create a “wellness infrastructure company”, where Welltower will help build close 

relationships between large health systems and senior living communities. In other words, they aim to fully integrate 

healthcare systems into senior living communities. To do this, they are focusing on a strong acquisition-based approach, 

investing billions into new housing communities as well as outpatient medical centers which will serve as points of integration. 

In Q2 of FY2021 alone, Welltower invested $1.4 billion in their portfolio, and before that they had large acquisition of 86 new 

properties for $1.58 billion. With these acquisitions, and the partnerships with operators that come with them, they are 

positioning themselves for a high-growth future that will put them at the forefront of senior care, rather than just senior 

living. 

In addition to a strong acquisition approach, they have also have been selling off under-performing assets, mainly non-core 

senior housing units. They sold $3.3 billion worth of senior housing assets in FY2017, which reduced leverage on their balance 

sheet and increased its proforma private-pay revenue mix to 92%, up from 89%. The selling of assets and reduction of 

leverage has been an ongoing strategy for Welltower to improve their credit rating and improve capitalization.  

Industry Overview 
Welltower is a global leader in the healthcare and senior living real estate investment trust (REIT) industry. They focus on 

senior living, post-acute care, and outpatient medical properties in the United States, Canada, and the United Kingdom. The 

industry is large but primarily occupied by a few key competitors that collectively hold the majority of market share. The 

industry is set to experience high single-digit growth in the next few years relating to aging populations globally and increased 

healthcare spending, but faces increasing risk of disruptions due to technology and labour shortages. Luckily, most of the 

disruptions are expected to lessen as the greater effects of the pandemic wears off.  

Industry Growth 
The healthcare real estate investment industry is set to experience a CAGR of 2.5% over the next five years, and an expected 

market size growth of 5.9% in the US to reach a size of $214 billion by 2026. The United States market is the largest of the 

three markets that Welltower targets, these being the U.S., Canada, and the U.K. The growth in this industry is largely due to a 

rapidly aging population, a shift in values towards health care, and occupancy gains throughout the past several years.  

Occupancy Trends relating to Industry Growth 

The occupancy rates for Welltower, as well as the rest of the healthcare REIT industry, have begun greatly accelerating within 

the past year. The U.K and the U.S have sustained the most growth in occupancy rates over the past year, with Canada trailing 

behind. This sustained growth is predicted to continue through 2022 until a return to normalcy by late-year 2023. In Q3 of 

FY2021, their first property returned to a 90% occupancy rate, which was a large milestone as the pandemic forced occupancy 

rates to take a large hit. Average occupancy for Welltower decreased from 87.9% to 70%, which hurt total revenue and NOI 

margins. However, as of September of FY2021, Welltower has maintained an average occupancy rate of 76.7%, up from 72.7% 

in March. This average was across all of their portfolios in all geographical regions occupied. Their U.K. portfolio has returned 

to higher levels of occupancy faster as many of the variants hit the U.K. before the U.S., and as a result also went away 

quicker. With further recovery from the pandemic expected from Q4 of 2021 and throughout 2022, Welltower expects 

occupancy to return to normal by end of year 2022. Another factor influencing occupancy trends is overproduction; the 

supply-demand balance of senior housing units was tilted in the past two years, as construction and acquisitions continued, 

but demand dried up due to a mix of pandemic-related effects, there was a surplus of housing units and properties which 

caused an overall downtrend in occupancy across the industry. With the effects of the pandemic wearing off however, and 

construction costs skyrocketing, the supply-demand balance is expected to fix itself and occupancy is expected to return to 

normal.  
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Rapidly Aging Populations relating to Industry Growth 

Another key trend relating to projected industry growth is a rapidly aging population. The amount of people living past the age 

of 80 years is accelerating globally, and with a focus on the three regions where Welltower operates there is a projected 

growth in population over the age of 80 of 3.5% by 2030. The baby boomers began turning 65 in 2011, and by 2030 the 

remainder will reach age 65 and account for approximately 21% of the US population. By 2050, this 65-plus age group is 

estimated to exceed 85.6 million, which is over a 50% increase from it’s 2020 population. Additionally, by 2035, the 65-plus 

age group is estimated to be larger than the population under age 18, which will contribute to a significant need for senior 

living communities. Driving the increase in aging populations is a consistent improvement in survivorship rates, which now 

shows that every 1 out of 4 65-year old’s will live to be 90, and every 1 out of 10 are estimated to live past 95 years of age. 

This will significantly drive the demand for senior living properties and communities, driving up the market value for the senior 

living REIT industry. As the populations Welltower targets increases, their serviceable obtainable market will increase, allowing 

them to have an opportunity to capture market share and increase profit margins as well.  

 

Source: Welltower Annual Report 

Source: Welltower Annual Report 
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Shifting Focus to Value-based Care & Healthcare Spending relating to Industry Growth 

The third key industry growth factor is a shifting focus to value-based care 

within the demographics Welltower serves. Currently, aging populations 

outspend all other cohorts on healthcare, and while the U.S. spends the 

most per capita on healthcare, they achieve significantly lower health 

outcomes than many other developed nations. This is causing a shift in 

values for aging populations, leading them to focus on quality and 

availability of care. The significant spending on healthcare by the 

demographics Welltower and other senior housing REITs target, coupled 

with the shift to value-based, quality care is creating a large demand for 

well-rounded senior living communities. Seniors identified health & 

medical care, exercise & activities, accessibility, food security & nutrition, 

community & socialization, and hygiene & personal care to be the top 

things they look for in a senior living property or community, which creates 

a large opportunity for Welltower to capitalize on and focus their services towards.   

In addition to this shift in values, there is also a significant rise in healthcare spending over the past several years. Healthcare 

is expected to account for 19.4% of the United States GDP by year 2027, which sets Welltower and other senior living REITs up 

for long term growth and success.  

Industry Disruptors 
There are not many industry disrupters within the healthcare REIT industry, as it is a well-saturated industry with a few 

companies holding the majority of the market share and Welltower leading the way. This being said, there are some key 

disruptors affecting the healthcare REIT industry, these including labour shortages, availability of resources, and technology-

based healthcare delivery services. 

Availability of Resources 

This being said, there are some key disruptions that Welltower is facing, the first 

being availability of building materials. Construction on new properties has 

reached an all-time low for Welltower, with them breaking ground on just 3 

properties this year. Currently, contractors for Welltower are facing a shortage of 

at least one key material, with 62% of contractors reporting less availability of 

building products. In addition to the shortage of materials, Welltower is also 

facing skyrocketing prices of lumber, cement, copper, aluminum, and steel. To top 

off the construction issues that Welltower has faced, 92% of their contractors are 

reporting moderate to high levels of difficulty finding skilled workers. These issues 

are not restricted to just Welltower but are ones affecting the entire REIT 

industry. The disruptions in construction have been affecting Welltower’s 

expansion timeline and process, though they are working to minimize the effects 

of this through increasing wages for contractors to attract skilled workers.  

