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Alexandria Has Become A Big-Time Player

As the first REIT focused on the life science real estate niche, Alexandria has assembled a
First in Class portfolio of the highest quality assets in the world's top life.

One of the development projects is a JV with Uber to develop land in San Francisco's
Mission Bay neighborhood and build a new headquarters for the car-booking company.

I missed the opportunity (in late September) and now shares have returned to FAIR value.

Back in January 2014 I wrote:

I consider BioMed a target.

It took around 22 months for that to come to fruition but a few weeks ago Biomed Realty
(NYSE:BMR) struck a deal to be acquired by Blackstone Group (NYSE:BX) for $23.75 per
share - an all-cash transaction valued at around $8 billion.

The deal is expected to occur in the first quarter of 2016, subject to customary closing
conditions. BMR needs the go-ahead from its stockholders, who will vote on the
transaction at a special meeting. The transaction is not contingent on receipt of financing
by BX.

Assuming the transaction closes, there will be just one publicly-traded Life Science REIT
standing, and this one is standing strong!

Alexandria Has Become A Big-Time Player

In a recent Investor Business Daily article, Joe Gose wrote:

The kind of opportunity that technology and energy markets once offered is
beckoning investors to property near biotech clusters. Emerging from the recession,
technology and energy markets commanded the attention of commercial real estate
investors that wanted to tap into improving occupancy and rental rates largely absent
elsewhere.

Biotech has been becoming a booming industry and according to IBD, "venture capital
firms pumped $2.3 billion into biotech companies in the second quarter, a year-over-year
increase of 32%." That heated demand has created an extraordinary opportunity for

http://seekingalpha.com/article/1944271-a-healthier-margin-of-safety-for-biomed-realty
http://seekingalpha.com/symbol/BMR
http://seekingalpha.com/symbol/BX
http://news.investors.com/business-the-new-america/120214-728713-alexandria-real-estate-equities-reit-builds-for-drugmakers.htm
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Alexandria Real Estate Equities (NYSE:ARE) to build a commanding lead as the
dominant landlord in the sector.

ARE is the largest and leading REIT focused principally on owning, operating, developing,
redeveloping, and acquiring high-quality, sustainable real estate for the broad and diverse
life science industry.

Founded in 1994, ARE was the first REIT to identify and pursue the laboratory niche and
has since had the first-mover advantage in the core life science cluster locations including
Greater Boston, San Francisco Bay Area, San Diego, New York City, Seattle, Suburban
Washington, D.C., and Research Triangle Park. As illustrated below, Alexandria enjoys a
dominant presence in Boston (28%), San Francisco (17%), and San Diego (19%):

ARE's high-credit client tenants span the life science industry, including renowned
academic and medical institutions, multinational pharmaceutical companies, public and
private biotechnology entities, United States government research agencies, medical
device companies, industrial biotech companies, venture capital firms, and life science
product and service companies. As the first REIT focused on the life science real estate
niche, Alexandria has assembled a First in Class portfolio of the highest quality assets in
the world's top life science clusters. Here is a snapshot of the company's top 20 tenants:

http://seekingalpha.com/symbol/ARE
https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454777903199928-Brad-Thomas_origin.jpg
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As the recognized real estate partner of the life science industry, Alexandria has a
superior track record in driving client tenant productivity, collaboration, and innovation
through its best-in-class laboratory and office space adjacent to leading academic
medical research centers, unparalleled life science real estate expertise and services, and
longstanding and expansive network in the life science community. Many of ARE's
locations are adjacent to renowned academic medical research centers that drive
innovation. Here's a snapshot of ARE's Cambridge operations:

Here's a snapshot of ARE's Mission Bay operations:

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-1445477804279926-Brad-Thomas_origin.jpg
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Here's a snapshot of ARE's New York City operations:

Here's a snapshot of ARE's San Diego operations:
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As of Q2-15, ARE had total assets of around $8.13 billion. Here's a timeline:

Let's Take a Closer Look at the Urban Campus Model

ARE has a longstanding and proven track record of developing Class A assets clustered in
urban science and technology campuses that provide its innovative client tenants with
highly dynamic and collaborative ecosystems that enhance their ability to successfully
recruit and retain world-class talent and inspire productivity, efficiency, creativity, and
success. Accordingly, this uniquely positioned platform results in higher occupancy levels,
longer lease terms, higher rental income, and ultimately higher returns.

