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“Hospitals are very sensitive about their staff relationships, 
and it doesn’t take but one bad experience with one 
physician in a medical office building … to really sour the 
relationship between a hospital and the developer,” he said.  

“I would say that those partnerships are going to be even 
more important as we move forward and as access to capital 
continues to shrink.” He added that dealing with physicians 
as tenants is not easy, and MOB developers and owners 
need to keep physicians happy, not only when negotiating 
leases but in dealing with them day to day.

An audience member asked how the current trend in which 
hospitals are employing physicians instead of affiliating with 
them will affect the development and ownership of MOBs by 
third-party firms. For the most part, according to Mr. Long, 
the physician-employment trend could benefit healthcare 
real estate firms. “Now the health system needs to have 
space where it can put those physician-employees,” he said.

On- or off-balance sheet?

The final question came from Gordon Soderlund, SVP, 
strategic relationships for Palm Beach Gardens, Fla.-based 
DASCO Cos. He asked about the implications for on- and 
off-balance sheet designations for hospitals as they start 
occupying more space in MOBs because of the physician-
employee trend. 

Mr. Long said administrators at THR have spent an 
“exceptional” amount of time studying the differences 
between owning MOBs and leasing large amounts of space.

“When you start employing physicians they become part of 
your operations,” Mr. Long said. “Then ... the lease becomes 
a debt equivalent on your balance sheet. 

“You can no longer leverage that off-balance sheet 
treatment by partnering with a developer and owner to take 
the risk and take it off your balance sheet. 

“Even if you lease it, presumably there are going to be some 
long-term lease requirements by the developer that are 
going to result in that coming back on your balance sheet, 
not in real terms, not in accounting terms, but in terms 
of how the rating agencies look at how you finance those 
buildings.”

He concluded by saying: “I will say that it’s kind of a gray 
area at this point whether a health system can finance a 
medical office building, put their employee physicians in it 
and qualify for tax-exempt treatment...

“So it’s a question of whether (healthcare real estate firms) 
can provide that product at a competitive price to what the 
health system can do on its own. And my advice to you is to 
make it easier for the hospital. Even if it’s the same price, if 
you make it easier for them, you can probably do a deal.” 