 

 

 

 

 

Source: Welltower Annual Report 

Source: Welltower Investor Relations 
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Labour Shortages 

Another disruption facing the healthcare REIT industry is labor shortages. The labour market is highly competitive, and hourly 

earned wages for assisted living employees have been growing at a CAGR of 6.2%. This, paired with rent growth staying at 

levels of 2.5%-3.0% annually has and will continue to complicate senior living companies’ bottom lines, putting pressure on 

NOI. Providers are having continued trouble recruiting workers, and all of this is leading to smaller NOI margins, higher 

minimum wages, and higher wage rates. Due to the labour shortages and high turnover rates of staff, many providers are 

turning to contractual employees, which require higher wages as well as lost time 

and resources for training. This is further harming senior housing providers’ 

bottom lines and lowering overall NOI.  

In addition to difficulty finding employees to work within the senior living 

properties, providers and contractors are also reporting significant difficulty in 

finding skilled employees for construction, which is disrupting many REITs 

construction and expansion timelines, including Welltower’s. The lack of skilled construction workers is also putting 

partnerships with providers on the line, as both parties are finding it increasingly difficult to fulfill the terms of leases. 

However, there are signs pointing to a return to normalcy within the labour market, and Welltower has stated that they 

expect this issue to be largely dissipated by the end of 2022.  

Technology  

The final key disruption facing the healthcare REIT industry is technology, specifically online delivery services like Uber and 

Amazon which are pivoting to healthcare delivery services which can make many of the services offered in senior living 

communities obsolete. The result of this is prospective residents can now live in their homes for longer, which would be a 

large disruption for the senior living REIT market and would force providers to rethink their strategies. One way that providers 

are beginning to think about this disruption is offering alternatives to live in senior housing, and instead branching into 

technology-driven, at-home services as the lower end of their product/service offerings. However, this is not currently being 

done and remains to be seen if any companies will attempt this.  

Market Share 
Welltower’s exact market share is hard to pin down, but 

amongst the top ten senior housing owners, they have 

27% of the market share by number of properties. The 

second largest company by property number is Ventas Inc. 

followed by Brookdale Senior Living and Healthpeak 

Properties. Welltower is considered the largest 

healthcare/senior living REIT in the world, with over 1,700 

properties, over 30% more than the next closest 

competitor. In Canada and the U.K., they also maintain a 

majority market share over the competitors, due to their 

aggressive acquisition and expansion strategy.  

Competitive Analysis 
I analyzed Welltower’s competitive positioning by constructing a SWOT analysis and a Porters’ analysis. These allowed me to 

map the company’s success within the market and against peers in a qualitative capacity. It also allowed me to analyze 

Welltower’s likely profitability within the industry through analysis of factors that influence major forces impacting profits.  
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SWOT Analysis 
Strengths 

• Strong Data Analytics Platform: Welltower has invested heavily in data analytics, using predictive analytics and 

artificial intelligence to drive micro-market capital allocation decisions, and minimize risk with new investments.  

• Strong brand portfolio and social media presence. They have strong followings and brand recognition on their social 

media platforms, with high levels of customer engagement and low customer response times.  

• Welltower has invested heavily in their acquisition strategy, allowing them to rapidly expand into new markets and 

develop strong partnerships and maintain high market share.  

Weaknesses 

• Lack of strong investment into new technologies. Given the scale of expansion Welltower is planning, they need to 

invest more into R&D to integrate their processes across their portfolios.  

• The company currently has low levels of current assets compared to current liabilities, which can create liquidity 

problems for it in operations.  

• High employee turnover rate is a large weakness within the senior living industry, and this is no exception for 

Welltower. They face high employee turnover rates in a period where hiring rates have reached record lows and wage 

demands are increasing, which is hurting their profit margins and slowing operations.  

Opportunities 

• New environmental policies will be favourable for Welltower who has worked to maintain its status as an 

environmental leader and has invested significantly in sustainable processes and sustainable construction.  

• Increasing spending on healthcare by key demographics presents the opportunity for Welltower to improve its top 

line and capture more market share. 

• Technological developments – specifically with delivered healthcare services – present Welltower an opportunity to 

invest in technology and compete with services like Walmart and Amazon and capture potential residents who do not 

yet need to live in a senior living community but still need consistent healthcare services. Technological development 

also presents an opportunity to reduce operation costs and collect better data.  

Threats 

• Demand for increasing wages can further exasperate Welltower’s hiring and labour difficulties, and lead to serious 

pressure on the profitability of Welltower. 

• Rising raw material costs can pose a threat to Welltower’s profitability. This has been a slowly ongoing threat but was 

severely affected by COVID-19 as supply chain issues persisted, which caused increases in certain materials by over 

150%.  

• A lack of innovation throughout the industry increases the risk of losing market share to new competitors or losing 

potential residents to new healthcare delivery services.  

Porter’s Five Forces 
Porter’s Five Forces allows Welltower and investors to understand how different factors under each of the five forces affect 

profitability of the industry. A strong force means lower profitability, while a weaker force means greater profitability. With 

this knowledge, a judgement of Welltower’s and the industry’s profitability can be made and used to analyze their financial 

future.  

Rivalry Amongst Sellers | Moderate 

Rivalry amongst existing firms is moderate as there are few competitors, and the few competitors there are have captured the 

majority of the market share, with Welltower taking the lead. Because all of Welltower’s competitors are well-established and 
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large in size, there is less risk of competitors trying to gain extensive market share and position. That being said, competitors 

are still working to innovate and develop their services in order to improve on quality, which would capture buyers and 

increase rivalry. The issue for this though is there is already strong differentiation amongst peers, which lowers rivalry. This 

industry also requires companies to increase capacity by large volumes in order to minimize expenses, and with that it makes 

the industry prone to disruptions in the supply-demand balance which can lead to overproduction. When this occurs, the 

companies must lower prices or find ways to differentiate more to ensure they can still meet occupancy needs and fill their 

properties. This makes rivalry amongst existing firms stronger. In order to combat this rivalry, Welltower can focus on new 

customers as a new wave of aging seniors enters their target market, rather than focusing on taking customers from existing 

companies. Welltower can also spend more time conducting research to prevent overproduction within their properties, 

which will minimize overproduction and disruptions to their strategy.  

