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edical office building (MOB) sales continued in an upward
trend through Q4 2019 and into 2020, driven by steady M&A
activity within the Healthcare market. Total MOB sales reached $11.2 billion in 2019, marking the fifth consecutive year sales
surpassed $10 billion and the third successive year topping $11
billion, underscoring that medical office properties remains a core
asset class. Demographic and healthcare industry trends are firmly
entrenched and forecasted to persist, supporting long-term demand
for medical office space.

Q4 2019

MARKET AT A GLANCE

379

Q4 2019 TRANSACTIONS

Q4 2019 saw a total of 379 deals valued at $4.3 billion, representing a 20% increase in transaction value. The average $/PSF decreased by 8% to $274 PSF. The cap rate remained unchanged to 6.6%,
pushing the 12-month average to 6.6%—down from 6.7% over the
previous twelve month average.
While sales volume is down year-over-year, pricing remains strong
across medical office investments as investors seek to take advantage of continued strength in the U.S. economy. We continue to see
strong demand for medical office assets from public and private
REITS as well as private equity and foreign capital investors. Major
players dominated M&A activity throughout 2019 which is likely
to continue; however, new investors are entering the marketplace
which is setting the stage for a busy first half in 2020. U.S. healthcare jobs outpaced nearly every other sector during 2019.
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INDUSTRY TRENDS
CONSTRUCTION
New medical office construction has declined
25% since the 2016 peak. However, new medical office space surged to 2.12 million square
feet in 2019, the highest level since 2010. This
positive trend should help stabilize market conditions over the near-term. Looking ahead, new
construction is likely to be concentrated around
medical hubs.
VACANCY
After peaking in 2010 at 10%, we have seen net
absorption continually outpace supply, reducing the national vacancy rate to 8% in 2018.
This trend is expected to continue through the
second half of 2020, supporting further tightening of vacancy rates to 7.9%.
RENTS
Average asking rents for U.S. medical office
space remained at a near-record level in Q4
2019, as they had throughout all of 2019.

While the mid-2019 spike in supply possibly
weakened future rent trajectory, cyclically low
vacancy should continue to provide stability
in 2020.
INVESTMENT SALES & TRENDS
Illinois-based and privately held MB Real
Estate (MBRE) emerged with a 29% share in the
Southeast market and a 12% share nationally
in Q4 2019. MBRE’s reach in the Southeast was
underscored by the purchase of 900 Village
Square Crossing in Palm Beach Gardens, Florida.
Completed in 2012, the two-story, multi-tenant
building with 38,944 rentable square feet was
acquired from Prestige (NYSE:PBH) for approximately $381 PSF, which is 15% and 23% above
the regional and national averages, respectively.
The property sits on 5.1 acres within the Village
Crossing Office Park with Atlantis Orthopaedics,
SurgCenter, Water’s Edge Dermatology, Metropolitan Health Partners, and Canasi Medical
Institute among the major tenants.
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REGIONAL REVIEW

I

n Q4 2019, the South Central Region saw a
notable increase in PSF, averaging 79% above
the regional average year-over-year, 33%
above the national average, and 127% above the
regional average quarter-over-quarter. This sharp
increase is closely related to a portfolio transaction in Central Texas (see page 5).
Cap rates across the West, Mid Atlantic, and
South Central regions have all softened slightly
year-over-year. The biggest mover was the South
Central region which saw a 90 basis point (bps)
increase. Cap rates in the Northeast, Midwest,
Southeast, and Intermountain regions all hardened year-over-year, with the Midwest emerging as
the biggest mover at 200 bps. Overall cap rates
have compressed to historical lows.
In Q3 2019, the 10-Year Treasury Yield fell below
the 2-Year Treasury Yield, a pricing anomaly
known as a yield curve inversion. This generally
has an adverse effect on property values as cap
rates will rise. However, this trend was not observed in Q4 2019 or the first part of Q1 2020, likely
due to the amount of capital that has been raised
chasing “counter cyclical, investment proof”
medical assets.

