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READY TO
SPEND AGAIN?

INDUSTRIAL REMAINS GOLDEN
FEATURING: TOP INDUSTRIAL BROKERS

HEALTHCARE'S PULSE BEATS ON

MULTIFAMILY MATTERS:
THE FRONTRUNNER SLOWS DOWN
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DESPITE UNCERTAINTY WITH THE AFFORDABLE CARE ACT,

HEALTHCARE-RELATED INVESTMENT IS ALIVE AND WELL

n late September, DLA Piper released

its “State of the Market Survey”™ at the

firm's 14th Global Real Estate Summit
in Chicago. The majority of the 222
respondents—a diverse group of CEOs,
CO0s, CFOs and others—felt healthoare
'F]I'[}F]l!'l'l 105 were ARTTRCH LD SO of the most
attractive for investors, amid uncertainty
over the status of the Affordable Care Act,

“We've got an aging population,” John
Sullivan, US chair of the firm’s real estate
practice, told Rear EsTare ForRum's sister
publication, GlobeStcom, at the time.
And coupled with new developments in
technology and treatments, “demand for
the delivery of healthcare services will be
sustained.”

Mareus & Millichap's Alan Pontius, SVP
and national direcior of specialty divi-
sions, explains that ongoing uncertainty
about changes to healthcare law will likely
persist for an extended period, but posi-
tive demographic factors continue 1o sup-
port the investment climate for the grow-
ing medical office segment. *With the
To-plus age group expected o increase by
nearly 14% over the next five years, this
aging population will require more medi-
cal services,” he says. “This is a principal
driver behind medical office investment
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activity, and regardless of what changes
ocour to the ACA, this factor remains.”
Jay Epstien, co-chair of DLA Piper's
global real estate practice, says that “regu-
latory changes in the past few years, espe-
cially Obamacare, have fueled the need
for more medical office buildings.”
Healthcare providers increasingly felt
pressure to provide more services and cut
costs, Typically, this means developing
outpatient facilities, which can provide
services more efficiently and across a
wider geographic area. *These proper-
ties, which usually have high occupancy
and great ten have become espe-
cially popular with investors,”

As an example, Epstien points to
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Ventas Inc., which has opened the eyes of

many investors to the possibilities in the
sector. The Chicago-based healtheare

REIT has put together many quarters of

impressive growth, including several
high-profile acquisitions, and most ana-
lysts say it still has a lot of potential,

The numbers seem o back Ventas’
strategy. Investment in the US medical
office sector has increased substantially
over the past seven vears, with total invest-
ment volume in MOBs of at least 10,000
seuare feet rising from just under $4 hil-

BY NATALIE DOLCE

lion in 2010 o $10.2 billion in 2016,
according to numbers from CRBRE.
Moreover, total investment in 2016
excecded the prior annual peak of §7.3
Billien in 2006, the firm says.

A growing number of groups are begin-
ning o aggregate portfolios of medical
office buildings in secondary and tertiary
markets throughout the country, “Larger
groups especially are aking advantage of
capital resources to purchase assets in
non-primary markets in the $10-million to
S30-million range with initial vields 75 to
150 basis points higher than core mar-
kets,” relates Marcus & Millichap's Pontius.
“These investors are creating arbitrage
when packaging mdwidual properties into
portlolios, and then selling to investors
who may not have the resources or rela-
tionships required o buaild portfolios of
medical office properties on their own.”

The Affordable Care Act—and the
movement away from a fee-for-service
maodel toward outcome-based payment
methods that shift risk to providers—
have been driving and accelerating merg-
ers and acquisitions between health sys-
tems, insurers and healthcare providers,
explains Christopher Stai, managing
director at Brown Gibhons Lang & Co.
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The people developing these

sites are looking to see if there

is demand for the services. Most
believe that the healthcare system
is not going to change radically.

Andrew Fogg
Cox, Castle & Nicholson

The cwrrent political narrative around
healtheare, and the many efforts to repeal
the ACA, could diminish that new
demand, however, Andrew Fogg, a pant-
ner at Cox, Castle & Nicholson,
landlords and developers aren’t con-

s that

cerned for now, but that could change if

healthcare repeal effors succeed.