Threat of Substitutes | Low 

The threat of substitutes is moderate to low. Due to the sheer size and scale that Welltower operates at, there are very few 

substitutes that offer all of the different senior care and living properties with all of the different services that Welltower does. 

Additionally, the substitutes that are available are very centered in a few geographical locations, with no competitors reaching 

the level of expansion that Welltower has geographically. The substitutes available are also either more expensive than 

Welltower which limits the population that can afford them, or they are lower priced but at the cost of quality, and many 

buyers are unwilling to sacrifice their quality of living for a lower price. Since this is most often where these seniors will be 

living out their final years, they want a good experience where they will be taken care of, and because of that quality is what 

matters most which is where Welltower dominates. This means threat of substitutes is low. The only way for Welltower to 

make threat of substitutes lower is to continue to improve their quality of care and living, which would further capture buyers. 

They are currently investing in properties that they will be able to offer at a lower cost to seniors on programs such as 

Medicare while still maintaining high quality, and this will reduce the threat of substitutes even more.  

Pressure from Supplier Bargaining Power | High 

 The bargaining power of suppliers has increased over the years as the number of suppliers has decreased. The pandemic 

accelerated the pressure from supplier bargaining power, as costs of resources rose and raw materials became scarce, 

suppliers were able to have more bargaining power as it limited the options for Welltower to choose from. Before this, the 

products and materials suppliers provided were fairly standardized, but with supply chain issues Welltower can no longer 

afford to be choosey, and in order to stay within their timeline for construction must allot suppliers more bargaining power. 

This is driving up Welltower’s expenses and decreasing NOI margins. There is not much Welltower can do to lower the 

pressure from supplier bargaining power, however as the effects of the pandemic on the supply chain lessen and material 

prices return to normal, the pressure will ease and Welltower will be able to have their choice once again in suppliers and 

decrease expenses relating to this. One other thing Welltower can incorporate is maintaining different suppliers within the 

supply chain in different geographical regions. Having multiple suppliers and different supply chains for each geographical 

location can improve efficiency and lower the pressure from supplier bargaining power.  

Threat of New Entrants | Low 

 The threat of new entries to the healthcare REIT industry is low, as economies of scale is very difficult to achieve. Those with 

large portfolios have a significant cost advantage, and makes production costlier for new entrants, making this a weaker force. 

In addition to this, product differentiation is strong; REITs differentiate based on services offered at different types of senior 

care communities and properties and cater to different demographics which limits the number of gaps that new entries can 

fill in the industry. Finally, government restriction on the industry is incredibly high, with strict licensing and legal 

requirements that need to be fulfilled before a company can qualify as an REIT, which further hinders new entries into this 

industry. For Welltower to fully take advantage of the low threat of new entries and prevent any threat on this front, they can 

focus on innovation to further differentiate their service offerings which will make it more difficult for new companies to enter 

the space and take market share.  
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Pressure from Buyer Bargaining Power | Low 

The bargaining power of buyers is fairly low for just REITs, as Welltower maintains the majority of market share and there are 

few quality companies to choose from. That being said, there is some pressure from buyer bargaining power if we include for 

profit care homes and non-profit care homes. Even with these included however, the pressure is still fairly low as product 

differentiation within the industry is high and the services provided by Welltower are unique. Welltower has kept care to 

ensure their key services and products are protected with extensive intellectual property, whether that is patents or trade 

secrets, and as a result of this there is little room for similar competitors and services which keeps buyer power to a minimum. 

Additionally, the quality of healthcare is important to buyers, which means buyers are less price sensitive and instead focused 

on the care provided, willing to pay more for a better quality of living. Once again, this makes the bargaining power of buyers 

a weaker force. Welltower does well to keep buyer power to a minimum with their intellectual property, but they can invest in 

innovation and R&D more heavily to further differentiate and keep buyer power to minimum once patents reach maturity.  

Financial Analysis 
The financial analysis involved usage of DCF (discounted cash flow), the relative model, and the dividend discount model. 

Within the DCF, the EV/EBITDA model was used to capture Welltower’s property operating costs, as the majority of REIT’s 

expenses come from these costs, and EV/Sales is not applicable as their revenue comes from rental income and there are no 

sales. The relative model was used to capture Welltower’s financial strength with a focus on Funds for Operations per price. 

The dividend discount model was used as Welltower’s status as a REIT requires them to give 90% of their earnings back to 

shareholders through dividends.  

DuPont Analysis 
A DuPont analysis involves breaking down ROA, ROE, and ROIC into granular components for detailed analysis. As Welltower is 

not a financial institution, note that ROE is less relevant than ROIC and ROA in analyzing company performance. 

Return on Assets (ROA)  
Welltower’s ROA has been volatile over the past 5 years, growing 

consistently from FY2017 to FY2019, but then experiencing a decrease 

in 2020 correlating with the start of the pandemic decreasing net 

income as occupancy rates and rental income fell. However, this was 

just a small decline of (0.8%) which should correct itself as occupancy 

rates return to normal as we enter the endemic phase of the 

coronavirus.  

• Profit Margin 
Welltower’s profit margins can be calculated by dividing it’s net 

income by revenue. This is an important ratio to analyze as it is 

calculated after all property operating expenses have been taken 

out, as well as interest and other expenses and taxes have been 

considered. Revenue has been steadily increased from FY2016 to 

FY2019 but fell over the past year by 10% as the pandemic resulted 

in lowered occupancy rates and resource shortages which 

decreased new construction for Welltower. Welltower did 

experience a reduction in their profit margin in FY2017 as well as 

FY2020. The reduction in FY2020 was a result of the 

aforementioned pandemic, but the reduction in FY2017 was the 

result of a decrease in net income. This coincided with a significant increase in property operating expenses, which was 
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due to new construction and properties opening, which allowed 

them to then increase revenue in the following years for larger 

profit margins.  

Return on Equity (ROE) 
Return on equity (ROE) was calculated with the DuPont method, 

breaking down the calculation into five separate ratios, with the 

product of those being return on equity. Welltower’s ROE has 

decreased from FY2017 to FY2019, then experienced a 1.6% increase 

from FY2019 to FY2020. While the ROE did experience a downward 

trend between FY17-FY19, the average ROE for the healthcare REIT 

sector is between 6.8% to 10.9%, which puts Welltower in the middle and in a good position, even at its lowest point in 

FY2019. Their 1.6% increase in ROE is a good sign as well, especially during the start of the pandemic.  

