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Dear Mr. Weinstein:
Per your request, we have completed an appraisal report of the above-captioned property in
narrative format for the purpose of estimating the "as is" fair value of the subject property's
fee simple estate as of the effective date of this appraisal.
The subject property is five tax lots comprising two "sites" located on the two blocks bounded
by Union Avenue, Walton Street, Harrison Avenue and Gerry Street in the Williamsburg
section of the Borough of Brooklyn, City and State of New York. Site A is comprised of Block
2249, Lots 23, 37, 41 & 122 and Site B is comprised of Block 2265, Lot 14. Both sites are
minimally improved and were used for industrial storage and parking.
The subject sites were historically zoned M3-1 Industrial, a zoning district that permits
development for only manufacturing and some commercial uses. However, the subject's
ownership pursued a rezoning of the entire site to allow mixed residential and retail use. The
Land Use Application for Rezoning passed through the ULURP process, with approvals acquired
from the Community Board, the City Planning Commission, the Borough President, and the
City Council. These new plans were approved on October 25, 2017 and the site was legally rezoned as of the effective date of value.
The terms of this re-zoning, however, include a Restrictive Declaration requiring that any new
development on the site include an affordable housing component adhering to a Regulatory
Agreement between the developer and the New York City Department of Housing Preservation
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and Development (HPD). Further, the required affordable housing must conform to the
requirements of the Mandatory Inclusionary Housing program as described herein.
The sites are now zoned R7A, R7D, and R8A Residential with a C2-4 Commercial Overlay in a
Mandatory Inclusionary Housing area and are identified on tax maps of Kings County as Block
2249, Lots 23, 37, 41 & 122 and Block 2265, Lot 14. Site A consists of a total area measuring
71,322± square feet and Site B consists of a total area measuring 111,044± square feet. The
subject has residential floor-area-ratios (FAR) ranging from 4.60 to 7.20, for a total buildable
area of 1,095,595 square feet "as of right". Allowable uses include residential, community
facility, and commercial development with a mandatory affordable housing component. The
property's street address is 249 & 334 Wallabout Street and it is also known as 243 Wallabout
Street, 1-57 Gerry Street, and 174 Harrison Avenue.
According to our feasibility analysis, residential and commercial development is currently
financially feasible. However, analysis of any specific future development plan is beyond the
scope of this appraisal, as we have only been asked to provide an “as is” value based on its
current status as a development site.
This report has been prepared in accordance with the Standards of Professional Practice and
Code of Professional Ethics of the Appraisal Institute, the Uniform Standard of Professional
Appraisal Practice (USPAP). In addition, this report has been prepared in compliance with IFRS
13 (International Financial Reporting Standards 13 – fair value measurement).
The highest and best use of the subject property is mixed residential and commercial
development.
The client and intended user of this appraisal report is Spencer Equity Group Limited. The
intended use of this appraisal is valuation for December 31, 2018 financial statements and we
consent to its publication for financial reporting purposes. We confirm that we have given our
full consent to the inclusion of the valuation in its entirety within the Spencer Equity Group
Limited 2018 annual report to be published in the Tel Aviv Stock Exchange in March 2019. No
other use is intended or authorized by the appraiser. The scope of this assignment is subject
to the specific identified intended use. The value reported herein presumes a 6- to 12-month
exposure time.
In this appraisal report we used the Sales Comparison Approach to value. The Income and
Cost Approaches were not considered reliable and were not used.
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After carefully considering all available information concerning the subject property and all
apparent factors affecting value, we have concluded to the following value estimate for the
subject property.

Value

Date

Value Conclusion

"As Is" Fair Value

December 31, 2018

$191,750,000

The opinions of value expressed are subject to the certification, assumptions and conditions
described in the following written appraisal report.
Sincerely,

Amanda Aaron, MAI
NY State Certified General Real Estate
Appraiser #46-49784

Jordan Acebo-Hermiller, MAI
NY State Certified General Real Estate
Appraiser #46-51039
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EXECUTIVE SUMMARY

Executive Summary
SUBJECT PROPERTY:

A Development Site
249 & 334 Wallabout Street
Brooklyn, New York 11206

LEGAL IDENTIFICATION:

Block 2249, Lots 23, 37, 41 & 122 and
Block 2265, Lot 14

LOCATION:

The subject site is located on the two blocks bounded
by Union Avenue, Walton Street, Harrison Avenue and
Gerry Street in the Williamsburg section of the
Borough of Brooklyn, City and State of New York.

SITE AREA:

182,366 square feet (combined)

ZONING:

R7A, R7D, and R8A Residential with a C2-4
Commercial Overlay in a Mandatory Inclusionary
Housing area

"AS OF RIGHT" BUILDABLE
AREA:

Site Area (SF):

182,366

Zoning FAR:

x

"As of Right" Buildable Area (SF):

HIGHEST AND BEST USE:

As Vacant:

4.60 to 7.20
1,095,595

Mixed residential and commercial
development

As Improved:

N/A

MARKETING TIME:

Between six months and one year.

EXPOSURE TIME:

Between six months and one year.

PROPERTY RIGHTS APPRAISED:

Fee simple

INTENDED USER:

The client and intended user is Spencer Equity Group
Limited.

INTENDED USE:

The intended use is valuation for December 31, 2018
financial statements. We confirm that we have given
our full consent to the inclusion of the valuation in its
entirety within the Spencer Equity Group Limited 2018
annual report to be published in the Tel Aviv Stock
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Exchange in March 2019.
RELEVANT DATES:

Inspection Date:

January 21, 2018

Effective Date of Value:

December 31, 2018

COST APPROACH:

Not used.

INCOME APPROACH:

Not used.

SALES COMPARISON APPROACH:

Unit of Comparison:

Price Per Square Foot
of Buildable Area

RECONCILED VALUE:

Concluded Value Per SF:

$175

Rounded Value:

$191,750,000

Type:

"As Is" Fair Value

Effective Date:

December 31, 2018

Reconciled Value Conclusion:

$191,750,000
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SUBJECT PROPERTY PHOTOS

Subject Property Photos
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SUBJECT PROPERTY PHOTOS

STREETS

5

249 & 334 WALLABOUT STREET

SUBJECT PROPERTY PHOTOS
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Assumptions and Conditions
All analyses and conclusions in this appraisal are based on the following assumptions and
limiting conditions and definitions and concepts. Recognizing the premises of the appraisal is
vital to this appraisal assignment and to the analyses and conclusions that grow out of these
premises.

