
Medical Office Building Quarterly Update

Introduction

An interesting scenario is taking 
place in the real estate investment 
world with the assimilation of rising 
interest rates, ample “dry powder” 
(capital yet to be deployed into an 
investment), and the perceived 
 

safety of the medical office building 
(“MOB”) investment class. While 
other sectors have experienced 
significant volatility in deal volume 
(e.g., real estate transaction volume 
was down 8 percent in 2017), the 
MOB sector has been stable. That 
led H2C to ask, “Why?” 

As yields have compressed across 
asset classes, MOB cap rates remain 
slightly higher than those of other 
industries. While healthcare real 
estate investors look at cap rates 
and see all-time lows, it is important 
to take a step back and compare 
the yields available in this space 
with those of other asset classes.

Eyes on Cap Rates as Trailing 12-Month Average 
Remains Flat Despite Rising Interest Rates
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The Elements of Capital and Strategy+

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

Is there still time for sellers to take advantage of low cap rates?

1Source:  Real Capital Analytics

Average Cap Rates
An

nu
al

 T
ra

ns
ac

tio
n 

Vo
lu

m
e 

$ 
in

 m
ill

io
ns

$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

$14,000

4th Quarter1st Three Quarters

2018201720162015201420132012201120102009200820072006200520042003
0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

Average Cap Rates

8.4%

7.0%6.8%7.0%
7.7%

8.4%8.6%
7.6% 7.8% 7.6%7.8%

7.4% 7.0% 6.7%6.7% 6.7%



2 HAMMOND HANLON CAMP LLC                                       Medical Office Building Quarterly Update • 3Q18

As deal volume has slipped across 
the board, with the exception of 
industrial real estate and medical 
office deals, investors haven’t been 
able to allocate their capital in the 
originally intended direction or asset 
class, which has prompted them to 
look at MOBs as a viable option. 
According to Prequin, $1.8 trillion 
in dry powder is held by alternative 
investment firms, and capital being 
raised by those firms is beginning 
to taper off, which means these 
firms must deploy the cash into 
investments soon. Factors driving the 
deployment of capital into the MOB 
space are the perceived “stickiness” 

of the tenants, the recent mergers 
and acquisitions (“M&A”) wave, 
which raised the creditworthiness 
of several healthcare providers, and 
the macroeconomic appeal driven 
by latent demand associated with 
an aging population. Additionally, 
the increased supply of deals in the 
space, with a handful of portfolios 
recently being brought to market, 
has created opportunities for new 
investors to enter the sector. 

Real estate investors that have not 
previously considered MOBs are 
now considering them. Additionally, 
the diversity of parties ranging 

from publicly traded real estate 
investment trusts (“REITs”) to high-
net-worth individuals and foreign 
capital is something we weren’t 
seeing in this space just 24 months 
ago. As seen in Figure 3, institutional 
capital advisors and private equity 
have become the largest buyers of 
MOBs. 

The larger buyer pools are 
benefitting our clients, allowing them 
to achieve the highest sales prices 
and best terms possible driven by 
the largest audience that has ever 
been available to MOB sellers. 

Figure 2:  Average Cap Rates by Asset Class1

Figure 3:  Medical Office Building Investor Composition1 • $ in millions

1Source:  Real Capital Analytics
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The largest transaction of the 
quarter was a record-breaking 
purchase by LaSalle Investment 
Management (“LaSalle”) of 
Memorial Hermann Medical Plaza 
in Houston. The $404.7 million 
purchase was the largest price ever 
paid for a single MOB. 

The largest portfolio to trade 
hands in the third quarter was a 
10-property package of outpatient 
MOBs acquired by Scottsdale, 
Ariz.-based Everest Healthcare 
Properties, LLC (“Everest”), from the 
Rendina Companies (“Rendina”) for 
$108.2 million. The properties total 

484,250 square feet, and eight of 
the 10 are located on the campuses 
of hospitals. At the time of closing, 
the portfolio was 83 percent 
occupied, 38 percent of which 
was leased to health systems. The 
seller, Rendina, will continue to 
provide property management and 
leasing services. The reported cap 
rate was 5.9 percent.

