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Welltower’s 4.6% Yield: Worried The 

Valuation Is Too High? 

Welltower Inc. (WELL) has been consistently delivering 

sustainable and reliable growth to shareholders through its 

differentiated strategy and systematic capital allocation. 

However, it’s currently trading at a premium valuation. This 

article analyzes the various strengths of the company which 

have led it to being a top player in a the industry, and then 

considers the health of the business, valuation, risks, 

dividend safety, and concludes with our opinion about 

whether long-term income-focused investors should be concerned about Welltower’s price 

getting too high relative to its valuation. 

Overview: 

Welltower Inc., an S&P 500 company, is a self-administered and self-managed real estate 

investment trust ("REIT") which owns interests in properties concentrated in major, high-growth 

markets in the United States, Canada and the United Kingdom, consisting of seniors housing, 

outpatient medical properties and post-acute communities.  

The company’s differentiated strategy and approach to capital allocation has enabled it to 

deliver consistent and reliable growth to shareholders. The company is the largest public 

healthcare focused REIT and the third largest public REIT overall having approximately 1,680 

properties. 

Expanding End-Market 

Welltower’s senior housing and outpatient medical and health system segments accounted for 

90% of revenues in Q4 2018 and are forecasted to grow significantly due to increase in 

demand. 

1. The “Graying” demographic wave 

Key Takeaways: 

• Growing target 
market. 

• Efficient capital 
allocation. 

• Operational 
performance and 
increasing dividend 
which justifies 
premium valuation, 
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As shown in the chart above (from Welltower’s investor presentation), in the next 20 years, the 

population of US citizens in the 85+ age group is expected to surge at an increasing rate while 

the population of 25-34 age group is expected to decline. And as the population continues to 

age, the demand for senior housing will continue to rise.  

Worth considering, a common disease related to an aging population, Alzheimer’s, is among 

the top 10 cause of deaths in the US which cannot be prevented, slowed or cured. And the 

most convenient and affordable solution to Alzheimer’s is residential memory care, which is 

offered by Welltower’s senior housing segment. And this is expected to further benefit Welltower 

as 63% of the company’s net operating income came from its senior housing segment in Q4 

2018.  

2. Amplifying demand for outpatient medical care  

The rise in aging population, which is expected to see an increasing growth rate, will drive 

higher expenditure on outpatient medical care.  

As seen in the chart below (from Welltower’s investor presentation), in the next 10 years, the 

demand for outpatient medical care is expected to subdue the demand for inpatient medical 

care in almost every medical field. This is an important phenomenon for Welltower investors to 

consider. 
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Specifically, innovation and improvements in clinical procedures along with an increase in 

value-based payments has spurred a shift from inpatient to outpatient medical care. Patients 

have embraced these changes as outpatient services tend to cost less—and be more 

convenient—than inpatient services. This is expected to benefit Welltower as the outpatient 

medical and health system segment accounted for 27% of its net operating income in Q4 2018. 

Leading Market Position 

Welltower has strategically acquired and developed “Class A” properties in major US metro 

markets that benefit from population growth and density, affluence, job growth, and higher 

barriers to entry. New supply within a 3-mile and 5 mile-ring around Welltower’s properties 

potentially impacts just 4.1% and 7.2% of the company’s operating income, respectively. 

Welltower enjoys a substantial competitive advantage, as is evident due to the significantly 

higher median valuation of its housing properties compared to peers. 

Welltower’s properties have an average age 20% lower than peers and more than double the 

average property valuation compared to peers. However, revenue per property is currently 

only 1.5x that of its peers. And due to this combination, Welltower has been able to increase 

revenue per resident by 2.0% as compared to 1.7% for its peers, with additional room for 

potential incremental growth. And residents can afford this considering the average household 

income in the Welltower’s operating areas is nearly 1.5 times that of peers. 
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Strategic Portfolio Transformation 

Also worth considering, over the last 5 years, management’s focus has been on reducing 

Welltower’s dependence on relatively expensive post-acute care, and instead increasing its 

focus on high quality and lower cost senior housing and outpatient sites. This transition and 

combination of senior housing and outpatient medical systems has increased from 75% of total 

revenues in 2014 to 90% currently, while post-acute care has declined from 23% to 10%. And 

very importantly, this has resulted in an increase in the percentage of private pay from 87% to 

97%, which reduces the dependence on the uncertain payments from Medicare and 

Medicaid.  

Since 2014, Welltower has recycled 25% of its asset base into higher quality assets in terms of 

yield. Further, Welltower has allocated $1.5 billion for acquisitions in 2019, focused on the 

outpatient sector. Outpatient real estate is a 372 billion market which is 65% owned by health 

systems and physicians while only 11% is owned by REITs. The acquisition of real estate in this 

space is a win-win situation for both REITs and physicians as it will unlock additional capital for 

health systems while REITs gain an established tenant. To augment the acquisition in outpatient 

portfolio mix, the company has formed strategic alliances with key health system partners such 

as John Hopkins, Promedica, UCLA Health, Atrium Health and New York-Presbyterian.  
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Declining Spread versus US 10-year Treasury 

The market has significant confidence in Welltower’s cash flow performance which can be seen 

in the below chart. Specifically, Welltower’s spread versus the US 10-year treasury is currently at 

160bps (down from the 260bps high in early 2016).  

