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AHR Set to Grow 6.5% Yield with Demographic Tailwinds and Expansion 

       
 

   

    

Price $15.37 Dividend Holding July 8, 2024 

• 6.5% Distribution Yield. 

• Strong demographic tailwinds in the US, with the over 80 population 

increasing by more than 50% by the end of the decade. 

• Occupancy rates are trending above pre-COVID average, with AHR reporting 

91% weighted average occupancy.  

• Seeking to offload an additional $50 million in non-core assets to fund 

expansion and purchasing the remaining interest in its largest operator. 

• Strengthened balance sheet by going public. Debt now has a 4.89% 

weighted average interest and a 9.7-year average term. 

Investment Thesis 
American Healthcare REIT (AHR) is an REIT focused on nursing homes and other health 

infrastructure. AHR operates both traditional triple-net leases which provide stability, 

and RIDEA (REIT Investment Diversification and Empowerment Act) properties allowing 

it to take operational upside. 

There are substantial demographic tailwinds that will provide long-term growth potential 

for AHR. Additionally, AHR is reporting both a return to pre-COVID occupancy rates at its 

facilities with contract travel nurse labor costs also returning to pre-COVID levels. We 

believe that the solid 6.5% yield coupled with cost improvements and demographic 

tailwinds make a strong long-term case for AHR.  

Estimated Fair Value 
EFV (Estimated Fair Value) = EFY25 FFO (Funds from Operations) times P/FFO 

(Price/FFO) 

EFV = E25 FFO X P/FFO = $1.30 X 15.0 = $19.50 

 E2024 E2025 E2026 

Price-to-Sales 1.0 0.9 0.8 

Price-to-FFO 16.3 15.0 13.5 
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Market Conditions 
We have talked about demographic tailwinds in more detail in our article here. The 

overall population over 80 will increase by 50% over the next decade. Occupancy rates 

decreased to an average of 85% during COVID, compared to ~87-90% pre-COVID.  

 

Absorption is the measure of new beds transitioning to surplus (inventory) or occupied (absorption). NIC Maps, AHR 

Investor Relations. 

Additionally, new construction costs are up 36% since the start of 2020 with assisted 

living construction starting at their lowest level since 2010. Of those that are 

constructed, absorption has reached record high levels with AHR reporting occupancy is 

now trending above pre-COVID levels at 91%.  

Across the business, AHR also stands to benefit from future Medicare and Medicaid 

reimbursement level increases, which stood at a 4.4% year over year price increase in 

2024 and a proposed 4.1% increase in 2025. Skilled Nursing and other forms of 

eldercare are some of the largest categories by spending for those over 84, with 

https://buildingbenjamins.com/market-and-economy/aging-demographics-and-medicare-advantage-growth-heal-outlook-for-healthcare-sector/
https://s203.q4cdn.com/231149128/files/doc_presentation/2024/02/AHR-FAQ-Presentation-2-12-2024.pdf
https://www.aha.org/news/headline/2024-03-28-cms-proposes-41-payment-update-snfs-and-revise-nursing-home-enforcement-authority-fy-2025
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Medicare and Medicaid being payor agnostic toward care.

 

Primary Business 
AHR operates 298 properties, 17,658 beds in total, across 36 states and the UK. Across 

these properties, AHR maintains 600 different tenants, concentrated in elder care. 
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54% of AHR’s NAV (net asset value) comes from RIDEA properties, or 90.5% of 

revenue. These include all the ISHC (integrated senior health campuses) and SHOPs 

(senior housing operating properties). RIDEA properties are a classification that allows 

REITs to earn both rental income and a share of operational profits. The advantage of 

this is that it allows AHR to experience operational upside rather than just rental 

escalators. Though, the RIDEA structure means that AHR does assume some operational 

risk and non-rental profits are taxed at the same rate as the corporate tax before 

distribution.  
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Segment Quarter 
ending March 

2024 

% of Net 
Operating 

Income 

Net Operating 
Income Growth 

(year over 

year) 

Occupancy 
(% Leased) 

Net Operating 
Income Margin 

ISHC (integrated 
senior health 

campuses) 
51.1% 25.7% 86.7% 10.7% 

SHOP (senior 

housing 

operating 
properties) 

7.9% 28.3% 85.7% 11.0% 

OM (outpatient 

medical) 
25.5% -9.1% 88.1% 61.6% 

Other (triple-net 

leases) 15.5% 138.6% 100% 95.2% 

Orange represents RIDEA properties, blue represents standard tenancy agreements. Net Operating Income = Revenues + Grants – 

Operating Expenses 

ISHC comprises 12,993 beds, with 57% of those beds being skilled nursing, and 43% 

being senior housing. Same-store net operating income grew by 20% year over year, 

driven by both rent growth and a 210bps increase in occupancy to 86.7% in May 2024. 

