
The Appraisal Journal, July  2002318

features

abstract
Of the 320,000 rental

apartments converted to

cooperative ownership

over the past 20 years,

approximately 77% were

under a non-eviction plan.

Under such a plan, tenants

who were protected by the

highly restrictive rent

stabilization laws at the

time of conversion remain

protected for as long as

they choose to remain in

occupancy. The proper

valuation of this property

type requires an under-

standing of the complexi-

ties of New York City’s rent

stabilization guidelines, as

well as knowledge of the

nuances of the cooperative

apartment market. This

article explores the two

methods of estimating the

market value of these

occupied blocks.

The Appraisal of Occupied
Cooperative Apartments in
New York City by John Cicero, MAI

Over the past 20 years, more than 320,000 rental units have been converted to
cooperative or condominium ownership in New York City.1 Approximately 77% of
these units were converted under a non-eviction plan. Under a non-eviction plan, the
tenants in occupancy prior to the conversion are legally entitled to renew their leases, if
they were protected by some form of rent control at the time of conversion. The
motivation of the conversion plan is clear. With tenants enjoying a significant lease-
hold advantage in their apartments as a function of New York City’s highly restrictive
rent control laws, cooperative conversion gives the sponsor of the cooperative plan (the
lessor) the ability to immediately cash out of the investment. The lessor can then place
an underlying mortgage on the building and sell any vacant units on the open market
rather than rent them at the prescribed, regulated rent. Although the bulk of the con-
version activity took place during the mid 1980s, many lessors find themselves still
holding large blocks of occupied units. The valuation of these blocks poses particular
challenges for even the most experienced appraiser.

As the vast majority of buildings were converted to cooperative  rather than
condominium ownership, and since co-op apartments in New York City out-
number condominiums by nearly 6 to 1, this discussion focuses on the valua-
tion of a block of occupied, rent stabilized cooperative units. To truly under-
stand the liability (from the lessor’s perspective) of having a co-op unit occupied
by a tenant protected by some form of rent control, an overview of these com-
plex regulations is warranted.

Rent Stabilization and Rent Control
There are two types of rent control in New York City: rent control and rent
stabilization. Rent control is the older and more restrictive of the two. Dating
back to 1947 rent control was a means of protecting tenants from the severe
housing shortage following WWII. For a unit to be rent controlled, the build-
ing must have been constructed prior to 1947. In addition, the tenant must
have been in continuous occupancy prior to July 1, 1971.2 The rent is a func-

1. NYC Rent Guidelines Board, 2001 Housing Supply Report (June 5, 2001): 16.

2. NYS DHCR, Rent Administration, Operations and Services <http://www.dhcr.state.ny.us/ora/progs/
oraprogs.htm>.
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tion of the maximum base rent (MBR) system, which
is a function of the initial filing when the law went
into effect. A rent controlled apartment rents for a
fraction of market rent, typically generating insuffi-
cient rent for even basic building services. Due to
the significant leasehold advantage created by the
rent control guidelines, apartments seldom turn over
(in most cases only upon the tenant’s demise). There
were 52,562 rent controlled apartments in New York
City as of 1999,3 the most recent year for which
such statistics were reported. As very few rent con-
trolled apartments exist in converted cooperative
buildings, a focus on rent-stabilized units is war-
ranted.

Rent stabilization is the more common of the
two forms of rent control, regulating approximately
1.02 million units in New York City (as of 1999),
or about 48% of New York City’s entire housing
stock.4 Rent stabilization affects all apartments in
buildings with six or more units constructed between
February 1, 1947 and December 31, 1973. Build-
ings constructed after this time may be rent stabi-
lized if they are receiving tax benefits. Rental increases
are set by the Rent Guidelines Board for either one-
or two- year leases at the tenant’s choice. (These in-
creases are currently 4% for a one-year lease and 6%
for a two-year lease.) However, the Rent Regulation
Reform Act of 1997 provided greater opportunity
for landlords to realize an upside in rent stabilized
units, with a 20% increase permitted upon turn-
over of the unit (plus 0.6% per year if the unit has
been occupied for more than eight years) and a
“luxury decontrol” provision. This act allows the
landlord to file for deregulation if the unit becomes
vacant and has a legal rent of $2,000 per month or
if it is occupied, has a legal rent of $2,000 per month,
and the occupants earned in excess of $175,000 for
two successive years prior to the petition to deregu-
late.

