
Medical Office Building Quarterly Update

Introduction

As H2C predicted in its first-quarter 
medical office building (“MOB”) 
report, the second quarter saw 
strong transaction volume of $3.1 
billion, with 300 MOBs trading 

hands. A large portion of the 
activity was attributed to Welltower 
Inc.’s (“Welltower’s”) closing of 
the 55-property CNL Healthcare 
Properties (“CNL”) portfolio, which 
CNL put under contract in early Q1, 
for $1.25 billion. With $5 billion in 

sales volume year to date, 2019 is 
on track to finish below the sales 
volume demonstrated in previous 
years. Meanwhile, MOB pricing 
remains similar, buoyed by a virtually 
flat average cap rate trend. 

Demand Continues to Outpace Supply  
with Flurry of Activity in the Second Quarter
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The Elements of Capital and Strategy+

Figure 1:  MOB Sales Volume and Cap Rate Trends1 • $ in millions

The diagnosis is in: Under-prescribed supply and 
steady demand are steadily lowering cap rates.

1Source:  Real Capital Analytics
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Alignment of buyer and seller 
expectations after a slower first 
quarter led to an active second 
quarter of MOB sales. Since 2005, 
the number of MOBs in the United 
States has expanded by more than 
50 percent and now represents 
more than 40 percent of all U.S. 
healthcare real estate value. As of 
2018, available medical office space 
in existing and under-construction 
buildings totaled 110 million square 
feet, with an additional 21 million 
square feet expected to become 
available in 2019. While these 
figures are significant, supply has 
not kept up with demand. Despite 
delivering 39.7 million square feet 
of medical office space from 2017-
2018, the national medical office 
vacancy rate, which hovers above 
8 percent, has remained virtually 
flat in recent years as medical office 
space is rapidly absorbed into the 
market. 

Over the next decade, as more 
Baby Boomers age into Medicare, 
demand for medical office space 
will increase. By 2030, the country’s 
65-and-older population is 
forecasted to increase by more 
than 17.7 million, with seniors 
comprising nearly 20 percent of the 
population. The additional demand 

for medical office space generated 
by seniors alone is estimated to 
total 197 million square feet over 
the next decade, necessitating an 80 
percent increase in space to meet 
the demands of this population.

There is also a trend toward “off-
campus” MOB locations, with MOBs 
situated away from the immediate 
surrounding areas of large 
hospitals. Nearly 69 percent of new 
medical office space that will be 
delivered in 2019 will be featured in 
off-campus locations, a 43 percent 
increase since 2012. 

We’re also seeing the “retail-ization” 
of medical office space driven 

by changing demographics and 
improving medical technology. 
Today, consumers seek to receive 
medical treatments, buy groceries, 
and grab a coffee all in the same 
location. In particular, Millennials’ 
preference for convenience in 
healthcare delivery is changing the 
medical office space landscape. And 
while broader and more seamless 
access to medical care is critical for 
patients, it also benefits physician 
practices as they compete for new 
patients to grow their business and 
revenues. As a result, physicians, 
too, are driving demand for MOBs 
located in retail-centric areas.

Figure 2:  MOB Delivery vs. MOB Vacancy Rate1 

Investment Sales and Trends

As previously noted, in May, 
Welltower closed on its acquisition 
of CNL’s 55-property MOB 
portfolio for $1.25 billion. The 
transaction was the largest in 
dollar volume since Healthcare 

Trust of America, Inc.’s (“HTA’s”) 
acquisition of Duke Realty’s MOB 
platform in June 2017, highlighting 
the MOB sector’s continued sales 
strength. The portfolio comprised 
approximately 3.3 million square 
feet, with properties located in 
16 states. At the time of sale, the 

portfolio was 94 percent leased, 
with 92 percent leased to health 
systems. The reported cap rate 
was 5.7 percent, and the average 
annual rent increase is 2.4 percent. 
The price per square foot totaled 
$379.

