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HC REITs: MOBs--State Of The Transaction Market
Highlights Of Conference Call With CBRE
• On Friday (5/16), we hosted a conference call with Chris Bodnar, Senior Vice
President within the Healthcare Capital Markets Group at CBRE to discuss the
state of the transaction market within the medical office building (MOB) sector.
Below are some of the more-relevant questions and answers from our discussion.
Overall, we came away confident that pricing on upcoming private market
transactions should continue to demonstrate cap rate compression for this asset
class and that MOB assets in particular remain one of the most sought after assets
within the healthcare REIT space. We believe it is important to point out that the
two top-performing healthcare REITs through Q1 were the two more pure-play
MOB owners, HTA and HR.

Real Estate

• Supply Demand Imbalance Continues. While 2014 has been projected to be
a record year for MOB transaction volumes following a year of about $7B in total
in 2013, volume thus far has lagged. It is clear, however, that the lack of
investment volumes year to date is not due to a lack of demand, which remains
quite strong. Demand for class A on-campus assets as well as class A off-campus
with some form of hospital affiliation remains very healthy and pricing on deals
that close are expected to demonstrate further cap rate compression.
• Strong Demand and Pricing Could Shake Loose Some Added Supply.
There is the potential that some initial long-term holders may bring some of their
product as the environment remains heavily weighted towards sellers.
• MOB Investors Are Chasing the Hospital Systems Not Just the
Campus. Demand trends highlight an increasing focus on being partnered with
the right health systems as opposed to simply being “on-campus.” Cap rates are
narrowing considerably between on-campus assets and off campus assets that are
associated with a well-respected healthcare system sponsored project or if a
significant portion of the asset is leased by a dominant health system.
• HC REITs Continue To Be Aggressively Looking for Deals. While HC
REITs did not account for a large percentage of 2013 acquisition volumes the fact
that the stock prices lagged considerably from May through year-end may have
played a role. This year, the stocks have performed well (up +20.5% YTD for the
broader Healthcare REIT group vs the RMS at +16.2% and the S&P at +2.4%) and
the REITs seem eager to put capital to work in the space. Brokers are seeing them
actively present in many deals.
• Debt and Financing Environment Is Quite Healthy, Which Could Be
Keeping Assets From Coming to Market. The ability for owners to tap debt
capital for MOBs through various sources (Life Companies, CMBS, Commercial
Banks, CTL, etc) remains wide open currently and quite attractive with LTVs
creeping up and interest rates remaining low. While it helps on the demand and
pricing front it is likely impacting the amount of product that is coming to market.
• Please note: a replay of the call is available until 5/23/14, by dialing: (855) 8592056 (domestic) and/or (404) 537-3406 (international); replay ID: 41460834.
Also, a copy of the slide deck associated with the call is available upon request.
Please contact your Wells Fargo sales representative for more information.
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Real Estate
Cap Rates from Survey