Although there are exceptions and additional
provisions for possible increases not discussed here,
it is clear that the rent controls that exist are highly
complex and preserve rent levels well below market.
As a result, leases for rent-stabilized units are highly
coveted and act as a significant disincentive for the
lessee to ever vacate the apartment. The tenant may
have to pay ten times the rent for a comparable apart-
ment that is not rent stabilized.

With the average price of a cooperative apart-
ment in Manhattan increasing 51% from 1995–
2000,5 and with a greater opportunity for deregula-
tion due to luxury decontrol, there has been renewed
demand by investors for blocks of occupied coop-
eratives.

Valuation Methodology
There are two methods of valuing blocks of coop-
eratives. The first method, the “as-if-vacant” ratio
(AIV ratio) method, employs elements of the sales
comparison approach. This method was briefly de-
scribed by Eleanor Gunn, MAI, and John Simpson,
MAI, in terms of the cents-on-the-dollar returned
in their book, Cooperative Apartment Appraisal.6 The
second approach is a discounted cash flow model
akin to the developer’s method. But, the method
primarily used by market participants in New York
City is the AIV ratio, with a cash flow model serv-
ing as additional support.

“As-If-Vacant” Ratio
The AIV ratio method is a two-step process. In the
first step the appraiser estimates the gross sellout
value of all apartments in aggregate in the block be-
ing appraised. The gross sellout value represents the
aggregate of each unit’s gross sales price, defined by
the Dictionary of Real Estate Appraisal as the total
consideration paid before professional fees, commis-
sions, advertising, or other marketing expenses are
deducted.7 Note that this gross sellout value, by it-
self, is a hypothetical value representing what the
units would be expected to sell for if they were all
vacant, in marketable condition, and available for
sale as of the date of value. The estimation of the
gross sellout value is accomplished through an analy-
sis of individual co-op apartment sales. Ideally there
would have been sufficient third-party sales activity
within the co-op building containing the block of
units being appraised from which to reasonably in-
fer an aggregate gross sellout value for the subject.

Once  the gross sellout value has been established,
the second step is to extract an AIV Ratio from the
market. This is accomplished by researching sales of
blocks of occupied cooperatives. Such blocks should
consist of a similar number of units as the subject so
that they reflect the actions of a similar class of inves-
tors. This, in and of itself, is no easy task, given that

3. 2001 Housing Supply Report, Ibid.

4. 2001 Housing Supply Report, Ibid.

5. Miller Samuel, Inc., Douglas Elliman Manhattan Market Report 1991–2000, A Ten Year Study (Year End 2000): 7.

6. Eleanor Gunn and John Simpson, Cooperative Apartment Appraisal (Chicago: Appraisal Institute, 1997): 43.

7. Appraisal Institute, The Dictionary of Real Estate Appraisal, 3rd ed. (Chicago: Appraisal Institute, 1993): 165.
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co-op apartments are not real estate, but rather a stock
transfer of shares within the cooperative corporation,
entitling shareholders a proprietary lease for a spe-
cific unit purchased,  and, therefore, are not publicly
recorded. However, there are brokers who specialize
in this property type (occupied co-ops), and manag-
ing agents of co-op buildings would certainly be aware
of any such transactions. Articles in local trade papers
and even lenders active in the placement of coopera-
tive underlying mortgages are additional sources of
such sales information.

For each comparable sale, the AIV ratio is de-
termined by first estimating the gross sellout value
of all of the apartments in aggregate. In many in-
stances, a party to the transaction will be able to
report the buyer’s estimate of the gross sellout value
as if vacant. By dividing the actual price paid for the
block of apartments by the aggregate gross sellout
value, an AIV ratio is determined.