1Source:  Revista and CoStar
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Figure 3:  Cap Rate Trends1

Figure 4:  Price per Square Foot Trends1

1Source:  Real Capital Analytics

Regional Review

MOB sales in the Southeast 
were dramatically higher than in 
previous quarters, with 20 of the 
CNL assets located within the 
region accounting for $558 million 
of the region’s $1.1 billion in 
volume. The region also recorded 
strong volume of $535 million, 
positioning the Southeast to 
keep pace with the rise in MOB 
activity over the past 18 months. 
Notable transactions driving sales 
volume in the Southeast included 

HTA’s $28 million acquisition of 
2061 Peachtree Street in Atlanta 
and several MOB transactions in 
southern Florida. 

As alluded to in previous H2C MOB 
reports, MOB transaction volume 
in the Northeast has continued 
to decline. Through June 2019, 
the Northeast recorded just $325 
million in sales volume, compared 
with $400 million in volume through 
the first half of the year in previous 
years. This decrease is believed to 
be caused by the cap in state and 

local tax deduction limits put in 
place by the 2017 Tax Cuts and Jobs 
Act, which have impacted migration 
from high-tax states in the 
Northeast. Investors are following 
population movements, as the 
Northeast has lost 200,000 residents 
each year since 2017. Average sales 
volume and pricing were flat in 
other regions less affected by tax 
reform, such as the Midwest and 
Southwest.
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1Source:  Real Capital Analytics

Figure 6:  Cap Rates and Sales Volume by Region1 • $ in millions

Figure 5:  Changes in Cap Rates by Region1 • Trailing 12-Month Average 

Northeast Region

In April, STORE Capital acquired a 
six-property portfolio through a sale-
leaseback with Progressive Vision 
Institute (“PVI”), a 13-physician 
regional ophthalmology practice. 
Located throughout Eastern 
Pennsylvania, the six properties 
range in size from 2,900 to 11,000 
square feet for a total of 37,243 
square feet. Upon acquisition, the 
portfolio’s sole tenant, PVI, executed 
a 12-year lease for the properties 

with 2 percent annual escalations. 
The $14.1 million purchase price 
equated to $379 per square foot and 
a 7 percent cap rate. 

In May, publicly traded REIT 
Healthcare Trust of America, Inc 
(“HTA”) made its second acquisition 
of 2019 by purchasing 1740 South 
Street in Philadelphia. The five-story, 
45,569-square foot MOB, which 
was renovated in 2010, is adjacent 
to the University of Pennsylvania’s 
Rittenhouse Campus. At the time of 

sale, the property was 94 percent 
occupied by 13 tenants. Services 
offered at the property include 
pediatrics, internal medicine, oral 
surgery, dialysis, and ophthalmology. 
The $10.5 million price equated 
to $230 per square foot and a 5.7 
percent cap rate. 

Another Philadelphia-area MOB 
sale, which closed on the last day 
of the second quarter, set an area 
record for office pricing at $648 per 
square foot. In June, the University of 
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Pennsylvania Health System (“Penn 
Medicine”) acquired 800 Walnut 
Street from Liberty Property Trust 
for $99.25 million. The 12-story 
MOB, developed in 2013, is long-
term leased to Penn Medicine, 
whose future rent obligation was a 
likely factor in choosing to acquire 
the property. The property is 
home to more than 100 healthcare 
providers, with services including 
cardiology, otorhinolaryngology, 
primary care, surgery, urology, and 
women’s health located at the MOB. 

West Region

In May, Capital Square 1031 
purchased two neighboring MOBs 
totaling 23,687 square feet, located 
at 1017 and 1035 S. Fair Oaks 
Avenue in Pasadena, Calif. Tenants 
at the properties include Synovation 
Medical Group, a multidisciplinary 
physician practice, and Pasadena 
Rehabilitation Institute, an affiliate 
of UCLA Health (Aa2/AA/AA). The 
MOBs are situated less than one 
mile south of Huntington Hospital 
(619 beds). The $11.8 million 
purchase equated to $496 per 
square foot. 