And worth noting, Welltower’s senior unsecured debt has a Baa1 rating from Moody’s. To 

provide more perspective on this, as per Moody’s: 

“Welltower's Baa1 senior unsecured debt rating reflects its large, high quality portfolio of 

healthcare investments diversified across multiple property sub-segments, including seniors 

housing, outpatient medical buildings, and long-term/post-acute care facilities. Based on 

facility revenue mix, 94% of Welltower's NOI (as of 3Q18) is derived from private pay revenue 

sources, minimizing its exposure to potentially volatile government reimbursements. The REIT also 

benefits from strong fixed charge coverage, a large unencumbered asset base and modest 

secured debt levels.”  

The confidence of the market is further accentuated by the decline in short interest in recent 

months from 5% in 2017 to 1.4% currently. The market’s confidence reflects the forward 

expected performance of Welltower—thanks in large part to its low cash flow volatility. 
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A Fundamentally Strong Business 

For the latest quarter, Welltower beat its own expectations in terms of rates, occupancy and 

labor costs for senior housing. Specifically, sequential revenues growth of 0.4% in Q1 2019 is 

unusual as this is normally the weakest quarter seasonally. Further, the company has 

announced/closed $2 billion in investments since the beginning of 2019, bringing it to a total of 

$6 billion in investments since early 2018. To quote the management, 

“At our Investor Day in December 2018, we gave you a detailed look into our view of senior 

housing supply and how adjusted competition units and yet-to-open inventory impact our best-

in-class portfolio within our specific micro markets. While pundits proclaim supply headwinds for 

years to come using their gut feel as it suits their story at a given moment, our data analytics 

team of statistician and computer scientist, armed with machine learning, not gut feelings, 

informed our prediction of the turn in our operating trends that I have discussed with you over 

last three quarters.” 

Valuation 

As seen in the graph above, Welltower is currently trading at a P/FFO LTM and P/FFO FY+1 which 

is above its historical average level over the last 5 years. While this may indicate that the stock is 

expensive, analysts expect FFO to keep growing significantly, as shown in the following table. 
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Price/FFO LTM Price/FFO FY+1

Min 13.1x 12.3x

Max 25.1x 21.0x

Average 17.7x 16.2x

Current 20.1x 18.0x

FY Ending Dec '17 Dec '18 Dec '19E Dec '20E

Q1 (Mar) $1.05 $0.99 $1.02 $1.07

Q2 (Jun) $1.06 $1.00 $1.04 $1.09

Q3 (Sep) $1.08 $1.04 $1.06 $1.11

Q4 (Dec) $1.02 $1.01 $1.06 $1.11

Fiscal Year $4.21 $4.03 $4.19 $4.38

P/FFO 15.1x 17.2x 18.0x 17.2x
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Specifically, analysts believe the capital appreciation potential of the stock to be around 3%, 

on average. And when combined with increasing FFO estimates, this indicates a positive overall 

outlook for the company. 

 

Risks: 

Describe a few of the key risks that investors should be aware of. Providing risks for investors to 

be aware of is important, and it prevents the article from being a one-sided cheerleading 

piece. For riskier investments this section may be longer and more detailed. REITs rely heavily on 

borrowing, so a common risk is interest rates because it could increase the aggregate cost of b 

 

Dividend Safety 

Welltower’s dividend has remained stable or increased every year since 2000, except for 2007, 

where the dividend fell by 21% but immediately recovered by 18% in the following year during 

the financial crisis. Welltower continues to benefit from a strong credit rating which when 

coupled with its prudent systematic allocation of capital, paves way for a solid foundation of 

secure future growth.  

Steep Premium for Better Performance? 

While Welltower continues to achieve stable and ongoing growth, it is worth pointing out that it 

trades at a premium “above the industry” average. However, we believe that the consistent 

above average performance of Welltower (in comparison to the rest of the players, especially 

highlighted by its ability to pay a higher dividend even during the financial crisis of 2008) justifies 

the higher valuation. And for what it is worth, this is supported by Welltower’s average 

“Overweight” rating from the Street analysts, as shown in our earlier chart.  
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Conclusion 

If you are an income-focused investor, you’re likely concerned first with Welltower’s dividend 

safety and secondly with its current valuation. In our view, the dividend is safe, and the 

company’s industry leadership position warrants its valuation. 

More specifically, if you are looking for an industry leader which has consistently increased its 

dividend over the last 10 years, Welltower is worth considering. With its current portfolio mix and 

calculated approach to capital allocation, Welltower is a leader and positioned to reap the 

benefits of a growing end-market. Specifically, the competitive advantages enjoyed by 

Welltower in the senior housing segment and its strategic partnership-based model with top 

players in the outpatient sector, justify a valuation higher than its peers. There are no guarantees 

in the stock market, but Welltower will very likely keep delivering consistent growth, improving 

operational performance, and a healthy dividend payout to investors. 