This sets up a positive trend for the year as occupancy and leasing rates are typically 

lowest in the first quarter of the year. Full year 2024 in the ISHC segment is expected to 

have 8-10% net operating income growth for 2024, with continued growth back up to 

and even exceeding the long-term average for occupancy. AHR has expressed interest in 

buying out the $247 million interest in Trilogy, who operates 75% of ISHC facilities. 

Currently, AHR owns 76% of Trilogy. The purchase option lasts until September 2025, 

with AHR expecting to execute by that time.  

SHOP has 5,175 beds, with 79% of beds classed as assisted living or memory care. 

Same-store net operating income rose 30% year over year, with occupancy climbing 

700bps to 85.7%. SHOP is expected to have 25-30% net operating income growth for 

full year 2024, thanks to new asset acquisition and strong occupancy growth. In 

February 2024 AHR acquired 856 SHOP beds across 14 properties in Oregon for a cost of 

$110,000 per bed. The acquisition has a RIDEA structure and utilizes a known operator. 

AHR estimates that over the longer term more transactions like this one will become 

available. As interest rates have stayed elevated, lenders are more averse to high LTV 

(loan-to-value) ratios, making it harder for existing owner/operators to refinance high-

interest debt on the balance sheet. AHR expects these transactions to be funded by non-

core asset disposal and some operational free cash.  
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In the OM area leasing activity has slowed down to normal levels after an explosion of 

growth in the second half of 2023. No one tenant in this area makes up more than 8% 

of rental space, with the full OM portfolio having a weighted average lease term of 5.2 

years. These facilities are multi-tenant and multi-specialty allowing for same-location 

diversification. Finally, AHR operates a small portion of standard triple-net leases on 

single-tenant facilities, usually hospitals, skilled nursing facilities or other single-tenant 

medical facilities. Rental escalators in the non-RIDEA area are usually 2-3% per year. 

Risk 
CMS has introduced new minimum staffing standards.  

The CMS (Centers for Medicare and Medicaid Services) states that a majority of nursing 

homes would have to add some staff despite the average exceeding the rule. There is 

strong industry-wide opposition to the rule given its inflexibility, and AHR believes that 

the rule will be revised down before its implementation in 2028 at the latest. AHR 

believes that these rules, if they are implemented in their current form, will have only 

minor impacts on the business. As it stands, the Trilogy-operated facilities (74.7% of 

total AHR beds are operated by Trilogy) exceed the requirements by at least 10%. AHR 

KFF.org, CMS, AHR Investor Relations 

https://www.federalregister.gov/documents/2024/05/10/2024-08273/medicare-and-medicaid-programs-minimum-staffing-standards-for-long-term-care-facilities-and-medicaid
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did not disclose the stats on other operators but emphasized it will have minimal impact 

on operational costs. 

AHR has a balance sheet increasing in quality, however it has expressed that it wishes to 

expand its footprint with purchase of distressed operators and buy out the remaining 

interest in Trilogy. While AHR has a strong liquidity position with low interest rates, 

increasing debt on the balance sheet in the current high interest rate environment could 

pose risk. 

Financials 
Contract and travel nursing has grown to be a huge expense to healthcare operators 

since the pandemic. According to the American Hospital Association, the share of nurse 

labor expenses from contract travel nurses went form 4.7% in 2019 to 38.6% in 2022. 

According to AHR, the labor situation in nursing has seen a stabilization and it has been 

able to shed “most” contact travel nurse labor costs, which is expected to continue 

through the end of 2024.  

To achieve deleveraging and expansion goals, AHR is seeking to remove approximately 

$50 million in non-core assets during the remainder of 2024. Already over the trailing 

twelve months, AHR has unloaded approximately $110 million in non-core holdings, in 

the SHOP and OM segments. These divestitures have contributed to the strong $915 

million liquidity position, with $90 million coming from cash on hand and the remaining 

from undrawn capacity on lines of credit. Advantageously, AHR has access to HUD 

(Housing and Urban Development) debt offered by the government, which has a fixed 

interest rate of 3.6% fixed over 30 years, provided the LTV ratio stays under 80%. 