Just as the gross income multiplier (GIM) is not
adjusted in a conventional apartment complex ap-
praisal, neither is the AIV ratio adjusted. However,
the appropriate ratio to be applied to the subject is a
function of seven variables, each of which impacts
the risk associated with the subject as an investment.
These variables are cash flow, location, number of
vacant units in the block, physical condition of the
units, financial health of the corporation, tenant
incentives, and demographic profile.

Cash Flow. Perhaps the most critical issue affecting
the ratio applied is whether or not the units, in ag-
gregate, cover the monthly maintenance charges. The
monthly maintenance of a cooperative includes the
building’s operating costs, real estate taxes, and debt
service on the underlying mortgage. If the below-
market, stabilized rent is insufficient to cover the
normal monthly maintenance charge, the average
shortfall per unit should be compared to that of the
comparables. (Note that many blocks of occupied
co-ops in New York City have a shortfall. This does

not necessarily render the block of units unmarket-
able, but the additional monthly outlay is factored
into the investor’s purchase price. An investor ac-
quiring a block of units with vacancies may opt to
rent out the vacant units at market to subsidize the
shortfall on the occupied units.)

Location. It is hardly a new concept that location
affects property value, but it is particularly impor-
tant to remember here that the acquisition of a block
of occupied co-ops is a long-term investment. Due
to the positive leasehold advantage noted above, it
may be 10–20 years or more before the block is liq-
uidated. A strong, desirable location would add to
the security of the investment over the long term.

Number of Vacant Units in Block. Since vacant
units can be immediately resold or rented at mar-
ket, they are far more valuable than occupied, rent
stabilized units.

Physical Condition of the Units. Many units with
a long-term, below-market tenancy are quite dated,
requiring a complete renovation on turnover.

Financial Health of Co-op Corporation. It is im-
portant to review the financials for the cooperative
corporation to understand potential for maintenance
increases or special assessments (temporary charges
assessed on shareholders to pay for a capital improve-
ment project). For example, an inadequate reserve
fund indicates the building does not have the means
to pay for any capital work without imposing addi-
tional charges on the shareholders. For a holder of a
large block of units, this could require a significant
cash outlay. Another item to investigate is the terms
of the underlying mortgage. A near-term maturity
of a below-market mortgage (often put in place by
the  sponsor to artificially reduce the maintenance
during the sales period) may necessitate a mainte-
nance increase once it balloons.

Tenant Incentives. It is likely that the occupying
tenants have been offered some financial incentive
to vacate  their apartments at some point since the
building converted. Insider discounts are the norm
upon conversion, and additional cash incentives may
have been offered periodically. An understanding of
the types of incentives offered and the tenants’ re-
sponses will give the investor (and the appraiser)
some insight into the tenants’ commitment to re-
main in occupancy.

”

“By dividing the actual price
paid for the block of
apartments by the aggregate
gross sellout value, an AIV
ratio is determined.
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Demographic Profile. Since some units will turn
over only in the event of a tenant’s death, an inves-
tor is more inclined to purchase an apartment occu-
pied by a 98-year-old woman with emphysema than
by a 55-year-old active tennis player. Similarly, some
landlords and investors retain the services of a pri-
vate investigator to determine if a unit is occupied
illegally (e.g., an illegal sublet) which would permit
initiation of eviction proceedings.

Researching all the variables in a comparable sale
admittedly produce a high level of detail which will
not always be available in analyzing a sale or even in
analyzing the subject block of units, but as is true
with any other appraisal analysis, the greater the level
of detail, the greater the validity of the analysis. Clearly,
the verification with a party to the transaction is criti-
cal in such valuations. Only in such an interview can
the appraiser learn the investor’s perceptions of the
risk in the acquisition and which of the variables dis-
cussed above were instrumental in underwriting the
acquisition. Such information will also result in more
reliable assumptions being factored into the dis-
counted cash flow model, which is discussed later.

Case Study
To illustrate  the AIV ratio analysis, a hypothetical
example is presented.8 The subject consists of 70 co-
operative apartments in a 193-unit building on

Manhattan’s Upper East Side. Five of the units have
already turned over and are vacant; the remaining
65 units are all occupied and rent stabilized. The
apartments in aggregate produce an average short-
fall of $43 per unit per month. The co-op corpora-
tion is healthy with adequate reserves and no near-
term loan maturities. Beyond the initial insider dis-
count of 20% when the building converted to co-
operative ownership in 1990, there have been no
additional financial incentives offered to tenants to
vacate. There is no information available on the de-
mographic profile of the existing tenancy.

