
Medical Office Building Quarterly Update

Introduction

The third quarter is historically a 
slow period of transaction activity, 
and Q3 2019 is no exception in 
terms of medical office building 
(“MOB”) dollar volume. In Q3, $2.7 
billion in MOB transaction volume 
across 363 properties was recorded, 
compared with $3.1 billion across 
300 properties in Q2. 

During the first three quarters 
of 2019, 978 properties changed 
hands, marking the second-highest 
property volume over the past five 
years in that span. However, a look 
at the dollar volume recorded tells 
a different story: The $8.4 billion in 
MOB dollar volume recorded year to 
date is among the lowest in the past 
five years for this period.  

With cap rates remaining at historical 
lows, these dynamics suggest that 
the average MOB transaction value 
through the first three quarters of 
2019 is approximately $8.5 million, a 
15 percent reduction from the three-
year historic average of $10 million. 
The lower average pricing suggests 
that smaller MOBs are meeting the 
demand for investors when packaged 
with other MOBs into a portfolio.

Smaller MOBs Fuel Supply to Keep Up with Demand
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The Elements of Capital and Strategy+

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

Cap rates remain at all-time lows despite limited dollar-transaction volume in 
the third quarter. Significant variation in yields between regions is apparent.

1Source:  Real Capital Analytics
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As stated in H2C’s Q2 MOB 
report, alignment of buyer and 
seller expectations seems to be 
in sync, as average cap rates 
have consistently remained at 
their lowest level on record—
albeit slowly—despite significant 
variation in number of properties 
sold and transaction volume.

H2C has previously cited the spread 
between prime rate and average 
MOB cap rates as thin; however, with 
the recent move in the prime rate 
to 4.75 percent, the spread between 
average cap rates increased to 1.91 
percent, matching the spread seen 
in the first quarter of 2018, when the 
prime rate stood at the same level. 

Given the recent increase in spread 
between the prime rate and average 
MOB cap rates, which was driven by 
the Federal Reserve’s decision to cut 
rates for the third time this year, H2C 
expects cap rates to maintain their 
low levels through the end of 2019.

Figure 2 :  Cap Rate Trends1

Figure 3:  Price per Square Foot Trends1

1Source:  Real Capital Analytics

Pr
ic

e 
Pe

r S
qu

ar
e 

Fo
ot

$180

$210

$240

$270

$300

$330

US Office Quarterly Avg.Medical Office Quarterly Avg.

Q3
'19

Q2
'19

Q1
'19

Q4
'18

Q3
'18

Q2
'18

Q1
'18

Q4
'17

Q3
'17

Q2
'17

Q1
'17

Q4
'16

Q3
'16

Q2
'16

Q1
'16

Q4
'15

Q3
'15

Q2
'15

Q1
'15

Q4
'14

Q3
'14

Q2
'14

Q1
'14

Q4
'13

Q3
'13

Q2
'13

Q1
'13

Av
er

ag
e 

Ca
p 

Ra
te

5.0%

5.5%

6.0%

6.5%

7.0%

7.5%

8.0%

8.5%

US Retail Quarterly Avg.US Office Quarterly Avg.Medical Office Quarterly Avg.

Q3
‘19

Q2
’19

Q1
'19

Q4
'18

Q3
'18

Q2
'18

Q1
'18

Q4
'17

Q3
'17

Q2
'17

Q1
'17

Q4 
'16

Q3
'16

Q2
'16

Q1
'16

Q4
'15

Q3
'15

Q2
'15

Q1
'15

Q4
'14

Q3
'14

Q2
'14

Q1
'14

Q4
'13

Q3
'13

Q2
'13

Q1
'13



3 HAMMOND HANLON CAMP LLC                                       Medical Office Building Quarterly Update • 3Q19

Investment Sales and Trends

A prime example of several smaller 
assets combining to create a 
sizable, institutional-level offering 
is the 49-property portfolio sold 
by Elliot Bay Capital Trust in 
September. All properties were 
dialysis facilities and leased to 
Fresenius and DaVita Dialysis. 

The 49 properties totaled 
approximately 415,000 square feet, 
for an average building size of 
8,500 square feet. The price has not 
been disclosed, but the buyer was 
Healthcare Trust, Inc., an affiliate of 
AR Global. 

Adding to this quarterly theme 
were 70 clinics—the majority of 

which were leased to Heartland 
Dental—acquired through 
Hospitality Properties Trust’s 
(NASDAQ: HPT) acquisition of a 
$2.4 billion, 770-property portfolio 
from Spirit MTA REIT (NYSE: SMTA). 
The allocated price for the 70 
clinics was $56 million.

