
Medical Office Building Quarterly Update

Introduction

2017 was the most active year 
ever recorded in the medical 
office building (MOB) sector by 
a large margin [Figure 1], with 
approximately $14 billion in 
sales volume comprised of 1,315 
properties.  The $2.5 billion increase 
over 2016 volume was a sharp rise 

for an industry that has received 
significant interest recently.  The 
21% rise in year-over-year MOB 
transaction volume is in stark 
contrast to other asset classes 
[Figure 2].  In fact, all asset classes, 
other than industrial real estate, 
have experienced declines for two 
consecutive years as overall real 
estate transaction volume was 

down 7.0%.  This marks the first 
consecutive years of declining 
commercial real estate (CRE) sales 
volume since 2008/2009.  As 
highlighted in H2C’s Q2 and Q3 
2017 reports, the asset class likely 
benefited from investors seeking 
a flight to quality away from retail 
and office sectors.
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Figure 1:  MOB Sales Volume and Cap Rate Trends • $ in millions
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Figure 3:  4th Quarter Percentage of Transaction Volume

The fourth quarter was comprised 
of $3.2 billion in transaction volume 
across 299 properties and the 
average cap rate remained steady 
at 6.7% for the third consecutive 
quarter.  Since 2009, the fourth 
quarter has accounted for an 
average of 32% of deal volume for 
the total year.  However, in 2017, 
the fourth quarter only accounted 
for 22% of the year’s volume for 
MOB transactions [Figure 3].  The 
decline for MOBs was steeper 
than the market’s 4% decline.  We 
don’t see the decline as a cause 
for concern as it is believed that 
investors delayed closings until 

2018 to take advantage of potential 
changes in tax laws.

In addition to demographic trends 
creating an increase in the need 
for healthcare services throughout 
the country, structural and market 
movements have provided 
additional credit strength to drive 
cap rates lower.  Healthcare merger 
and acquisition (M&A) activity 
[Figure 4] is significantly greater 
than in the retail sector.  The 
acquisition of physician groups 
and independent hospitals by 
larger systems typically carries an 
immediate credit benefit to in-place 

leases providing investors with a 
greater probability of payment.  It 
is anticipated that as M&A activity 
continues on a strong pace in 
the sector, average cap rates will 
maintain their low levels in 2018.  

The largest transaction of the 
quarter was a 29-property medical 
office portfolio that traded for 
$401.4 million, or $302 per square 
foot. Investors Real Estate Trust 
(NYSE: IRET) sold a majority of its 
healthcare real estate portfolio 
to Harrison Street Real Estate 
Capital (“Harrison Street”), marking 
the public REIT’s exit out of 
healthcare real estate in an effort 
to specialize exclusively in multi-
family real estate.  With 24 of the 
assets located in Minnesota, the 
acquisition provides Harrison Street 
with immediate scale in a market 
where the company previously only 
had one office asset.  While most 
large portfolio cap rates reflect a 
premium to the market average, the 
transaction reportedly traded for a 
6.7% cap rate, driven by short-term 
ground leases impacting several key 
assets in the portfolio.

Figure 2:  Year-Over-Year Transaction Volume by Asset Class

Asset Class 2017 YOY
Non-Medical Office -8.00%

Retail -18.00%

Industrial 20.00%

Hotel -24.00%

Apartment -7.00%

Development -0.49%

Medical Office 21.00%

Source:  Real Capital Analytics
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Figure 4:  M&A Activity • Retail vs. Healthcare

Source:  Bloomberg, CapitalIQ

Outlook

The delayed closings will likely 
lead to a robust first quarter in 
2018.  Funds are sitting on more 
capital than they ever have and 
cap rates for MOBs remain well 
above other sectors.  Further 
pressure downward for cap rates 
will be subject to interest rate 
movements later in the year. 

Overall, real estate came out a 
winner under the Tax Cuts and 
Jobs Act of 2017 with no changes 
to like-kind exchanges (1031), 
preservation of carried interest 
treatment and limited alterations 
to the Foreign Investment in 
Real Property Tax Act (FIRPTA). 
Prior to the final vote, The House 
of Representatives proposed 
eliminating the tax exemption for 
qualified 501(c)(3)’s, however this 
proposal was withdrawn in the 
final version of the bill.  

We expect foreign investment to 
continue increasing in accordance 
with its trend after reaching 
$404 million in 2017, still only a 
miniscule fraction of total capital 
compared to traditional asset 
sectors. 

We also do not expect to see a 
significant increase in the bottom 
line for real estate investment 
companies as most don’t pay 
taxes through a traditional 
corporate structure - 61% of 
investment in U.S.-based CRE is 
via pass-through entities with 
an additional 29% through tax-
exempt entities so it is estimated 
that the corporate tax rate 
deduction only directly affects 9% 
of U.S. CRE holders. 

