
Medical Office Building Quarterly Update

Introduction

Minimal volatility and a steady pipeline of sizable acquisition opportunities were catalysts for another great year 
in the medical office building (“MOB”) sector following 2017’s record transaction volume. Over the course of 2018, 
1,172 properties sold, totaling $12.8 billion—10 percent lower than 2017’s volume of 1,315 properties and $14 billion 
in dollar volume. Despite the dip in volume, average MOB cap rates and average prices on a per-square-foot basis 
generally held 2017 levels ($287 per square foot), thus exhibiting market equilibrium for the asset class. 

REITs Step Up in the 4th Quarter to Polish Off Solid 
Year of Transaction Volume in Medical Office Space

 HAMMOND HANLON CAMP LLC                   Medical Office Building Quarterly Update • 4Q18

4Q18
ATLANTA     CHICAGO     NEW YORK     SAN DIEGO

The Elements of Capital and Strategy+

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

“Market Equilibrium” = Cap Rates Hover + Alignment  
of Seller and Buyer Expectations + Capital Available

1Source:  Real Capital Analytics
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After acquiring only 99 properties 
through the first three quarters of 
2018—just 12 percent of transaction 
volume—publicly traded and non-
traded real estate investment trusts 
(“REITs”) purchased 130 properties 
in the fourth quarter to account for 
44.5 percent of the 292 properties 
sold. As share prices and interest 
rates began to stabilize after 
significant volatility during the first 
half of the year, a number of REITs 
made large purchases. Public REIT 
activity was led by Welltower Inc. 
(NYSE: WELL), which made a series 
of notable acquisitions as it sought 
to grow its medical office portfolio 
allocation. 

In December 2018, Welltower Inc. 
closed on a 23-property portfolio 
totaling 979,000 square feet. The 
properties, which were owned by 
Milwaukee-based private equity 
firm Hammes Partners, are located 
throughout 12 metropolitan areas 
across nine states. The properties 
were 93 percent leased, with a 
weighted average lease term of 
approximately 7.2 years. The $390.9 
million transaction equated to $399 

per square foot and a 5.6 percent 
cap rate. 

In addition to its 23-property 
portfolio acquisition, Welltower 
announced the 55-property CNL 
portfolio acquisition totaling 3.3 
million square feet in December. 
The $1.25 billion sale, which is 
expected to close during the first 
half of 2019, is 94 percent leased, 
of which 92 percent is occupied by 

large health systems. Additional 
detail will be shared about this 
transaction in our upcoming reports 
as public data becomes available.  

In November, GMRE purchased a 
four-property portfolio in southern 
Illinois for $14.3 million. The 
portfolio is leased to Heartland 
Women’s Healthcare. The purchase 
equated to $220 per square foot 
and an 8.11 percent cap rate.

Figure 2:  Buyer Composition1  
1st Three Quarters Average vs. 4th Quarter by Number of Properties

Investment Sales 
Trends and Outlook

The fourth-quarter average cap 
rate finally inverted after steadily 
declining for the past three 
quarters, rising slightly to 6.75 
percent, as H2C predicted in its 
third-quarter MOB report. The 
slight uptick, however, maintained 
the trailing 12-month average cap 
rate of 6.7 percent for a record 

third straight year. The lack of 
volatility in pricing is in stark 
contrast to other real estate asset 
classes, such as multifamily, retail, 
and commercial office, promoting 
the perceived “safety” of the MOB 
asset class in comparison to others. 
The state of the MOB market is 
unique because there seems to be 
relative efficiency between buyer 
and seller expectations over the 
past three years, which has helped 

maintain volume and pricing 
continuity despite a number of 
large portfolios that went up for 
sale in early to mid-2018.

1Source:  Real Capital Analytics
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Figure 3:  Cap Rate Trends1

Figure 4:  Price per Square Foot Trends1

1Source:  Real Capital Analytics
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Figure 5:  Prime Rate vs. Average MOB Cap Rates1 • Trailing 12-Month Average Cap Rates
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1Source:  Real Capital Analytics

Regional Review

Minimal year-over-year change took 
place at the regional level except 
in the Northeast region which saw 
average MOB cap rates rising nearly 
60 basis points. Comparatively, 
the average movement was seven 
basis points downward throughout 
the rest of the country. This 
significant difference is believed to 
be driven by (1) investor hesitation 
as to how the cap on property tax 
deductions in high-tax states will 
affect the cash flow associated with 
deduction limitations (supported 

by the fact that the West is the 
only other region with increasing 
cap rates)  and (2) a 19 percent 
increase in transaction volume, 
which may indicate a significant 
number of deals resulting from 
large portfolios that were brought 
to market in early to mid-2018 
and high supply available in the 
market. The significant increase 
in average cap rate is something 
H2C will be watching closely in the 
next quarter to determine whether 
this was an anomaly or a sign of 
something larger. Despite the rise in 
average yields, the Northeast region 

maintained its lead among all other 
regions in average price per square 
foot at $344, 20 percent higher than 
the national average MOB price per 
square foot. 

