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Summary

Following investor meetings with CCP, we are making a rating switch by
upgrading CCP to Buy from Neutral (PT to $32 from $27) and downgrading
LTC to Neutral from Buy (PT unchanged at $53). This ten-page report serves
several purposes and read-throughs beyond these changes, including a detailed
and refreshed look into the good and bad of the skilled nursing business. We
conclude that the risks of bundling and other alternative Medicare payment
models are overly priced into CCP, while LTC is a pure value call on a stock
that has worked.

Key�Points

■ Rating Changes: We acknowledge the challenges facing CCP’s primarily
SNF portfolio, and we take a deep dive into the relevant issues in this
report. However, we believe the successful refinancing of $500mm (closed
on Friday) puts to rest a major issue for the company while simultaneously
reinforcing its strong balance sheet. We think the spread-investing thesis
could kick into higher gear for CCP on a go-forward basis, and the big
dividend yield (8.3%) looks safe. As such, we are increasing our PT
methodology by two turns, to 12x 2016 AFFO, which is still a deep discount
to its peers. Our new target represents a 16% increase from current levels.
Meanwhile, LTC has achieved our PT objective, and at a nearly 40% NAV
premium, we can not justify another leg up at this time.

■ Debating the SNF Industry: We pull no punches in this report, and provide
our latest and balanced view of an industry that has been under siege from a
changing reimbursement and patient-flow landscape. This includes where we
think the next steps may be as CMS pushes through its value-based agenda
(PCI next?) -- CMS is ahead of its stated goal of moving 50% of all Medicare
dollars into a cost-saving alternative model. We also point out where REITs
like CCP have a few arrows in their own quiver to protect cash flows at least in
the intermediate-term. Other hot-button topics are star ratings and declining
hospital referral networks. Although it is far from perfect, there is another
side to every table.

■ Side Note: We note that CCP’s refinancing (which closed on Friday) may
have a broader read-through for HCP and the planned SpinCo financing.
While the situation is vastly different in comparison to CCP, it does suggest
fixed income appetite for SNFs under appropriate conditions.

Price        Rating
Company Symbol (7/15) Prior Curr PT
 
Care Capital
Properties

CCP $27.59 Neutral Buy $32.00
 

LTC Properties LTC $52.67 Buy Neutral $53.00

Source: Bloomberg and Mizuho Securities USA
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Detailed Discussion 

We participated in a full day of investor meetings with CCP senior management last 

week, which helped triangulate the story in terms of the key positives (e.g., balance 

sheet, dividend, portfolio diversification, etc.) and the main areas of concern (value-

based care impact on SNFs, star ratings, transitioning assets, etc.). Big picture, we 

sense that a common broad thesis from outside observers is that VTR spun off its 

regional SNF portfolio to form CCP just in time (August 2015) which may suggest 

CCP is on the wrong side of the table in the currently uncertain environment for 

facility-based post-acute care. We do, in fact, think the VTR transaction was very well-

timed from its perspective – running a SNF portfolio today requires the utmost of 

attention. However, we came to a different conclusion from the CCP side of that 

debate, and in balanced fashion, discuss the most important topics impacting the 

company in this report.  

Upgrading CCP to Buy; Downgrading LTC to Neutral 

We acknowledge the challenges facing CCP’s primarily SNF portfolio, and we take a 

deep dive into the relevant issues in this report. However, we believe the successful 

refinancing of $500mm (closed on Friday) puts to rest a major issue for the company 

while simultaneously reinforcing its strong balance sheet. Further, the 8.3% dividend 

yield, which is also well-covered (83% of AFFO), should more than compensate 

investors for the risks. As we see it, the implications of bundling (and the like) on SNF 

utilization is likely to be manageable from a landlord’s (aka REIT’s) perspective, at 

least in the short- to intermediate-term, and we expect the greater likelihood is near-

term earnings improvements from CCP through external growth. This should resonate 

well with the stock’s depressed valuation (<10x 2016 AFFO vs. 18x for the healthcare 

REIT sector) and relative underperformance since the spin (see Exhibit 1 below).  

We also think CCP management has a realistic handle on the situation. During the 

meetings last week, there was no sugar coating with regard to the future, and we think 

that balanced view from leadership can only help the situation over the long-term. 