There has been sufficient sales activity within the
building to estimate an average gross sellout value of
$450 per square foot, or $24,412,500 based on the
aggregate 54,250+ square feet. Table 1 shows the bulk
sales comparables which were discovered during the
course of our research. A simple summary grid, with
plusses (+) and minuses (–), is used to indicate the
relationship between the variable in each comparable
and the same variable in the subject.

By making comparisons between the comparables
and the subject, it can be seen that the subject is most
similar to Sales  1, 4, and 5 which  have a narrow AIV
ratio range of 20.3%–26.8%. Ultimately Sales 1 and
5 are emphasized, and an AIV ratio of 23% is con-
cluded, resulting in the following value opinion:

the appraisal of occupied cooperative apartments in new york city

Table 1 Bulk Sales Comparables

Sale # Subject 1 2 3 4 5
Total units/vacant units 70/5 53/13 92/2 24/10 62/6 81/7
Gross sellout value $24,412,500 $16,090,800 $43,350,000 $11,970,900 $27,810,825 $35,290,000
Purchase price $3,878,000 $5,635,500 $5,135,500 $7,453,300 $7,180,000
AIV ratio 24.1% 13.0% 42.9% 26.8% 20.3%
Interest conveyed Leasehold9 Leasehold Leasehold Leasehold Leasehold Leasehold
Conditions of sale Normal Normal Normal Normal Normal Normal
Date of sale

(market conditions) 1/02 9/01 3/01 5/01 11/01 10/01
Location Very good Good/+ Very good/= Excellent/– Very good/= Good/+
% of units vacant 7% 13%/– 2%/+ 40%/– – 10%/= 9%/=
Average cash flow/shortfall

unit/mo ($43) $7/– ($117)/+ + $253/– – ($65)/= ($54)/=
Physical condition Very good Good/+ Very good/= Average/+ Excellent/– Very good/=
Financial health of Co-op Stable Stable/= Stable/= Stable/= Inferior/+ Stable/=
Tenant incentives None None/= Offered/+ Offered/+ None/= None/=
Demographic profile N/A N/A N/A N/A N/A N/A

8. The subject and the comparables in this example are hypothetical, but modeled after a recent assignment. In that case, the comparables were
provided by one of Manhattan’s leading sales brokers of occupied cooperatives. The gross sellout value and the average monthly cash flow (or
shortfall) was also reported by the broker, based on the investor’s estimate. The reported gross sellout value was checked by the appraiser against
recent sales of individual apartments with a residential brokerage firm.

9. The leasehold estate created in a cooperative is described by Jon Simpson, MAI in his article ”Valuing Sponsor Shares in a Cooperative Apartment,”
The Appraisal Journal (July 1993): 323–331.
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Gross Sellout Value × AIV Ratio = Value Opinion
$24,412,500 × 23% = $5,614,875

 $5,610,000
(rounded)

Discounted Cash Flow Model
Implicit in the AIV ratio applied to the gross sellout
value in the preceding analysis is the risk incurred
by the investor in holding occupied units  until they
are vacant and can be renovated and sold at market
value or rented at a market rent. The benefit to the
investor, therefore, is a blend of rental and sales pro-
ceeds until all of the units are sold or rented at mar-
ket. A number of assumptions are necessarily built
into this model, the most important of which is the
attrition rate of the occupied units. The appraiser
can use historical attrition as a guide or even actu-
arial tables based on the demographic profile of the
occupying tenants, if available.

In the discounted cash flow analysis, which is
modeled after a conventional subdivision analysis, the
investor reflects all costs associated with maintaining
the investment. The following costs are associated with
the rental units as well as the apartments upon sale.

Rental units:
• Monthly maintenance. This charge is specified

by the cooperative corporation.
• Management. The management of the entire

building is included in the maintenance fee;
therefore, this cost addresses the management
of the rental units only, e.g., rent collection, re-
pairs, etc.

