CONCRETE THOUGHTS

How Bad 2009 Was for Building Sales

And what 2010 might bring: a jump in sales volume, though flat pricing
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sucked. I mean, it really ter banks withdrew from
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demeanor of participants tunate that we have very ac-
in the marketplace was tive community and region-
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tions in terms of numbers
and statistics rather than .
adjectives. The analysis that follows
will show you just how bad the build-
ing sales market was in 2009.

The marketplace that I will cov-
er here is New York City, leaving out
Staten Island. Qur statistical sample
includes approximately 165,000 prop-
erties. In 2009, there were $6.3 billion
worth of building sales transactions
(this includes all sales above $500,000
in value). This level of sales was down
75 percent from the $25.3 billion in
sales that occurred in 2008 and down
90 percent from the record $62.2 bil-
lion in sales that occurred in 2007,

Of this $6.3 billion in sales, 32.6
percent occurred in the office-build-
ing segment; multifamily properties
made up about 20 percent of the dol-
lar volume. Dollar volume dropped
the most in Manhattan, which saw a
92 percent reduction from the peak;
and the smallest drop was in Queens,
which saw a 77 percent reduction in
volume from the peak.

In 2009, there were 1,436 buildings
sold, which was down 54 percent from
the 3,144 buildings sold in 2008 and
down 71 percent from the 5,018 that
were sold in 2007 The most active
segment within these sales was multi-
family, which saw 443 buildings trad-
ed, or roughly 30 percent of the to-
tal. Office buildings, while making up
nearly a third of the dollar volume of
sales, accounted for only about 3 per-
cent of the number of buildings sold,
with 50 buildings trading hands.

If we compare the 90 percent re-
duction in dollar volume to the 71
percent reduction in the number of
buildings sold, it is very clear that
we saw a bias toward smaller trans-
actions in 2009. The main reason for
this bias was the condition of the debt
markets. We started to feel the effects
of the credit crisis, tangibly, in the
surnmer of 2007 It was at that point

al loan basis. Given today’s
average loan-to-value ra-
tio of about 60 percent, this creates
a plateau at about $50 million, below
which financing is generally available
and above which financing becomes
more challenging. 1t is for this reason
that we saw this trend toward smaller
transactions last year.

We like to express the velocity of
sales in terms of the number of prop-
erties sold out of the total stock. If we
divide the 1,439 buildings sold by the

total stock of 165,000, we come up _

Last year, the average build-
ing in New York City sold for
$4.4 million.

with a turnover rate of 0.87 percent,
an extracrdinarily low figure. For
perspective, the average turmover
rate, going back 25 years, is 2.6 per-
cent. Since 1984, the lowest turnover
rate we had ever seen was 1.6 percent,
in both 1992 and 2003. Both of these
years were at the end of recessionary
periods, and they were also years in
which we saw peaks in cyclical unem-
ployment.

In 2007 the turnover rate was 3.04
percent. These figures are remark-
able when you consider that even
during a record-breaking year in
2007, the 3.04 turnover ratio would
indicate an average holding period
of 33 years for the average asset. The
0.87 percent experienced in 2009 ex-
tends this average holding period to
more than 115 years! These figures
are truly remarkabie.

In 20019, the market with the high-
est turnover rate was northern Man-
hattan (defined as north of 96th
Street on the East Side and north of
10th Street on the West Side), with
a turnover rate of 1.33 percent. The

lowest rate was seen in Brooklyn,
which experienced turnover of 0.73
percent.

ast year, the average building in
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ion, This was a drop of 65 per-
cent from the $12.4 million average
in 2007. Brooklyn and Queens had
the lowest average building-sales
price, at $1.7 million in each market;
not surprisingly, Manhattan had the
highest average building sale price,
at $12.9 million, This average is down
75 percent from the peak of $52.5
millionin 2007,

With regard to value, we saw very
interesting dynamics in 2009. Aver-
age prices per square foot increased
in the second half of 2009 compared
to the first half of 2009. This was
the case for all property types and
was consistent across all boroughs.
Under ordinary circumstances, we
might be tempted to conclude that
this indicates a bottoming in terms

_ of value. Across all markets and all

property types, however, we saw cap
rates continue to expand and gross
rent multiples (for multifamily) con-
tinue to decrease. This counterintui-
tive dynamic leads us to assume that
this increase in price per square foot
was merely a reaction to an over-
shooting to the downside in the first
half of 2009,and the realization that
better-quality assets were sold later
in the year.

The average capitalization rate on
walk-up apartment buildings city-
wide was 6.92 percent, and the av-
erage cap rate on elevator buildings
was 6.12 percent (clearly, cap rates
vary widely by location). Cap rates
increased from their low point by 114
basis points for walk-ups and 144 ba-
sis points for elevator buildings. The
highest cap rates were observed in
the Bronx, with walk-ups trading at
an average of 787 percent and eleva-
tor buildings registering an average
of 8.10 percent. The lowest caps were,
not surprisingly, in Manhattan, with
walk-up buildings averaging 5.05 per-
cent and elevator buildings averaging
4.52 percent.