Fogg relates that none of his clients
have seemed hesitant o sign on urgent
care tenants due o the possibility of ACA
being repealed. “The people developing
these sites are looking o see if there is
demand for the services, Most people
believe that the healthcare svstem is not
going to change radically, particularly in
California, but it's an open question,”

It’s difficult 1o envision what will hap-
pen o the ACA at this point in time. The
current 5-3-'5.11!"! is not '\'l'{}]']i.il'lg., moles
Stuart M. Saft, a partner with Holland &
Knight, and the prospect of a single-paver
system being enacted is unlikely for a
least several decades, “There are nowhere
nearly enough healthcare providers—
and particularly doctors—to meet the
needs of 340 million Americans, which is
i wing to 4 million by 2050,

“The likelihood is that the gap in the
system will be filled by standalone facili-
ties, which cater to the needs of local
communities at reasonable costs, and
large medi
diseases and critical injuries,” Salt goes
on. This, he opines, would likely entail a
reimagining of healthcare by requiring
employers to provide health insurance,
aned having the federal government pro-
vide major medical insurance for those
who cannot afford it. These moves “will

cklv inc

centers will focus on major

spur the use of retail facilities for non-life-
threatening situations.”

Yet nothing is occurring in the real
estate world specifically in response 1o
the ACA situation, since none of the bills
considered by Congress over the past

eight months have had any detail as to
potential solutions to the perceived prob-
lem. “As soon as a decision is made,” Saft
says, “the money sitting on the sidelines
will fine ways to invest in the new system.”

Not that capital isn't flowing into the
sector now—ithe demand is clearly there.
the G5-plus popu-
lation and anticipated greater need for
in-office physician services by this group
signals a continued increase in demand
for healtheare services and medical office
space in the vears ahead,” explains
Andrea Cross, Americas head of office

“The steep increase in

utilizing video technology to meet with
patients remotely and moving more
patient volume away from hospitals—the
highest-cost facilities—and into lower-
cosl HI“I}GI[iL‘I'I.l cenlers.

“The evolution of medical technolo-
gies s boosting demand for newer prod-
uct with the infrastructure capable of
handling cutting-edge devices and sys-
tems,” savs Jim Havden, executive manag-
ing director of healthcare and global
workplace solutions at CBRE. “Medical
office space that helps providers mini-
mize costs and maximize outcomes,
including buildings that support collabo-
ration and can accommodate new tech-
nologies, will likely remain in favor”

Likewise, Stai observes that in order o
remain competitive and extend market
share, development has increased in
health system-sponsored multi-=specialty
outpatient facilities and micro-hospitals
that offer a wide array of services under
one roof,

As investor appetite for healthcare real
estate has grown, medical office buildings
have emerged as the most popular prop-
erty type within the sector, “As vields for
traditional real estate asset classes have

As soon as a decision is made
on ACA, the money sitting on the
sidelines will find ways to invest
in the new system.

Stuart M. Saft
Holland & Knight

research for CBRE, in a recent report,
Healthecare providers are facing
increasing pressure o reduce costs in
the face of uncertain reimbursement
rates from both Medicare, Medicaid and
private insurance companies and
improve patient outcomes, according to
the study, One method being used is the
adoption of new technologies, but the
upfront capital required means that
costs must either increase or be rimmed
elsewhere, according to the report,
Among the cost-cutting measures health-
care providers are taking are relocating
services closer to where patients live,
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compressed in recent vears, new capital
sources—including foreign capi
entered the medical office sector in search
of stability to hedge against any potential
correction in the global markes,” points
out Chris Bodnar, EVE of healthcare for
CBRE Capital Markets,