LIMITING CONDITIONS
This appraisal is expressly subject to the following:
We assume no responsibility for the legal description provided or for matters pertaining to
legal or title considerations. We assume that title to the property is good and marketable
unless otherwise stated.
We appraised the property free and clear of any and all liens or encumbrances unless
otherwise stated.
All mortgages, liens, encumbrances, leases and servitudes have been disregarded unless
so specified within this appraisal report. We assume responsible ownership and
competent property management.
We believe that information furnished by others is reliable, but we give no warranty for its
accuracy.
We assume that all engineering studies are correct. The plot plans and illustrative
material in this report are included only to help the reader to visualize the property.
We assume that there are no hidden or unapparent conditions of the property, subsoil, or
structures that render it more or less valuable. We assume no responsibility for such
conditions or for obtaining the engineering studies that may be required to discover them.
In this appraisal assignment, unless otherwise stated in the report, we did not observe any
potentially hazardous material used in the construction or maintenance of the building
and/or the presence of toxic waste. We do not have any knowledge of the existence of
such materials on or in the property. However, we are not qualified to detect such
substances. The existence of any potentially hazardous material may have an effect on
the value of the property. We urge the client to retain an expert in this field if the client
believes it is necessary or appropriate. If such hazardous material is present, the value of
the property may be adversely affected and re-appraisal at additional cost may be
necessary.
We assume that the property is in full compliance with all applicable federal, state and
local environmental regulations and laws unless the lack of compliance is stated, described
and analyzed in the appraisal report.
We assume that all licenses, certificates of occupancy, consents and other legislative or
administrative authority from any local, state or national government or private entity or
organization have been or can be obtained or renewed for any use on which the value
opinion contained in this report is based.
Possession of an original or copy of this report does not carry with it the right of
publication or reproduction, nor may an original or a copy of the report be used for any
purposes whatsoever by anyone except the client without the previous written consent of
the appraiser and the client. Out-of-context quoting from and partial reprinting of this
appraisal report are expressly prohibited. The omission or change of any part of this
appraisal report without my written authorization invalidates the entire appraisal.
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No part of this report (especially any opinion of value or any reference to the Appraisal
Institute or to any of its designations) shall be disseminated to the news media, sales
media or any other public means of communication without my prior written consent and
approval.
We are not required to give testimony or appear in court in connection with this appraisal
unless arrangements have been previously made.
Neither all nor any part of the contents of this report (especially my opinion of value, my
identity, or the firm with which We are connected) shall be disseminated to the public
through advertising, public relations, news, sales or other media without my prior written
consent and approval.
We assume that the use of the land and improvements is confined within the boundaries
of the property described and that there is no encroachment or trespass unless noted in
the report.
Any allocation of the total value opinion in this report between the land and the
improvements applies only under the stated program of use. The separate values
allocated to the land and improvements must not be used in conjunction with any other
appraisal and are invalid if so used. Any value opinion provided in the report applies to
the entire property, and any proration or division of the total into fractional interests will
invalidate the value opinion unless such proration or division of interests has been stated
in the report.
The American with Disabilities Act (ADA) became effective January 26, 1992. We have not
made a specific compliance survey and analysis of this property to determine whether it is
in conformity with the various detailed requirements of the ADA. It is possible that a
compliance survey of the property together with a detailed analysis of the requirements of
the ADA could reveal that the property is not in compliance with one or more of the
requirements of the ADA. If so, this fact could have a negative effect on the value of the
property. Since we have no direct evidence relating to this issue, we did not consider
possible noncompliance with the requirements of the ADA in developing an opinion of the
value of the property.
Acceptance and/or use of this appraisal report by the client or any third party constitutes
acceptance of the stated Limiting Conditions. Liability extends only to the stated client,
not to subsequent parties or users of the report.
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ASSUMPTIONS & SPECIAL ASSUMPTIONS
According to IVS, in addition to stating the basis of value, it is often necessary to make an
assumption or multiple assumptions to clarify either the state of the asset in the hypothetical
exchange or the circumstances under which the asset is assumed to be exchanged. Such
assumptions can have a significant impact on value.
These types of assumptions generally fall into one of two categories: (a) assumed facts that
are consistent with, or could be consistent with, those existing at the date of valuation, and
(b) assumed facts that differ from those existing at the date of valuation.
Assumptions related to facts that are consistent with, or could be consistent with, those
existing at the date of valuation may be the result of a limitation on the extent of the
investigations or enquiries undertaken by the valuer. Examples of such assumptions include,
without limitation: (a) an assumption that a business is transferred as a complete operational
entity, (b) an assumption that assets employed in a business are transferred without the
business, either individually or as a group, (c) an assumption that an individually valued asset
is transferred together with other complementary assets, and (d) an assumption that a
holding of shares is transferred either as a block or individually.
Where assumed facts differ from those existing at the date of valuation, it is referred to as a
"special assumption". Special assumptions are often used to illustrate the effect of possible
changes on the value of an asset. They are designated as "special" so as to highlight to a
valuation user that the valuation conclusion is contingent upon a change in the current
circumstances or that it reflects a view that would not be taken by participants generally on
the valuation date.
All assumptions and special assumptions must be reasonable under the circumstances, be
supported by evidence, and be relevant having regard to the purpose for which the valuation
is required.

Assumptions
This appraisal is subject to the following assumption:
The subject property was inspected on January 21, 2018 and we assume no material
changes to the property since the date of the last inspection.