One of the important changes we 
expect to see is higher population 
growth in low-tax states such as 
Florida and Texas, as high-income 

earners seek protection from the 
reduced State and Local Tax (SALT) 
deductibility curtailed in high-tax 
states.  The population movement 
should support a growing 
need for MOBs in these areas.  
Additionally, with corporations 
able to expense capital 
investments immediately, we 
expect to see for-profit healthcare 
providers use the opportunity to 
raise capital for reinvestment in 
their operations through sale-
leasebacks with developers.  The 
investment spending could be 
characterized as non-structural in 
order to benefit from immediate 
expensing.  The effect that the 
repeal of the individual mandate 
has on health systems’ bottom 
lines should be monitored closely 
during the year.
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Investment Sale Volumes 
and Pricing Trends

Broken down by region, for the 
second-straight quarter the 
Southeast had the greatest sales 
volume of $1.35 billion in the 
fourth quarter and the greatest 
number of properties transacted 
with 87 [Figure 5].  23 of these 
assets were located in the Atlanta 
metro area with a large portion 
attributed to assets sold by 
Meadows & Ohly as part of a 
portfolio.  Additionally, Physician’s 
Realty Trust (NYSE: DOC) 

purchased three assets for $100 
million through a sale-leaseback 
with Gwinnett Medical Center. 
The Midwest saw $815 million in 
transaction volume, nearly 50% 
of which was IRET’s portfolio sale.  
The West came in with $559 million 
in sales volume for the quarter and 
$2.97 billion over the last twelve 
months, its fifth consecutive year 
of growth. 

MOBs erased the spread in average 
price per square foot between 
traditional office over the last four 
quarters and cap rates have been 

in parity for the last year [Figure 6 
and 7].  The West has historically 
carried a premium in price per 
square foot paid which hit an 
all-time high of $349 per square 
foot in the fourth quarter along 
with the U.S. average of $288 
per square foot.  The Southeast, 
Southwest and West Coast have all 
seen transaction volume rise over 
the last five years while investment 
in the Mid-Atlantic and Northeast 
regions has stagnated or declined.

Figure 5:  Cap Rates and Sales Volume by Region1

Figure 6:  Price per Square Foot Trends1

1Source:  Real Capital Analytics
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Figure 7:  Cap Rate Trends

Source:  Real Capital Analytics

Regional Review

West Region

A West Coast-based private 
investor sold the Lincoln Court 
Healthcare Building located in 
Littleton, Colorado for $4.51 million 
to Seavest Healthcare Properties 
(“Seavest”), a White Plains, New 
York based investment group.  The 
purchase marked Seavest’s fourth 
acquisition in the Denver area.  
At the time of sale, the 18,417 
square foot asset was 85% leased 
to a number of established local 
practices on a long-term basis.  
The building is located steps from 
Littleton Adventist Hospital and 
sold for an in-place 7.0% cap rate 
which is expected to rise as the 
remaining space is leased. 

Healthcare Realty Trust (NYSE: HR) 
purchased the Eastview Medical 
Center in Bellevue, Washington 
from the Bocek Family Limited 
Partnership (family trust).  The 
two-story, 26,597 square foot MOB 
is 90% leased to 12 tenants of 
which eight have been occupants 
for over ten years.  The asset is 
directly across the street from the 

Overlake and Kaiser Permanente 
twin hospital complex and adjacent 
to Interstate 405.  It sold after six 
months on the market for $12.7 
million representing a 5.0% cap 
rate, below the original asking 
price of $13.5 million.  The asset 
is expected to stabilize closer to a 
6.0% cap rate upon lease-up.

Southwest Region

Physician’s Realty Trust (NYSE: DOC) 
closed on the St. Joseph’s Westgate 
Medical Office Building for $15.8 
million in December.  The three-
story, 62,000 square foot MOB was 
developed by Rendina in 2015 and 
is located on the campus of St. 
Joseph’s Medical Center Campus 
in Glendale, Arizona.  The facility 
is 90% occupied with a majority 
leased to St. Joseph’s Medical 
Center or affiliates of Dignity Health 
through 2027 and 6,000 square 
feet of timeshare space that is on 
the market for lease.  The first year 
unlevered yield is 7.5%. 

MedEquities Realty Trust (NYSE: 
MRT) exercised a purchase option 
to acquire Advanced Diagnostics 
Hospital East in Houston, Texas. 

The purchase option originated 
through an interest-only loan 
made to the hospital in early 2017 
who executed a 15-year triple-net 
lease.  The $17.5 million paid for 
the 23,300 square foot property 
equated to $751 per square foot 
and a 6.9% unlevered yield that 
will rise with annual escalations in 
the lease.  The hospital features 
four operating rooms, two special 
procedure rooms, four inpatient 
rooms and four extended recovery 
rooms.