The lowest gross rent multiples in
the market were in the Bronx, averag-
ing in the mid-sixes, and the highest
were in Manhattan, which were in the
thirteens. Reductions in multiples
from the peak averaged 1.59 for walk-
ups and 2.89 for elevator properties.

Value per square foot, on amarket-
wide basis, averaged $206 for walk-
up buildings. The lowest average was
in the Bronx, at $82, and the highest
average was in Manhattan, at $482.
In the elevator building class, the
average price per square foot city-
wide was $173, with a low of $68 in
the Bronx and a high of $452 in Man-
hattan. Interestingly, while elevator
buildings are more highly sought af-
ter than walk-ups, the average price
paid per square foot for walk-ups was
higher than the average price paid for
elevator properties. This is because
the turnover of regulated apart-
ments in elevator properties is sub-
stantially lower than the turnover in
walk-ups—tenants aspire to “gradu-
ate” from walk-ups to better-quality
elevator properties, and regulated
tenants have very little motivation to
move out of an elevator building.

Mixed-use properties (those that
have at least 20 percent of total square
footage occupied by retail) averaged
$289 per square foot citywide, with
the low average in the Bronx at $142
and the high in Manhattan at $599.

With regard to pricing trends, in
2009 the market that was most ad-
versely affected, relative to its peak,
was northern Manhattan, where, de-
pending on property type, values fell
from 394 percent to 55.1 percent. In
Brooklyn, value held best with reduc-
tions ranging from only 5.3 percent to
21.7 percent.

As I mentioned earlier, price per
square foot was up in the second half
of 2009 versus the first half; however,
we do not believe this is an indication
that pricing in New York has hit bot-
tom. We believe it was simply a reac-
tion to an extraordinary drop in val-
ue in the first half, and better-quality
assets trading in the second half. We
believe that a bottoming in value will
occur near the point at which unem-
ployment peaks. This is when our fun-
damentals will be at their weakest.

ow we move off that bottom

will be dependant upon sev-

eral things. The most impor-
tant is the rate at which job creation
occurs, which will positively impact
our fundamentals, Other factors will
include the de-leveraging process
that remains on the horizon. We es-
timate that there are approximately
15,000 properties in New York City
with negative equity today. There is

approximately $165 billion of de
these properties, and if under
ten based on today’s standards,
would support a leverage iev
only $65 billion.
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This de-leveraging process, whi
likely to be most acute in 2011
2012, as the 2006 and 2007 vir
loans mature, will lower pricing,

Another factor that will have
nificant implications for our
market will be the Fed’s exit fror
marketplace. The Fed can use o
four mechanisms to accomplish
Three of those—ceasing to pur¢
assets (which have mostly beenr
gage-backed securities and tre:
ies), the selling of assets or the
ing of the Federal Funds rate-
all increase interest rates, whicl
have a negative impact on value
fourth, draining excess bank rese
will reduce the potential pool of
tal from which real estate loans ¢
be made. The implications for re
tate based upon the Fed’s exit a1
soundingly negative.

On the positive side, the si
cant amount of capital on the
lines will raise prices. After value
bottom, we expect it to bounce &
this bottom for an extended peri
time. Whether that bouncing tr
slightly upward or slightly d
ward will be dependant upon %
of the previously mentioned fa
dominate.

We expect sales volume in 20
increase to 1.2 percent for the a
marketplace, representing a 1
Iy-40 percent increase in activil
Manhattan, we expect volume t
1.6 percent, representing about
percent increase. With regard t¢
ue, we expect average pricing to
the range of flat to down 5 to 10
cent throughout 2010, subject, o
downside, to changes in bank 1
lator’s treatment of mark-to-mi
and, on the upside, to job gn
greater than anticipated. Basi
2010 should suck a lot less!
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Manhattan 860

N. Manhattan 315
Bronx 523
Brooklyn 1710
Queens 1,035
TOTAL MARKET 4,443
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2006 2007 2008
816 999 636
295 327 145
657 701 409
1916 1875 1108
1291 1116 846
4. 875 5018 3.144
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* SALE DOLLAR VOLUME (BILLIONS)
2009 | 2005 2006 2007 2008 2009
322 Manhattan $24.472 $34.801 $52.475 $19.787 $4.194
92 N. Manhattan $1.332 $1424 $1468 $0.667 $0.297
202 Bronx $1.399 $1700 $2.189 $0.921 $0.400
478 Brooklyn $3.121 $3683 $3.844 $2.024 $0.797
345 Queens $2.279 $2.589 $2.216 $1903 $0.586
1439 TOTAL MARKET $32.603 $44.197 $62.192 $25.301 £6.275
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