
  

CAPITAL MARKETS

NOVEMBER/DECEMBER 2016 STUDENTHOUSINGBUSINESS.COM42

Dollars and Deals
With Treasury rates on the rise and banks slowing down on construction financing, the industry is 
seeing a shift. But, say many, capital is still available for the sector.

By Randall Shearin

T
The good news for everyone in the student 
housing business is that banks are still lending. 
While loans for multifamily assets in general, 
including student housing, are not as easy to 
obtain as they once were, there is still avail-
ability of capital in the market, according to 
the sources we spoke with for this article. Of 
recent concern to many borrowers has been 
the runup in the 10-year U.S. Treasury rate 
since the presidential election. At press time, 
the 10-year Treasury rate was at 2.23 percent, 
roughly 87 basis points higher than where it 
was on July 5 and 41 basis points higher than 
it was the day before the election. While rates 
have risen significantly in the short term, they 
are currently on par with where they began 
2016 and, as many were quick to point out, are 
still at historic lows. There is some also concern 
that the Federal Reserve Bank will raise rates 
at the beginning of December, causing many 
borrowers to lock in financing now.

While the rising Treasury rate environment 
is causing many student housing investment 
deals to be re-traded, it is not slowing many 
investors from buying assets. At present, 
according to our sources, there are numer-
ous equity/operator joint venture groups with 
large portfolios under contract set to close 
in the beginning of 2017. However, banking 
regulations, like the Dodd-Frank Wall Street 
Reform and Consumer Protection Act, have 
caused many banks to rethink how much they 
lend in each sector of real estate. Many have 
limited their multifamily financing because 
of dollars committed to projects that have not 
yet delivered or fear of overbuilding in some 
markets. 

Treasury Rate Run
The sudden spike in U.S. Treasury rates 

since the presidential election has caused con-
cern for many borrowers and lenders. There 
has not been a runup in Treasury rates this 
quickly since the early 1990s. 

“The recent runup in Treasuries has caused 
deals that were in process to re-trade,” says 
Will Baker, managing director of Walker & 
Dunlop. “A 50 basis point delta in rates has a 
major detrimental effect on returns. There will 
be a lot of renegotiated purchase prices as a 
result of the rise in Treasuries.”

“We have deals that are moving sideways 
because the rate has moved substantially, 
which really eats into a borrower’s cash-on-

cash return,” says Lee Weaver, senior vice 
president and senior director at NorthMarq 
Capital. “In those cases, cap rates will adjust 
because of the interest rate pressure. It is so 
new we are seeing transactions move, but 
nothing has closed subsequent to the rates 
moving. We are still in a period of cheap 
money.”

Intermediaries in the business for a long 
time always anticipate some volatility around 
election and transition times, so they prepped 
many clients ahead of time.

“We were able to get a lot of deals locked up 
and prepared ahead of the election,” says Ben 
Roelke, first vice president at CBRE. “There 
are a lot of deals on the acquisition front at the 
beginning stages. We haven’t seen any large 
impact on those deals because of the volatility. 
Some deals are using floating-rate financing, 
which is not impacted by Treasury rates, and 
others have baked in a spread that isn’t so tight 
that they have to change direction.”

While there may be some immediate con-
cern as buyers adjust to the changing interest 
rate environment during the course of deals, 
many sources remind readers that, historically, 
rates are still quite low and there are parties 
eager to lend on student housing assets.

“Rates are still great,” says Baker. “While we 
are higher than where we have been with Trea-
sury rates for most of 2016, historically speak-
ing it is incredibly low. Most economists at the 
start of the year thought we would be closing 
in on 2.8 percent by now. It takes a little per-
spective to realize that all-in rates are around 
4.5 percent, and that is very attractive.”