Before taking a closer look at ARE's differentiated model, let's take a look at the types of
businesses that lease within these sub-markets. As you can see below, the occupants
operate in a variety of categories including traditional Life Science (21.2%), Pharma (22%),
Public BioTech (25.9%), Private BioTech (7.6%), Institutions (20%), and Traditional
Office/Tech (3.3%).

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454778817592509-Brad-Thomas_origin.jpg
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As noted above, Boston is ARE's primary market and in this market, the company
competes with Massachusetts Institution of Technology and Boston Properties
(NYSE:BXP). However, ARE's massive portfolio in Boston (of 39 properties) makes it
difficult for the others to gain a competitive advantage. Within that market, ARE has the
most concentration in Cambridge (Inner Suburbs) where it owns 20 properties, or around
2.56 million square feet. In addition, Alexandria has around 388,000 square feet under
development in Cambridge.

In San Francisco, ARE's second largest market, the company has 27 buildings with an
overall occupancy of 98.9%. The San Francisco Bay Area region is the historical birthplace
of the biotechnology industry and ARE is the dominant market leader in providing first-

http://seekingalpha.com/symbol/BXP
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class laboratory and office space to the life science industry in that region.

The Alexandria Center for Science and Technology - Mission Bay is a dynamic urban
campus designed to foster collaboration and innovation with immediate proximity to the
renowned University of California, San Francisco. The Bay Area is anchored by world-
class biopharmaceutical and high-technology companies, and is a leader in the nation in
attracting life science and technology venture funding. With the Mission Bay campus,
Alexandria has seven buildings and over 980,000 square feet (operating) as well as
422,980 square feet under development.

Mission Bay was envisioned as a biotech hub, but more and more consumer tech
companies are looking at the area. As an example, Alexandria recently partnered with
Uber to develop a 423,000 square feet headquarters building (more on the below).

San Diego is ARE's third largest market where the company owns 48 properties that total
3.06 million square feet. In addition, there's over 419,000 square feet under development.

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454779244214556-Brad-Thomas_origin.jpg
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San Diego boasts a geography that encourages collaboration among the science and
business talent that gives the region its entrepreneurial edge. Accordingly, the Pacific
Ocean and mild climate provide an unparalleled lifestyle and talent recruiting advantage.
One of the company's campuses, 5200 Illumina Way, has six buildings that total around
500,000 square feet (and 295,837 square feet under development).

ARE has four buildings in New York City and two of its "crown jewel" buildings are located
within the Alexandria Center for Life Science Campus. These buildings total around
550,000 square feet and there's an additional 177,221 square feet under construction.

This campus is New York's first and only premier life science park that fosters innovative
collaborations among New York's renowned academic and medical institutions,
preeminent scientific talent, top-tier investment capital, and the broad and diverse
commercial life science industry.

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454779387918983-Brad-Thomas_origin.jpg
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Development Offers Attractive Visibility

One of the things that I like about Alexandria is the fact that the company has a
tremendous pipeline of development projects. By focusing on disciplined allocation of
capital, investors benefit from the highly visible pipeline of value creation. Here's a
snapshot (below) that illustrates the development pipeline that represents around 12% of
assets.

In addition, ARE is a prudent developer, obtaining a high level of pre-leasing before

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454779545550406-Brad-Thomas_origin.jpg
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commencing construction (no spec building):

As referenced above, one of the development projects is a joint venture with Uber
Technologies Inc. to develop land in San Francisco's Mission Bay neighborhood and build
a new headquarters for the car-booking service. The deal is under construction and Uber
plans to lease around 423,000 square feet of offices that will be built.

According to Bloomberg, "Uber landed a $17 billion valuation in a June (2014) financing
and is adding to office space it currently has on Market Street as it rapidly grows. The
development site is adjacent to land where a new Golden State Warriors arena is planned
and in an area where Alexandria has about 1 million square feet of space focused on
technology and life-science tenants."

The venture (which according to Bloomberg, "took about three months to form") will be
51% owned by Alexandria and 49% by Uber. The Uber project, which will feature steel and
glass on the outside is expected to be completed by the end of 2016.