Overall, the difference in transaction 
volume between regions was 
consistent with the broader MOB 
market, with the exception of 
the Northeast (volume rose 19 
percent) and the Midwest (number 
of properties decreased by 17.5 
percent) regions, where a number 
of the largest transactions of 2018 
took place.

Figure 7:  Cap Rates and Sales Volume by Region1 • $ in millions
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Figure 6:  Changes in Cap Rates by Region • Trailing 12-Month Average 
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Northeast Region

American Realty Capital, a publicly 
registered, non-traded REIT 
sponsored by AR Global, purchased 
8713 5th Avenue in Brooklyn, 
NY, for $15.9 million, or $1,077 
per square foot. The three-story, 
14,790-square-foot MOB was 
developed in 2011 and is 100 
percent occupied by four tenants, 
including New York Methodist 
Hospital (an affiliate of New York-
Presbyterian Brooklyn Methodist) 
(A3/A-/A-), which occupies 5,500 
square feet under lease through 
2025, and NYU Langone Health (A3/
A-/A-), which occupies 5,500 square 
feet and whose lease runs until 
May 2023. Services offered at the 
MOB include cancer care, radiation, 
and infusion. The property benefits 
from its corner location within Bay 
Ridge, a fast-growing Brooklyn 
neighborhood, and nearby access 
to transportation. The cap rate was 
5.6 percent. 

Seattle-based Elliott Bay Capital 
Trust acquired a newly developed, 
37,821-square-foot MOB in 
Schenectady, NY, for $10 million. 
The property is long-term, triple-net 
leased to EmUrgentCare, an affiliate 
of Albany Medical Center. The 
three-story MOB includes urgent 
care and multispecialty services on 
the first floor, gastroenterology on 
the second floor, and ambulatory 
surgery space on the third floor. The 
reported cap rate was 5.8 percent. 

West Region

Lincoln Property Company (“LPC”) 
affiliates partnered with Angelo 
Gordon to purchase 1720 El 
Camino Real in Burlingame, CA. 
The 100,000-square-foot MOB is 
adjacent to Sutter Health Mills-

Peninsula Hospital (241 beds). 
The $39.2 million purchase price 
represents a $10.7 million gain 
over the prior sale of the asset 
in October 2016 ($28.5 million). 
At the time of sale, the building 
was 85 percent leased to a variety 
of healthcare tenants, including 
an affiliate of Stanford Children’s 
Health (A1/A+/AA-), Sutter 
Health (Aa3/AA-/A+), and DaVita 
Dialysis (Ba2/BB/NR). LPC and 
Angelo Gordon are planning a 
multimillion-dollar renovation that 
will include the building’s lobby, 
courtyards, and common corridors 
and provide additional signage. 
The purchase price equated to 
$392 per square foot. 

In December, The Sanders Trust 
(“Sanders”), one of the more 
active investors in the inpatient 
rehabilitation space, purchased a 
behavioral health hospital located 
in an eastern suburb of Denver from 
Healthcare Realty Trust (NYSE: HR). 
The 34,068-square-foot building, 
developed in 2010, is long-term, 
triple-net leased to Eating Recovery 
Center of Colorado, an affiliate 
of Eating Recovery Center, LLC 
(“ERC”). ERC operates 25 facilities 
across 11 metro areas and received 
a sizable investment from CCMP 
Capital in 2017. The $17 million 
purchase price equated to $499 
per square foot. The transaction 
marked Sanders’ first acquisition in 
Colorado and the firm’s entrance 
into its 26th state. 

Southwest Region

In October, Oak Brook, IL-based 
Inland Private Capital Corporation 
closed on its acquisition of a 
seven-property portfolio in 
Arizona for $75.0 million. The 
sale-leaseback transaction was 

structured with Ironwood Cancer 
& Research Center, a renowned 
regional practice that is an affiliate 
of the American Society of Clinical 
Oncology. The properties within 
the portfolio range in size from 
10,200 to 41,300 square feet, for a 
total of 173,696 square feet. All the 
properties were developed after 
2006 and are located in the Greater 
Phoenix area. The purchase price 
equated to $432 per square foot.   

