
Medical Office Building Quarterly Update

$15.2 billion in total operating 
revenues and had total assets 
of approximately $23.0 billion 
and carries an investment-grade 
credit rating of A3/A-/ A+ by 
Moody’s, Standard & Poor’s and 
Fitch Ratings, respectively.  The 
transaction is strategic for CHI 
as it allows the health system to 
take advantage of the current 
environment of favorable medical 
office building pricing while 
reducing organizational liability 
by decreasing the number of 
owned/third-party physician 
leased buildings.  The transaction 
will also allow CHI to effectively 
realign its balance between owned 
and leased real estate, particularly 
outpatient facilities.  The portfolio’s 
large size and the health system’s 
investment grade credit were 
key investment drivers for the 
transaction.  The transaction value 
of approximately $703.5 million or 

$225 psf represents a cap rate of 
approximately 6.3 percent.  

The portfolio is located throughout 
10 states and will be approximately 
77 percent leased to CHI under 
10-year, triple-net leases upon
transaction close.  The largest
concentration of properties by state
is Nebraska with 12 properties,
followed by Kentucky with 10.  Also
included in the portfolio are nine
properties in Washington, six in
North Dakota, five in Texas, four in
both Arkansas and Colorado and
one in both Idaho and Tennessee.
DOC will enter into ground leases
on 35 of the 52 properties for
49-year terms with three 10-year
extension options.

Despite a lag in direct hospital 
monetizations from 2010-2013, the 
number of hospital monetizations 
appear to be increasing over the 
last two years.  Today’s evolving 
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Introduction

Catholic Health Initiatives 
(“CHI”) announced the sale of 52 
medical office buildings totaling 
over 3.1 million square feet for 
approximately $703.5 million.  
The transaction is expected to 
close in four tranches, the first of 
which closed in early May, and 
the remainder expected to close 
in the second and third quarter.  
The buyer of the portfolio is 
Milwaukee-based Physicians Realty 
Trust (NYSE: DOC).  H2C is serving 
as the financial advisor to CHI on 
the transaction advising on issues 
related to transaction structure, tax 
and accounting implications, credit 
and financial implications and bond 
remediation.

Based out of Englewood, Colorado, 
CHI is one of the largest health 
systems in the country.  In 2015, 
CHI generated approximately 

 HAMMOND HANLON CAMP LLC               Medical Office Building Quarterly Update • 1Q16

1Q16
ATLANTA     CHICAGO     NEW YORK     SAN DIEGO

The Elements of Capital and Strategy+



2 HAMMOND HANLON CAMP LLC                                       Medical Office Building Quarterly Update • 1Q16

MOB Sales Volume in Thousands and Cap Rate Trends1

1 Source:  RC Analytics 

healthcare services landscape 
has forced hospital executives to 
look beyond traditional methods 
of raising capital such as issuing 
tax-exempt debt and using income 
from operations.  Medical office 
buildings and outpatient care 
facilities are often recognized 
as being less essential to the 
core mission of being a quality 
healthcare services provider and 
present an opportunity for hospitals 

to monetize these assets, while 
still maintaining required controls 
through provisions negotiated in 
their lease and/or ground lease.  
The current market environment 
presents an opportune time for 
hospitals and other health systems 
to take advantage of increased 
investor demand and pricing at 
historic highs.  A monetization 
provides key financial incentives 
for hospitals and health systems 

including increased liquidity 
generated in the form of cash from 
sale, improved credit profile, and a 
relief from expenses, liabilities and 
risks associated with real estate 
ownership.  Moreover, strategic 
advantages may also be realized as 
a result of an improved relationship 
with physician tenants, as well as 
forming a valuable partnership with 
an experienced and well-capitalized 
institutional real estate investor.

Investment Sale Volumes  
and Pricing Trends

Following a record-setting year in 
2015 in terms of annual transaction 
volume, sales volume in 2016 has 
declined.  Approximately $1.9 billion 
in sales were recorded during the 
first quarter, a 21 percent decrease 
from the prior quarter and a 37 
percent decrease from the same 
time last year.  However, while the 
first quarter appears to be a slower 

start than prior years based on 
closed transactions, several large 
portfolios in the market could result 
in a surge in volume later in the year.  

Investor demand for the medical 
office building sector appears 
steady based on the quarter’s 
pricing metrics.  The average cap 
rate for the quarter was flat at 
6.7 percent, the same as the prior 
quarter and a 30 basis point decline 
from the same time last year.  