So as a first order of business of this report, and in the never-ending search for alpha, 

we are upgrading CCP to Buy from Neutral, and increasing our price target (PT) to 

$32 from $27. This PT change reflects an increased 2016 AFFO multiple from 10x to 

12x with the refinancing risk now largely behind the company. Meanwhile, we are 

simultaneously downgrading LTC Properties (LTC) to Neutral from Buy purely on 

valuation. We continue to view LTC as a uniquely positioned REIT within the 

healthcare space considering strong rent coverage for its primarily SNF/ALF portfolio, 

and a solid balance sheet. However, the stock has achieved our $53 PT objective, and 

considering our assumed 18x 2016 AFFO multiple behind that target (which we have 

increased in the process of reiterating our Buy rating) and a nearly 40% NAV premium, 

we can’t justify another rung up at this time.  
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Exhibit 1: 12-Month Price Performance; CCP vs. LTC 

 
Source: FactSet, Mizuho Securities USA, Inc. 

A Deeper Dive into CCP and the SNF Industry 

It is true that CCP may have several challenges to face in the future, as it works with 

its operators to navigate the changing playing field – there will be SNF winners and 

loser overall in the industry and (likely) within the CCP portfolio. The private nature 

of its tenancy may add an extra layer of anxiety for investors since performance metrics 

are more difficult to find and analyze. But the meetings last week also illustrated that 

there may be more balance to the story than what meets the eye. In particular, the risks 

facing the business may be more than priced in when considering investment returns 

(9%+) and the well-covered 8%+ dividend yield. We view the latter as “broken 

company” territory, and we don’t think “broken” is the right adjective for CCP. Layer 

on good rent coverage (1.4x) and investment grade balance sheet (4.5x debt/EBITDA) 

that should offer significant spread-investing earnings accretion opportunities, and we 

think CCP stock could be an alpha generator in the near-term. 

With that starting point, below we first highlight what we see as the key areas of 

concern, followed by our own view of offsetting factors that don’t necessarily receive 

the same bright-lights attention.  

A Quick Read-Through: As an aside, we note that CCP’s private placement, which 

was 3x oversubscribed and closed on Friday, may have a broader read-through for 

HCP. A key to the HCP story remains with SpinCo, and its ability to effectively raise 

debt capital. While the situation is vastly different in comparison to CCP, and the 

source of funding for SpinCo would likely be very different as well, it does suggest 

fixed income appetite for SNFs under appropriate conditions. 
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The Key Risks 

Here are six areas of concern for CCP and SNF industry that represented the lion’s 

share of discussion points during last week’s meetings.  We provide a balanced 

response to these risks throughout the discussion and in the section that follows. 

1. A Changing Landscape for SNFs 

We have written extensively over the past year+ about the implications of new 

payment programs, now and in the future (most significantly, this comprehensive 

report by MSUSA healthcare services analyst Sheryl Skolnick). Suffice it to say there 

are many unknowns for any REIT involved in that space, much less the underlying 

operators – SNFs represent 91% of the CCP portfolio. And as mentioned above, the 

primary CCP operator is a privately-owned regional company that lacks the public data 

transparency of large, national and publicly-traded entities like Genesis Healthcare 

(GEN, not rated). While that may be a good thing for CCP because regional players 

can be more entrenched into the local dynamics of their focus geographies, it’s not 

perfect either. Consider these takeaways: 

 Big Picture: The Centers of Medicare and Medicaid Services (CMS) is ahead 

of its plan to transition 50% of all Medicare dollars spent into some form of 

alternative payment model, such as bundling initiatives (BPCI, CJR, etc.) and 

Accountable Care Organizations (ACOs). The intermediate objective of 30% 

by the end of 2016 was achieved eleven months early (see this article), in large 

part because of the creation of 121 new ACOs. 

 CJR Specifically: The current observation from CCP management is it is not 

seeing any evidence its operators are feeling stress from the CMS’s new Care 

for Joint Replacement (CJR) mandatory pilot bundling program for hips/knees 

(67 markets, commenced April 1, 2016). Here are some things to keep in mind 

when considering the immediate implications on CCP. 

o CCP’s Quality Mix is 54%, which nets to about 25%-30% of its census 

reimbursed by conventional Medicare (as opposed to Medicare 

Advantage, which is irrelevant as it relates to CJR). 

o 20% of CCP’s NOI is generated in the 67 pilot markets. 

o Possibly 15% of its Medicare census is related to orthopedics, where hip 

and knee replacements would be characterized. 