• Operating Profit Margin 
Welltower’s operating margin has been fairly consistent, between 

22.9% and 27.4% between FY2016 and FY2020. They experienced their 

largest jump in operating margin in 2020, which can be attributed to a 

decrease in their property operating expense due to decreased need 

for resident services when occupancy rates fell because of the 

pandemic. The property operating expenses should increase however 

beginning in 2022 and beyond as new construction is able to pick back 

up and occupancy rates return to normal, which will stabilize their 

operating margin. Welltower’s operating profit margin is also almost 

double on average than the current average operating profit margin for global healthcare REITs, which signifies their 

financial strength compared to competitors.  

• Leverage Ratio  
The leverage ratio was calculated by dividing total liabilities and debt 

by total assets. This allows for an analysis of Welltower’s overall risk 

and determination of whether it’s a good investment to make. They 

have a very consistent debt/asset ratio around 0.5, meaning that they 

hold almost equal debt and assets. Because they are a real estate 

investment company, they hold higher amounts of long-term debt 

than other companies do in different industries, and their ratio is 

standard for the REIT industry. Due to this, it is not worrisome that 

they hold high amounts of debt, as they need to in order to invest in 

property and construction. The debt/equity leverage ratio is the other 

important leverage ratio to look at when assessing the financial health 

of an REIT, and Welltower has experienced very stable debt to equity 

ratios between 0.8x and 1.0x. This is standard for an REIT, with the average debt to equity ratio for healthcare REITs 

equaling 0.81x over the past 10 years. Overall, this reaffirms Welltower’s strong position within the REIT industry.  

Return on Invested Capital (ROIC) 
Return on invested capital, ROIC, is calculated through the DuPont method. NOPAT to total revenues and total revenues to 

invested capital are used to produce ROIC, which helps to determine Welltower’s ability to use invested capital to generate 

future cash flows. Welltower has once again stayed steady in this metric, hovering around 3.5% between FY2017 to FY2019, 

though they experienced a significant decrease in FY2020. However, if we use McKinsey’s method of valuing ROIC for REITs, 

0.0 % 

21.0 % 

15.5 % 

6.8 % 
8.4 % 

0.0 %

5.0 %

10.0 %

15.0 %

20.0 %

25.0 %

2016 2017 2018 2019 2020

Return on Equity

24.9 %
25.6 %

22.9 % 22.9 %

27.4 %

20.0 %

22.0 %

24.0 %

26.0 %

28.0 %

2016 2017 2018 2019 2020

Operating Margin

0.5 x
0.5 x

0.5 x

0.5 x

0.5 x

0.4 x

0.4 x

0.5 x

0.5 x

0.5 x

0.5 x

0.5 x

0.5 x

2016 2017 2018 2019 2020

Debt/Assets Leverage Ratio

Source: Welltower Workbook 

Source: Welltower Workbook 

Source: Welltower Workbook 



   
 

15 | P a g e  
Disclaimer: The Oregon State Investment Group is not a registered financial institution or advisor and has no affiliation with any regulative agency in the United 

States. This document was created exclusively for educational purposes and should not be viewed as advice on investment . 

then taking (NOI – Depreciation)/Invested Capital equals a much higher return on invested capital at 41% for FY2020, which 

shows a much more stable financial status for Welltower. The reason we cannot use traditional ROIC calculations is because 

the NOPAT for REITs is not accurate due to the traditional lack of corporate tax. REITs avoid paying any corporate tax and 

instead return 90% of their earnings to investors through dividends, which makes a calculation like NOPAT irrelevant, which in 

turn messes up our calculations for ROIC.  

Other Financial Ratios 
The other important financial ratios for valuing REITs include Funds from Operations per share, and adjusted funds from 

operations. Both of these ratios are measurements of financial performance specific to REITs and are more accurate 

representations of the cash flow generated from core business operations. The reason FFO is preferred to net income for 

REITs is because FFO excludes depreciation, which is important because property tends to appreciate in value, rather than 

depreciate. This makes REITs different than most businesses, where depreciation is an expense that is allocated as part of the 

investment cost. Welltower has a Price to Funds from Operations ratio of 26.3x, much higher than many other healthcare 

REITs that are publicly traded today.   

Valuation  
My valuation is the result of a combination of three methods. These methods offer value-added exposure to multiple levels of 

analysis. They include the discounted cash flow model: EV/EBITDA, the comparable model, and the dividend discount model. 

To come to a final intrinsic value, each model was given a weighting based on my analysis of each method’s applicability to 

Welltower’s past, present, and future.  

Discounted Cash Flow (DCF) 
A company’s ability to generate future cash flow is forecasted through the DCF. I chose to employ this model and forecast it 

into FY 2026 to capture growth trends and account for new construction Welltower is likely to begin in the next year. I chose 

to utilize EV/EBITDA to capture Welltower’s profitability. This model gave an intrinsic value of $175.27, with a high margin of 

safety. While this showed the stock as very undervalued, it wasn’t a completely accurate representation of Welltower’s 

profitability and future cash flows, as there is a lot of uncertainty within the industry, and it is impossible to forecast out 

change in non-cash working capital since there is no inventory. Due to this, I gave the EV/EBITDA model a 20% weighting in 

the overall valuation to reflect the business model.  
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Revenue 
Revenue was predicted using a compound annualized percentage growth rate, projecting at an increasing rate. It is projected 

to increase over the next five years in part due to the pandemic’s negative effect on revenue. Resident fees and services, 

which makes up the bulk of Welltower’s revenue is beginning to bounce back as occupancy rates within their properties 

return to normalcy, and residents need medical services from Welltower once more, and feel confident returning to 

communal living properties. This is reflected in my jump of a revenue growth of 14.0% in FY2022 from 11.8% in FY2021 from 

management guidance. The jump to 7.00% revenue growth in FY2021 is also large compared to a (10.1)% YoY decline in 

revenue from FY2019 to FY2020. The pandemic resulted in many people leaving communal senior living properties for fear of 

contracting the virus, which caused significant losses in resident fees and services which make up 2/3s of Welltower’s 

revenue. In addition to occupancy rates returning to normal and bringing back up the revenue growth, Welltower is also 

beginning new construction, and over the past 

year has invested heavily in acquisitions of various 

senior living and triple-net properties, which will 

further increase both their rental income and the 

income from resident fees and services, both of 

which will have a large effect on total revenue 

throughout FY2022 and into FY2023. For FY 2022, 

The revenue growth of 11.0% was found through 

determining the expected growth for individual 

portfolios, then averaging them to find overall 

expected revenue growth. For FY2023, revenue 

growth was brought down to 13.0% due to 

stabilization within the senior housing market, and 

the likely completed transition into an endemic 

phase of coronavirus. I am predicting that with 

more construction and new properties and communities, Welltower will further improve their market share in key regions, 

which will provide catalysts for strong revenue growth in the coming years after the industry has recovered from the full 

effects of the pandemic.  