The spread between cap rates in 
medical office and office properties 
continued to tighten as the average 
office cap rate is only 10 basis points 
below the medical office average.  
For the third consecutive quarter, 
the average price per square foot in 
the medical office sector exceeded 
the commercial office properties 
average.  The medical office average 
price per square foot was $268 
compared to $257 per square foot 
for office properties.
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Industry Rate Benchmark Trends1 

1 Source:  Bloomberg 
2 Source:  RC Analytics

Cap Rate Trends2 

Price per Square Foot Trends2 
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Regional Review

West Region

A joint venture between Chicago-based 
Heitman LLC, a real estate investment 
management firm and NexCore Group, 
a Denver-based healthcare real estate 
investment and development firm 
acquired the 228,000 square foot First 
Hill Medical Pavilion located in Seattle, 
WA.  The transaction price of $192.3 
million represents an above-average 
$844 per square foot due to the fact 
that the property is the first building 
of its class sold in the Seattle market in 
over two decades.  The Class A medical 
office building is strategically located 
adjacent to Swedish Medical Center and 
is 100 percent occupied.  The building 
underwent an extensive renovation in 
2015 that added 65,000 square feet of 
medical office space, over 40 parking 
spaces and a rehabilitation of tenant 
suites.  The property is highly desirable 
due to its location in the First Hill 
Medical District of Seattle and attractive 
rent roll, which includes a long-term 
lease from Swedish Medical Center on 
65 percent of the building.  
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Stockdale Capital Partners, a private 
real estate investment firm with 
offices in Los Angeles, Scottsdale, 
and Houston acquired 2100 West 
3rd Street, a medical office building 
located in downtown Los Angeles.  
The 148,284 square foot Class 
A medical office building is 100 
percent occupied and its tenant 
roster includes UCLA, House Ear 
Clinic, ViraCor-IBT Laboratories, 
and Children’s Hospital of Los 
Angeles.  The transaction price 
was $52.3 million or $352 per 
square feet.  The transaction is 
representative of Stockdale Capital 
Partners’ strategy to expand its 
portfolio in L.A. County, adding to 
the one other property it acquired 
last year in the region.

Southwest Region

Healthcare Trust of America 
(NYSE: HTA) acquired Park Plaza 
Medical Building located in 
Houston, TX.  The 243,339 square 
foot property is attached to Park 
Plaza Hospital Houston, a 157-
bed acute care hospital.  The 
fourteen-story building was built 
in 1984 and includes 900 parking 
spaces.  The building is leased to 
Texas Laparoscopic Consultants 
and Neurologist in Houston.  The 
total transaction price was $50.5 
million or $207 per square foot.  
This transaction builds upon HTA’s 
strategy of purchasing medical 
office buildings located on hospital 
campuses in major cities.

Southeast Region

Brentwood, TN-based Montecito 
Medical acquired HMG Medical 
Plaza located in Kingsport, TN in 
a sale-leaseback transaction.  The 
seven-story 231,486 square foot 
building was built in 2009 and is 

100 percent leased by Holston 
Medical Group.  With locations 
throughout Virginia and Tennessee, 
Holston Medical Group is a 
comprehensive group of nearly 150 
primary care physicians, specialists 
and mid-level providers.  The seller 
of the building was Wellmont 
Health System, which operates 
six hospitals and medical centers 
throughout Northeast Tennessee 
and Southwest Virginia.  The 
transaction price was $55.9 million 
or $241 per square foot.  

Midwest Region

Chicago, IL-based Harrison Street 
acquired a 75,000 square foot 
medical office building located 
on West Belmont Avenue in 
Chicago.  The major tenant in the 
facility is Northwestern Medicine, 
one of the nation’s leading health 
systems.  Services provided at the 
facility include cardiology, family 
medicine, gynecology, imaging, 
immediate care, internal medicine 
and neurology, among others.  The 
transaction price was $31.4 million 
or $419 per square foot.  

Physicians Realty Trust acquired 
West County Medical Building 
located in Creve Coeur, MO.  The 
building was built in 1989 and 
renovated in 2000.  The multi-
tenant facility is 100 percent 
occupied, 45 percent of which is 
leased to an ambulatory surgery 
center owned by a joint venture 
including physicians and United 
Surgical Partners, a subsidiary of 
Tenet Healthcare (NYSE: THC) and 
an additional 27 percent leased 
by Mercy Health.  The transaction 
price of $14.3 million or $373 per 
square foot represents a cap rate of 
7.2 percent.

Mid-Atlantic/Northeast Region

Hammes Partners acquired a 45,000 
square foot medical office building 
located in South Baltimore for 
approximately $23.0 million or $511 
per square foot.  MedStar Health, a 
leading health system throughout 
Maryland and Washington D.C., 
is the lead tenant in the building, 
occupying nearly 27,000 square 
feet.  The seller of the property is 
Caves Valley Partners, a Towson, 
MD-based real estate developer.  
Caves Valley Partners acquired the 
former industrial site in December 
2010 for approximately $2.6 million 
and converted it into the modern 
medical office facility it is today.  
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About Hammond Hanlon Camp LLC

HAMMOND HANLON CAMP LLC (“H2C”) is a healthcare-focused strategic 
advisory and investment banking firm with a dedicated real estate advisory 
and transaction practice.  

With offices across the country in New York, Chicago, Atlanta, and San Diego, 
H2C is uniquely positioned to help your company meet its financial goals.  The 
firm’s principals have been lead advisors on billions of dollars of transactions 
in the healthcare industry, offering the experience and industry knowledge to 
achieve the most favorable results.  

The H2C approach has resulted in loyal clients and longstanding relationships.  
Please contact one of our senior professionals today to find out how we can 
help your company. 

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 
$10 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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Philip J. Camp 
Principal 
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John P. Nero 
Vice President 
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Managing Director 
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