So when you start taking percentages of percentages of percentages, the impact to CCP 

from this program alone is probably not going to be material on a relative basis 

($330mm NOI is projected for 2016).  However, the risk is the symbolic nature of CJR 

could amount to a canary in a coalmine, meaning the financial implications could be 

down the road – particularly considering the broader progress CMS has made (the 50% 

target). 
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2. More Coming; PCI Next? 

The hip/knee pilot may be just the beginning from CMS as it seeks to repair other areas 

of cost inefficiencies. We think CMS (already motivated to act fast with a new 

administration on the immediate horizon) will be quick to institute additional value-

based pilots for conditions associated with fairly predictable set of outcomes – possibly 

Percutaneous Coronary Intervention (PCI), or angioplasty with stent. The larger point 

is CJR is likely the first salvo, but as we discuss below, there are some countering 

arguments to be made before concluding SNFs are dead money.  

3. Star Ratings 

As we have also discussed in the past (see it here), the five-star rating system is taking 

an increasingly more important role in this evolving value-based environment. 

Logically speaking, a SNF with a 3-star or higher should be at a competitive advantage 

when the hospital discharge planner is assisting patients with the next steps of post-

acute care (we note a waiver program, starting next year, will allow a hospital to 

discharge early if the post-acute facility has a star rating of 3+).  

Within the confines of CJR, our understanding is a rating of three or more stars is at 

least a de-facto requirement for a SNF to be considered for post-acute referral. For 

CCP, its average star rating is 2.7 (which is close to the industry average), with 48% 

of its assets being rated 1- or 2-stars. CCP’s big exposure to Texas (largest exposure 

at 22% of the portfolio) is an influencing factor – the lack of minimum SNF staffing 

requirements places assets at a star-rating disadvantage. However, we consider CCP’s 

star rating as a risk, in a world that shoots  first and asks questions later. 

4. Smaller Referral Networks 

One of the off-shoots of value-based structures is hospitals narrowing their referral 

network of post-acute care. This is particularly true in urban settings where large 

populations and a long list of post-acute care options lend themselves to a more 

targeted approach from the hospital perspective. To put this in perspective, we have 

heard some New York City hospitals are reducing their referral network from ~20 to 

~4 post-acute providers. This issue folds in with the aforementioned star rating focus 

– why wouldn’t a hospital strongly consider higher stars over lower stars? We counter 

that logic below, but we aren’t blind to the fact that this dynamic adds to the risk, at 

least from the top level perspective. 

5. Medicare Advantage 

Another stress to the system for facility-based post-acute care is the introduction of 

Medicare Advantage (MA) over the past 10 years. This is a good thing for society 

because it has the effect of reducing costs through shorter length of stay (LOS) and 

lower payment rates relative to conventional Medicare. However, with MA 

participation up to about 30% of all Medicare beneficiaries (from 0% in 2006), this 

has created a slow but steady decline in revenue potential for many SNF operators. 

The expectation is for the MA penetration rate to continue to slowly increase, maybe 

by a percentage point a year, creating a steady ache in the side of the SNF industry. 
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6. CCP’s Watch List 

Finally for CCP specifically, the company has performed a full review of its portfolio 

and concluded a total of $18mm of NOI reduction is possible through rent adjustments 

and/or future operator transitions (maybe associated with 10%-15% of the portfolio). 

Approximately $8mm of that total has already been realized when CCP transitioned 

14 assets earlier this year. That leaves another $10mm of potential NOI downside (off 

of a base of $330mm for 2016), which is already factored into guidance.  The initial 

goal of this exercise was to clean the slate such that this watch list NOI does not 

become a repetitive annual event for CCP. The fact of the matter is the business of 

SNFs is always going to have its moving parts, and future transitions will happen that 

aren’t being contemplated today. The risk is that CCP is forced to revisit a sizable 

watch list in the future, although management’s goal is to make future adjustments the 

exception and not the rule. 