NORTHEAST
In Q4 2019, Wisconsin-based Physicians Realty
Trust (NYSE:DOC) acquired a 28,000 square foot,
multi-tenant medical office building in Manchester, Connecticut from Metro Realty. The
$11,300,000 transaction, representing nearly half
of the regional and national average sales amount,
set a PSF precedent at 10% above the quarterly
regional average and a 125% increase year-overyear at $404 PSF. The property has two major
medical tenants that include Pro-Health (owned
by UnitedHealthcare) and St. Francis Hospital and
Medical Center. St. Francis has a lease that will
expire mid-2020, at which time ProHealth will
take possession of the space and occupy 100% of
the building.
WEST
In Q4 2019, Tennessee-based and privately held
Montecito Real Estate Investments acquired a
37,587 square foot, two-story surgery center in
Wasilla, Arkansas from private sellers Tom Grissom and Wade Erickson. The transaction sold at a
7.1% cap rate for $16,370,215, which represents
a 56% premium over the regional average for Q4
2019. The $435 PSF price represents premiums
of 33% and 37% above the regional averages
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REGIONAL REVIEW
for the current and prior quarters, respectively.
A major tenant is the Surgery Center of Wasilla,
which is the only multi-specialty surgery center
in the Mat-Su Valley.
In Q4 2019, Tennessee-based Healthcare Realty
Trust (NYSE:HR) acquired a 41,781 square foot,
multi-tenant property in Issaquah, Washington.
Built in 2012, the three-story property is Gold
level, LEED-certified with a major tenant that
provides urgent care services to the greater
Issaquah region. The $24,244,500 sale price
represents a 136% premium above the regional
sale price average for the year-ago period. In
addition, the $580 PSF amount represents a 65%
increase in the regional average year-over-year.
INTERMOUNTAIN
In Q4 2019, Arizona-based HTA REIT (NYSE:HTA) acquired a two-building portfolio in Denver, Colorado comprising 69,280 square feet.
The three-story per building portfolio sold for
$18,850,000, representing a 13% decrease in
average sale price year-over-year. The sale price
was approximately 87% higher than the regional average for the year and 21% higher for the
quarter. In addition, the property traded 25%
above both the prior year and prior quarter regional averages at $272 PSF. The portfolio consists
of two historic buildings that were once used to
train airmen during WWII and were later converted to medical offices. The portfolio is located
in the enterprise zone where tax credits are
available to the tenants, which include Colorado
Allergy and Asthma, and Colorado Kidney.
SOUTH CENTRAL
In Q4 2019, Virginia-based and privately held
Capital Square 1031 acquired a 34,473 square
foot, two-building portfolio from Houston-based
and privately held Simpkins Group at a 6% cap
rate. The $23,075,000 sale price accounted for

