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Real Estate Finance

Benefits Abound from Developer,
Lender, Community Partnerships

By DAV M, TEITELBALIA
Proaidiesd, Teiteibaum Holdings Lid,,
Wrw Ttk

The siartling shifis in the LS, economy
avel the pait several years are bringing
dramatic and fundamental changes in
the way wrban real estate will be de-
veloped and financed in the fuline,

Cnce, developers could count on an
endless supply of easy maorigages from
& wide variety of sources for jusi abowl
any type of rlrn[pl::l they had in mind.
Today, mortgage linancing has withered

rastically, thanks fo the energy crisis,
~xarimg inflation and prohibitive Intenest
rates, and real estate developen are now
hard-piesied 1o lmd momey feom any
source al any price

[smayed by hyrocketing censtruc-
Hon costs aned |1i1h::||]1.-|:| by the RisvErmn-
ment 1o restrict credit, lenders oday
have hecome less and less interested 0
putting thisir ireriey mia traditional roal
late relationships. A 13% return on
deht w just not attractive . in |r1r|.a:|:i;_'|n..l|.‘:,-
times. Neither is locking ufy money for
A0 or 40 years on speculative deals when
there i lithle conlidence that markes
interesi rates will remain: stable

Thirs, banks and thrift institutions have
begun 1o rethink their rale in the de
velopment scheme, More and more are
coming to the conclusion that the only
way in which they can viably parficipate
under today's changed economic condi-
tions is (o become a full-edged parine
in thi development process,

in increasing numbers, financial in-
siifuticens have |'||'_l!,:.;:|l JERImNE - e b L -
ban development projecis of all kinds
They are seeking oul those succesiful
dt'rt'h'.li:lrr.-. wehics lave the ¢ .1;:.:||:|i|i|ir"l. Fo
guaranter oompletion, nrxl’n;mnnrr ani
arice. And they are benelitting from the

juities m & peroject, nol just the return
an it debi.

Thess institutions are inding disting
advaniages in such a relationship. For
one thing, the linancial benefits are
substantial; in addition 1o interest, the
lispiekisr .Imli!r. fhee mensfiie B-80 weith the
building (its tracitional roale for many
years], gut now is cormimited to sharing
the risks and enjoying the financial re-
wards of a specific venture,

Cowernmental involvemnent has come
about through the increase in adaptive
reegse al distressed wrban structures
specialists in this area are looking more
and mare 1o under-utilized public build-
ings as excellent sources of conversion
candidares. These wonderful ofd struc-
tures exisl in cilties across the natiomn, By
enlisting the aid and cooperation of lecal
city agencies — by m;h:i.nE theerm, in
effect, partners in the work — de-
velopers have been able 1o take advan-
tage of some unusual conversion op-
portunities

This is especially true if the conversion
deals with a landmark structure. But
here, developers mast expect to take on
2 ot more than one governmental part-
ner,

Chur most recent efforns are concen-
trated in Mew York City, One example
is the recycling of the former Federal
Archive Bullding in Manhattan's Green-
wich Village, The project is unique: it is
the first transfer of a mational monument
for re-use @ a residential, commercial,
reCreational and cultural facility. But it
absa stands as a classle example of what
developers of urban property can expect
to face in the decade ahead,

Iri its planning, financing and construc-
tian, ' The Archived” project containg all
the ingredients of the changed condi-
tigns mentioned above, Thus, it may
prove helpful hene 1o loak at this unwual
project In detail

Fiest of. all, the conversion of “The
Ajehives” v conslstent with a pro-
pounced irend in many citles af turning
ol commercial srructunes into . mixed-
s boxild Nt ik ﬂ:g,-.'n-rkl:'!'mg 6
struction and financing Costi pricing new
far-sale apartments bevond the means of
micesl lirst-home p,.lch.\mri. e = g o
paisting buildings has proven 1o be an
attractive allernatine lor bath rlrueln-ptl':-
and home buyers

such  struciures  offer  developers
architectural features impossible to du-
plicate gt ioday's prices. Their rehabilita-+
tion can be accomplished at a fraction
af the oot of new houslng, Herce the
number of for-sale apartments created
fram ald factories, warshouses and of-
fice buildings 0 clties s increasing
throughout the country

Another trend s the planned develop-
ment of “The Archives” as a mived-use
facilley of cooperative apariments, com-
mercial space snd cultursl end recrea-
tional activithes, Developern are begin-
ning to realize that the numbers will not
always pencil aut In a large compley
dﬁmcﬁﬂﬂfﬂ'l]‘ to housing., And that
the addition of complementing non-
resldential facilities will Aot untr

1]!."‘-'t'|':'l|:l-|.'| Fusi gt he , sinie fiEfadieey jre
forming these ventures with anly the
more  substantial  builder/developers,
'lthr are heldping o &nsure that theds
investment stands the bew chance ol
paying off.