Investment Sales 
Trends and Outlook

Trailing 12-month average cap 
rates exhibited minimal movement 
to finish the third quarter flat 

at 6.7 percent. Since the fourth 
quarter of 2016, cap rates have 
moved down three basis points 
on average quarter over quarter, 
an incredible statistic showing 
the stability of yields in the MOB 
sector. In our previous reports, 
H2C has highlighted the dwindling 
spread between interest rates 
and yields, but it appears that the 
competitive landscape created by 
firms deploying their remaining dry 
powder has delayed the rise of cap 
rates for another quarter. 

Figure 4:  Cap Rate Trends1

Figure 5:  Price per Square Foot Trends1

1Source:  Real Capital Analytics
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Figure 6:  Prime Rate vs. Average MOB Cap Rates (Trailing 12-Month Cap Rates)1

1Source:  Real Capital Analytics

Regional Review

Although the data shows that the 
Southwest region had the largest 
deal volume, with $741.5 million 
recorded in the third quarter, it is 
slightly misleading, as 54.6 percent 
of that was a single transaction 
(Memorial Hermann Medical 

Plaza). The most consistent area 
for investment is the Southeast, 
which, despite lower land prices 
than other RCA regions, has seen 
$3.1 billion of investment in the 
past 12 months. As alluded to in our 
second-quarter report, the interest in 
the Southeast is likely driven by the 

aging population’s migration and the 
lower taxes compared with higher-
cost regions such as the Northeast 
and West Coast. Further evidence 
pointing to this migration of capital is 
that the Northeast and West are the 
only regions to exhibit an increase in 
cap rates over the past four quarters.

Figure 7:  Cap Rates and Sales Volume by Region1 • $ in millions
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a suburb of Boston, Mass. Known as 
the Guild Medical Center, the three-
story, 92,763-square-foot MOB was 
originally developed in 1914 and 
is adjacent to Steward Healthcare’s 
(“Steward’s”) Norwood Hospital. 

Steward, the largest private hospital 
operator in the United States, is the 
anchor tenant of the building whose 
services offered at the property 
include cardiology, laboratory, 
and imaging. Other tenants at the 
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property include Quest Diagnostics 
and a physician practice that was 
recently acquired by Steward. At the 
time of acquisition, the property was 
95 percent leased, with the vacant 
space asking $20 per square foot on 
a triple-net basis. The $23.5 million 
acquisition equated to $253 per 
square foot and a reported cap rate 
of 7.5 percent. The purchase marked 
Thor’s entry into the Boston market 
and the first MOB acquisition by the 
company since it was founded in 
1986.  

In August, Chicago-based Harrison 
Street Real Estate Capital (“Harrison 
Street”) acquired a three-property 
complex in Morristown, N.J. The 
three properties total 538,107 square 
feet and are less than one mile 
away from Atlantic Health System’s 
(“Atlantic Health’s”) Morristown 
Medical Center. Atlantic Health 
leases 93percent (Aa3/AA-/NR) of 
the square footage at the properties 
for outpatient services. The $136.6 
million purchase equated to $254 
per square foot. The reported cap 
rate was 6.2 percent. 

Nashville, Tenn.-based Montecito 
Medical Real Estate (“Montecito”), 
made its tenth acquisition of 2018 
when it closed on 375 Wampanoag 
Trail in East Providence, R.I., in 
August. The 73,706-square-foot 
MOB, which was developed in 
2015, is 73 percent leased to Brown 
University Medicine (“University 
Medicine”) (Aa1/AA+/NR) until 2031. 
Known as Brown Physicians Patient 
Center, the MOB is home to 50 of 
University Medicine’s physicians 
across nine practices, including 
endocrinology, gastroenterology, 
rheumatology, internal medicine, and 
pulmonary, critical care and sleep 
medicine. A majority of the other 

space within the building is occupied 
by Performance Physical Therapy, 
a strong physician practice with 14 
locations in the greater Rhode Island 
area. The $20.3 million purchase 
equated to $275 per square foot and 
a cap rate of 6.9 percent.   