5

nearly 34% of the total transaction volume for
the South Central region in the quarter. Trading
at $669 PSF, the transaction marked the highest
PSF for all regions in Q4 2019 and is 115%
higher than the national average for the same
period. The portfolio comprises two post-acute
neuro-rehabilitation facilities operated by Mentis
Neuro Health, a market leader in acute care for
acquired brain injuries. The Austin-area property,
located at 5150 A.W. Grimes Boulevard in Round
Rock, consists of 16 beds with the capacity to
expand to 24 beds within a 15,139-square-foot
building. The San Antonio property, located at
18931 Hardy Oak Boulevard, consists of 24 beds
within an approximately 19,334-square-foot
building.
MIDWEST
In Q4 2019, Minnesota-based and privately held
Davis Real Estate Services group acquired a
39,960 square foot property in New Albany, Ohio
for $18,400,000 and $460 PSF, representing
nearly a 131% increase in average sale price
and a 92% increase in PSF year-over-year for
the region. In addition, at $460 PSF, it is nearly
65% above the regional average for the quarter.
The buyer has pledged to build a $1,000,000,
110-foot skywalk linking the neighboring office
building as a part of the winning bid, creating an
easy flow between the two anchor-tenants, OrthoNeuro and JIS Orthopedics. The property was
originally brought to the attention of the buyer
by way of the adjacent property’s owner, Physicians Realty Trust (NYSE:DOC). Currently, the
property is 25% vacant and available for lease
through the owner who is also handling management and leasing of the property.
In Q4 2019, Illinois-based and privately held MB
Real Estate acquired a two-building portfolio in
Jefferson City, Missouri from four private sellers
at a 6.2% cap rate. The $56,108,485 sale price
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REGIONAL REVIEW
represents one of the largest real estate sales by
an independent medical group in Central Missouri. The sale price is nearly 300% above the
regional average for the quarter. The property
traded for $304 PSF which is 8% and 61% above
the regional averages for the current and prior
quarters. Jefferson City Medical Group is a major
tenant, one of Missouri’s largest multi-specialty
groups with a state-of-the-art Orthopedic Center
and a 25-year history in the greater Jefferson
City area.
MID-ATLANTIC
In Q4 2019, Tennessee-based Community Healthcare Trust (NYSE:CHCT) acquired a 12,500 square foot medical office building from privately
held M&K Development Group, LLC. The property
traded at a 9.5% cap rate and a $2,777,450 sale
price. The $222 PSF sale price represents a 21%
and 31% premium over the regional averages for
the current and prior quarters, respectively, and
is 27% below the Q4 2018 average. The seller
sold its practice, which motivated the sale.
SOUTHEAST
In Q4 2019, Tennessee-based Healthcare Realty
Trust (NYSE:HR) acquired a 100%-leased, 60,000
square foot property in Raleigh, North Carolina

from Wake Internal Medical Consultants at a
5.5% cap rate. The $21,625,000 sale price represents an increase of 143% and 108% in average
sale price for the third and fourth quarters,
respectively. The $360 PSF sale price represents
an 8% and 16% increase in the regional and
national average sale price, respectively, for the
quarter. Built in 2008, the multi-tenant property
is known as Durant Medical Center and closed as
a cash deal.
In Q4 2019, a three-building portfolio with properties located in the Greater Atlanta MSA sold
at a 6.8% cap rate. Tennessee-based and privately owned Montecito Real Estate Investments
acquired the 41,732 square foot portfolio from
Frank C. Steele Jr. for $13,714,488. The sale price
represents a premium of 32% and 14% above
the regional averages for the current and prior
quarters and is 26% above the national average
for Q4 2019. Trading at $329 PSF, the transaction represents premiums of 26% and 3%
above the regional averages for Q4 2018 and
Q3 2019, respectively. Major tenants include an
award-winning ENT and Plastic Surgery practice
located at the Stockbridge, Georgia property, and
a premier Gastroenterologist serving customers
from the Locust Grove, Georgia property.

REPRESENTATIVE BGL TRANSACTIONS
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BGL HEALTHCARE REAL ESTATE
BGL’s Healthcare Real Estate team is a leading advisor to private and institutional
healthcare organizations, having completed over $3 billion in real estate transactions. We are recognized for our deep understanding of all asset types, broad-based
relationships, and expertise in complex transaction structures which help our clients
maximize the value of their real estate assets.
Together with BGL’s Healthcare & Life Sciences investment banking team, we offer an
integrated approach to sustainable relationships.

ABOUT BGL
Brown Gibbons Lang & Company (BGL) is a leading independent investment bank and
financial advisory firm focused on the global middle market.
On every engagement, our clients receive senior-level attention from experienced
bankers who bring a wealth of industry knowledge, transaction expertise, and deep
relationships with key players in a broad range of industries: Business Services, Consumer, Environmental & Industrial Services, Healthcare & Life Sciences, Healthcare
Real Estate, Real Estate Capital Markets, and Financial Sponsor Coverage.
Additionally, BGL is a founding member of Global M&A Partners, the world’s leading
partnership of independent investment banking firms, which gives our clients access
to resources in all major international markets, across more than 30 countries around
the world.
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