The use of these assumptions may have affected the assignment results.
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Definitions and Concepts
IDENTIFICATION OF THE SUBJECT PROPERTY
The subject property is five tax lots comprising two "sites" located on the two blocks bounded
by Union Avenue, Walton Street, Harrison Avenue and Gerry Street in the Williamsburg
section of the Borough of Brooklyn, City and State of New York. Site A is comprised of Block
2249, Lots 23, 37, 41 & 122 and Site B is comprised of Block 2265, Lot 14. Both sites are
minimally improved and were used for industrial storage and parking.
The subject sites were historically zoned M3-1 Industrial, a zoning district that permits
development for only manufacturing and some commercial uses. However, the subject's
ownership pursued a rezoning of the entire site to allow mixed residential and retail use. The
Land Use Application for Rezoning passed through the ULURP process, with approvals acquired
from the Community Board, the City Planning Commission, the Borough President, and the
City Council. These new plans were approved on October 25, 2017 and the site was legally rezoned as of the effective date of value.
The terms of this re-zoning, however, include a Restrictive Declaration requiring that any new
development on the site include an affordable housing component adhering to a Regulatory
Agreement between the developer and the New York City Department of Housing Preservation
and Development (HPD). Further, the required affordable housing must conform to the
requirements of the Mandatory Inclusionary Housing program as described herein.
The sites are now zoned R7A, R7D, and R8A Residential with a C2-4 Commercial Overlay in a
Mandatory Inclusionary Housing area and are identified on tax maps of Kings County as Block
2249, Lots 23, 37, 41 & 122 and Block 2265, Lot 14. Site A consists of a total area measuring
71,322± square feet and Site B consists of a total area measuring 111,044± square feet. The
subject has residential floor-area-ratios (FAR) ranging from 4.60 to 7.20, for a total buildable
area of 1,095,595 square feet "as of right". Allowable uses include residential, community
facility, and commercial development with a mandatory affordable housing component. The
property's street address is 249 & 334 Wallabout Street and it is also known as 243 Wallabout
Street, 1-57 Gerry Street, and 174 Harrison Avenue.
According to our feasibility analysis, residential and commercial development is currently
financially feasible. However, analysis of any specific future development plan is beyond the
scope of this appraisal, as we have only been asked to provide an "as is" value based on its
current status as a development site.
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IDENTIFICATION OF THE CLIENT AND INTENDED USER
The client and intended user of this appraisal report is Spencer Equity Group Limited.

INTENDED USE OF THE APPRAISAL
The intended use of this appraisal is valuation for December 31, 2018 financial statements and
we consent to its publication for financial reporting purposes. We confirm that we have given
our full consent to the inclusion of the valuation in its entirety within the Spencer Equity Group
Limited 2018 annual report to be published in the Tel Aviv Stock Exchange in March 2019. No
other use is intended or authorized by the appraiser. The scope of this assignment is subject
to the specific identified intended use.

PURPOSE OF THE APPRAISAL
The purpose of the appraisal is to estimate the "as is" fair value of the subject property's fee
simple estate as of the effective date of this appraisal.

TYPE AND DEFINITION OF VALUE
This appraisal provides an opinion of the fair value of the property as of the effective date of
value. Fair value, as used in this report, is defined as follows1:
The price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement
date.

EFFECTIVE DATE OF VALUE OPINION
The effective date of the appraisal is defined as the date at which the analyses, opinions, and
advice in an appraisal, review, or consulting service apply. The date of the "as is" valuation is
December 31, 2018 (a retrospective value). The subject property was inspected on January
21, 2018.

PROPERTY RIGHTS APPRAISED
The property interest being appraised is the fee simple interest, which is defined as follows:
Absolute ownership unencumbered by any other interest or estate; subject
only to the limitations imposed by governmental powers of taxation, eminent
domain, police power, and escheat. 2

1 Source: International Financial Reporting Standard 13.
2

Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p. 90.

11

249 & 334 WALLABOUT STREET

DEFINITIONS AND CONCEPTS

DEFINITION OF EXPOSURE TIME
Exposure time has been defined as “the estimated length of time that the property interest
being appraised would have been offered on the market prior to the hypothetical
consummation of a sale at market value on the effective date of the appraisal. Exposure time
is a retrospective opinion based on an analysis of past events assuming a competitive and
open market.”3
Exposure time is always presumed to precede the effective date of appraisal. A normal
exposure time for the subject property is estimated to be 6 to 12 months. This conclusion is
predicated on interviews with brokers and other real estate industry sources and on
information obtained in the verification process. The value reported herein presumes such an
exposure time.

ESTIMATE OF REASONABLE MARKETING TIME
Given the subject's location and the marketing times for similar properties in the area, the
estimated marketing time for the property is between 6 and 12 months, assuming that the
property were priced at or near the fair value stated in this report.

COMPETENCY
Amanda Aaron, MAI and Jordan Acebo-Hermiller, MAI have specific knowledge of appraisal
methods and practices to complete the assignment competently and have experience
appraising similar properties in the area.

Ownership and Sales History
Ownership of the subject property is held by Harrison Realty LLC. There have been no
transfers of ownership in the three years preceding this analysis.
To our knowledge, the property is not currently under contract of sale and is not currently
being marketed for sale.

3

Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p. 83.
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Scope of Work
Within the course of this appraisal process, the following scope of work was completed:
Performed an exterior inspection of the subject property.
Researched and investigated the subject's location in terms of its economic activity,
development patterns, and future trends and related their impact on the subject’s
residential market.
Determined the highest and best use of the subject property based on an analysis of all
relevant factors.
Researched comparable development site sales and analyzed the subject property in
relation to the comparable sales.
Estimated the "as is" fair value of the subject property as of the effective date of appraisal,
December 31, 2018 (a retrospective value).

Information in this appraisal report was collected from the following data sources:
Formal field inspection, January 21, 2018
New York City planning, zoning and assessment records
Information provided by owner or owner's agent
Data services provided by esri, CoStar, Streeteasy, and PropertyShark
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Site Description

Location:

The subject site is situated on the two blocks bounded by
Union Avenue, Walton Street, Harrison Avenue and Gerry
Street in the Williamsburg section of the Borough of Brooklyn,
City and State of New York.

Legal Identification:

Block 2249, Lots 23, 37, 41 & 122 and Block 2265, Lot 14 on
Kings County tax maps

Site Area:

182,366 square feet (combined)

Shape:

Irregular

Frontage:

Site A

Frontage

Union Avenue

267 feet

Wallabout Street

445 feet

Harrison Avenue

200 feet

Walton Street

268 feet

Site B

Frontage

Union Avenue

235 feet

Wallabout Street

493 feet

Harrison Avenue

200 feet

Gerry Street

617 feet
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Topography:

Generally level at grade

Drainage:

Appears adequate

Paving:

Concrete sidewalk paving in front of site. Public roads are
paved with asphalt.

Street Lighting:

Street lighting consists of standard lighting fixtures which are
400-watt, sodium vapor fixtures and controlled by photo cells.
The lighting fixtures are post mounted as per New York City
requirements.

Utilities + Services:

Water Supply:

Water is supplied by the municipality.

Gas Service:

National Grid

Telephone:

Provided by Verizon or competitive carriers.

Electrical:

Consolidated Edison

Refuse, Fire

City of New York

Protection, Police:

Hazardous Substances:

No evidence of toxic or hazardous substances was observed
during the appraisal inspection of the site. However,
appraisers are not trained to perform technical environmental
inspections and recommend the services of an engineer for
this purpose.

