








“The Democrats want more people insured, and therefore
more people will be utilizing the facilities, particularly the
outpatient facilities,” Mr. Sina said.

“These pressures could be alleviated financially, because

... if they somehow get insurance, it’s going to pump more
money into the physicians’ hands and provide more of the
imaging services that they might not have received before.”

Mr. O’'Neil of Trammell Crow said his major concerns about
the industry are rising rents and the rising costs of Tls.

“I have to ask the question, ‘How do you price things with
something that resembles a spread, and what will a spread
look like three years from now?’” Mr. O’Neil asked.

“And that leads to the question, ‘How do you still deliver
rents that doctors can afford? When you build an off-
campus facility, that’s typically a strategy for primary
care and internal medicine. But when you roll the rents at
today’s construction costs, before those costs come down,
how can some doctors possibly afford those given they're
typically making between $100,000 to $150,000 a year?”

On top of the high rents, physician-tenants also face the
prospect of sky-high TIs. In most MOB developments,
doctors are currently provided with a TI allowance of about
$50 per square foot (PSF), board members said. On the
other hand, most TIs actually cost between $75 PSF and

$100 PSF, meaning the doctor/tenants have to cover the
remainder.

However, Mr. O’Neil noted that TI costs are stabilizing.
“l think things are righting themselves in that part of that
market right now,” he said.

As far as Mr. Winer of Seavest is concerned, one of the
fallouts of the housing downturn is the fact that doctors are
now having a hard time financing new TIs.

“Physicians now have limited options to get resources to
build out their space,” he said. “Really, this is where you're
seeing leakage from housing into our business. In the past,
physicians were borrowing against their homes to fund
their TIs, and now that they can’t do that. So we're seeing
physicians struggling to get the financing together.”

Ms. Harper of the Plaza Cos. said her company is receiving
many requests from doctors to have the developer pay for
the Tls through a “turnkey” agreement.

“In other words, they want us to act as their bank and
to fund the Tls through increased lease rates,” she said,
although that can deliver higher returns for developers.

Mr. Winer added that rolling the costs of the TIs into a
tenant’s rent can work, but only if “you can get lenders to
finance the above market TIs.” O
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