Figure 5:  Average MOB Property Transaction Size1 • $ in millions

1Source:  Real Capital Analytics

Figure 4:  Prime Rate vs. Average MOB Cap Rates1 • Trailing 12-Month Cap Rates
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1Source:  Real Capital Analytics

Figure 7:  Cap Rates and Sales Volume by Region1 • $ in millions

Figure 6:  Changes in Cap Rates by Region1 • Trailing 12-Month Average 

Regional Review

As stated in previous H2C MOB 
reports, the Southeast region seems 
to be benefitting from consistent 
transaction volume and pricing 
strength, which may be attributed to 
population movements to low-tax 
states. Over the past 24 months, 
average cap rates have dropped by 
50 basis points for Southeastern 

MOBs, while cap rates have risen 34 
basis points in the Northeast region 
since Q3 2017. The Southeast region 
also has seen the largest amount of 
transaction volume over the past 12 
months, at $2.9 billion.

The West region saw the greatest 
transaction volume for the third 
quarter, with slightly less than  
$1 billion in MOB dollar volume. 

The West leads all other regions in 
lowest average cap rate, with trailing 
12-month cap rates at 6.15 percent. 
This is likely driven by the high 
barriers to entry in major western 
markets, such as Los Angeles, San 
Francisco, and Seattle, where costs to 
build new MOBs are higher and the 
process to develop is more restrictive 
in comparison to other markets. 
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Northeast Region

In July, H2C facilitated the sale of 
a three-building MOB portfolio for 
$12.2 million, or $332 per square 
foot. The 36,563-square-foot 
portfolio was anchored by Pioneer 
Spine and Sports Physicians, the 
largest sports medicine practice in 
western New England. The package, 
which consisted of two buildings 
located in Springfield, Mass., and an 
asset in Northampton, Mass., was 
95 percent leased, with a weighted 
average lease term remaining of 8.4 
years. H2C closed the transaction 
within 125 days of being engaged. 

American Healthcare Investors, a 
non-traded REIT that is one of the 
most-active acquirers of MOBs over 
the past five years, purchased One 
Park Way in Haverhill, Mass. Known 
as Pentucket Medical Center, the 
63,529-square-foot MOB is leased 
to six tenants and anchored by 
Partners Community Physicians, a 
subsidiary of Partners HealthCare 
(Aa3/AA-/AA-), New England’s 
largest health system. Services 
offered at the property include 
primary care, cardiology, pediatrics, 
nephrology, endocrinology, and 
behavioral health. The $15.5 million 
acquisition equated to $244 per 
square foot and a 6.6 percent cap 
rate.   

West Region

Nazareth Enterprises, Inc., a San 
Mateo, Calif.-based, privately held 
real estate investment company, 
acquired 500 University Avenue in 
Sacramento, Calif. Known as the 
Sacramento Heart Medical Building, 
the property was developed in 
1996 and renovated in 2017. The 
MOB is 100 percent occupied by 12 
tenants, with a 4.3-year weighted 

average lease term. The property 
is anchored by Sacramento Heart 
& Vascular Medical Associates, a 
seven-physician northern California 
cardiology practice, and University 
of California Davis Health (Aa2/AA/
AA), which leases 67 percent of the 
property. The purchase was one 
of the first clinical assets acquired 
by the company. It sold for only 
$100,000 below the original asking 
price, at $16.7 million, equating 
to $352 per square foot and a 6.8 
percent cap rate. 

In August, publicly traded REIT 
Healthcare Trust of America, Inc. 
(“HTA”) acquired neighboring MOBs 
in Meridian, Idaho, for $11 million, 
or $193 per square foot. Known as 
Eagle Road Professional Centers 1 
and 2, the buildings combine for 
57,123 square feet and are adjacent 
to St. Luke’s Meridian Hospital (430 
beds). Tenants include St. Luke’s 
Health (A3/A-/NR), Women’s Health 
Associates, and Intermountain 
Eye Clinic. Services offered at the 
property include family medicine, 
physical therapy, women’s health, 
neurology, and ophthalmology. The 
acquisition was HTA’s first in the 
Boise-metro area. 

Southwest Region

MB Real Estate acquired 
neighboring MOBs located at 2430 
and 2446 Research Parkway in 
Colorado Springs, Colo. The two 
buildings, which were developed 
in 2007, total 33,559 square 
feet and feature an orthopedic 
surgery center that performs full 
joint replacement procedures. 
Tenants include an affiliate of the 
Orthopedic Centers of Colorado, 
Centura Health, an affiliate of 
CommonSpirit Health (Baa1/BBB+/
BBB+), and Vitality Aesthetics. The 

$12.1 million purchase equated to 
$361 per square foot. 