In the immediate aftermath of the runup, 

most borrowers are choosing to bring a bit 
more equity to the closing table to achieve pro 
formas, while in the cases of sales, some are 
pushing on price. For many borrowers, going 
to the table now is rolling the dice between 
getting a lower rate now and hedging what 
may come later. Most sources viewed this as an 
adjustment that would work its way into deals 
after the short-term shock, and was mostly 
affecting deals on the table that didn’t expect 
the change.

“Our expectation is that we are going to be 
in this stage for a little while,” says Roelke. 
“With deals that aren’t closing until early 2017, 
we are likely to see some compression on the 
spread or the Treasury side, where we are not 
going to have this as the new normal.”

Intermediaries and lenders also say the 
runup in the market hasn’t caused borrowers 
to come rushing to the table. 

New Construction Lending
Construction financing has slowed consid-

erably, with many banks committed to multi-
family projects — many of them non-student 
— that haven’t opened yet, as well as regula-
tory issues affecting where and how much 
money they can place. The main limitations 
from banks, however, come from regulators, 
who have cautioned on overexposure to a sin-
gle asset class to prevent a problem like 2008. 

A number of larger lenders have slowed 
their lending to multifamily and student hous-
ing developers as conditions change for them 
in a more regulated environment.

“We’ve seen a little pullback from the money 
center banks — the large institutions like Wells 
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Fargo, JP Morgan, PNC and Bank of 
America,” says Tim Bradley, found-
er of TSB Capital Advisors. “We 
are also seeing regional banks pull 
back on construction lending in 
multifamily and student housing. 
The pullback has been on expensive 
deals with loan amount requests 
over $50 million. While financing is 
available, we are mostly seeing 60 
to 70 percent loan-to-value depend-
ing on the total size of the transac-
tion. Lenders are not underwriting 
trending rents anymore.” 

In the past, many developers 
had relationships with banks with 
which they regularly partnered 
for construction lending. That has 
changed over the past few years 
as banks have reeled in their mul-
tifamily and student housing 
lending.

“The biggest change this year 
has been developers coming to us 
to assist them with construction 
financing as that market continues 
to get more and more challenging 
for them,” says Roelke. “They can-
not go to their standard three or 
five relationship lenders and get 
the same terms they were seeing in 
the past. We have stepped in, and 
we’ve seen a significant amount of 
volume in construction lending.”

That change has affected the 
terms that many borrowers see 
from banks.

“Banks have pulled back on 
leverage and increased pricing 
as the regulators have cautioned 
them against being overweight in 
real estate,” says Matt Greer, senior 
managing director for capital mar-
kets at ARA. “Borrowers are lucky 
enough to get financing quotes that 
have seen 70 to 75 percent loan-
to-cost at 225 to 250 basis points 
over LIBOR turn into 55 to 60 per-
cent loan-to-cost at 300 to 350 basis 
points over LIBOR. Higher pricing 
increases costs and lower leverage 
increases required equity, which 
further lowers yield.”

In general, the pullback from 
lenders has caused developers to 
shop more thoroughly, or partner 
with new sources for debt. 

“You have fewer lenders putting 
out term sheets at certain levels, 
and those who are know that they 
can typically command the terms 
more than the developer can com-
mand the terms,” says Roelke. 
“That means developers have to 
cast a wider net and go to the lend-
ers who haven’t been as active in 

this cycle and who don’t have allo-
cation issues.”

CBRE has financed a number 
of deals with banks who were not 
active in student housing in the 
past few years, and who are not the 

largest names out there. CBRE has 
also had to create a capital package, 
more or less syndicating the financ-
ing to several banks on larger deals. 
Many intermediaries reported they 
were having to create similar struc-

tures on developments requiring 
financing greater than $35 million.

“On the banking side, they are 
not taking down large loans them-
selves,” says Roelke. “They like to 
partner up and, a lot of times, they 
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are relying on us to go and find the 
pieces.”

Equity partners are now common 
in the space for many operators, 
taking a lot of worry off the table.