Flood Hazard Status:

The property is situated within Zone X, an area of minimal
flooding and partially covered by an area with a 0.2% annual
chance flood hazard per FEMA Flood Insurance Rate Map
360497-0204G.

Land Use Restrictions:

No title report was available for review. A search of public
documents did not reveal any easements, encroachments, or
restrictions that would adversely affect the site's use.

Site Conclusion:

The site is large in size for the area and has good access and
frontage. No functional or external factors are noted which
would adversely impact development of the site.
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Zoning

The subject is zoned R7A, R7D, and R8A Residential with a C2-4 Commercial Overlay in a
Mandatory Inclusionary Housing area. R7A districts are described as follows by the New York
City Department of City Planning 4:
The contextual Quality Housing regulations, which are mandatory in R7A districts,
typically produce high lot coverage, seven- to nine- -story apartment buildings,
blending with existing buildings in many established neighborhoods. R7A districts
are mapped along Prospect Park South and Ocean Parkway in Brooklyn, Jackson
Heights in Queens, and in Harlem and along the avenues in the East Village in
Manhattan.
The floor area ratio (FAR) in R7A districts is 4.0. Above a base height of 40 to 65
feet, or 75 feet if providing a qualifying ground floor, the building must set back
to a depth of 10 feet on a wide street and 15 feet on a narrow street before rising
to a maximum height of 80 feet, or 85 feet if providing a qualifying ground floor.
In order to preserve the traditional streetscape, the street wall of a new building
can be no closer to the street line, than any adjacent street wall, but need not be
farther than 10 feet. Buildings must have interior amenities for the residents
pursuant to the Quality Housing Program. Off-street parking is not allowed in
front of a building.
Off-street parking is generally required for 50 percent of a building’s dwelling
units, but requirements are lower for income-restricted housing units (IRHU) and
4

https://www1.nyc.gov/site/planning/zoning/districts-tools/r7.page

16

249 & 334 WALLABOUT STREET

PROPERTY-SPECIFIC DATA

are further modified in certain areas, such as within the Transit Zone and the
Manhattan Core, or for lots 10,000 square feet or less. Off-street parking
requirements can be waived if 15 or fewer parking spaces are required.
Higher maximum FAR and heights are available for buildings participating in the
Inclusionary Housing Program or that provide certain senior facilities.

R7D districts are described as follows by the New York City Department of City Planning 5:
R7D districts promote new contextual development along transit corridors.
Portions of Fulton Street and the Special Coney Island District in Brooklyn are
mapped as R7D districts. Blocks that are mapped C4-5D have an R7D residential
district equivalent.
The floor area ratio (FAR) of 4.2 -allows greater residential density than R7A
districts and less than R7X districts. In a C4-5D district or when a commercial
overlay is mapped in an R7D district, the ground floor of a building must be
reserved for retail uses, such as shops and services, to maintain the vitality of
the street.
Quality Housing bulk regulations, mandatory in R7D districts, produce ten-story
buildings set at or near the street line. The base height of a new building must be
60 to 85 feet before setback, rising to a maximum building height of 100 feet, or
105 feet if providing a qualifying ground floor. In order to maintain the continuity
of the street wall, a new building can be no closer to the street line than any
adjacent street wall but need not be farther than 10 feet. Interior amenities for
building residents pursuant to the Quality Housing Program are required.
Higher maximum FAR and heights are available for buildings participating in the
Inclusionary Housing Program or that provide certain senior facilities.
Off-street parking is generally required for 50 percent of a building’s dwelling
units, but requirements are lower for income-restricted housing units (IRHU) and
are further modified in certain areas, such as within the Transit Zone and the
Manhattan Core, or for lots 10,000 square feet or less. Off-street parking
requirements can be waived if 15 or fewer parking spaces are required.

5

https://www1.nyc.gov/site/planning/zoning/districts-tools/r7.page
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R8A districts are described as follows by the New York City Department of City Planning 6:
The contextual Quality Housing bulk regulations, which are mandatory in R8A
districts, typically result in high lot coverage apartment buildings of roughly 12 to
14 stories, set at or near the street line. Limitations on the base height and
maximum building height of new buildings ensure compatibility with existing
buildings on the street. Parts of DUMBO in Brooklyn and West Chelsea in
Manhattan are R8A districts.
The floor area ratio (FAR) in R8A districts is 6.02. Above a base height of 60 to
85 feet, the building must set back to a depth of 10 feet on a wide street and 15
feet on a narrow street before rising to its maximum height of 120 feet. If
providing a qualifying ground floor, the maximum base height is 95 feet, and the
maximum height is 125 feet. On a wide street, the street wall must extend along
the entire width of the zoning lot and at least 70% of the street wall must be
within eight feet of the street line. The area between a building’s street wall and
the street line must be planted and the building must have interior amenities
pursuant to the Quality Housing Program.
Higher maximum FAR and heights are available for buildings participating in the
Inclusionary Housing Program or that provide certain senior facilities.
Off-street parking is generally required for 40 percent of a building’s dwelling
units, but requirements are lower for income-restricted housing units (IRHU) and
are further modified in certain areas, such as within the Transit Zone and the
Manhattan Core, or for lots less than 15,000 square feet. Off-street parking
requirements can be waived if 15 or fewer parking spaces are required or if the
zoning lot is 10,000 square feet or less. Off-street parking is not allowed in front
of a building.

C2 Commercial Overlay districts are described as follows by the New York City Department of
City Planning7:
C1-1 through C1-5 and C2-1 through C2-5 districts are commercial overlays
mapped within residence districts. Mapped along streets that serve local retail
needs, they are found extensively throughout the city’s lower- and mediumdensity areas and occasionally in higher-density districts.
Typical retail uses include neighborhood grocery stores, restaurants and
beauty parlors. C2 districts permit a slightly wider range of uses, such as
funeral homes and repair services. In mixed buildings, commercial uses are
6
7

https://www1.nyc.gov/site/planning/zoning/districts-tools/r8.page
https://www1.nyc.gov/site/planning/zoning/districts-tools/c1-c2-overlays.page
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limited to one or two floors and must always be located below the residential
use.
When commercial overlays are mapped in R1 through R5 districts, the
maximum commercial floor area ratio (FAR) is 1.0; when mapped in R6
through R10 districts, the maximum commercial FAR is 2.0. Commercial
buildings are subject to commercial bulk rules.
Overlay districts differ from other commercial districts in that residential bulk
is governed by the residence district within which the overlay is mapped. All
other commercial districts that permit residential use are assigned a specific
residential district equivalent. Unless otherwise indicated on the zoning maps,
the depth of overlay districts ranges from 100 to 200 feet.
Generally, the lower the numerical suffix, the more off-street parking is
required. For example, in C1-1 districts, typically mapped in outlying areas of
the city, a large food store would require one parking space for every 100
square feet of floor area, whereas no parking is required in C1-5 districts,
which are well served by mass transit.