In June, Healthcare Realty Trust, Inc., 
acquired two adjacent MOBs in the 
northern Seattle area in separate 
transactions. Both multi-tenant 
MOBs were developed in the 1980s 
and are located one mile south 
of the University of Washington 
Health’s Northwest Hospital (281 
beds). 2150 N 107th Street, known 
as Northway Square East, is 78,173 
square feet with a tenant roster 
that includes Northwest Kidney 
Centers and Scribner Kidney 
Center. The purchase price for 
Northway Square East of $30.5 
million equates to $390 per square 

foot. 2111 N. Northgate Way, 
known as Northgate Meridian, is 
42,000 square feet and leased to 
five tenants, including Willamette 
Dental, TMJ & Orofacial Disorders 
Center, Mosaic Children’s Therapy, 
and Washington Jaw & Facial 
Surgery. The $19 million purchase 
equated to $453 per square foot. 

Southwest Region

Milwaukee-based private equity 
firm Hammes Partners acquired 
3367 S. Mercy Road in the 
Gilbert suburb of Phoenix, Ariz. 
Developed in 2017 and known as 
Spectrum Medical Commons, the 
43,455-square foot, Class A MOB is 
adjacent to Dignity Health’s Mercy 
Gilbert Medical Center (212 beds). 
The $17.8 million purchase price 
equated to $409 per square foot 
and a 6.3 percent cap rate. 

A joint venture between Pine 
Croft Realty, a subsidiary of Pisula 
Development, and Harrison Street 
Real Estate Capital acquired a 
portfolio of four MOBs in the 
greater Tucson, Ariz., area for $13 
million. The four MOBs, ranging in 
size from 11,520 to 23,746 square 
feet, total 67,745 square feet and 
are 95 percent leased. The portfolio 
was anchored by Carondelet Health 
Network, a wholly owned subsidiary 
of a joint venture between Tenet 
Healthcare (B2/B/B), Dignity Health 
(A3/A/A+), and Ascension Health 
(Aa2/AA+/AA+), which occupies 
45 percent of the rentable square 
footage. The weighted average 
lease term of the portfolio was 
6.1 years. Services offered at the 
properties include cardiology, 
podiatry, ophthalmology, and 
internal medicine. The purchase 
equated to $192 per square foot. 

Midwest Region

In addition to its acquisition of the 
CNL Portfolio in May, Welltower 
purchased a 77,617-square-foot 
MOB and connected parking garage 
in Madison, Wis., for $30.8 million. 
The five-story MOB, developed in 
2013 and known as the Wingra 
Family Medical Center, is leased 
to University of Wisconsin Health 
(Aa3/AA-/NA) and its affiliates, 
including Access Community 
Health, through 2028. Services 
offered at the property include 
behavioral health, family medicine, 
imaging, laboratory, obstetrics, 
and gynecology. The attached 
94,221-square-foot garage and 
the MOB total 171,838 square feet, 
bringing the blended price per 
square foot to $179.

Following its three acquisitions in 
the first quarter of 2019, HCP, Inc. 
purchased a standalone MOB in 
Kansas City, Kan., from CNL, which 
is winding down its healthcare 
real estate portfolio. The Class A, 
38,496-square-foot surgery center 
is majority-leased to Mid America 
Physician Services and Mid-America 
Surgery Institute, affiliates of HCA 
(Ba1/BB+/BB). Services offered at 
the facility include surgical services, 
urology, gastroenterology, and 
women’s health. The $15.4 million 
purchase equated to $400 per 
square foot and a 6.5 percent cap 
rate. 