In August, Nashville-based 
Healthcare Realty Trust (“HRT”) 
purchased 16545 Southwest 
Freeway in Sugar Land, Texas, for 
an undisclosed price. Known as 
Town Center Medical, the Class 
A, 29,903-square-foot MOB is 
adjacent to Houston Methodist 
Sugar Land Hospital (319 beds). The 
fully occupied asset is anchored 
by Houston ENT and Allergy, a 
prominent regional physician 
practice. The purchase marked 
HRT’s second Texas acquisition 
of 2019 following its purchase of 
Magnolia Medical Center of Fort 
Worth in June.  

Midwest Region

Chicago-based Harrison Street 
Real Estate Capital acquired a 
single-tenant MOB located at 
2620 Eagan Woods Drive in Eagan, 
Minn. The property is leased to 
Summit Orthopedics, a 50-physician 
orthopedic practice with 26 
clinic locations in Minnesota and 
Wisconsin. The 73,000-square-foot, 
state-of-the-art MOB, completed in 
2017, features a full-floor surgery 
center, several procedure suites, 
physical therapy space, imaging, 
and clinical areas. The $29.4 million 
purchase equated to $403 per 
square foot and a 6 percent cap 
rate. 

In August, Global Medical REIT 
closed on 37595 W. Seven Mile 
Road in Detroit for $10.5 million. 
Developed in 1995 and known as 
Mission Health Medical Center, 
the 62,000-square-foot building 
is majority leased to St. John 
Providence Health System, with 
six other tenants occupying space. 
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Services offered at the property 
include podiatry, primary care, 
occupational health, urgent care, 
radiology. and physical therapy. 
The purchase equated to $169 per 
square foot and an 8 percent cap 
rate. 

Mid-Atlantic

In July, Montecito Medical 
(“Montecito”) closed on a sale/
leaseback with OrthoVirginia for 
its second-largest location at 2405 
Atherholt Road in Lynchburg, Va. 
The 86,855-square-foot MOB, which 
was built in 2008, is long-term, 
triple-net leased by OrthoVirginia, 
which provides services at the 
location, including surgery, physical 
therapy, pediatrics, rheumatology, 
and urgent care. The $29 million 
purchase represented a 6.5 percent 
cap rate. The transaction was 
Montecito’s fourth acquisition of 
OrthoVirginia-leased properties. 

Frall Developers, a Maryland-based 
residential developer, utilized 
a 1031 exchange to acquire a 
two-building package of triple-
net-leased urgent care facilities in 
Germantown and Rockville, Md. The 
two recently developed facilities 
are occupied by Adventist Health 
Care (Ba3/NR/NR), which has 10 
years remaining on its lease term 
and whose rent increases 2 percent 
annually. The $12.7 million purchase 
equated to $1,239 per square foot. 

Southeast 

In July, Anchor Health Properties, 
with its joint-venture partner 
Carlyle, acquired a three-building 
MOB portfolio in the greater-
Huntsville, Ala., area from 
Huntsville-based Triad Properties. 
The three properties, which were 
developed in 2014, totaled 211,545 
square feet and ranged in size 
from 35,032 to 110,000 square feet. 

All three facilities are located on 
campuses of, and majority leased 
to, Huntsville Hospital Healthcare 
System (A1/NR/NR). The $86.6 
million price equated to $409 per 
square foot. 

PrimeMed Realty, an Aventura, Fla.-
based real estate private equity firm, 
acquired 7408 Lake Worth Road in 
Lake Worth, Fla. The 33,433-square-
foot MOB was 100 percent 
leased to five tenants, including 
a subsidiary of Surgery Partners, 
which has 12.5 years remaining on 
its lease, and a regional imaging 
practice. Approximately 70 percent 
of the property’s lease obligations 
are backed by public entities, and 
the average annual rent increases 
are 2 percent. The $12.6 million 
purchase price equated to $377 per 
square foot. 
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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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New York, NY 10022 
212 257 4500

CHICAGO
311 S. Wacker Drive 
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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 
Principal 
212 257 4505 
pcamp@h2c.com

E. Chris Byrns 
Associate 
212 257 4518 
cbyrns@h2c.com

Brady R. Stern 
Vice President 
312 508 4203 
bstern@h2c.com

Mitchell J. Levine 
Associate 
212 257 4519 
mlevine@h2c.com

Matthew T. Tarpley 
Vice President 
212 257 4516 
mtarpley@h2c.com

Stuart L. Gilbert 
Analyst 
212 257 4506 
sgilbert@h2c.com
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