West Region

Griffin-American Healthcare 
REIT (“GAH REIT”) purchased the 
Edmonds Professional Center, 
located at 7315 212th St. in 
Edmonds, Wash., for $23.5 million, 
or $427 per square foot. The two-
story, 55,000-square-foot property 
was originally built in 1991 and 
underwent a significant renovation 
and expansion in 2007. The property 
is 100 percent occupied by nine 
tenants, including Virginia Mason 
Health System (Baa2/BBB/NR), 
which occupies 52.3 percent of the 
building and Swedish Health System 
(“Swedish”), an affiliate of Providence 
St. Joseph Health (Aa3/AA-/AA-), 
which occupies 6,000 square feet. 
Services offered at the property 
include podiatry, physical therapy, 
ophthalmology, family medicine, 
surgery, chiropractic, cardiology, and 
pain management. The suburban 
Seattle location, within one-quarter 
mile of Swedish’s Edmonds Hospital 
and long-term in-place leases, drove 
significant interest in the property, 
resulting in a 6.9 percent cap rate.  

In July, Easterly Government 
Properties, Inc. (NYSE: DEA), a 
publicly traded REIT that invests 
in properties leased to the federal 
government, acquired the U.S. 
Department of Veterans Affairs (“VA”) 
outpatient clinic in San Jose, Calif. 
The 92,000-square-foot, state-of-
the-art facility, which was completed 
in 2018, is leased until February 

2038 by the VA, which offers services 
such as primary care, mental health, 
audiology, podiatry, and optometry 
at the facility. The acquisition was 
DEA’s second purchase of a VA-
leased facility within the past 12 
months. The $70.0 million purchase 
price equated to $760 per square 
foot and a 5.5 percent cap rate. 
The high price per square foot and 
low cap rate is an indication of the 
premium investors are willing to 
pay to acquire existing assets in 
California due to the challenges and 
high cost of building to California’s 
Office of Statewide Health Planning 
and Development’s (“OSHPD’s”) 
regulations. 

Southwest Region

In July, H2C led an efficient sales 
process of Post Acute Medical’s 
(“PAM’s”) Tulsa Rehabilitation Center 
by Birmingham, Ala.-based The 
Sanders Trust (“Sanders”). Built in 
2017, the PAM Tulsa Rehabilitation 
Center is a state-of-the-art, 40-bed 
inpatient rehabilitation facility (“IRF”) 
located in the Shadow Ridge medical 
district of Tulsa, Okla., directly across 
the street from Hillcrest Hospital 
South and less than one mile east 
of Saint Francis Hospital South. The 
Tulsa location focuses primarily on 
rehabilitation for patients who have 
experienced a stroke, brain injury, 
orthopedic conditions, or spinal cord 
injury and features a laboratory, 
pharmacy, aquatic therapy, and 
a dietary department. The highly 
competitive process orchestrated 
by H2C resulted in a $24.5 million 
purchase price, which equated to 
$463 per square foot and a 7.3 
percent cap rate.

LaSalle, an independent subsidiary 
of Chicago, Ill.-based Jones 
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Lang LaSalle (“JLL”), closed on 
the acquisition of the Memorial 
Hermann Medical Plaza, located 
at 6400 Fannin Street in Houston. 
Located on the campus of Texas 
Medical Center, the 28-story, 
510,000-square-foot MOB is nearly 
fully occupied, with Memorial 
Hermann (A1/A+/NR) under long-
term lease for 65 percent of the 
space. Other tenants in the building 
include United Surgical Partners and 
the University of Texas. The property 
features a 13-level parking garage 
and direct skybridge connection 
to Memorial Hermann Hospital, 
Memorial Hermann Children’s 
Hospital, and the University of Texas 
Medical School. An ambulatory 
surgery center, a linear accelerator 
for acute radiation therapy, and 
various imaging and diagnostic 
systems are additional features 
expected to drive high retention 
rates at the property. The $404.7 
million purchase was the highest 
amount ever paid for a single MOB 
and equated to $794 per square 
foot. 