• Repairs. As a co-op, the units are privately owned,
but the investor is obligated to provide basic
services to the tenants, including appliance re-
pairs and painting.

• Miscellaneous costs. Additional costs such as pro-
fessional fees are considered in this category.

Upon sale:
• Gut renovation. A moderate to extensive reno-

vation is often required.
• Sales cost. This includes the broker’s commission

and advertising costs.
• Legal and closing costs. This category includes

attorney fees and transfer tax.
• Profit. Profit upon sale of each unit must be con-

sidered because it represents the primary moti-
vation for the investor.

The following cash flow model assumes that the
five vacant units are sold in the first year, with the
65 remaining rent stabilized units turning over at a
rate of four per year. Thus, the block will be com-
pletely liquidated in 17 years. Note that apartments
which turn over are assumed to vacate in the begin-
ning of the year and sell at the end of the year in
recognition of the time required to renovate the unit,
find a buyer, and close the sale. This results in no
revenue for the vacated units for the year, but full
maintenance charges are still incurred by the inves-
tor. Three percent average annual growth is projected
for the rental income, which reflects a blend of one-
and two-year lease renewals over the long term.
Moderate inflationary growth of 3.0% is also pro-
jected for the sellout price of the renovated apart-
ments. The average apartment size is 775± square
feet.

The following additional assumptions are incor-
porated into the model:

Rental assumptions
Average rent (stabilized apt) $660 per unit per month

Average rent (market) $3,200 per unit per month

Monthly maintenance/unit $885 per unit per month

Management 2% of effective gross
income (EGI)

Repairs/miscellaneous $600 per unit per year

Sales assumptions
Average sale price/unit $348,750 (avg. unit size

of 775 SF × $450/SF)

Renovation cost/unit $18,000 per unit upon
turnover

Sales cost 4% of sale price

Legal and closing 2% of sale price

Profit 10% of sale price

In the book Cooperative Apartment Appraisal, the
authors discount the net rental and sales revenue at
different rates to reflect the additional risk associ-
ated with the attrition and eventual sale of the units.10

In this instance, the rental units produce an annual
shortfall, and, therefore, all proceeds are a function
of the unit sales.

In the discounted cash flow analysis shown in
Table 2, a profit of 10% of the sale price was de-
ducted upon sale of each unit and the resulting cash

10. Eleanor Gunn and John Simpson, Cooperative Apartment Appraisal (Chicago: Appraisal Institute, 1997): 38.
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flows were discounted at 18%. Alternatively, the
model could be developed without any deduction
for profit if a higher overall yield rate were used. At
a minimum, the value that results from this model
should be used to check the implied pre-profit yield
rate for its reasonableness. By adding the profit back
into the cash flow, based on the implied value of
$5.66 million the appraiser can then solve for yield.
In this instance, the pre-profit yield rate is 20.9%,
which represents the entire return of and return on
the investment. This appears to be a reasonable re-
turn given the risks discussed previously.

Conclusion
The AIV ratio and discounted cash flow model re-
sult in similar value conclusions, $5.61 million and
$5.66 million respectively. The discounted cash flow
model serves best as a general check on the AIV ra-
tio, which is the method predominantly used by
buyers and brokers for this type of property. Because
of the number of assumptions necessarily built into
the cash flow model, its reliability as a valuation tool
is diminished. It is most useful, however, when there
are few meaningful sales of occupied co-op units
from which to infer an AIV ratio.

As stated in 2001 Housing Supply Report, pub-
lished by the NYC Rent Guidelines Board:

While the total number of units converted to co-ops
or condos has dropped overall in recent years, residual
effects remain because of the time lag in the impact
of conversions on the housing market…Thus, thou-
sands of renter-occupied units are being converted as
tenants under non-eviction plans move out, even as
the number of units accepted for conversion have
declined in recent years. 11

Therefore, while the pool of occupied blocks of
co-ops may continue to decline in future years, this
property type will by no means disappear. As long as
rent controls continue and demand for owner-occu-
pancy exists, the valuation of occupied blocks of these
units will present opportunities for the appraiser.
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