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The Hudson Valley apartment market: 2015 leading to strong
demand from both tenants and investors
February 23, 2015 - Front Section

Large national investors are active in the southern Westchester County apartment market. The DSF
Group, a private real estate investment firm based in Boston and Washington DC, purchased the
Avalon on the Sound East, a 588 unit, 39-story class A apartment building in the city of New
Rochelle for $210 million at the end of 2013. AvalonBay Communities, a publicly listed REIT
specializing in the construction of luxury rental projects, built the property for $187 million in 2007. At
$357,000 per apartment, it is the highest price per unit multifamily sale transaction in Westchester
County. The property transferred with a 30 year PILOT (payment in lieu of taxes) intact through
2035 from New Rochelle, an annual savings of $7 million of city, school, and library taxes for the
buyer. At sale the property was 98% occupied with an average apartment rent of $2,232 per month
or about $2.41 per s/f per month, the high occupancy indicative of a very tight rental market. The
reported 5.9% cap-rate is representative of class A multifamily sales and inline with the prices paid
by institutional investors.

The Avalon on the Sound East, along with the previously built by AvalonBay rental Avalon on the
Sound, and the Trump Plaza condominium constitute the three luxury hi-rise multifamily complexes
built near Metro-North Railroad's downtown New Rochelle train station. The intent is to attract
Manhattan commuters and other high income professionals to create a new urban living
environment in the downtown. The city of New Rochelle offered tax breaks and PILOT agreements
as incentives for the new construction. The results are mixed as the Avalon on the Sound East has
a large student population from Monroe College and condominiums from the Trump Plaza have
been offered for resale below their initial purchase prices.

AvalonBay continues to pursue the high end rental market in Westchester County. The Avalon
Ossining is under construction in the village of Ossining; the 168 luxury garden apartments are
budgeted at $37.4 million or $222,000 per unit. The development will be a mix of one- to
three-bedroom units with rents starting at $1,700 per month. Ten percent of the apartments will be
set aside as affordable housing.

More representative of the class B apartment rental market and vast majority of the inventory in the
Hudson Valley, together the counties of Dutchess, Westchester, Rockland, Ulster, Putnam, and
Orange, the 2013 Dutchess County Rental Housing Survey reported a 2.9% vacancy rate, a 1.8%
year over year rent growth, and a $1,325 average two-bedroom monthly rent. The average 2014
HUD fair market rent for a two-bedroom for these counties is $1,318 per month. Vacancy rates
below 5% and positive rent growth attract investors and there is considerable demand in the resale
market for existing professionally managed complexes.

Typical of the Hudson Valley's class B sales, the 130-unit Dutch Village Apartments in Kingston in
Ulster County, a brick suburban garden complex built in 1973, sold for $7.65 million at the end of



2013 at a 7.2% cap-rate or near $59,000 per apartment. More attractive cap-rates and pricing are
available in the counties north of Rockland and Westchester. At the time of closing occupancy was
reported at 95% and monthly rents from $740 to $990. Value add investments such as this give the
buyer an opportunity to make targeted capital improvements, reposition the property in the market,
and raise the rents.
Expect a strengthening economy including job growth, new household formation, and income
increases in 2015 leading to strong demand for apartments from both tenants and investors.
Mortgage financing for multifamily sale transactions remains readily available from multiple sources
and at all time low interest rates.
Brian Heine is a licensed real estate broker in New York state.
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