“The demographic drivers, sta-
bility, and large number of high-
quality but undercapitalized oper-
ators make the space particularly 
interesting to foreign capital and 
ultra-high net worth investors seek-
ing better returns in more ineffi-
cient sectors,” says Justin Glasgow, 
senior managing director, capital 
markets, for Cushman & Wakefield. 
“And one big theme is the desire of 
these partners – and others – to buy 
into existing assets and establish a 
consistent pipeline through some 
sort of programmatic partnership 
or entity-level investment. Investor 
feedback is they want current yield, 
deal flow and they want it with 
best-in-class operators.”

Many see that, with a new White 
House administration in place, the 
government may loosen regula-
tions. Banks are healthier now than 

they were before the Great Reces-
sion, many having reserves much 
greater than what is required of 
them by government regulation. As 
of October 2016, U.S. banks had 
$1.9 trillion in excess reserves.

“The pullback is not because we 
are not in a healthy environment,” 
says Bradley. “This is government 
agencies coming down on the insti-
tutions warning they don’t want 
them over allocated with construc-
tion loans or having covenants that 
are too loose.”

With the student housing sector, 
there is another, deeper concern, 
say some lenders. A number of 
lenders have had bad experiences, 
even with veteran developers, with 
late deliveries in recent years that 
cause returns to be missed. As a 
result, while the long-term funda-
mentals may be strong, many are 
not willing to take the risk with 
construction lending. 

“It has been hit and miss with 
delivering on time and problems 
with the projects,” says Sarah 

Candy, vice president and relation-
ship manager with San Francisco-
based Bank of the West. “The bank 
has taken the position that we are 
going to be extremely selective in 
the projects that we do in student 
housing.”

Because of past deals, many 
banks have placed more empha-
sis on who they do business with. 
Expertise with operations is as 
important as expertise in develop-
ment, says Charles Williams, senior 
vice president of real estate with 
KeyBank.

“With student housing, a lot of 
that falls back to the sponsorship,” 
he says. “You have to hit it right. 
If you have to deliver a project in 
October, you have missed a whole 
year. In an apartment building or 
seniors housing project, you’ve 
only missed a couple months. In 
this environment, you have the 
banks tightening and you have a 
shortage of labor. If you have an 
inexperienced operator, you will 
wonder, ‘Will they hit their August 

delivery if they are coming out of 
the ground the previous September, 
or will it be another year?’”

Bank of the West financed proj-
ects near California State Univer-
sity-Stanislaus and Colorado State 
University in 2016, as well as a proj-
ect at the University of the Pacific. 
For private developers, Bank of the 
West has stringent criteria to meet.

“Our baseline standard is a devel-
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oper who has done at least five suc-
cessful developments where they 
have hit their targets,” says Candy. 
“It is coming to a place where, 
maybe for the next few years, the 
market needs to catch up with 
existing supply in some markets 
in order to get the occupancy and 
rents that were forecast in the pro 
formas.” 

Many lenders and intermediaries, 
though, see the contraction from 
lenders as a healthy characteristic 
for the industry for the long term. 

“The discipline in the market has 
really kept everyone from getting 
out over their skis, like we saw in 
2007,” says Weaver of NorthMarq 
Capital. 

NorthMarq, in partnership with 
one of its correspondent lenders, 
has launched an on-campus pro-
gram for universities and related 
developers who want to borrow to 
build new housing. The program 
will also consider off-campus prop-
erties with a university relation-
ship. That program lends up to 100 
percent of construction costs for 
properties that have some level of 
university involvement.

The program is for properties 
with a BBB+ credit rating or bet-
ter. The program, says Weaver, has 
allowed developers to access a cap-
ital stack that otherwise would not 
be available.

 “It is a very attractive program 
for those doing work with universi-
ties, and it’s attractive to a univer-
sity because it creates more flexibil-
ity and allows for off balance sheet 
accounting,” he says. 

NorthMarq recently closed a $78 
million deal at UNLV and has sev-
eral other deals in the program in 
underwriting/processing.  