Summary of Use Regulations
The following uses are permitted in the commercial overlays of residential districts:

Category

Permitted Uses

Use Group 1

Single-family detached residences.

Use Group 2

Residences of all kinds including apartment hotels and non-profit residences for the
elderly.

Use Group 3

Community facilities which include colleges or universities, libraries, museums, noncommercial art galleries, trade schools, nursing homes, and health related facilities.

Use Group 4

Churches, medical offices.

Use Group 5

Transient hotels.

Use Group 6

Retail and service establishments that serve local shopping needs, like food and small
clothing stores, beauty parlors, and dry cleaners
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Summary of Subject Property Zoning
The subject's zoning district allows a maximum buildable area calculated as follows:

R7A

R7D

R8A

37,500

66,775

78,091

4.60

5.60

7.20

Buildable Area (SF):

172,500

373,940

562,255

Maximum "As of Right" Buildable Area (SF):

1,108,695

Site Area (SF):
Inclusionary Zoning FAR:

x

Redevelopment for residential uses is legally permitted in the zoning district to a maximum
buildable area of 1,095,595 square feet (as reported by the developer, slightly less than our
calculation above). Commercial development, to a maximum FAR of 2.0, is also permitted
over the entire site.
According to our feasibility analysis, residential and commercial development is currently
financially feasible. However, analysis of any specific future development plan is beyond the
scope of this appraisal, as we have only been asked to provide an “as is” value based on its
current status as a development site.

MANDATORY INCLUSIONARY HOUSING REQUIREMENTS
Mandatory Inclusionary Housing is a City program that requires permanently affordable
housing development when City Planning Commission actions change zoning to allow
substantial new housing development. These actions include site-specific rezoning like the
subject's recent zoning change. The City's goals for Mandatory Inclusionary Housing include
promoting vibrant, diverse neighborhoods, ensuring affordable housing in areas in which they
are planning for growth, and meet the needs of a range of low- and moderate-income New
Yorkers.
Developers have three options to qualify for a mandatory inclusionary housing development,
including:
Option 1: 25% of housing units must have a tenancy earning a weighted average of up to
60% of the Area Median Income (AMI). 10% of units must be at a 40% AMI level and the
income cap is 130% of AMI.
Option 2: 30% of housing must have a tenancy earning a weighted average of up to 80%
of the Area Median Income (AMI).
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Option 3 (available in certain emerging or mid-market areas): 30% of housing units must
have a tenancy earning up to a weighted average of 120% of AMI

The program requires that units remain affordable on a permanent basis. It applies to any
developments, enlargements, or conversions with greater than 10 units. Affordable units can
be on-site or off-site (within a different zoning lot) and must be within a half mile of the
project.
The subject's recent re-zoning was subject to a Mandatory Inclusionary Housing component.
The impact of on-site affordable housing units, and the related required rent levels as they
compare to achievable market-rate rents in the subject market, will be considered in our
analysis and valuation of the subject as a development site.

Mandatory Inclusionary Housing/Subject Development
In order to determine the impact of mandatory inclusionary housing on land prices, we have
determined the required affordable unit mix in a new development with an on-site affordable
component. We will then project apartment income based on affordable housing guidelines for
comparison with market-rate income. The variance will provide support for a percentage
adjustment in our Sales Comparison Approach analysis of land sales.
The subject's re-zoning yields an allowable zoning floor area of 1,095,595 square feet based
on the mandatory inclusionary housing FARs. When applying a 10% loss factor for common
areas, the planned development would likely be configured with the following residential
rentable area and average unit size:
PROPOSED DEVELOPMENT BULK/UNIT COUNT
Buildable Area per Zoning
Common Area Loss Factor
Residential Rentable Area
Number of Planned Units
Average Unit Size (SF)

1,095,595
10%
986,036
1,146
860

Based on the 10% loss factor, the projected residential rentable area at the subject would
total 986,036 square feet. Based on the 1,146 units planned for development, an average unit
size of 860 square feet is calculated.
As 25% of the units must be set aside as affordable housing, 287 apartment units must be set
aside as affordable housing subject to area-median-income (AMI) limits. Based on the
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application to HPD, we assume any developer would operate under 'Option 1' which infers that
25% of the units must have a weighted average AMI limit of a maximum of 60%.
We have presented the affordable unit count summary, with affordable residential livable area
estimates and a market-rate unit count and area estimate (as remainder) as follows:
AFFORDABLE/MARKET RATE UNIT MIX
Affordable Unit Requirement

25%

Affordable Unit Count

287

Affordable Residential Area (SF)

246,939

Market-Rate Unit Count

859

Market-Rate Residential Area (SF)

739,096

With a proposed unit count of 1,146 apartments, and a 25% requirement for affordable
housing, 287 units must be set aside for restricted income levels. As each unit is estimated to
contain an average living area of 860 square feet, the affordable residential square footage is
estimated to contain 246,939 square feet of leasable area.
Based on the conditions of Mandatory Inclusionary Housing, 10% of the units must be subject
to 40% AMI level tenant income restrictions. The remaining affordable units that are required
(for a 25% affordable unit mix) can be leased to tenants earning up to 130% AMI, but the
average AMI level of the affordable component must be no greater than 60% AMI. We have
therefore assumed that the project will be structured with a weighted average AMI level of
60% to comply with the Mandatory Inclusionary Housing requirements.
Based on 2017 affordable rent levels for the subject's market area, and the proposed unit mix,
projected rent from an affordable component is illustrated as follows:
AFFORDABLE RENT LEVELS, TYPICAL PROPERTY
Unit Size

Allowed Monthly Rent
(60% AMI)

% of Affordable
Component

No. of
Units

Annual Rent

1BR

$1,117

30%

87

$1,166,148

2BR

$1,350

30%

87

$1,409,400

3BR

$1,553

20%

56

$1,043,616

4BR

$1,738

20%

57

$1,188,792

TOTAL

$4,807,956

22

249 & 334 WALLABOUT STREET

PROPERTY-SPECIFIC DATA

Market Rent Survey
We will next illustrate a survey of market rental rates for comparable, newly built properties in
the local market in order to project rent for the subject as a market rate complex. The
comparable rentals are identified below.
MARKET RATE APARTMENT RENT COMPARABLES

Address
691 Marcy Avenue

Rms
3

BRs
2

Baths
1.0

Area (SF)
900

Monthly
Rental
Rate
$3,200

70 Bushwick Avenue

3

1

1.0

750

$2,475

$40

Unit in a newly built
elevator building.

