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A RECORD YEAR FOR
MEDICAL OFFICE

TRANSACTION VOLUME AND PRICING

The medical office building (MOB) sector saw a record year in 2021 both in
terms of historically-high transaction volume and pricing levels. According
to Real Capital Analytics, medical office building and outpatient healthcare
facility transaction volume exceeded $15.4 billion in 2021, exceeding previous
record set in 2017 of $14.8 billion as the highest totals on record for the history
of the asset class. Some sources, which are still aggregating 2021medical
office building transaction data as of January 2022, believe that 2021 MOB
transactions volume could top $16 billion.

The aggregate transaction volume reflects year-over-year growth of 14.4%.
The sharp increase in year-over-year volume represents the largest rise in

annual investment levels in any year over the past five years.

Similarto many US alternative CRE asset classes, the MOB sector has benefited
from increased investor appetite throughout the COVID-19 pandemic. In
comparing MOBs to the US commercial office market, MOB transaction
volume is up 13.7% over pre-pandemic levels, compared to the commercial

office market which is down about 4.7 percent over the same period.
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BUYER VS SELLER COMPOSITION

INVESTOR
LANDSCAPE

Following a year where stock price performance

created significant challenges in 2020, public

BUYER

healthcare REITs returned to acquisition mode in
2021. REITs accounted for 22.2 percent of the buyer COMPOSITION
pool, a sharp increase of 80 percent from the 12.3
percent reported in 2020. Contrary to 2020, REITs
were net buyers of MOBs, as they only accounted

for roughly 7.2 percent of sellers in 2021. Still,

private capital (namely domestic real estate private

equity funds) made up the largest segment of the PRIVATE

buyer pool at nearly 47 percent, consistent with

PRICING TRENDS

INSTITUTIONAL

the prior year and demonstrating the significance
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NEWMARK CLOSED: INLAND HEALTHCARE PORTFOLIO FINANCING | 3Q2021

DEVELOPMENT PULLS BACK OVERALL; A FEW BRIGHT SPOTS OBSERVED

While record levels were noted for acquisition investments,
development volume for medical office noted a decline in
2021. Construction starts for the year totaled 9.6 million
square feet across 156 properties, while completions
totaled 12.1 million square feet across 204 projects. Both
construction start and completion square footage levels
were down 15.8 and 10.6 percent, respectively, compared

to the prior year.

Contributing factors to a decline in development volume
include a highly challenging construction market in 2021
that saw costs skyrocket across all asset classes with
medical office and specialty healthcare facilities being no
exception. MOB construction costs are estimated to be
up 15% year over year on average for projects underway.
Additionally, many healthcare providers which make pre-
leasing commitments to get projects out of the ground
were still highly focused on patient care and in triage
mode in the face of the pandemic, potentially focusing

attention away from new development projects.

While development declined overall, certain segments
showed strong activity. There are a few notable areas
where development has shown strong growth, both
by geographic market and property types. In terms of
regional growth, the removal of the CON restriction in
Florida combined with significant population growth in the
state has resulted in a spike in new development projects
being announced by virtually all of major health systems in
the state, including acute care projects by Orlando Health,
HCA, AdventHealth, and Baptist Health in South Florida,
among others. Active development sectors by property
type nationally include inpatient rehabilitation facilities,
where multiple operators have laid out aggressive new
development plans across the country, and academic
medical centers, which saw several large scale campus
development projects announced in 2021 including the $3
billion, multi-phase mixed use project announced by UC

San Diego.
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STABILITY IN OPERATIONS REMAINS A KEY DRIVER

MOBs reported average overall occupancy of 91.5% as of The average rent/SF was $33.90, with year-overyear
third quarter 2021, a 10 bps increase YOY, demonstrating same store revenue growth reported at 2.3% in 3Q21
stability and slight improvement over prior year when the according to Revista.

sector shined from a resiliency standpoint as occupancy
and rent collections outperformed several other major

asset classes.
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é‘:!:, Record 2nd Half for Portfolio Transactions

The third and fourth quarter saw record activity for medical office portfolio sales, with over 3.3 billion in transactions
recorded. This represents the most active six months of portfolio volume on record for the sector, as aggregators and
developers saw significant demand for middle market and large-scale portfolios alike. Examples include the Ryan
Companies portfolio sale to Harrison Street, Landmark portfolio sale to Physicians Realty Trust and the Montecito
Southern Core portfolio sale to KKR. Portfolios continue to generate premium pricing over single asset trades in
the sector has the more large-scale institutional buyers seek to invest in scale. The average portfolio cap rate for
medical office portfolios in 2021 was 5.12%, based on price tracking by Newmark Healthcare Capital Markets team,
representing a premium of approximately 100 basis points over the overall sector average for the year.

