
Medical Office Building Quarterly Update

Introduction

On the heels of a robust first 
quarter, the second quarter of 2018 
exhibited continued strength, with 
only minimal signs of slowing down. 
The medical office building (“MOB”) 
sector recorded $3.4 billion in sales 
volume, maintaining a steady pace 
of quality sales volume quarter 
over quarter [Figure 1]. Also of note 

is that Q2’s sales volume was not 
driven by a single large sale, but 
rather primarily comprised mid-sized 
portfolios and assets.  

A significant portion of investment 
within the MOB space is from new 
institutions and foreign entrants, 
which view the United States as the 
most stable environment over the 
past decade. This view is supported 

by two of the largest transactions 
within the second quarter being 
purchased by international buyers, 
which have increasingly been 
investing in U.S. healthcare real 
estate [Figure 2]. The rise in foreign 
investment into the MOB sector is in 
stark contrast to other asset classes. 
In July, The Wall Street Journal 
stated that direct foreign investment 
dipped to 6.9 percent of investment 
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Figure 1:  MOB Sales Volume and Cap Rate Trends • $ in millions
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dollar volume in 2017 from 12.2 
percent in 2016. While the amount 
of foreign investment may be down 
as a percentage of investment 
volume, the healthcare real estate 
sector is commanding a larger 
portion of foreign volume than ever 
before.   

One of the few negative signs in 
the data is that 12-month trailing 
dollar volume is down 15.0 percent 
in comparison to 2017’s running 
average; however, MOB sales 
volume is still on pace to exceed 
the $11.5 billion recorded in 2016. 
Additionally, average cap rates have 
moved within a 15-basis point range 
since Q4 2016 and are currently 
settled five basis points higher than 
the trailing 18-month average. This 

may be a sign that cap rates have 
begun their upward trajectory.  

The largest portfolio to trade 
hands in the quarter was an eight-
property offering purchased by 
Chicago-based Harrison Street Real 
Estate Capital (“Harrison Street”). 
All eight properties will be leased 
back to DuPage Medical, the largest 
independent physician group 
practice in the Chicago area, which 
notably recently received a $1.45 
billion capital investment from Ares 
Management. The $235.5 million 
purchase price equated to $530 per 
square foot and a 6.5 percent cap 
rate.  

Another notable transaction is the 
acquisition of 222 East 41st Street in 
New York by hausInvest, a subsidiary 

of German-based Commerzbank, for 
$332.5 million. Developed in 2002, 
the 386,500-square-foot property 
is triple-net leased to New York 
University (“NYU”) Langone Medical 
Center (A3/A-/A-), which took 
occupancy of the entire building in 
late 2016. The property is home to 
NYU Langone’s Fresco Institute for 
Parkinson’s and Movement Disorders 
and outpatient clinical services 
in ophthalmology, neurology, 
urology, dermatologic surgery, 
dermatopathology, and ultrasound 
testing. NYU’s lease runs through 
September 2046. The cap rate was 
4.45 percent, which is a reflection of 
NYU’s credit strength and slightly 
below-market rent in a highly 
competitive New York real estate 
submarket.

Investment Sales 
Trends & Outlook

Trailing 12-month average cap rates 
hit 6.7 percent [Figure 3], which 
is only a five-basis-point increase 
from Q1, when the lowest average 
cap rate since Real Capital Analytics 
(“RCA”) began recording transaction 
data was reached. As H2C predicted 
would happen in its first quarter 
report, as the cost of borrowing 
increases, cap rates should follow. 
Pricing remains strong in the MOB 
sector at $286 per square foot 
[Figure 4], only 2 percent higher than 
2017’s average.  

In our first quarter report, H2C 
forecasted that the impact of 
rate increases would likely limit 
downward pressure on cap rates 
given the dwindling spread between 
interest rates and yields [Figure 5]. 
The 6.6 percent average cap rate 
witnessed in the first quarter—the 
lowest on record—rose slightly to 
6.7 percent in the second quarter.