88 Hart Street

4

2

1.0

800

$2,500

$38

Unit in a newly built
elevator building.

843 Lexington Avenue

3

1

1.0

650

$2,175

$40

Unit in a newly built
elevator building.

70 Bushwick Avenue

6

4

2.5

1,200

$4,711

$47

Unit in a newly built
elevator building.

27 Albany Avenue

5

3

2.0

1,254

$3,746

$36

Unit in a newly built
elevator building.

114 Troutman Street

4

2

2.0

1,000

$3,000

$36

Unit in a newly built
elevator building.

27 Albany Avenue

3

1

1.0

703

$2,357

$40

Unit in a newly built
elevator building.

AVERAGE

Annual
Rent PSF Comments
$43
Unit in a newly built
elevator building.

$40

The noted comparables are the uncovered newly built multifamily buildings in the subject's
immediate vicinity and provide a very good illustration of achievable rental rates for marketrate rentals. The comparable rentals range from $36 to $47 per square foot, with an average
of $40 per square foot and a median of $40 per square foot. Based on the foregoing, market
rent for a market-rate development on the subject's site would be near $40 per square foot, in
line with the comparable midpoint.

Projected Affordable Income and Projected Market Rate Income
When considering that 287 units (approximately 246,939 square feet of rentable area) in a
new development must be set aside for affordable housing, the remaining residential rentable
area totals 739,096 square feet. Therefore, assuming a market rent of $40 per square foot for
market-rate units and affordable-unit income as calculated above, the total potential income
for a property including the mandatory inclusionary housing component is calculated below.
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POTENTIAL GROSS RESIDENTIAL INCOME
(MANDATORY INCLUSI ONARY HOUSING)
Market Rent PSF
Leasable Market-Rate Area

$40
x

Market-Rate Income
Affordable Unit Income

739,096
$29,563,857

+

Total Mixed-Income

$4,807,956
$34,371,813

Total projected income for a mixed (market rate and mandatory inclusionary housing) project
would total $34,371,813 annually. In order to determine the impact of mandatory inclusionary
housing on a planned development—compared to a fully market-rate project—we have
projected market rent for a fully market rate project as follows:
M A R K E T R A T E R E N T P R O JE C T I O N

Market Rent PSF
Total Residential Area
Total Market-Rate Income

$40
x

986,036
$39,441,420

If applying our market rent projection of $40 per square foot, to our projected residential
rentable area of 986,036 square feet, market-rate income amounts to $39,441,420 annually.

Market-Rate Development vs. Mandatory Inclusionary Housing Development
The variance between a fully market-rate development's potential gross income of
$39,441,420—compared to a project with a mandatory inclusionary housing component at
$34,371,813—is 13%. For our Sales Comparison Approach analysis, we will process a 15%
adjustment to the market-rate land sales to account for the subject's mandatory inclusion of
an affordable housing component in any new development.
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Real Estate Taxes

Assessments
The subject property is identified on the tax maps of the City of New York, Borough of
Brooklyn, as Block 2249, Lots 23, 37, 41 & 122 and Block 2265, Lot 14.
2019/2020 ASSESSED VALUE
Block
2249

Lot
23

Actual AV
$11,400

Transitional
AV

Taxable AV
$11,400

2249

37

$99,450

$72,504

$72,504

2249

41

$1,151,100

$1,108,764

$1,108,764

2249

122

$504,450

$457,974

$457,974

2265

14

$1,798,650

$1,720,890

$1,720,890

Total

$3,371,532

Properties in New York City are assessed every year. Increases in assessed value for
commercial properties are phased in over a five-year transitional period. The "transitional"
assessed value represents the phased-in, and the "actual" assessed value represents the
future or target assessment when the transitional or phase-in period is over. The tax rate is
applied to the lower of the transitional or actual assessed values.
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Class 4 Tax Rate History
The Class 4 tax rate for the 2018/2019 tax year is $10.514 per $100 of assessed value. Rates
for subsequent tax years have not yet been announced. The following is the recent Class 4 tax
history:
CLASS 4 TAX RATES, NYC
Rate of
Change

Year

Class 4

2008/2009

$10.241

2009/2010

$10.426

1.81%

2010/2011

$10.312

-1.09%

2011/2012

$10.152

-1.55%

2012/2013

$10.288

1.34%

2013/2014

$10.323

0.34%

2014/2015

$10.684

3.50%

2015/2016

$10.656

-0.26%

2016/2017

$10.574

-0.77%

2017/2018

$10.514

-0.57%

2018/2019

$10.514

0.00%

Cumulative Change

$0.273

2.67%

Average Annual Change

0.27%

Compound Annual Change

0.26%

Source: New York City Department of Finance

The Class 4 tax rate had a significant increase from previous years in 2008/2009 and
2009/2010 to counter budget deficits. The rate has stabilized since 2010/2011 with moderate
annual changes since then. The compound annual rate of change since 2008/2009 is 0.26%.
TAX LIABILITY CALCULATION
Block
2249

Lot
23

Actual AV
$11,400

Transitional
AV

Taxable AV Tax Rate
$11,400
10.514%

Tax
Liability
$1,199

Site
Area
2,500

Taxes/
SF
$0.48

2249

37

$99,450

$72,504

$72,504

10.514%

$7,623

2,500

$3.05

2249

41

$1,151,100

$1,108,764

$1,108,764

10.514%

$116,575

47,500

$2.45

2249

122

$504,450

$457,974

$457,974

10.514%

$48,151

18,805

$2.56

2265

14

$1,798,650

$1,720,890

$1,720,890

10.514%

$180,934

111,040

$1.63

$354,483

182,345

$1.94

Total

$3,371,532

The subject's taxes for the upcoming year based on the current assessment amount to
$354,483, or $1.94 per square foot.
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Regional Overview: Brooklyn, New York8

Geographic Description
Brooklyn is one of the five boroughs of New York City, located southwest of the borough of
Queens and occupying the western tip of Long Island. Brooklyn is geographically equivalent to
Kings County, one of the 62 counties of New York State. The borough is surrounded by water
on three sides, with Upper New York Bay and Lower New York Bay on its western and
southern sides, Jamaica Bay to the east, and the East River to the west, separating the
borough from Manhattan.
According to the U.S. Census Bureau, the county has a total area of 96.9 square miles, of
which 70.61 square miles is land and 26.29 square miles (27.1%) is water. Brooklyn is divided
into almost 80 neighborhoods, each with a unique identity and character. However, these
neighborhood identities continue to change and develop over the years.