Mid-Atlantic Region

Maryland-based CGA Capital sold 
a four-property MOB portfolio to 
MBRE for $31.2 million, or $511 per 
square foot. CGA Capital originally 
acquired the assets in 2009 as part 
of a 22-property sale-leaseback 
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from Novant Health (A1/AA-/A+), 
the properties’ sole tenant, whose 
leases run until 2028. The properties 
range in size from 11,625 to 31,219 
square feet and were built from 
1995 to 1997. Services located 
at the properties include family 
medicine and pediatrics. The cap 
rate was 5.75 percent. 

In May, Charlotte, N.C.-based 
Flagship Healthcare Properties and 
Faison entered into a joint venture 
to acquire a six-property MOB 
portfolio in the eastern suburbs of 
Charlotte. The 91 percent-occupied 
portfolio is anchored by Cabarrus 
Family Medicine, an affiliate of 
Atrium Health (Aa3/AA-/NA), which 
occupies over 75 percent of the 
portfolio’s square footage. Services 
offered at the properties include 
family medicine, sports medicine, 
orthopedics, and rehabilitation. 
The $31.6 million purchase price 
equated to $260 per square foot. 

Southeast Region

In May, Florida-based TopMed 
Realty purchased 1011 Sunnybrook 
Road in Miami. Developed in 2011, 
the 11-story building consists 
of 43,000 square feet of office 
space and an 82,000-square-foot 
garage. The building, known as 
Highland Park Center, is located 
one block from Jackson Memorial 
Hospital (1,150 beds) and is fully 
occupied, with the majority leased 
to Atlantis University and Night and 
Day Pediatrics. The $13.9 million 
purchase equated to $170 per 
square foot ($323 per square foot 
based on rentable office space only).

Atlanta-based SG Property Services 
purchased 100 Stoneforest Drive in 
Woodstock, Ga., for $11.2 million, 
or $214 per square foot from 
Chicago-based SRS Investments. 
The three-story, 52,297-square-
foot MOB was developed in 1998 

and 85 percent leased to five 
tenants. The property is anchored 
by Atlanta North Dermatology, 
which occupies 22 percent and 
Pediatrics and Adolescent Medicine, 
P.A., which occupies 13 percent. 
Both have affiliations with area 
hospitals. Services offered at 
the facility include dermatology, 
pediatrics, allergy, physical therapy, 
and women’s health. Notably, the 
$11.2 million purchase was only a 
$1 million increase over the amount 
SRS Investments paid in 2008. 
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About Hammond Hanlon Camp LLC

HAMMOND HANLON CAMP LLC (H2C) is an independent strategic advisory and 
investment banking firm with a singular focus on healthcare. Our commitment 
to exceed our clients’ expectations begins with senior leadership on every 
engagement and continues with independent and objective strategic advice.  Our 
belief in the markets and in the power of competition has resulted in loyal clients 
and long-term relationships. 

The experienced professionals at H2C are well positioned to serve as your 
trusted advisors.  We have the expertise to understand the unique complexities 
of the healthcare industry and an in-depth knowledge of the range of potential 
alternatives essential to designing and implementing highly successful business 
and financial strategies.  We bring in-depth knowledge and experience across the 
full continuum of care and across a wide range of healthcare-related businesses. 

H2C offers services in the following areas:

 � Strategy design, development and execution
 � Mergers, acquisitions and divestitures
 � Capital planning and management
 � Capital markets financial advisory and private placements
 � Real estate advisory and execution services
 � Bankruptcy and restructuring

Real Estate Investment Banking Practice

For more than 20 years, the real estate investment banking professionals at H2C 
have successfully served as advisors on real estate transactions in excess of $12.5 
billion nationwide. For more information on our real estate advisory group, please 
contact one of the following H2C professionals or visit our website at h2c.com. 

 
Hammond Hanlon Camp LLC offers securities through its wholly-owned subsidiary, H2C 
Securities Inc., a member of the Financial Industry Regulatory Authority (FINRA) and the 
Securities Investors Protection Corporation (SIPC) and registered with the Securities and 
Exchange Commission (SEC), the Municipal Securities Rulemaking Board (MSRB) and the 
National Futures Association (NFA).
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