Positive Offsetting Factors to Consider 

1. Some Conditions may be Value-Based “Non-Starters” 

CMS is targeting conditions that lend themselves to a fairly narrow band of potential 

outcomes, meaning the participating healthcare providers in bundling programs are not 

being put at undo risk. It is true that the CJR bundle requires mandatory involvement, 

but there was an analytical process that was undertaken before getting to that step. For 

example, stroke is another sizable condition that is treated in SNFs following a hospital 

stay. The problem there from a value-based model perspective is that recovery can take 

one week or three years, or (sadly) never – vastly different than a knee replacement. 

For hospitals and other post-acute care providers to participate, there has to be a 

reasonable assurance of profitability, assuming they do their job effectively, and we 

think it would be difficult for a “market” to be created in such a circumstance. So as a 

result, CMS is targeting 50% of Medicare to be in an alternative format, much of which 

in the form of ACOs as described earlier. The other 50% could remain status quo for 

a variety of reasons, including this stroke example. However in fairness, there are some 

that believe stroke patients are best cared for in an inpatient rehab facility (IRF), 

including the American Stroke Association itself. 

2. CCP Operator Diversification 

CCP’s portfolio contains 42 separate operator relationships that traffic in targeted areas 

of the country – the regional platform. Total portfolio EBITDAR rent coverage is 1.4x 

(healthy), although the SNF-only component is closer to 1.2x. That has the potential 

to increase over time given manageable rent escalators in the 2%+ range, and the fixes 

currently underway (i.e., the watch list). 

3. CCP’s “Non-Stable” Assets 

We would also note that the ~80 assets that CCP characterizes as “non-stable” are 

really more opportunity than risk, in our view. The assets in that group have previously 

been transitioned to other operators, with rent coverage currently averaging 0.9x. But 

since the transition event is in the rear-view mirror with a future coverage target of 

1.3x, we see that as upside.  
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 Rename it: CCP keeps transitioned assets in this pool for 18 months, making 

the “non-stable” definition as free from interpretation as possible. In our 

opinion, a better name for this pool would be “transitioned” in order to give it 

the positive spin it probably deserves.  

 Operator Transitions Need to Decline: This isn’t to say it is a good thing 

that CCP has had to replace operators in the past – both on its watch and under 

the VTR flag. We expect the pool to get smaller over time as management 

weeds through its portfolio at this early stage of its publicly-traded existence. 

The progress of this effort will be an important litmus test as the CCP story 

evolves.  

4. Rural Exposure 

It is a fair statement that CCP’s current read of its operators NOT seeing any material 

impact from CMS’s various cost saving programs, is backward looking based on a 

monthly review of its operators, and data that can be 45 days in arrears. Meanwhile, 

national post-acute operator GEN has been blunt in its assessment that these changes 

are having an impact on its business. We think a part of the discrepancy is based on 

geography and portfolio composition.  About 50% of CCP’s portfolio is in rural areas 

that are likely to take more time to evolve/change, or have fewer care options (CCP’s 

asset may be the only game in town). In addition, the aforementioned 54% Q-mix 

means CCP is less dependent on the higher end of the acuity spectrum – what the 

portfolio gives up in growth, it may capture in less variability. So with 46% exposure 

to Medicaid (among the top Medicaid states according to CCP are Ohio, Michigan, 

Minnesota and the Dakotas), it is possible that lower levels of Medicare census (i.e. 

lower Q-mix) may become more in vogue for the SNF industry.   

5. A History of Adjusting 

We think it is worth pointing out that the SNF industry has adjusted to a changing 

landscape on a regular basis over the past 20 years, and the new era of bundling is 

another chapter in its evolution. For example, the Balanced Budget Act of 1997 gave 

rise to a prospective payment system (PPS) for SNFs that required a reboot to 

underlying cost structures (making them arguably better equipped today to adjust). In 

addition, MA has grown from zero to 30% of Medicare beneficiaries in 10 years, while 

private pay in SNFs is essentially zero today, down from roughly 25% before the 

advent of the assisted living asset class. The point is the industry has moved with the 

punches, and we think it may be premature to call value-based a death blow. 

