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Executive summary
NYC's commercial real estate market faces converging pressure from tenant default risk, cap rate volatility, refinancing exposure, 
environmental and zoning liability, deferred maintenance, and rising insurance costs. The North Star Universal, LLC views these as 
interlocking risks: cash flow, valuation, and legal exposure now need to be managed together rather than in isolation, particularly as 
office vacancy approaches 20% and refinancing conditions remain tight.

The rise of tenant default and lease risk
NYC has seen a sharp rise in tenant defaults since the pandemic, with office vacancies hitting nearly 20% in Q2 2025. Lease risk is 
now a top concern for both landlords and lenders. We advise regular rent roll analysis and stress-testing cash flow stability against 
lease rollover timelines to safeguard income before shortfalls compound.

Cap rate compression and market fluctuations
Recovery is uneven across sectors: investor demand in urban logistics and life sciences is driving cap rate compression, even as 
commercial values in Midtown Manhattan dropped 8% last year. Valuation methods must adapt to these cyclical, sector-specific 
dynamics to preserve NOI rather than relying on a single market-wide assumption.

Interest rate, refinancing, and legal exposure
● Interest rate risk: the Fed's pause on rate hikes has not removed refinancing pressure, and loan covenants are under closer 

scrutiny amid shorter investment horizons — maintaining favorable DSCR is essential to avoid financial strain.

● Environmental and zoning: buildings in flood zones or seismic-risk areas require specialized coverage, and zoning or 
building code violations remain a hidden risk that can derail deals without proactive audits and title risk assessment.

Risk factor summary

Risk factor Current signal Advisory response

Tenant default / lease risk Office vacancy near 20% in Q2 2025; tenant 
defaults rising sharply since the pandemic

Regular rent roll analysis; stress-test cash 
flow against rollover timelines

Cap rate / valuation Midtown Manhattan values down 8% last year, 
even as logistics and life sciences compress

Adapt valuation methods to cyclical, 
sector-specific risk to protect NOI

Interest rate / refinancing Fed rate pause hasn't removed refinancing risk; 
loan covenants under closer scrutiny

Maintain favorable DSCR; plan 
refinancing well ahead of maturity

Environmental / zoning Flood zone, seismic, and zoning/code exposure 
often hidden until deal-stage

Proactive risk audits and updated title risk 
assessments

Deferred maintenance Overlooked upkeep increases tenant dissatisfaction 
and vacancy risk

Sustainable CapEx planning and routine 
systems inspections

Insurance / disaster 
exposure

NYC premiums up 15% last year; many buildings 
remain underinsured in flood-prone areas

Align coverage with actual exposure; 
reassess seismic risk annually

Asset management and insurance
Deferred maintenance is a frequent, underestimated driver of tenant dissatisfaction and vacancy risk; a disciplined asset 
management framework — sustainable CapEx planning and routine systems inspection — protects occupancy and long-term value. 
Meanwhile, NYC property insurance premiums rose 15% last year, yet many buildings, especially in flood-prone areas, remain 
underinsured. Coverage should be aligned with actual exposure, with seismic risk reassessed annually for older structures.

Outlook and recommendation
Understanding lease rollover risk and maintaining a clear, risk-adjusted exit strategy improves both cash flow stability and investor 
appeal. As a global CRE hub, NYC's risk trends carry implications beyond the city. We recommend owners align strategy across 



financial, physical, and legal risk forecasts rather than addressing each independently, positioning assets for resilience through the 
current cycle.
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