Property Operating Expenses (COGS) 
I projected COGS, which is listed as property operating expenses, as a percentage of revenue, in line with management 

guidance. It was projected out slightly higher than it has been at 57.0% in FY2021, up from a historical average of 53.6%. I 

projected this higher to account for new construction that Welltower is investing in, which will increase their property 

operating expenses. In FY2020, Welltower experienced a jump in property operating expenses, which resulted from some 

tenants in triple-net agreements being unable to pay property operating expenses themselves due to lost income from falling 

occupancy. I predicted this to continue through 2021, hence the higher property operating expense in FY2021. I then 

predicted that as occupancy returns to normal, tenants will no longer be unable to pay for property operating expenses, which 

will cause a gradual decrease to 55.0% in FY2022, eventually going back towards the historical average at 53.0%.  

Depreciation and Amortization 
Welltower is a real estate investment trust, meaning that depreciation does not affect it as it would a normal company. This is 

because property tends to appreciate in value, rather than depreciate. D&A has stayed very consistent historically, so D&A 

was projected in line with current values, hovering at 20.9%. 

Operating Expenses 
Welltower’s two main operating expenses are property operating expenses and general & administrative (G&A). Property 

operating expenses were projected as a % of revenue because it has historically grown in line with Welltower’s revenues. 

These expenses make up a large portion of revenue, typically over 50% as they account for all expenses relating to running 
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and managing properties. Because they consistently represent a large amount of revenue, I predicted them all above 50%. For 

FY2021, I projected them at 57% due to some providers and operators being unable to pay the property management 

expenses to Welltower due to pandemic related effects on occupancy and rental income, so Welltower has increase their 

expenses in order to keep properties maintained and running. However, I then project these as slowly decreasing as operators 

are able to recover fully in the coming years, which will allow Welltower to lower the expenses they’ve had to pay to keep 

properties running through their triple-net leases. For G&A expenses, these typically represent a very low percentage of 

revenue as Welltower does not have many administrative or general expenses, as most expenses fall under their property 

operating expenses. Welltower has had to lay off some staff through the pandemic, and are now working on rehiring, so I 

projected out the first two years as slightly higher percentages of revenue than the historical averages. Wage demands are 

high currently, which also pushes this number up for new hires. However, after they are back to full staffing capacity, I 

forecasted this number down a bit towards historical averages.  

Capital Expenditures 
Capital expenditures were projected at management guidance in the near-term, and then was reverted slightly higher than 

historical averages. Welltower has been focused on upgrading properties to better fit their sustainable portfolio, and they are 

working to better integrate technology into their properties in order to improve on quality and better serve their customers. 

Management has not given any expected numbers for Capex, nor do they give any real guidance for years beyond 2022, so I 

am staying close to the historical average while still projecting slightly higher than normal to account for renovations.  

Beta  
Beta was estimated by performing a regression of Welltower’s historical returns against the S&P500. I used three periods for 

the regression: 5-year monthly returns, 5-year weekly returns, and 5-year daily returns. Of these three regressions, I selected 

the one with the highest R-squared value, which was the 2-year monthly beta at 63.5% for the R-squared value. This gave me 

a corresponding beta of 1.50. This beta is higher than Yahoo Finance’s 5-year monthly beta at 0.98, however I believe my beta 

is a better measure of risk associated with Welltower. Yahoo Finance automatically uses the 5-year monthly beta, which had 

an R-squared value of 54.4%, so while it is not an extremely low correlation, it is still lower than the 2-year monthly beta. 

Additionally, while Welltower is in a strong position posed for long-term growth, they healthcare REIT industry is still in an 

uncertain period, which makes a higher beta a better measurement of true risk. Finally, as a side note – a lower beta results in 

a higher intrinsic value for the DCF, so using a higher one is a more conservative approach and still leads me to a ‘buy’ 

recommendation, signaling the stock is undervalued.  

Capital Asset Pricing Model (CAPM) & Weighted Average Cost of Capital (WACC) Presumptions 
In calculating Welltower’s cost of equity, I used the capital asset pricing model (CAPM). I employed the United States’ equity 

risk premium of 4.7%, along with the risk-free rate data from the 30-year treasury bond at 1.9%, which resulted in an 8.9% 

cost of equity. Welltower carries long-term debt, so the cost of debt was determined based on the current yield for Baa1 

bonds. The WACC equated to a final cost of capital of 7.2%.  

Net Asset Value Model 
The net asset value model estimates the current market value of an REIT’s properties, net of other non-real estate assets and 

liabilities. NAV is often preferred over other metrics such as book value of assets because the book value does not account for 

the changes in the underlying land and properties built on that land, nor does it consider the future earnings potential of the 

properties or the REIT assets. Investors tend to bypass book value in favour of providing a more accurate value of the market 

value of holdings of an REIT, hence why I chose to include it within my valuations. To calculate the net asset value, I used the 

formula: Net Asset Value = Net Operating Income x Cap Rate / Mortgage Liabilities. The cap rate was provided in Welltower’s 

annual report by management, as were many of the adjusted balance sheet values and net operating income. This model 

required me to adjust the fair market value to include values for assets that are not generating NOI, then subtracting out total 

debt. All of this can be seen through the workbook formulas for a more detailed process. In my NAV model, I calculated an 

intrinsic value of $73.65, and found a range of values of equity and real estate operations for different cap rates, as Welltower 
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expects to have an adjusted cap rate throughout FY2022. The Net Asset Value model is generally preferred over the DCF for 

investors valuing REITs, because in a DCF you often cannot accurately project past 24 months for an REIT which makes it 

difficult to come up with accurate intrinsic values. Because of this, I weighted this model at 30%.  

To find the Cap Rate, I got a rate of 4.90% from management guidance, as they expect this rate to stay at 4.90% through 

FY2022. I calculated the NOI margin by taking NOI divided by Revenue, and found 5-, 4-, and 3-year averages for the NOI 

margins to get a historical look. I also completed a sensitivity analysis for Cap Rate, Value of Real Estate Operations, Value of 

Equity, and Value per Share. This gives insight into how much the intrinsic value will be if the cap rate changes during the year, 

and how a changing cap rate will affect values of real estate operations and equity. Cap Rate, or capitalization rate, is a 

representation of the yield of a property over a one-year time horizon assuming that the property is purchased on cash. In 

other words, it indicates an estimate of how long it will take for the company to recover the initial investment in the property.  