Figure 2:  Foreign Capital Inflows - U.S. Medical Office • $ in millions
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Figure 3:  Cap Rate Trends1

Figure 4:  Price per Square Foot Trends1

Figure 5:  Average Cap Rate vs. Prime Rate1

Source:  Real Capital Analytics
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Regional Review

For the third-straight quarter, 
the Southeast region has had the 
highest 12-month trailing sales 
volume (USD) and number of 
transactions [Figure 6]. Driving the 

interest in the Southeast is likely 
the strong demographic trends of 
the aging population moving into 
the Southeast, where the weather 
is warmer and taxes are lower in 
comparison to higher-cost regions 
such as the Northeast. Looking at 

data from just the second quarter, 
the Midwest was tied for the most 
properties sold, buoyed by the eight-
building DuPage Medical Group sale-
leaseback and two smaller portfolios 
that sold in Ohio.

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

Northeast Region

Novaya Real Estate Ventures 
(“Novaya”), a Boston-based private 
equity company, acquired the Blue 
Hills Medical Center in Braintree, 
Mass., for $11.6 million, or $238 per 
square foot. The 48,617-square-
foot MOB is 100.0 percent leased 
to 14 tenants including Milton 
Pediatrics, MassGeneral Hospital for 
Children, and South Shore Hospital. 
Jumbo Capital Management, which 
purchased the property in February 
2013, executed a successful value-
add strategy by bringing the 
occupancy from 77.0 percent to  
100.0 percent and nearly doubling 
the value of the asset. The cap rate 
was reported at 7.4 percent.  

Saxum Real Estate (“Saxum”), a 
privately held company that has 
made 12 acquisitions in New Jersey 
over the past 18 months, purchased 

345 Main Street in Madison, N.J. 
Known as the Madison Professional 
Center, the 19,700-square-foot MOB 
was redeveloped by The Hampshire 
Companies in 2010 and was 47.0 
percent occupied at the time of 
sale. Upon contract execution, 
Saxum structured two leases with 
an orthopedics group and hand-
and-arm surgery group to bring the 
property up to full occupancy shortly 
after close. The property is located 
along a popular local thoroughfare 
and anchored by Madison Medical & 
Sports Rehabilitation Center. The  
$5.0 million purchase price equated 
to $254 per square foot.  

West Region

Chestnut Development, a 
Chattanooga, Tenn.-based private 
real estate investor, purchased the 
Cornerstar Healthcare Plaza in Aurora, 
Colo. The three-story, 29,946-square 

foot MOB was developed in 2013 and 
is leased to four tenants. The $10.2 
million acquisition equated to $340 
per square foot. The reported cap 
rate was 8.0 percent.  

Dayani Partners, a boutique 
California real estate investor, 
acquired 501 Deep Valley Drive, a 
33,770-square-foot MOB in the Palos 
Verdes Peninsula of Los Angeles from 
Torrance-based West Coast Capital 
Partners. Originally developed in 
1987, the four-story MOB is anchored 
by the University of California, Los 
Angeles (“UCLA”) Health (Aa2/AA/
AA), which occupies 77.0 percent of 
the property under a lease through 
July 2028. UCLA Health’s services at 
the property include primary care, 
imaging, radiology, and a dedicated 
floor for women’s health. The $12.7 
million purchase price, or $377 per 
square foot, equated to a 6.3 percent 
cap rate.  

Source:  Real Capital Analytics
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Southwest Region 

Pacifica Real Estate Group, a Santa 
Barbara, Calif.-based, regionally 
focused investment company, 
utilized a 1031 exchange to 
purchase 9097 Desert Cove Avenue 
in Scottsdale, Ariz., for $8.6 million, 
or $273 per square foot. The 
31,509-square-foot MOB, known 
as The Pinnacle at Dessert Cove, is 
adjacent to a large retail amenity 
center and less than two blocks from 
Scottsdale Shea Medical Center. Built 
in 2004, the property is anchored by 
Valley ENT, a multi-practice physician 
group with 20 locations throughout 
the Phoenix and Tucson metro 
area and 100.0 percent occupied at 
the time of sale. The cap rate was 
reported at 7.0 percent. 

In April, Carter Validus Mission 
Critical REIT, Inc. (“CV REIT”), a 
publicly registered non-traded real 
estate investment trust (“REIT”), 
purchased 1601 W. Hebron Parkway 
in Carrollton, Texas for $8.5 million, 
or $389 per square foot. The 
21,500-square foot MOB is 100.0 
percent to two tenants - USMD, 
a multi-specialty, Dallas-based 
physician practice with 40 locations 
and Platinum Dermatology Partners 
(“PDP”), who is backed by Sterling 
Partners. The acquisition by CV REIT 
stands out as they have been more 
active in selling properties than 
buying since January 2017.  