Class A On-campus assets saw the biggest increase in those respondents that believe the cap rate will be in
the 6-6.5% range (43% up from 27%; and 11% in the year prior), which also had the largest percentage of
respondents (43%; compares to last year when 42% believed cap rates would be in the 6.5-7.0% range).
Class A Off-campus assets saw the biggest increase in those respondents that believe the cap rate will be in
the 6.0-6.5% range (12% up from 5%), while the largest percentage of respondents (39% vs. 37% LY) believe
the cap rate will be in the 7.0-7.50% range.
Class B On-campus assets saw the biggest increase as well as the most respondents believe the cap rate will
be in the 7.0-7.5% range (50% up from 40%).
Class B Off-campus assets saw the biggest increase as well as the most respondents believe the cap rate will
be in the 7.5-8.0% range (44% up from 30%).
The results of this survey seem consistent with current trends and suggest a 100-200bp premium for Class A
On–campus over Class B Off-campus assets this year. The spread between Class A On-campus and Class A
Off-campus is expected to be between 25-50bps currently.
We believe it is important to point out that the two top performing Healthcare REITs through
Q1 were the two more pure-play MOB owners, Healthcare Trust of America (HTA,
Outperform, $12.32) and Healthcare Realty (HR, Market Perform, $25.15). We continue to
favor this property type and believe the secular trends continue to benefit fundamentals and
should result in increased interest for the asset class from various capital sources. Note:
valuation holds us back from assigning HR shares our highest rating at this time.
Year to date, HTA (91% of total portfolio MOB) and HR (83%) have outperformed the immediate peer group
by generating 27% and 21% total returns, respectively, year to date. This compares to the RMS of +16% and the
Healthcare REIT group at +20%. The other REITs with at least 10% of their portfolios represented by MOBs
and their respective year-to-date total returns are illustrated in Table 1.
Table 1. Healthcare REITs with Considerable MOB Exposure and Relative Total Return
Performance YTD
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Source: Wells Fargo Securities, LLC and SNL Financial
Note: SNL FINANCIAL LC. CONTAINS COPYRIGHTED AND TRADE SECRET MATERIAL DISTRIBUTED UNDER
LICENSE FROM SNL. FOR RECIPIENT’S INTERNAL USE ONLY.
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Additional Conference Call Takeaways
Trends in Healthcare Capital Markets
• 2013 was the best year on record with about $7 billion in sales volume in the MOB sector.
• Public REITs did not account for a large portion of the transactions.
• Looking at 2014 – pricing has gotten even more aggressive since the end of last year but it has been a
much slower start to the year as far as closed deals. It’s certainly not due to a lack of demand
however.
• There is currently an imbalance of supply and demand and there is the potential that some holders of
MOB assets that had expected to be long term in nature may bring some of their product to market as
they see the potential pricing.
2014 CBRE MOB Investor Survey
• Top-tier HC investors are projected to be allocating $8 billion to the acquisition of MOBs in 2014 – of
that about $3 billion is attributable to the non-traded REITs.
• 84% of respondents stated they would be net buyers of MOB assets in 2014.
• Big trend recently is to chase the hospital systems not the campus – they’re seeing spreads narrow
considerably on a cap rate basis between on campus assets and off campus assets if the off campus
asset is associated with a well-respected Healthcare system sponsored project.
• Cap rates are expected to remain at all-time lows across all classes of MOB assets.
Competition for the Asset Class
• HC REITs continue to be a large player and aggressive in the market -- while HC REITs did not account
for a large percentage of 2013 acquisition volumes the fact that the stock prices lagged considerably
from May through year end most likely played a role. This year the stocks have performed well and
they are seeing a big push from the REITs to put capital to work.
• Non-traded REITs continue to emerge as stiff competition for these assets – top players currently are
AHI, ARC, CNL and CTV. AHI started capital raising for REIT III and the WSJ is reporting that REIT
II is currently being shopped around to potential suitors that may include several public, traded
names though management of the REIT has not commented. While this portfolio is not a pure-play
MOB portfolio it will be interesting to see if it trades and how aggressive the pricing is and if the HC
REITs get outbid considering there have been very limited portfolios of size to hit the market recently.
Aggressive pricing on this portfolio with interest from outside the public REIT arena could justify
even lower cap rates used in NAV estimates.
• New institutional funds are pursuing MOBs – seeing more interest from life companies and pension
fund money. Pension money should be the leading driver of pricing of core assets this year.
• High net worth individuals have been more active as well with a lot of the acquirers being board
members of hospitals--key attribute with these deals is they are typically more dependent on debt.
Debt Markets/Financing
• Life companies are currently underwriting at 60-65% LTVs with 10-yr loans in the 4.25% with a 30-yr
amortization (“am”) and 5-yr paper at 3.3%.
• CMBS market closer to 70-75% LTV with 4.75% on 10-yr money/30-yr am and 4.6% for 5 year.
• Commerical Banks at 50-60% LTV with 5 yr floating at 1.9% or LIBOR + 175 going up to 2.4% or 225
over LIBOR on 70% LTV deals – swap to fix spreads of 180bps
• Credit Tenant Leases (CTL financing) – 100% LTV 15 year lease with 4.2% interest rate; 30 yr lease at
4.9% interest rate
• Funding alternatives overall seem plentiful with attractive pricing.
Trends
• Seeing a wider acceptance by institutional funds for the product type – seeing a lot of pension fund
money coming through the deals and they should set pricing for core assets in 2014.
• The number of REITs investing capital in the MOB space continues to increase including non-traded
REITs and those focused on single tenant assets.
• Health Systems are going to think real estate strategies. Healthcare systems have been holding off on
their real estate strategies to a certain extent until they figure out the full impact of Healthcare
changes. While they still don’t have this fully figured out they have made good progress and they’re
expected to start being more active with their real estate holdings.
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Real Estate

The CBRE U.S. Healthcare Capital Markets Group specializes in providing healthcare real estate investors with
acquisition, disposition and debt & equity recapitalization strategies; assisting healthcare providers with
strategic capital planning (including monetization of non-core real estate); and advising health systems and
physician groups in the developer selection process. More information can be found at:
www.cbre.us/services/capitalmarkets/healthcare/Pages/home.aspx
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Additional Information Available Upon Request
I certify that:
1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or
issuers discussed; and
2) No part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
by me in this research report.
 Wells Fargo Securities, LLC maintains a market in the common stock of Healthcare Realty Trust Inc., Healthcare Trust of

America, Inc.

 Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in

the next three months from Healthcare Realty Trust Inc.

 Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from Healthcare Realty Trust

Inc., Healthcare Trust of America, Inc. in the past 12 months.

 Healthcare Trust of America, Inc., Healthcare Realty Trust Inc. currently is, or during the 12-month period preceding the date of

distribution of the research report was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided investment
banking services to Healthcare Trust of America, Inc., Healthcare Realty Trust Inc.
 Healthcare Realty Trust Inc. currently is, or during the 12-month period preceding the date of distribution of the research report
was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided nonsecurities services to Healthcare Realty
Trust Inc.
 Wells Fargo Securities, LLC received compensation for products or services other than investment banking services from
Healthcare Realty Trust Inc. in the past 12 months.
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HR: Risks include higher-than-expected cost of capital used to term out the line of credit balance/other near-term maturing debt
and/or a negative operator event.
HTA: Risks to achieving our estimates and valuation range include dilutive equity capital raises, material tenant defaults, material
new supply, and lower-than-forecast earnings growth on tighter investment spreads.
Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability
and revenue of the firm, which includes, but is not limited to investment banking revenue.

STOCK RATING

1=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the
next 12 months. BUY
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market
over the next 12 months. HOLD
3=Underperform: The stock appears overvalued, and we believe the stock's total return will be below the market over the next 12
months. SELL

SECTOR RATING

O=Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months.
M=Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months.
U=Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months.

VOLATILITY RATING

V = A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the
analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading.
As of: May 19, 2014
50% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Outperform.

Wells Fargo Securities, LLC has provided investment banking
services for 46% of its Equity Research Outperform-rated
companies.

47% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Market Perform.

Wells Fargo Securities, LLC has provided investment banking
services for 34% of its Equity Research Market Perform-rated
companies.

3% of companies covered by Wells Fargo Securities, LLC
Equity Research are rated Underperform.

Wells Fargo Securities, LLC has provided investment banking
services for 14% of its Equity Research Underperform-rated
companies.

Important Information for Non-U.S. Recipients
EEA – The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited
(“WFSIL”). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct Authority. For the
purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the Act”), the content of this report has been approved
by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial
Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail
clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for,
and should not be relied upon by, retail clients.
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Australia – Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which
differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo Securities, LLC in the
course of providing the financial services will be prepared in accordance with the laws of the United States and not Australian laws.
Hong Kong – This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited (“WFSAL”), a Hong Kong
incorporated investment firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6 and 9
regulated activities (as defined in the Securities and Futures Ordinance, “the SFO”). This report is not intended for, and should not
be relied on by, any person other than professional investors (as defined in the SFO). Any securities and related financial
instruments described herein are not intended for sale, nor will be sold, to any person other than professional investors (as defined
in the SFO).
Japan – This report is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanto Local Finance
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into
investment advisory or discretionary investment contracts. This report is intended for distribution only to professional investors
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordinary customers (Ippan Toushika).
The ratings stated on the document are not provided by rating agencies registered with the Financial Services Agency of Japan
(JFSA) but by group companies of JFSA-registered rating agencies. These group companies may include Moody’s Investors Services
Inc, Standard & Poor’s Rating Services and/or Fitch Ratings. Any decisions to invest in securities or transactions should be made
after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of the
credit ratings stated on the respective rating agencies’ websites.
About Wells Fargo Securities, LLC
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Institutional Securities, LLC, a member of
FINRA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA and SIPC, Wells Fargo Bank, N.A. and Wells Fargo
Securities International Limited, authorized and regulated by the Financial Conduct Authority.
Wells Fargo Securities, LLC is a U.S. broker-dealer registered with the U.S. Securities and Exchange Commission and a member of
the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corp.
This report is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments
named or described in this report. Interested parties are advised to contact the entity with which they deal, or the entity that
provided this report to them, if they desire further information. The information in this report has been obtained or derived from
sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC, does not represent that this
information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of
Wells Fargo Securities, LLC, at this time, and are subject to change without notice. For the purposes of the U.K. Financial Conduct
Authority's rules, this report constitutes impartial investment research. Each of Wells Fargo Securities, LLC, and
Wells Fargo Securities International Limited is a separate legal entity and distinct from affiliated banks.. Copyright © 2014
Wells Fargo Securities, LLC.
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