 

Dividend Discount Model 
The dividend discount model calculated the compound annual growth rate of dividends paid since Welltower has offered 

dividends for over 20 years, as its status as an REIT requires it to pay back 90% of its pre-tax earnings to shareholders in the 

form of a dividend. Because of the significance of dividends to REITs, it was important to include this model to value their 

overall financial health. Welltower has an annual dividend yield of about 3.05% and pays quarterly dividends. They maintain a 

high payout ratio of above 100%, which they have been able to maintain for over two decades. The reason they have a high 

payout ratio is due to their REIT status, so while this number seems too high at first, it is standard among REITs. I used the 

OSIG standard terminal growth rate assumption of 3.0%, and this yielded me an intrinsic value of $75.84 for Welltower. While 

this shows a slight overvaluation on the stock, I believe that their qualitative factors and the market growth sets Welltower up 

for long-term growth and success. Overall, I weighted this model at 30%.  

Comparable Model 
The comparable analysis was used as a method for valuing Welltower. I weighted 4 companies in this model, these being 

Ventas (VTR), Healthpeak Properties (PEAK), Healthcare Trust of America (HTA), and Omega Healthcare Investors (OHI). These 

four companies are closest to Welltower in terms of portfolio makeup, geographical occupation, and multiples used. I opted 

to use a custom metric, P/FFO because it is a much more accurate representation of REIT performance than other metrics. 

Most real estate investments increase in value over time, and thus should not be depreciated like other types of assets. Many 

metrics charge depreciation as an expense, whereas FFO does not account for depreciation, but adds back the depreciation 

value to the net income. This makes other metrics not appropriate measures of an REIT financial position and puts P/FFO as 

one of the best measures of REIT performance, which is why I weighted this multiple at 40% in the valuation.  

The next multiple I weighted was debt/EBITDA. REITs rely heavily on debt to acquire and invest in properties, and because of 

this knowing their debt-to-equity ratio is important in valuing their overall financial health. Taking on too much debt results in 

a risk of being unable to pay it off, so this multiple is not only a measure of profitability but also of risk from debt. The ideal 

range for a debt-to-EBITDA ratio is 4.0-6.0x, and Welltower’s is just outside of that range at 7x. However, they are on par with 

their peers, which is a good comparative representation of their financial health. Coming out of the pandemic, many REITs’ 
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debt-to-EBITDA ratios increased, so it is to be expected that many of them are slightly or even significantly outside of the ideal 

range right now. What is important is that Welltower has been taking steps to pay off debt and set themselves up for a 

profitable future that allows them to pay off debt as it matures. Overall, I weighted this multiple at 30% because of its 

importance in measuring REIT risk and overall debt.  

I also weighted EV/EBITDA, which represents a proxy for free cash flow. EV/EBITDA is typically a good representation of a 

company’s profitability, but because of the inclusion of depreciation, it makes it a little less accurate for valuing REITs, which is 

why I included it at just 30%.  

Overall, Welltower had multiples above many of their competitors, including in P/FFO, EV/EBITDA, and P/BV. Metrics like P/E 

and EV/Sales were not applicable to REITs, so I did not consider them in the weightings at all. I included three custom ratios, 

these being P/FFO, Debt/EBITDA, and interest coverage ratio. These multiples allow for better representations of REIT 

financial health, and account for the differences in real estate with depreciation and capital gains that other types of 

companies do not need to consider. This model generated an undervaluation of Welltower’s stock price, suggesting that 

Welltower should be valued at $70.29 with a margin of safety of (13.4)%.  

 

Catalysts for Long-Term Growth 

In my research, I have identified several catalysts for long-term growth: 

• A rapidly aging population  

• Occupancy trending upwards 

• A shift in values towards care & higher healthcare expenditure 

• Technological innovation  

• New relationships and strong acquisitions 

Aging Populations 

Currently, Welltower’s key demographic is seniors aged 55-years and above. In the United States, this makes up 29.1% of the 

total population as of the 2019 census. By 2035, the number of seniors aged 65-years and above is expected to overtake those 

aged 18 and below, which will cause a large demographic shift and open up opportunities for Welltower to capture new 

buyers and increases their market share. It will also provide a long-term catalyst for growth, as baby boomers fade out and 

new generations take their place. With Welltower laying the foundation through improving quality of care and focusing on 

innovation, they are posed to capture a significant portion of aging senior populations as they come.  

Occupancy Trends 

In the short-term, occupancy is expected to return to pre-pandemic levels by the end of FY2022, which will improve their total 

revenues and ultimately NOI. In the long-term, as overproduction ceases and the supply-demand balance is restored as 

construction and acquisitions slow and rivalry amongst existing firms lowers, Welltower is expecting to see their occupancy 

rates increase as buyers no longer have an oversupply of properties to choose from. With increased occupancy rates, rental 

income will not be affected a great amount, but resident fees and services will be impacted significantly, and as this makes up 

approximately two-thirds of their total revenues this will provide them with a much larger NOI, especially as they do not need 

to increase property operating expenses since they will not be adding new properties to influence the occupancy trends.  

Shifting Values & Increased Spending on Healthcare 

A shift in values towards care-based living services, and increased expenditure on healthcare by seniors will serve as large 

long-term catalysts for growth for Welltower. 80% of an individual’s health and wellness is influenced by social determinants, 

which is where Welltower’s 6-pronged strategy come into play. Welltower focuses on: 
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1. Expert-led health & medical care through the connection of outpatient medical centers and post-acute care centers 

to their senior living communities.  

2. Exercise & activities to promote long-term health and quality of living.  

3. Safety & accessibility to meet the diverse needs of their key demographics.  

4. Food security & nutrition to ensure a well-rounded approach to health and meet the needs of the seniors.  

5. Community & socialization as research shows that many seniors suffer from isolation which causes adverse health 

effects and can lead to early mortality.  

6. Hygiene & personal care to ensure that seniors are offered the highest quality of living.  

These six pillars of Welltower’s living properties and services are what will allow them to capture new buyers as their key 

demographic shifts to a focus on quality of care and living, as many senior living communities have a poor track record of 

meeting the full range of diverse needs of seniors. The increased spending on healthcare by this demographic will also allow 

Welltower to meet their revenue needs and improve NOI margins.  