Acquisition Financing and 
Refinancing

For debt on existing projects, 
either through acquisition or refi-
nance, the situation is relatively 
positive. 

“The fourth quarter is typically 
the refinance of the products that 
came on-line for the fall,” says Wil-
liams. “You’ll see trades enter the 
picture toward the end of the school 
year; that is when the acquisition 
market tends to pick up — toward 
the end of the second quarter. The 
potential buyers are getting a sneak 
peak at the pre-leasing for the fall.”

The cycle of more property sales 
in the fourth quarter has shifted 
to throughout the year, say many 
sources. That hasn’t stopped the 
fall from being the busiest time 
for the financing industry, though. 
This fall, intermediaries and lend-
ers saw a rush of student housing 
owners wanting to place perma-
nent financing on their properties 
after a strong lease-up season that 
included robust increases in rental 
rates.

“With rents going up across the 
board in fall 2016, a lot of own-
ers are seeing some healthy NOI 
bumps, so some of them are taking 
advantage of that and pulling cash 
out with a refinance,” says Baker.

“Once rents were locked in and 
they saw that rents improved, they 
knew it would support a good 
transaction for them,” says Roelke. 
“We saw a lot of refinancings, and a 
number of new capitalization struc-
tures with new partners, for exam-
ple. A lot of people have done very 
well and are looking at ways to 
unlock some equity in their deals.”

Freddie Mac also sees that trend 
shifting so that acquisitions are 
now moving to the first quarter.

“Last year, we saw a lot of deals 
trade in December, January, Febru-
ary and early March,” says Rich 
Martinez, vice president, produc-
tion and sales for Freddie Mac. 
“That is a little more challenging. If 
you close in March, you are not sure 
what occupancy is going to be in 
September. We saw a trend for sev-
eral years where most acquisitions 
were done in a six-month window 
between June and December. This 
year, that window changed so that 
most assets closed in the first half 
of the year. That is a challenge for 
a lender. Any property that clos-
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es between January and June, we 
set up a three-month debt service 
reserve.”

That reserve is released once 
the underwriting pro formas on 
the property have been achieved. 
If they are not achieved, depend-
ing on the answers discovered, the 
underwriting may be modified.

KeyBank is one player that has 
remained active in the student 
housing sector. The bank likes the 
demographics, fundamentals and 
characteristics of student housing, 
and considers the sector an impor-
tant part of its business.

“We believe in the space,” says 
Williams. “What we tend to see is a 
lot of Class A deals that are coming 
out of construction and lease up.”

Like many lenders, KeyBank likes 
properties that are close to cam-
pus, preferably walking distance. 
The bank also likes strong sponsors 
who have experience in student 
housing. It also prefers properties 
that are not too far outside the box 
with what has been successful in 
the market in the past.

“Banks like the term business,” 

says Bradley. “That business really 
hasn’t changed much for stabilized 
assets.”

Many sources believe that Fred-
die Mac and Fannie Mae, the two 
government-sponsored enterprise 
lenders (GSEs) still offer the best 
programs for those seeking to 
finance multifamily. With terms 
better than CMBS debt, agency 
underwritten programs are the pre-
ferred method. 

“The agencies are alive and kick-
ing,” says Bradley. 

Freddie Mac is having a strong 
year, reports Martinez. However, 
he says, 2016 will not end up being 
as strong as 2015 was for the agen-
cy. Fannie Mae is having a record 
year, with volume exceeding $46 
billion as of October, according to 
Sharon Karaffa, director, multifam-
ily, for Fannie Mae.  

“The climate for acquisition 
financing is strong,” says Martinez. 
“Occupancy and rent growth are 
strong.”

CBRE also completes a high vol-
ume of loans through both Fred-
die Mac and Fannie Mae. Roelke 

reports that if the agencies are not 
aggressive with a deal, it is usually 
because they are concerned about 
the credit quality of the asset or the 
borrower. Fannie Mae has been the 
leader in 2016, significantly expand-
ing its footprint in student housing 
through its structured transactions 
products.