6. Star Rating Improvement Potential; Relationships the Key 

We believe CCP’s operators have a chance to improve star ratings, which is heavily 

influenced by staffing levels. CCP management stated it is working throughout its 

portfolio to address this issue, although striking a balance between the necessary star 

rating in the specific submarket will be a facility-by-facility decision. The additional 

consideration may come down to the depth of the relationship between the hospital’s 

discharge planner and the SNF’s Executive Director. We think star ratings are 
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important, and increasingly moving up the priority list, but there are other factors to 

keep in mind as well. 

7. SNF the Lowest Facility-Based Post-Acute Provider 

The counter-argument to SNFs being circumvented by value-based programs (and 

directly to home health, for example) is their ability to capture incremental business as 

the lower cost facility-based provider – gaining traffic at the front door. In our view, it 

is logical to assume CMS programs aimed at saving money will negatively impact the 

SNF industry as a whole. But some admission catchment is also possible simply 

because of the lower cost structure versus an acute care hospital. 

8. Buying Diversified/Balance Assets (on the cheap) 

Finally, a closing specific comment on CCP and its ability to grow from here. With the 

refinancing nearly complete (including a nearly complete bridge-to-HUD that we 

discussed in this note), CCP’s average debt cost is 3.5%. This comes in very close to 

original projections, and as such there is no impact to our model or estimates at this 

time. We show our unchanged NAV and earnings models below in Exhibits 2 and 3. 

Going forward, we think the market for SNF assets has evolved to a 9% lease yield 

and a 14% cap rate, which implies a 1.4x EBITDAR coverage (14/9 = 1.4). So in that 

math, CCP gets a 9% return, which is a very wide (and accretive) spread to its debt 

cost – and even to its blended cost including equity. To that point, management thinks 

it has $250mm of dry powder available, adjusted for planned dispositions, before it 

would have to entertain raising equity. The target asset type will have a more balanced 

care platform (including home health, hospice, pharmacy, therapy, etc.), that is well-

entrenched in its markets (solid relationships and track record of care), with a history 

of low staff turnover.  

We expect investments to come in small packages for now, reducing the need for 

equity. But should something of size materialize, management would not hesitate to 

consider raising equity if an immediate use of proceeds scenario was present. While 

CCP stock has underperformed, it remains relatively in line with NAV estimates. So 

we don’t view an equity raise as out of the question as long as an accretive investment 

is behind it. 
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Exhibit 2: CCP NAV Model (no change) 

 
Source: Company reports, Mizuho Securities USA, Inc. 

1Q16

Annualized NOI (per earnings model) $330,132

Assumed Capitalization Rate 8.50%

Private Market Value of Consolidated Prop $3,883,906

Net Property Management Fees $0

Assumed Capitalization Rate 20.00%

Value of Management Income $0

Development Pipeline (NOI @ wtd avg stab. return) 6,300

Assumed Capitalization Rate 8.75%

Value of Development Pipeline $72,000

Total Cash and Equivalents 12,548

Other Assets 137,174

Private Market Value of Assets $4,105,651

Total Liabilities $1,732,348

Development Costs To Be Funded $68,400

Perpetual Preferred Stock $0

Private Net Market Value of Assets $2,304,903

Diluted Shares and OP Units Outstanding 83,620

Net Asset Value per Share $27.56
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Exhibit 3: CCP Earnings Model (no change) 

 
Source: Company reports, Mizuho Securities USA, Inc. 

 

 

Income Statement

2016 Full Year Full Year

(In thousands, except per share figures) 1QA 2QE 3QE 4QE 2016E % Chg 2017E % Chg

Operating Income and Expenses

Rental Income $81,351 $81,780 $82,211 $82,645 $327,987 $335,907

Interest Income from Mortgage Loans 1,182 1,183 1,185 1,186 4,737 4,675

NOI from Investment Activity (1,332) (2,544) (3,669) (7,545) (3,427)

Net Operating Income $82,533 $81,632 $80,852 $80,162 $325,179 $337,156 3.7%

Non-Operating Income and Expenses

Other Income 305 305 305 305 1,220 100

Real Estate Services Fee Income 1,705 1,705 1,705 1,705 6,820 7,000

General and Administrative Expense (8,001) (8,041) (8,081) (8,122) (32,245) (32,895)