Technological Innovation  

Technological innovation is driving a migration to outpatient medical centers as seniors no longer need to go to the hospital or 

ER when emergencies happen but can get the same level of treatment at outpatient centers due to expanding technological 

advances. For many years hospitals had superior technology that allowed them to have higher success rates with surgeries 

and hospital stays, so many patients opted to go to the hospital in-patient rather than to clinics. However, as new 

technological innovation stalls, old models of equipment are being constantly improved upon and are no longer restricted to 

in-patient use, which is allowing for the outpatient market to flourish. Outpatient centers are typically cheaper and more 

convenient, and with the same success rates for surgeries and the same level of expertise from doctors, there is the start of a 

large migration to outpatient centers by seniors and younger demographics alike. Welltower has begun investing heavily in 

outpatient medical centers over the past 10 years, developing partnerships with hospital systems to ensure equal success and 

expertise levels, which will allow them to capitalize on this opportunity and experience long-term growth in their outpatient 

portfolio from it.  

New Partnerships & Acquisitions 

Welltower currently has the opportunity to deploy in excess of $15 billion across all asset classes over the next decade, which 

will drive significant growth in their portfolio. During the past year alone, they have formed 17 new partnerships with senior 

living and hospital systems and companies, which will allow them to create significant long-term capital deployment 

opportunities, once again driving long-term overall growth. They expect an average annual capital deployment of $1.5 billion 

from newly formed exclusive ventures with partners and have many investments and deals in their pipeline. Among their 

newly established partnerships is NNN/SHO which was the acquisition of five recently developed communities and the 

establishment of a strategic long-term exclusive development agreement which will see Welltower exclusively developing 

properties for this partnership. This was a $172 million investment. In addition to this, they have 22 more properties in their 

construction pipeline through the formation of new partnerships, which they anticipate will return high single-digit IRRs.  
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As of September 30, 2021, Welltower entered into definitive agreements to acquire $1.3 billion worth of assets, with a $119 

million acquisition of three senior housing properties, a $172 million acquisition of five class ‘A’ senior housing properties, a 

$475 million acquisition of 9 senior apartment communities, and a $580 million acquisition of 14 senior housing properties 

portfolio, which is comprised of 8 rental communities and 6 entrance fee communities. All of these acquisitions are expected 

to generate high single-digit IRR within the next 10 years and provide an opportunity for sustainable long-term growth. To see 

a full breakdown of FY2021 investments, see Appendix pages 27-29.   

Risks to Projections and Expectations 
While I have identified catalysts for growth, there are risks to my assumptions that could affect Welltower’s ability to provide 

returns in line with my projections and market expectations. 

• Tenant financial risks – the insolvency or bankruptcy of their tenants, operators, or other obligors may adversely 

affect their business.  

• Failure of acquisitions to meet expectations – they may encounter unanticipated expenses relating to acquired 

property including contingent liabilities, additional operational expenditures, or additional maintenance or 

construction that needs to be finished. These expenditures can negatively affect operations, and their bottom line.  

• Oversupply – currently the supply-demand balance for senior housing is tipped into surplus, with overproduction 

resulting in high competitive rivalry to minimize prices while keeping quality high in order to maintain occupancy 

rates. If Welltower cannot adapt to this successively, then they will lose resident fees and service revenue which will 

harm NOI margins.   

• They are very dependent on ProMedica Health System and Genesis Healthcare for a significant portion of their 

revenue – Failure or inability by them to satisfy obligations under their lease agreements could adversely affect them.  

• Rising Interest Rates – when interest rates are rising, REITs typically tend to perform worse at the beginning. If this 

happens when the Feds raise interest rates this year, then it could scare investors and result in a lower stock price. 

Tenant financial risks were a large issue during the height of the pandemic, when occupancy rates were falling and operators 

could not afford to pay rent in some cases or keep occupancy and fees at a sustainable level. Due to this, Welltower had to 

raise expenses significantly in order to keep their portfolio afloat and prevent operators from bankruptcy. Coming out the 

Source: Welltower Annual Report 
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pandemic and as we enter an endemic phase, Welltower expects for occupancy rates to return to normal, and numbers from 

FY 2021 show that occupancy is rising quickly across the bulk of their portfolio, reducing the risk of bankruptcy from this. 

However, many operators are still reporting negative or small positive margins and will take at least through FY2022 to 

recover financially, which continues to make this a risk for Welltower.  

Failure of Acquisitions to meet Expectations is another risk I have identified for Welltower. They have expanded rapidly 

throughout FY2021, spending over $1.5 billion on acquisitions, and more on new construction. With each acquisition comes 

the risk that they may encounter additional expenses that they did not account for, and since they rely heavily on these 

acquisitions to increase profits, this can severely lower their profitability by increasing expenses. This is something that 

Welltower’s management has identified as a key risk through 2030 as they have over $6 billion to deploy in the next decade.  

Oversupply/Overproduction is the third key risk that Welltower faces. In 2017, construction across the healthcare REIT 

industry reached its peak, and since then there has been an issue of overproduction, where there is a surplus of housing and a 

lack of demand to fill it. With the pandemic and a loss of occupancy throughout the industry, this surplus only grew, and 

oversupply reached a new level. Operators are having to find ways to decrease fees whilst keeping quality high for residents in 

order to capture back potential residents coming out of the pandemic. This is resulting in lower revenues and profits for REITs 

and is an issue that must be resolved in the coming years or competitive rivalry will remain high.  

Finally, rising interest rates is the last key risk to projections. In a recent research study by Michael Orzano, head of equity 

indices at S&P Dow Jones Indices, he found that there is no causation, or even correlation, between rising interest rates and 

poor REIT performance in the market. Although it is a common concern about how REITs will perform when interest rates rise, 

it is actually a misconception that REITs will underperform when interest rates rise. When you examine the historical record of 

REITs, you find that REITs actually outperform the S&P 500 over half of the time interest rates rise. Since 1970, there have 

been six periods when the 10-year U.S. treasury bond yields rose significantly, and REITs outperformed the S&P 500 four out 

of the six periods. While rising interest rates do pose a challenge for REITs with decreasing value of properties and increasing 

borrowing costs, it has not been seen that their performance suffers as a result. However, it is still a very common 

misconception among inexperienced investors that raising interest rates will hurt REIT performance, and due to this 

Welltower faces the risk that their stock price will suffer if investor sentiment is negative when interest rates rise.  

All in all, Welltower is a very strong company with a highly recognizable name brand which allows them to maintain high levels 

of market share compared to peers. While there are risks to my projections largely relating to tenant factors and interest 

rates, I am confident in their ability to mitigate these risks, and management has already listed out several ways they work to 

minimize risks in operations relating to tenant ability to not pay. During the pandemic they had tenants unable to pay the full 

rental income, and unable to maintain high occupancy rates, and even with these they were able to maintain positive margins, 

further increasing my confidence in their ability to mitigate these risks I have outlined.  

