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All time low mortgage interest rates 
available through mortgage programs 
specifically tailored to the multifamily 
segment have pushed sale capitaliza-
tion rates to all time lows in the upstate 
New York apartment market. Freddie 
Mac and Fannie Mae are quoting ten 
year mortgages near 4%. There is huge 
interest in apartment investment prop-
erties and combined with the real rent 
growth of the last few years investors 

are willing to accept lower cap rates. 
There is no other investment alternative 
that delivers the same level of return. 

In 2011, the 96 unit Collet Woods 
Apartments in Farmington between 
Rochester and Syracuse sold for $5.1 
million at a 7.2% cap rate, pushing 
the cap rate for investment quality 
professionally managed properties 
below the 8% floor of the last few 
years. The 224-unit Knollwood Manor 
in Fairport near Rochester was sold for 
$10 million in February 2011 to Mor-
gan Management, an owner and man-
ager of more than 12,000 apartments 
throughout western and central New 
York. Regional operators continue to be 
net buyers focused on enlarging their 
portfolios. Knollwood was refinanced 
with a $15.2 million 10-year fixed 

Freddie Mac mortgage a year later in 
the first quarter of 2012; sizable profits 
are available in this market.

Coastal market apartment cap rates 
are below 5%, investment at this level 
requires a substantial increase in NOI 
over the holding period and the exit 
strategy requires substantial capital 
appreciation to pencil out long term. 
Lacking the institutional interest 
needed to drive pricing to these levels 
cap rates here are probably as low as 
they will go. 

The operating numbers look good; 
Sunrise Management & Consulting 
finds average rental rates higher across 
the board in the upstate markets. Their 
Fall 2011 Multifamily Rental Market 
Report finds Syracuse rents at $.81 
per s/f per month up 5.3% from the 
beginning of the economic downturn 
in the fall of 2008, Rochester at $.82 
up 5.8%, Albany at $.93 up 8.4%, and 
Buffalo at $.86 up 3.1%. They conclude 
that these results are driven by rising 
demand for rentals and constrained 
inventory throughout the region. Occu-
pancies are also strong, MPF Research 
in Texas shows Syracuse as one of the 
top five markets in the country at better 
than 97.8%. Even in mature markets 
the dynamics of the homeowner versus 
renter have changed, stiffer bank down 
payment requirements discourage new 
potential homeowners. Expect the 
creation of more renter households to 
keep occupancies above 95%.

There are two components to the cap 
rate, the benchmark (usually the yield 
on the 10-year Treasury Note) and the 
difference or spread between it and the 
cap rate. At the last peak of market 
activity in 2006 the 10-year Treasury 
yield was 5% and using the 7.2% cap 
rate from Home Properties December 
2006 upstate portfolio sale the spread 
between multifamily cap rates and the 
10-year Treasury yield in 2006 was 
1.8%. The investment climate today is 
far different and today’s 2% Treasury 
yield and typical 7.2% cap rate leaves 
a 5.2% spread. This higher spread 
leaves a buffer against rising rates and 
implies a bigger safety factor today for 
lenders as compared to 2006 indicating 
investors here have not driven cap rates 
as low as they can go. Explanations 
include the fear is that the low rates 
of today have been artificially created 
by the Federal Reserve’s zero interest 
rate policy and that rates will rise sub-
stantially once this policy is changed. 
Higher rates do not necessarily imply 
higher cap rates and the corresponding 
decline in values, however higher rates 
will change the cash flow coverage 
calculation lenders use to underwrite 
new mortgages. Changes in value will 
be balanced between the increase in 
required debt service cushioned by 
strong performance in rent growth 
and occupancy.
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