EBITDA $76,542 $75,601 $74,781 $74,050 $300,974 $311,361 3.5%

Interest Expense (10,067) (12,405) (14,105) (19,855) (56,431) (80,150)

Preferred Stock Dividends 0 0 0 0 0 0

Preferred Redemption Charge 0 0

Loss on Extinguishment of Debt (757) (757) 0

Other Expenses (94) (94) 0

Noncontrolling Interests (17) (17) (17) (17) (68) (80)

Discontinued Operations 0 0 0 0 0 0

Expensed Acquisition Costs (1,160) (250) 0 0 (1,410) (2,000)

Income Tax Expense (421) (421) (421) (421) (1,684) (800)

Impairment on Real Estate 0 0 0

Non-Real Estate Depreciation (222) (222) (222) (222) (888) (800)

FFO (NAREIT Definition) $63,804 $62,287 $60,016 $53,536 $239,643 $227,531 -5.1%

Normalizing Factors (LTC Defined)

Income Tax Expense 421 421 0

Stock-Based Comp (spin related) 0 0

Transition Fee Expense 602 602 250 0 1,454 0

Expensed Acquisition Costs 1,160 250 0 0 1,410 2,000

Amortization of other intangibles 171 171 171 171 684 684

Extinguishment of Debt 757 757 0

Interest and Other Income (305) (305) 0

Initial Stock Exchange Fee 0 0 0

Non-Recurring Cash Adjustment 0 0

Initial debt rating agency costs 0 0 0 0 2,000

Normalized FFO $66,610 $63,310 $60,437 $53,707 $244,064 $232,215 -4.9%

Depreciation and non-cash charges (28,419) (27,825) (27,450) (27,138) (110,832) (108,551)

Other Items

Impairment and Extinguishments (5,499) 0 0 0 (5,499) 0

Operating Earnings (before gains/extra) $29,886 $34,461 $32,566 $26,398 $123,311 $118,980 -3.5%

Gain on sale of facilities (120) 9,500 6,000 5,000 20,380 0

Net Income (after gains/extra) $29,766 $43,961 $38,566 $31,398 $143,691 $118,980 -17.2%

Supplemental Measure

Non-Cash Items (incl. stock comp) 169 169 169 169 676 676

Amortization of lease intangibles (2,032) (2,032) (2,032) (2,032) (8,128) (8,128)

Straight Line Rents/Lease Inducements (21) (21) (21) (21) (84) (84)

Accretion of Direct financing lease (361) (361) (361) (361) (1,444) (1,444)

Other Amortization (26) (26) (26) (26) (104) (104)

Capital Expenditures (2,028) (2,028) (1,750) (1,750) (7,556) (7,000)

Adjusted Funds From Operation $62,311 $59,011 $56,416 $49,686 $227,424 $216,131 -5.0%

Basic Shares Outstanding - EPS 83,544 83,544 83,544 83,544 83,544 83,544

Diluted Shares Outstanding - FFO 83,620 83,620 83,620 83,620 83,620 83,620

Per Share Amounts

FFO (NAREIT Definition) $0.76 $0.74 $0.72 $0.64 $2.87 $2.72 -5.1%

Normalized FFO $0.80 $0.76 $0.72 $0.64 $2.92 $2.78 -4.9%

Non-Cash Items $0.00 $0.00 $0.00 $0.00 $0.01 $0.01

Amortization of lease intangibles ($0.02) ($0.02) ($0.02) ($0.02) ($0.10) ($0.10)

Straight Line Rents/Lease Inducements ($0.00) ($0.00) ($0.00) ($0.00) ($0.00) ($0.00)

Accretion of Direct financing lease ($0.00) ($0.00) ($0.00) ($0.00) ($0.02) ($0.02)

Other Amortization ($0.02) ($0.02) ($0.02) ($0.02) ($0.09) ($0.08)

Capital Expenditures ($0.00) ($0.00) ($0.00) ($0.00) ($0.00) ($0.00)

Adjusted Funds From Operations $0.75 $0.71 $0.67 $0.59 $2.72 $2.58 -5.0%

Net Income (after gain on sales) $0.36 $0.53 $0.46 $0.38 $1.72 $1.42 -17.2%
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Price�Target�Calculation�and�Key�Risks
Care Capital Properties
Our price target is based on an 12x our 2016 AFFO estimate which is a discount to
its immediate peers. Should bundling programs and other regulatory forces negatively
impact the business of nursing homes, our price target may not be achieved.