Midwest Region

In September, Minneapolis-based 
developer the Ryan Companies 
(“Ryan”) sold the Children’s Hospital 
of Wisconsin Delafield Clinic to 
Harrison Street for $12 million, 
or $400 per square foot. Ryan 
developed the 30,000 square foot 
building, located in Delafield, Wis., 
a western suburb of Milwaukee, in 
2016. The property is 100 percent 
leased to the Children’s Hospital 
of Wisconsin (Aa3/AA/NR) for 15 
years. It is home to more than 40 
providers across 15 specialties, 
with features including a two-story 
sports medicine gym, hydrotherapy 

pool, imaging services, laboratory 
services, and a pharmacy. The cap 
rate was 7 percent. 

Healthcare Trust Inc. (“HTI”), a 
non-traded REIT, purchased 28595 
Orchard Lake Road in Oakland, 
Mich., for $14.25 million, or $320 
per square foot. Known as the 
Glendale Medical Building, the 
three-story, 44,558-square-foot 
MOB was originally developed in 
1990 and renovated in 2002. The 
property is 100 percent leased to 
four tenants, with Michigan Institute 
for Neurological Disorders (“MIND”), 
occupying nearly 70 percent of the 
space. Other tenants that occupy 
space at the MOB are Quest 
Diagnostics, LabCorp, and MHP 
Radiation Oncology Institute. The 
cap rate was 8 percent. 

Mid-Atlantic

Healthcare Trust of America, Inc. 
(NYSE: HTA,) acquired two MOBs 
in Raleigh, N.C., from Dallas-based 
private equity fund Velocis. The 
two MOBs total 36,097 square feet 
and are adjacent to the University 
of North Carolina’s (“UNC’s”) REX 
Hospital. At the time of acquisition, 
89 percent of the buildings was 
occupied, a majority of which is 
leased to affiliates of UNC, with 
the remaining space on the market 
for lease asking $26 per square 
foot on a modified gross basis. 
Services offered at the facility 
include physical therapy, prosthetics 
and orthotics, dermatology, and 
obstetrics and gynecology. The 
reported cap rate was 7 percent. 

Prosper Holdings acquired 312 
N. Elm St. in Greensboro, N.C., for 
$9.3 million, or $542 per square 
foot. Also known as Greensboro 

Specialty Surgery Center, the single-
story, 17,156-square-foot facility is 
long-term triple-net leased to an 
affiliate of Surgical Care Affiliates 
(“SCA”). The property features three 
operating rooms and physicians 
specialize in anesthesiology, 
gastroenterology, hand surgery, 
neurosurgery, ophthalmology, pain 
management, plastic surgery, and 
podiatry. The reported cap rate was 
6.1 percent. 

Southeast 

Kayne Anderson-backed MBRE 
Healthcare (“MBRE”) acquired The 
Summit Healthplex in Newnan, 
Ga., from Physicians Realty Trust 
(NYSE: DOC) in July. The three-
story, 67,333-square-foot MOB is 
100 percent leased to Piedmont 
Healthcare (Aa3/AA-/NR) and 
Georgia Bone & Joint, which 
operates a surgery center at the 
property, through 2028. Services 
offered at the facility include 
diagnostics and imaging. The $28.6 
million purchase equated to $425 
per square foot. The reported cap 
rate was 7.5 percent. 

Charlotte, N.C.-based Flagship 
Healthcare Properties acquired 123 
Fox Road in Knoxville, Tenn., for 
$10.4 million, or $370 per square 
foot. The single-tenant MOB is 
triple-net leased to Knoxville 
Dermatology Group (“KDG”), one 
of East Tennessee’s largest private-
practices, which was recently 
acquired by a private equity firm.  
HDG has occupied the building 
since completion in 2015 and has a 
lease that runs through 2030. The 
purchase marked Flagship’s fourth 
acquisition outside of the Carolinas 
in the past three years. The reported 
cap rate was 8 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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