Southeast Region

Pensacola, Florida-based Catalyst 
Healthcare Real Estate (“Catalyst 
HRE”) sold a six-property portfolio 
of which five were located in Florida 
to a California-based fund.  The 
$26.6 million deal consisted of four 
properties net-leased to the Robert 
Boissoneault Oncology Institute, 
one net-leased to Florida Diagnostic 
Imaging, and a sixth net-leased to 
an affiliate of Surgical Care Affiliates 
(“SCA”).  The 68,002 square foot 
portfolio carried a weighted average 
lease term of 12.9 years and traded 
at a 6.9% cap rate.
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The Sanders Trust, one of the 
most active buyers of healthcare 
real estate over the last five years, 
purchased the Mississippi Coast 
Endoscopy and Ambulatory 
Surgical Center in Pascagoula, 
Mississippi for $7.8 million, or 
$416 per square foot.  The facility 
is net-leased for ten years to a 
premier, 28-physician practice who 
is partially owned by AMSURG. 
Services offered at the facility 
include gastroenterology, general 
surgery, neurosurgery, orthopedic 
surgery and vascular surgery.  The 
going-in cap rate is 7.0%. 

Midwest Region

Nashville-based Montecito 
Medical Real Estate (“Montecito”) 
acquired two surgery centers 
located in Wisconsin from HTA 
for $61.5 million, or $474 per 
square foot.  Both facilities are 
located in suburban Milwaukee 
and are master-leased to Aurora 
Healthcare.  Aurora East Mequon 
Surgery Center was developed in 
2001 and features five operating 
rooms, an imaging room, and two 
x-ray rooms.  Franklin Surgery 
Center was constructed in 2002 
and has four operating rooms with 
two imaging areas.  

CNL Healthcare Properties II, the 
newest vehicle of CNL Financial, 
a non-traded REIT, made their 
second acquisition by purchasing 
the Overland Park Medical Office 
Building in Overland Park, Kansas.  
The 38,496 square foot, Class A 
MOB was purpose-built in 2007 
and is located on the campus of 
the 154-bed Midwest Menorah 
Medical Center.  The property is 

100 percent leased and anchored 
by an ambulatory surgical center 
that is operated as a joint venture 
between HCA and an established 
local physician group.  The $14 
million price came out to $364 per 
square foot and a 6.8% cap rate. 

Mid-Atlantic

In December, Harrison Street 
closed on the purchase of Hock 
Plaza from Hines Global REIT 
for $141.9 million, or $433 per 
square foot.  The 12-story, 327,160 
square foot Class A medical office 
building was built in 2004 and 
is immediately adjacent to Duke 
University and within walking 
distance to Duke Medical Center.  
It houses several key primary 
and support functions for the 
university and is 98% leased to 
Duke University Health System 
through October 2029.  The sale 
represented a 5.0% cap rate 
with rent increasing at 2.75% 
annually in accordance with the 
leases in-place.  The transaction is 
particularly notable as Hock Plaza 
II, with a similar tenancy structure 
at the time of sale, sold to HTA for 
$344 per square foot in late 2016.

Elliott Bay Capital Trust (“Elliott 
Bay”), a Seattle, Washington-based 
private real estate investment firm 
who has made 19 acquisitions 
over the last two years, purchased 
the Riverside Surgical Building 
in Newport News, Virginia.  The 
12,971 square foot MOB was 
bought by Elliott Bay for $4.31 
million, or $318 per square foot.  
Developed in 2006, the property 
is triple-net leased to Riverside 
Health System through May 2023.  

After four months on the market, 
it sold slightly below the original 
asking price for a 7.3% cap rate. 

Northeast Region

Hammes Partners acquired a 
Crystal Run Healthcare asset in 
Newburgh, New York under a 
sale-leaseback for $32.5 million, 
or $492 per square foot, in 
December.  The newly developed 
three-story, 66,000 square foot 
building is triple-net leased 
to Crystal Run Healthcare for 
12 years.  Services provided 
at the facility include urgent 
care, primary care, nephrology, 
rheumatology, podiatry, obstetrics 
and gynecology.  The transaction 
equated to a first-year unlevered 
yield of 7.0%.  It should be noted 
that Montefiore Health System 
recently acquired a 33% stake in 
Crystal Run Healthcare who has 30 
locations in the Hudson Valley and 
lower Catskill region.

In December, Needham, 
Massachusetts-based Fulcrum 
Real Estate Partners acquired the 
Harbor Medical Building for $3.83 
million, or $151 per square foot.  
Located in Scituate, Massachusetts 
on the South Shore, the 23,969 
square foot building is 90% leased 
to nine tenants, most of which are 
established local practices, with an 
average remaining lease term of 
slightly over seven years.  Services 
offered include primary care, 
physical therapy and dentistry.   
The property is expected to 
stabilize above an 8.5% cap rate 
upon full occupancy.
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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

The real estate investment banking professionals at H2C have successfully 
served as advisor for over 20 years 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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