—— TRENDS & TAKEAWAYS ——

5 Tightening Debt Markets Fueled Competitive Pricing

New Entry Capital Made Up a Significant Component

of the 2021 Investor Pool

As capital allocators looked for attractive risk-adjusted
returns in commercial real estate during the early onset
of the pandemic, many institutional investors looked to
medical office as a safe haven for investment given the
resiliency and stability of the property type. 2021 saw
significant investment by major institutions that had
not been previously active in MOBs in prior years.

Newmark’s Healthcare Capital Markets group facilitated
the entry of several new capital sources into medical
office in 2021, including both domestic (KKR, AEW
Capital Management, Principal) and international
(KanAM Grund, Gulf Finance House) capital sources.

2 Active Year for Joint Venture Formations

The number of investors and developers that aligned with institutional capital continued to grow in 2021, as well-

established healthcare real estate operating partners continue to look towards strategic partnerships with institutional

capital as a competitive advantage in a highly competitive pricing environment for MOBs. The number of seeded joint

ventures focused on MOBs reached double digits in 2021, most of which with goals to deploy $1 billion+ in gross asset

value. Newmark'’s Healthcare Capital Markets group advised on the formation of several of the notable joint ventures

in the sector this year, including KKR'’s alignment with Cornerstone Companies and Artemis Real Estate Partners joint

venture with Rendina Companies, among several others. These alignments represent a growing trend in the way

institutional capital is investing in the sector through experienced operators.

Historically High Levels of Dry Powder and Allocations

to “Alternative” CRE

Through vyear-end 2021, there is more registered
levels of raised and discretionary capital allocated to
commercial real estate than ever seen. As a proxy to
this point, there is $237 billion of dry powder in closed-
end funds alone. Of that, $77 billion of dry powder is
allocated to alternative CRE, including medical office.
During the same time period $50.4 billion of alternative
CRE transacted, imputing 53% greater equity capital
demand than supply of available real assets.

Only industrial and multi-family real estate have
registered higher equity allocations. That said, yields
for industrial and multi-family continue to drive yield
compression of alternative real estate including medical
office, as core returns for industrial and multi-family are
still 100+ basis points lower than core MOBs.
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2021 marked an unprecedented year for competitive
financing availability in the healthcare sector. Following
a brief tightening of the debt capital markets mid-year
2020 during the early stages of the pandemic, healthcare
real estate became a hotbed for lenders seeking quality
and stability. The new entrant theme observed in the
equity capital markets also applied to debt providers,

HISTORICALLY LOW INTEREST RATES

as more banks, debt funds, life companies and CMBS
issuances targeted healthcare as an asset class of focus
last year. The result was favorable for borrowers, as
the increased liquidity translated to higher leverage
availability. The combination of low benchmark rates
and tight credit spreads translated to historically low
financing rates for MOBs in 2021.
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@ Growth in the Behavioral Health Sector

As the need for behavioral health continues to rise across the country, providers are increasing their focus on

this sector. SCL Health, an 8-hospital non-profit health system, recently announced a joint venture with Acadia

Healthcare, a national behavioral healthcare provider in December 2021. Acadia also announced a partnership

with Minneapolis-based Fairview Health Services for the development of a new, 144-bed inpatient addiction

health treatment hospital in the Twin Cities East Metro submarket. Within the real estate investment market,

behavioral continues to become a more mainstream asset class within the broader healthcare continuum.

Examples of institutional investors making bets on behavioral in 2021 include Medical Properties Trust's $760m

acquisition of inpatient behavioral facilities; Ventas’ $58m acquisition of a 100k SF inpatient bahavioral facility in

Plano, TX; and Harrison Street’s acquisition of two outpatient behavioral facilities totaling ~90k SF as part of the

Ryan Companies portfolio.
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Medical Office Building Total Newmark Healthcare
Real Estate Advisor Capital Markets
In 2021 Transaction Volume
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Newmark has implemented a proprietary database and our tracking methodology has been revised. With this expa"
statistics including availability, asking rents, absorption and effective rents. Newmark Research Reports are available

All information contained in this publication is derived from sources that are deemed to be reliable. However, Nrg
the statements and representations only of the source thereof not of Newmark. Any recipient of this publication
that may be material to any decision the recipient may make in response to this publication and should consult wi
decision, including its legal, financial and tax aspects and implications. Any recipient of this publication may n
publish, transmit, copy, broadcast, upload, download or in any other way reproduce this publication or any
purposes only, and none of the content is intended to advise or otherwise recommend a specific strategy. It is not
in securities, transactions, investment strategies or any other matter.