Medical office cap rates have consis-
tently decreased from a high of 8.3% in
mid-2010 1o 6.8% as of Q1 2017, On a
regional basis, average cap rates have been
lowest in the West over the past seven
vears, below the US average by about 60
bps. However, the spread between the
highest and the lowest regional cap rates

l—have
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remained relatively tight during this
period, as industrywide trends have a simi-
lar impact across the various markets,
according o CBRE research.
"Comparatively moderate regional dif-
ferences are an attractive feature of medi-
cal office,” says Lee Asher, EVP of health-
care at CBRE Capital Markets. "Because
there is demand for healthcare every-
where, investors are generally more willing
to look outside the primary markets come-
pared with taditional office investment,
and this is apparent in pricing metrics.”
Related to these trends, both institu-
tiomal and private capital is increasingly
entering the sector in a more direct
manner. “Investors are deviating from
healtheare-focused REITs and instead
aligning themselves with local or
regional operators with proven track
records and high quality standareds,” says
Phil Krispin, a director of Eastern
Union's Healthcare Group. “The mind-
set seems to be that the local/regional
operators aren’t disconnected and have
a better feel for their facilities and erri-

tory, as well as the ability to be more
nimble and quick to respond to changes
in their market.”

Investors are deviating from
healthcare-focused REITs and
instead aligning themselves with
local or regional operators that
have proven track records .

®

Phil Krispin
Eastern Union Funding

were unable o navigate a changing busi-
ness environment.” These sitnations,
Soroka says, are crealing great opportu-
nities for a smaller, regional plaver o
step in and pick up properties across one
or two states and turn them arounnd.
“This has become the norm and lenders
are very much aware of the strength a
local player brings to a property.”

Retail is also seeing a boost from the
growth in healtheare. Brown Gibbons
Lang’s Stai points out that former high-visi-
bility retail space is being repurposed into
clinical facilities, and health systems are

In order to remain competitive and @
extend market share, development

has increased in health system-
sponsored, multi-specialty outpatient
facilities and micro-hospitals.

Christopher Stai
Brown Gibbons Lang & Co.

Eastern Union Funding vice president
Nachum Soroka adds that "investors who
have previously not dealt with healtheare
are now recognizing that with the right
operator, they can achieve returns far
greater than wypical real estate invest-
ments have provided in the past.”

But over the past vear or so, he notes,
a number of larger institutional health-
care real estate funds have gone com-
pletely by the wayside, “either because
their interests were not aligned with
those of their tenantis—Manorcare and
QCP are two examples—or because they
were leasing o larger operators who
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leasing in traditional neighborhood retail
centers. “Healtheare has become increas-
ingly more consumer driven, with provid-
ers and administrators focusing on
improved overall patient care, convenienoe
and satistaction for the customer” he says,
Urgent care facilities are becoming
the hot new tenant in shopping malls
and strip centers—driving retail oceu-
pancy as a result. These tenants are leas-
ing up former big-hox locations through-
out California, says Cox, Castle &
Nicholson's Fogg., While these deals do
come with zoning and parking chal-
lenges, he notes, they're also helping o

drive occupancy at some retail centers
that have seen significant vacancies doe
to store closures in recent years,

The need o have 24/7 access 1o basic
medical and dental care s another influ-
encing factor. “We will see more unused
showing centers filled up with medical and
healthcare facilities, as well as offices and
retail,” relates Saft, “When the retail mar-
ket was more robust, the owners of the
malls and strip centers only wanted o
focus on retail. That's changing as more
people shop onling, but they stll need o
leave their homes for other needs,”

These trends will continue and will cre-
ate opportunistic plays for both sides. A
lot of issues have come into play as things
have realigned, says Fogg. “This is a re-
mendous opportunity both for filling
vacant retail space and drawing people 1o
the property,” he relates. Il vou have an
urgent care facility on one side of the
center and a pharmacy on the other, | see
a lot of potential For synergy. They will
continue to peruse those opportunities.”

The simple reality, he notes, is that the
growth of insurance coverage has opened
up a world of opportunities i general.
“There are a lot of people at the marginal
ends of our society who tended previously
to rely on emergency rooms as their pri-
mary care physicians becanse they did not
have access to insurance or funds 1o get
into an urgent care faciliy,” he explains,
“As insurance coverage has increased,
there’s been a corresponding impact on
the need for additional medical care pro-
viders and additional facilities,”

As such, developers of urgent care facil-
ities are looking for opportunities in
underserved markets, he adds. “When
they find one, they are going w go after it.
The ACA, and candidly any insurance pro-
gram that makes healthcare more accessi-
ble o a larger number of people, is going
to help spur that kind of development.” #
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