History
Brooklyn was originally settled by the Dutch in 1624, and became subject to British control in
1683. Brooklyn was originally one of six towns in Kings County, which was one of the original
twelve British counties of New York. The town became an important base for the British
through the American Revolutionary War, and the area grew as a result of the influx of

8

Sources of data include wikipedia.com (http://en.wikipedia.org/wiki/Brooklyn), New York State Department of Labor
and US Census data provided by Esri (communityanalyst.esri.com)
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colonists loyal to the British. Brooklyn continued to grow throughout the first half of the 19th
century because of its prime economic location next to the East River.
In 1854, Brooklyn annexed the city of Williamsburg, and by 1896, it had also annexed all of
the surrounding villages and towns, expanding it to its current boundaries of Kings County.
The Brooklyn Bridge was completed in 1883, connecting the city to Manhattan, and in 1894,
Brooklyn voted to join on to Manhattan. In 1898, it became one of the five boroughs of New
York City, along with the Bronx, Queens, and Staten Island (then Richmond).

Population
As of 2018, the population was 2,691,705 with
975,712 households, making Brooklyn the most
populous borough in New York City, although it
is the second largest in area, following Queens.
It is also the second most densely populated
county in the United States, following New York County. The population of New York City as a
whole in 2018 was 8,679,888.

Income

As of 2018, Kings County's median household income was $51,170. New York City's estimated
2018 median household income was $57,810.
According to the 2018 data, the greatest distributional range of median household income was
below $15,000, with 16.6% of households reporting income in this range. 15.3% of
households reported an income of between $50,000 and $74,999, and 12.8% reported
incomes between $100,000 and $149,999.
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New York Metropolitan Area Economy and Employment Overview 9

New York's economy is outpacing the nation's. According to the NYC Comptroller, Gross City
Product grew by a seasonally adjusted 2.7% in 18Q2—worse than the 4% in 17Q2, and the
national growth of 4.1%. The city's private sector job growth continues to outperform the
nation as a whole, adding an average of 23,500 jobs per quarter or an average annual growth
rate of 2.8%, since the end of 2009 when the current recovery began. In comparison, the U.S.
private sector jobs grew at an average annual rate of 2% per quarter.
NYC's unemployment rate, adjusted for seasonality, dropped to 4.2% in 18Q2 to a historic
low. The U.S. unemployment rate continued its long-term slide to 3.9%, the lowest rate in
over 18 years.

Source: Costar/Moody's Analytics

9

Source: Costar's New York City Multi-Family Market Report, September 2018. Based on information from the 2010 U.S.
Census, the OMB changed the New York Metropolitan Area's definition to include Middlesex, Monmouth, and Ocean
counties in New Jersey (formerly of Edison) and Orange County in New York (formerly of Poughkeepsie), while Putnam
County was removed from the geography. The New York metro now includes an additional 2.3 million people, and the
economy now skews toward blue-collar industries more prevalent in outlying areas, and away from high-value-add
industries like finance and high-growth ones such as tech, more often found in Manhattan and close-in sections of the
boroughs. The Costar data in this section is based upon this larger Metropolitan Area definition.
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Low-paying sectors continue driving steady employment growth, although growth in middlewage sectors picked up in recent years, according to the office of the City Comptroller. The
Bureau of Labor Statistics reported in August 2018 that the New York metro had the largest
year-over-year employment increases (+117,400) when compared to other national metros.
On another positive side, average hourly private-sector earnings continue to rise.
Overall job additions in both the city and the metro as a whole have been heavily concentrated
in lower value-add sectors in this expansion. Over the past year, sectors such as education
and health services and leisure and hospitality accounted for a disproportionate share of
employment gains in both the city and the metro. With the metro area's population over the
age of 65 expected to increase by an average of more than 58,000 residents annually over the
coming years, the health services sector should continue growing relatively rapidly.
Unfortunately, jobs associated with eldercare tend to pay much less than others in the
industry.
Media and technology should stand out as New York's long-term growth drivers. This market's
employment base has been gradually shifting from finance toward TAMI (tech, advertising,
media, and information) sectors for almost three decades. Tech industry heavyweights such as
Bloomberg and Google have accounted for some of the largest payroll expansions so far in this
recovery.

Economic Overview of Brooklyn
The data below is from the New York State Department of Labor10, and information from
Costar11.
As of first quarter 2018 there were 749,313 jobs in Kings County representing a 5.9%
increase in jobs since third quarter 2017. The top industries included the Health Care and
Social Assistance sector (224,908 jobs); Government (119,781 jobs); Retail Trade Sector
(76,656 jobs); Accommodation and Food Services (50,600 jobs); and Construction (32,350
jobs). The unemployment rate in Kings County has been on the decline since its peak in 2012
at, 9.8%. The average unemployment rate for Kings County in 2017 was, 4.6% and has
continued to decrease to 4.4% as of the 3Q2018. New York City's overall unemployment rate
also continues to decline since its peak in 2010 at, 9.5%; recording a 4.3% unemployment
rate for 3Q2018 compared to a 4.5% average in 2017.

10

Employment overview data provided by NYS Department of Labor (http://www.labor.ny.gov/stats/ins.asp)
Information excerpted from the CoStar Williamsburg Submarket Multi-Family Report, September 2018 and the Costar
New York City Multi-Family Market Report, September 2018
11
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BROOKLYN EMPLOYMENT BY I NDUSTRY 2018Q1
Industry Title