Ridgeline Capital Partners, a 
privately held real estate investment 
company, acquired a three-building 
package in Pearland, TX. Known as 
the Pearland Central Medical Plaza, 
the buildings were constructed in 
2003 and total 42,860 square feet. 
At the time of sale, the properties 
were 83 percent occupied by 11 
tenants, with services that include 
imaging, orthopedics, physical 
therapy, primary care, and dentistry. 

Midwest Region

Inland Private Capital purchased 
2999 N. Mayfair Road in 
Wauwatosa, WI, a suburb of 
Milwaukee, from a joint venture 
between RAM Realty and VJS 
Development Group. The three-
story, 60,800-square-foot MOB 
was completed in mid-2011 and is 
triple-net leased to Aurora Health 
Care (“Aurora”), an affiliate of 
Advocate Aurora Health (Aa3/AA/
AA), through 2031. Aurora provides 
outpatient surgery, endoscopy, 
radiology, and physical therapy 
services at the property. The $28.8 
million purchase price equated to 
$474 per square foot. 

The Davis Group, a Minneapolis-
based, active MOB investor and 
developer, purchased 2000 Joseph 
E. Sanker Boulevard in Cincinnati. 
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The Class A, 55,000-square-foot 
MOB was developed in 2012 and is 
100 percent leased to The Urology 
Group (“TUG”), a 36-physician 
regional practice with 12 locations 
throughout the Midwest. TUG, in 
which TriHealth recently acquired a 
15 percent interest, signed a triple-
net lease through 2033. The $16.6 
million acquisition equated to $302 
per square foot. Davis also acquired 
a MOB in Sandusky, OH, in the 
fourth quarter, capping off an active 
year for the firm. 

Mid-Atlantic

Dallas-based Caddis Partners 
purchased 9601 Blackwell Drive 
in Rockville, MD, from Broe Real 
Estate Group, a Denver-based 
private real estate investment 
firm, for $42.6 million. The five-
story, 121,789-square-foot Class A 
MOB was developed in 2000 and 
is known as Shady Grove Medical 
Pavilion. It is adjacent to Advocate 
Healthcare’s Shady Grove Medical 
Center (339 beds) and is anchored 
by an affiliate of Advocate Aurora 
Healthcare. At the time of sale, 
it was 73 percent occupied, with 
the vacant space asking $35 per 
square foot (full service gross). The 

projected “as stabilized” cap rate is 
above 7.0 percent. 

In November, Montecito Medical 
utilized a 1031 exchange to 
purchase a four-property portfolio 
in the Richmond, VA, area. The four 
properties, ranging in size from 
11,000 to 65,000 square feet, total 
152,000 square feet and are 99 
percent leased. Tenants within the 
portfolio include OrthoVirginia, 
which occupies 58 percent of 
the square footage; Bon Secours 
Memorial (A2/A+/AA-), which leases 
approximately 20 percent; and an 
affiliate of Hospital Corporation of 
America (NYSE: HCA; Ba1/BB+/BB), 
which occupies 20 percent.  

Southeast 

In October, Virginia-based Anchor 
Health Properties (“Anchor”) 
purchased the Oconee Health 
Campus in Athens, GA. The state-
of-the-art, 96,000-square-foot 
MOB is anchored by Piedmont 
Healthcare (Aa3/AA-/NR) and 
functions as a regional outpatient 
hub for Piedmont’s operations 
within the Athens market. Services 
offered at the property include 
primary care, urgent care, pediatrics, 

women’s services, imaging, and 
laboratory services. The $41.5 
million acquisition equated to $432 
per square foot. Anchor utilized its 
joint venture with Morgan Stanley 
to secure the purchase. 

Virtus Real Estate Capital, an 
Austin, TX-based private equity 
firm, acquired a three-property 
MOB portfolio within the greater-
Nashville, TN., area for $29.3 
million. The two-story, multi-tenant 
buildings range in size from 25,400 
to 50,840 square feet, for a total for 
114,024 square feet. Built between 
1995 and 2005, two of the buildings 
(5073 Main Street and 125 Cool 
Springs Drive) are considered Class 
A, while 394 Harding Place is Class 
B. Collectively, the portfolio is 95 
percent occupied by a diverse 
tenant roster that includes strong 
regional physician practices and 
an affiliate of OneOncology. The 
reported cap rate was 7.9 percent.
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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).
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