“Our credit facility execution 
allows ultimate flexibility in man-
aging debt for portfolio owners,” 
says Karaffa. “We’ve seen both con-
solidation in the student housing 

industry with portfolio sales as well 
as new entrants. In either case, port-
folio owners are looking for flexible 
and efficient financing.”

Both Freddie and Fannie have 
begun to offer programs for 
“green” properties that carry even 
better terms. These programs, like 
Freddie Mac’s Green Advantage, 
allow borrowers to qualify for more 
funding if they commit their prop-
erties to save water and energy. An 
energy audit is required, but Fred-
die Mac reimburses the borrower 

“
If [a property] can demonstrate 15 
percent savings in water or energy, 

and the improvements to achieve 
that savings total $250 or more per 
unit, Freddie Mac will discount its 

price from 5 to 25 basis points.” 
— Rich Martinez, Vice President, 

Production and Sales, Freddie Mac
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up to $3,500 if they end up closing 
a loan in the program. Sources tell 
SHB that many properties can qualify 
for these programs, because a num-
ber of them require a commitment to 
improve items based on the audit.  

“We are now running a test on 
every student housing property that 
we underwrite to see if it can qualify,” 
says Baker.  

Martinez says that the programs 
are only for properties built in 2000 
or before, that are making substan-
tial improvements in energy efficien-
cy. Each subject property must get a 
report from an authorized vendor.

“If the report can demonstrate 15 
percent savings in either water or 
energy, and the improvements to 
achieve that savings total $250 or 
more per unit, Freddie Mac will dis-
count its price from 5 to 25 basis 
points,” says Martinez.

Freddie Mac’s green programs are 
good for value add strategies that a 
lot of owners have adopted.

Similarly, Fannie Mae has Green 
Financing products available to bor-
rowers as well. Its Green Certification 
program is available to properties that 
have a recognized Green Building 
Certification and its Green Rewards 
program will incentivize properties 
that generate 20 percent savings in 
water or energy consumption.

Life companies are another factor 
at play in the student housing finance 
market. Many prefer to invest only at 
properties near top tier schools or in 
major metropolitan areas. They prefer 
stabilized assets as close to campus 
as possible, with a strong sponsor 
with a good track record. While life 
companies have lower loan-to-value 
ratios — usually around 65 percent or 
less — they offer better pricing.

“They continue to be selective, but 
for those deals that they want, it will 

be a significant pricing differential 
— as much as 20 or 25 basis points 
inside the competition,” says Roelke. 
“That pricing can help drive attrac-
tive returns for borrowers who can 
take a little less leverage.”

The CMBS market offers such 
uncompetitive terms currently 
that the financing vehicle is not an 
option for student housing deals, say 
intermediaries. 

Bullish on the Industry
Despite the restrictions on their abil-

ities to lend at present, many lenders 
are still bullish on the student hous-
ing sector. Lenders love that there 
are usually multiple guarantors of the 
leases for student housing — multiple 
sets of well-heeled parents co-signing 
leases helps minimize the credit risk 
— and the long term fundamentals of 
educational-based housing. 

“Parental guarantees and by-the-
bed leasing offer some certainty of 
cash flow that conventional multi-
family doesn’t provide,” says Greer. 
“Growing enrollments at large pub-
lic universities are ‘music to lenders’ 
ears’ as well. Those schools are not 
going anywhere, and they will not 
lower enrollment. Occupancies can 
often creep up to 99 to 100 percent 
and stay there for a year.”

In conventional multifamily, you 
may have a 22-year-old tenant with 
no job history signing the lease on an 
entire unit. With student housing you 
have multiple parents in their prime 
income earning years signing a lease. 

“The agencies and life companies 
have been on board with student 
housing for some time, and they con-
tinue to get more comfortable with 
the credit profile every year,” says 
Weaver. “They also recognize the 
market-to-market profile of the asset 
class as well.” SHB
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