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Our View of the Medical Office Market

A Note from Chip Conk:

Amid lingering signs of uncertainty in the
overall commercial real estate sector that
carried over from 2022, we are cautiously
optimistic about the prospects for medical
office properties over the next 12 months.
We also remain highly confident in the
longer-term future of this field.

We think of medical real estate in terms
of an operations market (the fundamentals
driving our tenants’ businesses) and

an investment market. Our extensive
nationwide medical real estate footprint
gives us broad insight into both market
segments.

We continue to see solid fundamentals

office occupancy (87.5%) by 478 basis
points, reflecting a steady trend in recent
years. This widening gap is understandable
since MOBs are relatively immune from
the shift toward working from home and
other societal trends that adversely affect
the commercial office sector.

On the investment side of the medical
office markets, many participants are
adopting a wait-and-see approach to
Federal Reserve policy, the cost of capital,
and the overall economy. According to
recently released Revista data, the sector
continues to experience price discovery,
impacting transaction volumes, which
were the lowest for Q1 volume since 2014.

have evolved into
a global asset class
attracting interest
from US-based
asset managers
and international
investors.

We believe medical
office investment
opportunities remain
attractive for buyers
who understand the
field and have the
requisite capital. Following our strategy
of focusing on properties in
demographically attractive medical

Chip Conk, CEO,
Montecito Medical Real Estate

“ Outpatient growth is driving demand for space in Medical Office Buildings, as practitioners need space close to healthcare consumers...
The growth in changing sites of care provides opportunities for investors. In JLLs Healthcare Investor Survey, 66% of respondents said that
MOBs were the biggest investment opportunity and 41% expected annual rent growth higher than 3%." — JLL Research, March 15, 2023

in the operations market. Our tenants are
experiencing high patient volumes that
will grow with an aging population and
as more care delivery moves to outpatient
facilities to meet patient and payer demand.

Average occupancy rates for medical
office properties have consistently
remained over 90% since 2008. In the
top 50 metropolitan areas, they reached
a historic high of 92.5% in 2022—a full
percentage point higher than the
previous year.

Medical office occupancy at the end of
2022 outperformed overall commercial

At the same time, most industry players
surveyed by Revista in late April indicated
they expect MOB sales volumes to return
to their previously high levels by early 2024.
We are also optimistic that an improving
interest rate environment in 2023 will
support future cap rate compression for
portfolio sales.

Because the sustained strength of the
operations market has made MOBs
recession-resistant—a reality we have
observed going back to the Great Recession
of 2007-2009—their attractiveness is only
growing amid predictions the US will
enter a recession later this year. MOBs

markets, tenanted by market-dominant
provider groups with excellent credit and
long-term leases in place, we are working
to make the most of these opportunities.

Sincerely,

U Comn e

Chip Conk
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We've been busy!

Over the past two years, Montecito closed on more medical real estate transactions
than any other buyer. Here's a sample of our recent acquisitions.

Banner Health Carilion Children'’s Clinic
Peoria, AZ Roanoke, VA

Mercy Health Willow Park Endoscopy
Cincinnati, OH Willow Park, TX
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