AHR has strengthened its balance sheet, paying off $721.5 million in debt over the 

trailing twelve months with a weighted average interest rate of 7.5%. This was financed 

by going public and brought total debt down to $1.75 billion with a 4.89% weighted 

average interest and 9.7 year weighted average term. The balance sheet is still at 7.4x 

net debt to EBITDA, which is high, but in line with other RIDEA healthcare REITs. By the 

end of 2024, AHR is targeting 6.0x net debt to EBITDA which would put it on the lower 

end of peers.  

AHR has a current yield of 6.5%, paying out $0.25/share quarterly. For the full year 

2024, net operating income growth is expected to be slower than seen in the quarter 

ending March 2024, expecting 5-7% same-store growth. AHR had operating results of 

$0.30/share in FFO in the quarter ending March 2024, with full year guidance of $1.18 

to $1.24/share. 

https://www.aha.org/guidesreports/2023-04-20-2022-costs-caring#:~:text=In%202019%2C%20hospitals%20spent%20a,of%2038.6%25%20in%20January%202022.
file:///C:/Users/bc_ha/AppData/Local/Microsoft/Windows/INetCache/Content.Outlook/VR5R6ZZ7/The%20Company%20intends%20to%20use%20the%20net%20proceeds%20received%20from%20the%20offering%20to%20repay%20approximately%20$717.6%20million%20of%20the%20amount%20outstanding%20under%20its%20credit%20facility
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Conclusion 
Over the short-term, AHR is targeting expanding its footprint with new facility growth 

while also capturing the remaining interest in Trilogy ISHC. Over the longer-term, there 

are substantial tailwinds in demographics that should provide a strong ramp for 

operational and rental growth.  

Coupled with a strong 6.5% yield and improving balance sheet, we believe that AHR is a 

buy for income investors seeking to capture part of the demographic tailwinds in the US. 

  

 

Peer Comparisons 
 

 

 
 

American 

Healthcare 

REIT (AHR) 

Medical 

Properties 

Trust (MPW) 

Omega 

Healthcare 

Investors 

(OHI) 

Sabra 

Healthcare 

REIT (SBRA) 

Ventas (VTR) 

Price-to-FFO 12.9 4.4 12.3 11.2 16.5 

Price-to-Sales 

(TTM) 
0.61 3.12 8.45 5.47 4.58 

EV-to-EBITDA 

(FWD) 
13.23 13.46 14.20 13.98 18.23 

Net Debt to 

EBITTDA 
7.4 28.0 5.7 6.1 7.3 

Dividend Yield 6.51% 14.32% 7.91% 7.80% 3.43% 
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Disclaimer and Related Information 
This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 

Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 

Halliburton is the founder and owner of Tradition Investment Management, LLC, a 

registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 

in the publishing, email, and website space. All material on the website should be 

considered paid advertising by Tradition. This article is a financial publication and is 

provided for educational purposes only. It is not an investment recommendation nor 

investment advice. It does not consider your personal circumstances and whether this 

investment is appropriate for you, your objectives, or your risk tolerance. Under no 

circumstance is Building Benjamins or Tradition Investment Management LLC 

responsible for any actions that you may take after reading this educational information. 

Nothing from Building Benjamins should be considered personal investment advice. 

Building Benjamins and Tradition Investment Management LLC, the website, emails, 

interviews, social media pages, and other materials are published by Building Benjamins 

and do not necessarily match the opinions of the individuals or companies published or 

quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 

losses and sometimes loss of your entire investment. Stock investing has company-

specific operational risks like demand, competition, legal and regulatory, and broader 

financial market risks like liquidity, Economic cycle, and government policy. You may 

lose money in any stock investment or other investments and are solely responsible for 

those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 

may or may not have positions in the securities discussed in this educational report. 

Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 

ahead of any customer buy or sell resulting from this information. The information 

herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 

Management LLC, and/or the authors on this site may transact in the security discussed 

later, prior to, or without notification in this format. This is not investment advice but 

only a discussion of select investments for educational purposes. Building Benjamins is 

an investment website, blog, or newsletter, and the information contained cannot be 

reproduced, copied, or redistributed without the prior written authorization of Building 

Benjamins or Tradition Investment Management LLC. US copyright laws apply. We rely 

on information from sources we believe reliable, including the companies themselves, 

but cannot guarantee the accuracy of the information we provide. You rely on this 

information at your own risk and are responsible for the verification of the data. 

 