Moreover, lender money in such a
telationship s ted up for & relatively
short period — wiually, no mone than
three years. And sinog the developer
maore often than not i requined to fronts
end the inhial costis, the lender is not
really putting up anything ar first except
a tomrmbmeeEnt Lo 11r1:|'.-|l:E|_- Frvcki gy

Federal Archive Building

T r= | [ o=

become, i elfiect, a subsidlary of 8 hlg
|!e-'.|_=-l1_|pmunlj.' tirrm, The Large baailders;
in turm, will spim off joint wentures with
wnall, ieglonal development concern
Thus a whale serhes of inter-related
parinerihips willl emanate from the new
||1"|.|:_'||||:-r'r-'1|'l|-5|-r Efrangemeil

This trend i America has just begun
althowgh Furapeans have done business
this weay fod years. 11 will be the classic
business shake-out; the strong will sur-
vive and the weak will disappear or align
thoemsehves with thoss Bt er r'l:;IJ.IFII.II.‘IJ

Fiy Cafry on

Thi mnpact of such & parinerhip on
the: buildimg community will become
aVEN  mofe  appanent s thie decachs
progresses. Small builders, increasingly
shut out of the developer/lender part-
.'w-HhiF:-_ will have 1o rely on the credil
and trark record of a laree bullder and
enhance a development’s financial
viability, but also make it infinitely more
attractive fo pr ive residents.

Thirdly, the fact that *The Archives"”
is a historic structure is ical of a
growing interest in landmark and na-
tional monument bulldings by urbamn
developers. These structures abound in
cities thoughout the Eastern seaboard.
Thl':'|.' olten can be pu rehased from By
ernmental agencies for creative adaptive
Te-ue; cities see such re-use as an ideal
answer to their acute shortages of apari-
ments and commercial facilities.

Finally, “The Archives” conversion is
reguiring the comples interplay among
doveloper, lender and government that
surely will become a part of the urban
developmental scene in the years ahead.
Even in s approval phases, this project
has Involved more than 30 different
public and private agencies — each with
its own special needs and ohjectives

Much of the Erpund‘lm:lrk far  the
fransfer of this Federally-owned mon-
ument has been handled by the Mew
York Cily Landmarks Conservancy, a
local non-profit group. Its help was badly
necded because this project has necessi-
fated governmental approvals on city,
state and Federal levels,

This building s being donated by the
LS General Services Administration un-
der the Historic Monument Act of 1949
to a subsidy of the Mew York State Urban
Development Corporation. We are leas-
ing the structure for 99 years under an
arrangement in which our payment for
the property goes into a revolving fund
for preservation of historic buildings in
the city. And our lese paymenls —
which amount 1o about $10,000 8 unit —
AnE '|':|Jiﬂ‘ |.|:|'.|-|::nr11_

We will create 350 large apanments in
the building and they will be sold as
leaschold cooperatives. We will retain
the commercial, recrestional and cul-
tural sections af the project and lease out
this sparce conventionally.

Our total development  costs, esti=
mated at $35-%40 million, will come from
an institutional investor, who will also be
our pariner in the venture, The fender's
maoney will be repald on a priority basis,
In addition 1o interest, the institution will
share equally in the profits.

Bt isn't necessary o be invalved with
a monument of a3 landmark building,
however, to have community groups as
a pariner, nor need the development
COmLam hnuf.lng, An ape el;a;mph_v % our
participation in a $32k-million venture fo
rewitahize the downtown Flatbush section
of Brooklyn — a strictly commercial
prizject which s also requicing a partnes -
ship among developer, lender and com-
ity

Here, we are working with the Flatbush
Develepment Corporation, a non-profit
agency composed of people who Hee

Todav's developer and lender maisn be
prapared 16 make roam Fof il another
addition to (heir partnenhip. Recently,
wieve weEn The emergenoe ol thas com-
munily a5 an sctive participant in urban
developméntal efforis, Lovernment s
nol - merelv supobdneg  incentives fod
andsar work in the area. Armed with %2
million of Federal Community Develop-
ment Grants, the group has purchased
ihe 4,000 seal Loew's Theater to save it
from destruction. As the group’s general
partner, we will undertake the recycling
of this incredible theatre into the heard
of @ new shopping center. We will also
provide a 1,500-car parking facility and
construct a 125, 000-sguare-fest com-
meerclal link between fwo deparimen
SEEHr s .p|ﬂ:a.d', an the site,

There are other members af this part-
nership 1o revitalize and solidify Flai-
bush's business core. Since the area has
been declared an urban renewal district,
the Federal government is involved. And
a major bank ks interested in becoming
cur bead fimancial institution, and will
|'.'I-il'[|f.'ip.:-|1: in the pm!iﬂ_

Here then are two wvery  dilferent
prejects, linked only by the fact that they
bath emphasize idm:'ue re-une rather
than new comstruction, and are being
developed through the efforts of a
unigque point venture composed of de-
yeloper, financial instiution and com-
miumity. Such partnesships will ungues-
tionably be the hallmark of wrban de-
velopment in the decade ahead. They
may likely prove 1o be the vehicle for
saving many of our cities now threatened
with economic stagnation, [ |
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