Corporate Governance 
The Board of Directors of Welltower currently consists of eleven board members. Ten of the board members are independent, 

with one of them being Shankh Mitra, the current CEO of Welltower. 

Executive Members 
• Shankh Mitra: CEO & Chief Investment Officer  

• Timothy McHugh: CFO 

• John Burkart: COO 

• Matthew McQueen: General Counsel & Corporate Security 

• Ayesha Menon: Senior VP Wellness Housing and Development 

• Joshua Fieweger: Chief Accounting Officer  
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Executive members received a total of $20,427,591 in salaried compensation. The CEO Shankh Mitra received the largest 

salary of $9,557,434  or 46.8% of total salaried compensation. 

Independent Members 
• Kenneth Bacon: co-founder of Railfield Realty Partners 

• Karen Desalvo: current Physician Executive & Chief Health Officer of Google Health 

• Jeffrey Donahue: former President and CEO of Enterprise Community Investment  

• Philip Hawkins: current Executive Chairman of Link Logistics Real Estate (Blackstone’s real estate portfolio company) 

• Dennis Lopez: former CEO of QuadReal Property Group 

• Ade Patton: current Executive VP and CFO of HBO/HBO Max 

• Diana Reid: former Executive VP of the PNC Financial Services Group 

• Segio Rivera: former CEO of SeaWorld Entertainment 

• Johnese Spisso: former CEO of UCLA Hospital System  

• Kathryn Sullivan: former CEO of UnitedHealthcare Employer and Individual  

 

Environmental, Social, and Governance (ESG) Observations 
Environmental:  

They strive to reduce environmental impact through increasing energy and water efficiency, reducing greenhouse has 

emissions, and focusing on environmental impacts of their supply chain. Their outpatient medical portfolio is benchmarked in 

EPA energy star portfolio manager, and they regularly launch and update new environmental goals that provide a more 

inclusive representation of their portfolio. In 2019, they outlined a plan to reduce greenhouse emissions by 10%, as well as 

energy and water usage by 10% compared to their 2018 baseline. As of 2020, they had reduced greenhouse gas emissions by 

8.5%, energy consumption by 2.1%, and water consumption by 5%. Focusing on their operations sustainability, they have 

developed a Supplier ESG survey that allows them to analyze and leverage for compliance and opportunity engagement with 

suppliers. Within construction and office supplies, they focus on working with partners who are either Forest Stewardship 

council or sustainable forestry initiative certified. Finally, Welltower is the first U.S. healthcare rEIT to successfully complete a 

public green bond offering, which allows them to add sustainable value across their portfolio. Use of the funds goes towards 

green buildings, improving water efficiency across already built properties, and improving energy efficiency across their 

portfolio.  

Social:  

Source: Welltower Annual Report 
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Welltower has a number of social initiatives in place, beginning with their Welltower Charitable Foundation which has 

donated over $40 million to initiatives relating to aging, health care, education, and the arts over the past 6 years. Their 

largest initiative of those named relates to aging, where they focus on addressing isolation, homelessness, and access to care 

amongst senior citizens. In 2020, they launched welltowerLIVING, a wellness focused housing concept for those aged 55+ 

which caters to moderate and low income seniors who are Medicare eligible.  

They also aim to maintain a diversified employee base through their Diversity Council and mandatory training for all 

employees. Currently, 47% of their new hires are female, and 53% are male, with 18% of new hires being from a minority 

group. Their board is a 50/50 split between male and female, though their executive hires are primarily male, with just 18% 

being female. They also aim to make total compensation fair between groups, though women are still paid 0.80-0.94c for each 

dollar, depending on their level of seniority.  

Governance: 

Their governance policies include risk management team, which is focused on reviewing operational, strategic, financial, legal, 

and regulatory risks to develop new policies and trainings, an ESG team which focuses on creating ESG goals that flow down to 

all employees to span organization wide ESG engagement, and a management team designed to assess security risks with 

industry practices and review cybersecurity capabilities and preparedeness. Their anti-corruption policy provides the business 

conduct they expect from employees, and the General Counsel provides oversight for the code of business conduct and anti-

corruption policy. Their employee ethics trainings are designed to facilitate employee awareness and understanding of ethics 

policies, anti-corruption laws and regulations, and to clarify behavioural expectations when coducting business.  

Investment Summary 
My analysis leads me to conclude that Welltower Inc. is attractively undervalued. The effects of the pandemic hit the entire 

healthcare/senior living REIT industry hard resulting in low investor sentiment throughout, but Welltower has worked through 

the pandemic to ensure they are posed for strong growth in the future. They have built a strong brand image of quality, and 

garnered loyalty and respect from many operators and hospital systems, allowing them to pursue strong acquisition strategies 

and capture large portions of the market. Welltower is not only taking steps to mitigate the effects of the pandemic, but they 

are investing heavily to establish a dominant future positioning and achieve their strategic goals. Aging populations, along 

with shifting values in the key demographics Welltower targets towards quality healthcare is setting them up for long-term 

growth, and this paired with exponential growth in healthcare expenditure by these demographics will ensure strong top-line 

performance for years to come. Their six-pronged strategy to a wellness & quality-based approach in senior living has and will 

continue to distinguish them from competitors for years to come. My valuation methods of DCF, comparable, and dividend 

discount models suggest that the company’s current stock price is not an adequate reflection of its future prospective. With a 

target price of $93.96, I have calculated Welltower to be undervalued by 15.8% based on its market price of $81.16. As 

Welltower continues to generate better NOI margins, acquire new portfolios, and expand into new markets, and the industry 

experiences trends towards growth, the company should begin trading closer to its intrinsic value. Shankh Mitra took the reins 

in 2020, and since then has been pushing Welltower towards a secure and increasingly profitable future. This is a company we 

can hold confidently, therefore, I recommend a strong buy for Welltower.  

Disclosure: I have no positions in any stocks mentioned, and no plans to initiate any positions within the next 72 hours.  

I wrote this report ourselves, and it expresses our own opinions. I am  not receiving compensation for it. I have no business relationship with any company whose stock 

is mentioned in this equity report. This report is written explicitly for the Oregon State Investment Group; however, we hold the right to distribute this document to 

potential employers or for other educational purposes as a sample of my work.  

Signed:  

Sarina Grant 

[2/8/2022] 
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Welltower’s key property types, relationships & partners, and geographical locations for years 2018, 2019, and 2020. This 

gives a look into where they obtain the bulk of their NOI from, and what markets are essential to their operations.  
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