Alexandria's Balance Sheet

The quality of ARE's balance sheet has improved significantly in recent years, supporting
high quality and strong cash flows - the 3 key areas driving quality and cash flows include:

1. 53% of ABR (or average base rent) is derived from investment grade rated client
tenants.

http://www.bloomberg.com/news/articles/2014-09-04/uber-to-develop-san-francisco-offices-with-alexandria
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2. 83% of ABR is generated from high-value urban centers of innovation, including Greater
Boston, primarily the submarkets of Cambridge and along with Medical Center, the San
Francisco Bay area, primarily Mission Bay and Suma, Palo Alto and the Stanford Research
Park, New York City, San Diego, again primarily Torrey Pines and UTC and in Seattle,
primarily in Lake Union.

3. Disciplined capital allocation: 85% of capital allocation in 2015 is projected to be in the
same high value urban centers of innovation that drive 83% of ABR.

In terms of capitalization, Alexandria maintains a disciplined leverage model that consists
of 78% unencumbered NOI.

In 2015, it has adequate flexibility to execute a 10-year bond providing opportunity to both
extend the weighted average remaining term of outstanding debt and continue to ladder
maturities.
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Here's a snapshot of ARE's net debt to EBITDA:

Here's a snapshot of fixed charge coverage:

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454780475406382-Brad-Thomas_origin.jpg
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Here's a snapshot of overall liquidity:

Moody's recently affirmed ARE's ratings, including its issuer and senior unsecured debt
ratings at Baa2 and its preferred stock at Baa3. Moody's noted that the company's
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nationally-diversified portfolio of high-quality life science properties clustered around key
life science markets, with consistently high occupancy and retention rates underpinned
the Baa2 senior unsecured debt rating.

The rating also takes into account the good credit quality of many of ARE's international
pharmaceutical, biotech and university tenants, many of which are relatively invulnerable
to economic cyclicality. Moody's said it also acknowledges ARE's solid debt protection
metrics and ample liquidity.

Examine the Growth

Now let's examine ARE's historical performance. As you can see, the company suffered a
dividend cut in 2009 and was forced to decrease the dividend payout from $3.19 (in
2008) to $1.50 (in 2010):

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454781001530976-Brad-Thomas_origin.jpg
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However, since the end of the recession, ARE has generated robust earnings (or AFFO)
and dividend growth:

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454781169294312-Brad-Thomas_origin.jpg
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Here's a snapshot of the company's dividend performance, including 2016 consensus
estimates:

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454781303132436-Brad-Thomas_origin.jpg
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As noted above, BMR will be exiting the public arena in 2016 so I used the closest cousins,
medical office building (or MOB) REITs, as the peer set. Here's how ARE's dividend yield
compares with the peer group:

Obviously, the dividend yield is smaller than the MOB peer set; however, the growth
opportunities are impressive. Take a look at the FFO growth:

Now take a look at the dividend growth:

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-14454781573036299-Brad-Thomas_origin.jpg
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Last February (2015), I was not comfortable with paying $96.00 for shares in ARE as I was
hoping for an entry price of $87.00. I missed the opportunity (in late September), and now
shares have returned to FAIR value.
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One analyst, Mizuho, has a target price of $104.00, and while I believe that's a reasonable
number, I'm not willing to pay FAIR value for a REIT that is only going to provide me with
modest profits. I hate that I missed the $87.00 price point and hopefully I'll get another
shot at the prize. With BMR soon out of the public space, I am certain that the new owner
will be looking to unload some trophies and I'm sure that ARE will be circling the wagons.

https://staticseekingalpha.a.ssl.fastly.net/uploads/2015/10/21/330973-1445478197114866-Brad-Thomas_origin.jpg
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Sources: SNL Financial, F.A.S.T. Graphs, and ARE Q2-15 Supplemental.

Disclaimer: This article is intended to provide information to interested parties. As I have
no knowledge of individual investor circumstances, goals, and/or portfolio concentration
or diversification, readers are expected to complete their own due diligence before
purchasing any stocks mentioned or recommended.

Disclosure: I am/we are long O, DLR, VTR, HTA, HCP, STAG, GPT, ROIC, HCN, OHI, LXP,
KIM, WPC, DOC, EXR, MYCC, BX, TCO, SKT, UBA, STWD, MPW, CONE, BRX, CLDT, HST,
APTS, FPI, CORR, NHI, CCP, WSR, CTRE, WPG, KRG, SNR, HASI, HT.

I wrote this article myself, and it expresses my own opinions. I am not receiving
compensation for it (other than from Seeking Alpha). I have no business relationship with
any company whose stock is mentioned in this article.
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