LTC Properties
Our price target is based on a 5% range around 18x our 2016 AFFO estimate. To the
extent the regulatory environment negatively impacts rent coverages in the company's
skilled nursing portfolio, our price target may not be received.
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IMPORTANT DISCLOSURES
The disclosures for the subject companies of this report as well as the disclosures for Mizuho Securities USA Inc. entire coverage universe can be found
at https://msusa.bluematrix.com/sellside/Disclosures.action or obtained by contacting EQSupervisoryAnalystUS@us.mizuho-sc.com or via postal mail
at Equity Research Editorial Department, Mizuho Securities USA Inc., 320 Park Avenue, 12th Floor, New York NY, 10022.

Ownership Disclosures and Material Conflicts of Interest or Position as Officer or Director
None

Receipt of Compensation
Mizuho Securities USA Inc. and or its affiliates makes a market in the following securities: LTC Properties

Mizuho Securities USA Inc. and or its affiliates has received compensation for investment banking services for LTC Properties in the past 12 months.

Mizuho Securities USA Inc. and or its affiliates has managed or co-managed a public offering of securities for LTC Properties in the past 12 months.
The compensation of the research analyst writing this report, in whole or part, is based on MSUSA's annual revenue and earnings and is not directly related
to any specific investment banking compensation. MSUSA's internal policies and procedures prohibit research analysts from receiving compensation
from companies covered in the research reports.

Regulation Analyst Certification (AC)
I, Richard Anderson, hereby certify that the views expressed in this research report accurately reflect my personal views about any and all the subject
companies. No part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this
research report.

Rating Definitions

Mizuho Securities USA investment ratings are based on the following definitions. Anticipated share price change is based on a 6- to 12-month time
frame. Return expectation excludes dividends.

Buy:
Neutral:
Underperform:
RS:
NR:

Stocks for which the anticipated share price appreciation exceeds 10%.
Stocks for which the anticipated share price appreciation is within 10% of the share price.
Stocks for which the anticipated share price falls by 10% or more.
Rating Suspended - rating and price objective temporarily suspended.
No Rating - not covered, and therefore not assigned a rating.

Rating Distribution
(As of 7/15 ) % of coverage IB service past 12 mo
Buy (Buy) 45.41% 37.23%

Hold (Neutral) 52.66% 25.69%

Sell (Underperform) 1.93% 25.00%

For disclosure purposes only (NYSE and FINRA ratings distribution requirements), our Buy, Neutral and Underperform ratings are displayed as Buy, Hold and Sell,
respectively.
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For additional information: Please log on to http://www.mizuhosecurities.com/us or write to Mizuho Securities USA, 320 Park Ave, 12th FL, New
York, NY 10020.

Disclaimers
This report has been prepared by Mizuho Securities USA Inc. (“MSUSA”), a subsidiary of Mizuho Americas LLC, solely for the purpose of supplying
information to the clients of MSUSA and/or its affiliates to whom it is distributed. This report is not, and should not be construed as, a solicitation or
offer to buy or sell any securities or related financial products.

This report has been prepared by MSUSA solely from publicly available information. The information contained herein is believed to be reliable but
has not been independently verified. MSUSA makes no guarantee, representation or warranty, and MSUSA, MHSC and/or their affiliates, directors,
employees or agents accept no responsibility or liability whatsoever as to the accuracy, completeness or appropriateness of such information or for any
loss or damage arising from the use or further communication of this report or any part of it. Information contained herein may not be current due to,
among other things, changes in the financial markets or economic environment. Opinions reflected in this report are subject to change without notice.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report has been prepared without regard to
the individual financial circumstances, needs or objectives of persons who receive it. The securities and investments related to the securities discussed
in this report may not be suitable for all investors, and the report is intended for distribution to Institutional Investors. Readers should independently
evaluate particular investments and strategies, and seek the advice of a financial adviser before making any investment or entering into any transaction
in relation to the securities mentioned in this report.
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MSUSA has no legal responsibility to any investor who directly or indirectly receives this material. Investment decisions are to be made by and remain
as the sole responsibility of the investor. Investment involves risks. The price of securities may go down as well as up, and under certain circumstances
investors may sustain total loss of investment. Past performance should not be taken as an indication or guarantee of future performance. Unless
otherwise attributed, forecasts of future performance represent analysts’ estimates based on factors they consider relevant. Actual performance may
vary. Consequently, no express or implied warranty can be made regarding future performance.