Southeast Region 

Healthcare Trust Inc., a private, non-
traded REIT, acquired four MOBS 
in Central Florida from Welltower 
(NYSE: WELL) for $10.0 million. The 
four MOBs, ranging in size from 
6.027-10,472 square feet, are all 
triple-net leased to Florida Medical 
Clinic, a 200-physician practice with 

over locations throughout the Tampa 
MSA. The cap rate was reported at 
6.3 percent. Notably, Welltower was 
on the opposite end of a Florida 
Medical Clinic-leased MOB in the 
same month when it acquired the 
Wiregrass Multispecialty Campus, a 
recently developed, 83,293-square-
foot MOB in Wesley Chapel, Fla., for 
$26.2 million. The property is leased 
for 15 years to Florida Medical Clinic, 
and the cap rate was reported at 6.5 
percent.  

Boca Raton-based Kayne Anderson, 
which recently closed a $1.85 billion 
real estate fund in May, acquired 
the Carolina Medical Plaza located 
in Columbia, S.C., from Healthcare 
Property Investors, Inc. (NYSE: HCP). 
The three-story, 40,466-square-foot 
MOB is adjacent to Palmetto Health 
Richland, a 641-bed hospital. The 
MOB is 90.0 percent leased to seven 
tenants, including Palmetto Health 
and Quest Diagnostics. The $10.0 
million acquisition equated to $247 
per square foot and a reported cap 
rate of 7.1 percent.   

Midwest Region 

90 North purchased Vernon Manor 
I and II in Cincinnati, Ohio. The two 
complexes, which total 315,000 
square feet, are triple-net leased to 
Cincinnati Children’s Hospital until 
2032. The $75.3 million paid equates 
to $238 per square foot. The seller 
was a joint venture between three 
groups that participated in the 
2015 adaptive conversion of Vernon 
Manor I and the development of 
Vernon Manor II for the tenant, which 
is an affiliate of the University of 
Cincinnati (A2/A/NR).  

Oak Brook, Ill.-based Inland Private 
Capital Corporation (“Inland”), which 
has been one of the largest acquirers 

of single-tenant MOBs over the 
past two years, sold two properties 
for $22.3 million to MB Real Estate. 
Both properties are leased to 
Barrington Orthopedic Specialists, a 
multidisciplinary orthopedic surgery 
practice with four locations in 
Illinois, through 2030. The price paid 
equated to a 7.0 percent cap rate.  

Mid-Atlantic 

Charter Realty Group (“CRG”), a 
Los Angeles-based private investor 
that has made eight acquisitions 
in the past 18 months, purchased 
The Skin Surgery Center in Winston 
Salem, N.C., for $6.6 million, or $359 
per square foot. The two-story, 
18,300-square-foot MOB is fully 
leased to two tenants: The Skin 
Surgery Center (71.0 percent), a 
subsidiary and partner of QualDerm 
Partners, LLC, and Wake Forest 
University Baptist Health System (29.0 
percent) (A2/A/NR). The average 
remaining lease term of six years 
contributed to the slightly above-
average cap rate of 7.3 percent.  

Capital Digestive Care LLC 
(“Capital Digestive”), the largest 
gastroenterology group in the Mid-
Atlantic region, engaged Anchor 
Health Properties (“Anchor”) through 
an RFP process to purchase and 
retrofit 15001 and 15005 Shady 
Grove Road, two neighboring MOBs 
in Rockville, Md. The buildings total 
101,779 square feet and will be 
built-to-suit for Capital Digestive to 
consolidate four physician offices 
and two ambulatory surgery centers 
into a single campus. The $32.8 
million acquisition marks the first 
joint-venture transaction between 
Anchor and MedProperties. The 
terms of the leaseback that will be 
structured with Capital Digestive are 
not public.
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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. 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).

NEW YORK
623 Fifth Avenue 
29th Floor 
New York, NY 10022 
212 257 4500

CHICAGO
311 S. Wacker Drive 
Suite 5425 
Chicago, IL 60606 
312 508 4200

ATLANTA
3333 Piedmont Road 
Suite 725 
Atlanta, GA 30305 
402 937 1350

SAN DIEGO
4655 Executive Drive 
Suite 280 
San Diego, CA 92121 
858 242 4800

Philip J. Camp 
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Matthew T. Tarpley 
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