Any references in this report to Mizuho Financial Group, Inc. (“MHFG”), MHSC and/or its affiliates are based only on publicly available information.
The authors of this report are prohibited from using or even obtaining any insider information. As a direct subsidiary of Mizuho Americas LLC and
indirect subsidiary of MHFG, MSUSA does not, as a matter of corporate policy, cover MHFG or MHSC for investment recommendation purposes.

MSUSA or other companies affiliated with MHFG, Mizuho Americas LLC or MHSC, together with their respective directors and officers, may have or
take positions in the securities mentioned in this report, or derivatives of such securities or other securities issued by companies mentioned in this report,
for their own account or the accounts of others, or enter into transactions contrary to any recommendations contained herein, and also may perform or
seek to perform broking and other investment or securities related services for the companies mentioned in this report as well as other parties generally.

Restrictions on Distribution
This report is not directed to, or intended for distribution to or use by, any person who is a citizen or resident of, or entity located in, any locality, territory,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons
or entities into whose possession this report comes should inform themselves about and observe such restrictions.

United States: Mizuho Securities USA Inc., a subsidiary of Mizuho Americas LLC, 320 Park Avenue, 12th Floor, New York, NY 10022, USA, contact
number +1-212-209-9300, distributes or approves the distribution of this report in the United States and takes responsibility for it. Any transaction by
a US investor resulting from the information contained in this report may be effected only through MSUSA. Interested US investors should contact
their MSUSA sales representative.

United Kingdom/European Economic Area: This report is distributed or has been approved for issue and distribution in the UK by Mizuho
International plc (“MHI”), Mizuho House, 30 Old Bailey, London EC4M 7AU, a member of the MHSC Group. MHI is authorized and regulated by the
Financial Services Authority and is a member of the London Stock Exchange. For the avoidance of doubt this report is not intended for retail clients.
This report may be distributed in other member states of the European Union.

Japan: This report is distributed in Japan by Mizuho Securities Co., Ltd. (“MHSC”), Otemachi First Square Otemachi 1-chome, Chiyoda-ku, Tokyo
100-0004, Japan. Registered Financial Instruments Firm, No. 94 (Kinsho), issued by the Director, Kanto Local Finance Bureau. MHSC is a member
of the Japan Securities Dealers Association, the Japan Securities Investment Advisers Association and the Financial Futures Association of Japan, and
the Type II Financial Instruments Firms Association.

Singapore: This report is distributed or has been approved for distribution in Singapore by Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a
member of the MHSC Group, which is regulated by the Monetary Authority of Singapore. Any research report produced by a foreign Mizuho entity,
analyst or affiliate is distributed in Singapore only to “Institutional Investors,” “Expert Investors” or “Accredited Investors” as defined in the Securities
and Futures Act, Chap. 289 of Singapore. Any matters arising from, or in connection with this material, should be brought to the attention of MHSS.

Hong Kong: This report is being distributed in Hong Kong by Mizuho Securities Asia Limited (“MHSA”), a member of the MHSC Group, which is
licensed and regulated by the Hong Kong Securities and Futures Commission.

Australia: This report is being distributed in Australia by MHSA, which is exempted from the requirement to hold an Australian financial services
license under the Corporation Act 2001 (“CA”) in respect of the financial services provided to the recipients. MHSA is regulated by the Securities and
Futures Commission under the laws of Hong Kong, which differ from Australian laws. Distribution of this report is intended only for recipients who
are “wholesale clients” within the meaning of the CA.

If you do not wish to receive our reports in the future, please contact your sales person and request to be removed from receiving this distribution.

© Mizuho Securities USA Inc. All Rights Reserved 2016. This document may not be altered, reproduced or redistributed, or passed on to any other
party, in whole or in part, without the prior written consent of Mizuho Securities USA Inc.
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