Average Employment

Total Wages

Average Wages

Total, All Industries

749,313

$8,961,368,595

$11,959

Total, All Private

629,532

$6,787,345,650

$10,782

Health Care and Social Assistance

224,908

$2,223,844,997

$9,888

Government

119,781

$2,174,022,945

$ 18,150

Retail Trade

76,656

$635,356,199

$8,288

Accommodation and Food Services

50,600

$ 326,964,559

$6,462

Construction

32,350

$451,606,779

$13,960

According to the Office of the New York State Comptroller12, private sector job growth in
Brooklyn has been strong since the recession ended in 2009, outpacing the rest of New York
City, New York State and the nation. Brooklyn gained 172,600 private sector jobs, far more
than the 1,400 lost during the recession. Since 2009, private sector employment in Brooklyn
increased by 39%. Employment grew by 4.4% in 20177, nearly twice as fast as the City
overall, and set a new record of 613,400.
Brooklyn had a total of 61,300
businesses in 2017, an increase of
32% since the end of the recession in
2009. This was the fastest rate of
growth among the five boroughs and
almost double the citywide growth
rate (17%). 70% of the businesses
had fewer than five employees and
84% had fewer than 10 employees.
The number of firms increased in
every business sector during this
period, with the exception of manufacturing, which had a small decline. Growth was driven by
leisure and hospitality, business services, personal services and retail trade. The retail sector
was responsible for the largest number of businesses (9,800 firms), leisure and hospitality

12

"An Economic Snapshot of Brooklyn," Office of the New York State Comptroller, June 2018,
https://www.osc.state.ny.us/osdc/rpt3-2019.pdf
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added the most firms (2,700, a 70% increase), and the information sector grew the fastest
(79%).
Downtown Brooklyn is the City's largest business district outside of Manhattan, and job growth
has been strong there as well. The Brooklyn Tech Triangle (Downtown Brooklyn, DUMBO and
the Brooklyn Navy Yard) is now home to more than 1,350 companies and has become one of
the fastest-growing employment sectors in the borough, increasing by 57% between 2009 and
2017. With an average salary of $92,900, tech is among the borough's highest-paying
industries.
The New York City College of Technology and the NYU Tandon School of Engineering are
located in Downtown Brooklyn. MetroTech is the nation's largest urban academic-industrial
research park.
DUMBO is home to more tech companies than any other neighborhood. The five buildings
formerly owned by the Jehovah's Witnesses have been developed into a new tech hub,
and Etsy is headquartered there.
The Brooklyn Navy Yard has been transformed into a modern tech, manufacturing and
industrial campus, including the New Lab workspace for tech hardware companies in fields
like artificial intelligence. It is set to add over 2 million square feet of space by 2020.
In Sunset Park, Industry City is undergoing a 10-year, $1 billion renovation plan. The
7,700 square foot Innovation Lab provides continuing education and job training to help
prepare area residents for jobs in the tech industry.
The New York Science and Technology Center at the Brooklyn Army Terminal (BioBAT)
caters to life sciences and tech firms seeing to expand beyond the startup phase.
In Central Brooklyn, SUNY Downstate Medical Center operates the Advanced
Biotechnology Incubator for biotech companies.

Brooklyn has set employment records for eight consecutive years, and the unemployment rate
has fallen to a record low. Despite impressive gains in household income, the borough still
faces challenges, including poverty and a shortage of affordable housing. Nonetheless,
Brooklyn's economy is booming, creating new opportunities for its residents.

NYC Development and Construction
Based upon US Census Data13, 30% of housing units are located in Brooklyn, 25% in both
Manhattan and Queens, 15% in the Bronx, and 5% in Staten Island. Of those, 64% were
rental units.

13

Data provided by Esri (communityanalyst.esri.com)
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H O U S I N G S U M M A R Y : N E W Y O R K M E T R O P O L I T A N M A R K E T 14

Vacancies are below 3% despite the delivery of more than 45,000 units since 2016, which
speaks to the market’s impressive demand.
Developers are out in full force. The current pipeline is unlike any the metro area has faced in
at least 30 years, with completions likely to total around 61,000 units over the next few years.
According to Dodge Data & Analytics15, the New York NY metropolitan area, at $16.1 billion in
construction starts during the first half of 2018, held onto its number one ranking among top
metropolitan areas nationally and comprised 16% of the U.S. commercial and multifamily
total, helped by a 44% jump in construction starts compared to a year ago. During the
previous two years, the New York share of the U.S. total had slipped to 14% in 2016 and 13%
in 2017, after seeing its share reach a peak at 19% back in 2015.
The 44% increase in construction during the first half of 2018 was the result of an 83% hike
for commercial building combined with 22% improvement for multifamily housing. Previously,
construction starts had retreated 15% in 2016 and 13% in 2017, following a 62% surge back
in 2015.
New office construction starts soared 114% in the first half of 2018, although as a point of
perspective it was still 25% below the robust volume reported during the first half of 2015.
Large office projects that reached groundbreaking during the first half of 2018 were the $1.8
billion Spiral office building and the $480 million Hudson Commons office building addition,
both in the Hudson Yards district of Manhattan, and the $233 million office portion of the $300
million One Willoughby Square mixed-use project in Brooklyn.
The 22% increase for multifamily housing during the first half of 2018 reflected the start of 15
projects valued each at $100 million or more, led by the $700 million City View Tower at Court
Square and the $550 million Queens Plaza Park Apartments, both in Long Island City.

14

Source: Delivery, absorption and vacancy statistics excerpted from Costar New York Multi-Family Market Report
September 2018
15
Dodge Data & Analytics, "First Half 2018 Commercial and Multifamily Construction Starts Show Mixed Performance
Across Top Metropolitan Areas," August 9, 2018, https://www.construction.com/news/first-half-2018-commercialmultifamily-construction-starts-mixed-across-top-metro-areas-aug-2018
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According to Costar16, increased competition is already taking a toll at the top of the market.
Rent growth for the metro decelerated significantly from 2015–18, and rent growth is only
2.6% for the past twelve months. Luxury assets in particular are feeling the pinch as the wave
of new units continue. Despite rent growth decreasing, New York still contains eleven of the
nation's top 15 most expensive submarkets.
Despite new supply, the market remains tight. Vacancies are around 100 basis points below
their previous peak—reached when around 17,000 units hit the market during the 2008–09
recession. The record volume of inventory slated to deliver over the coming years could pose
challenges, particularly for 4 & 5 Star assets. With 4 & 5 Star buildings asking rents around
50% higher than 3 Star buildings on average, there is significantly greater risk to the top of
the market. However, the metro’s historical undersupply, coupled with the continued inmigration of young professionals, should prevent significant unraveling of fundamentals.

Education
New York City is served by the largest public-school system in the world, overseen by the New
York City Department of Education. In this system, over 1.1 million students are taught in
more than 1,700 public schools. The department oversees education in all five boroughs,
including Brooklyn.
Among these public schools are several selective and specialized schools like Hunter College
High School, the public school that sends the largest percentage of graduates to Ivy League
colleges in the United States, and Stuyvesant High School, the public school with the lowest
acceptance rate in the U.S., both of which are in Manhattan. Brooklyn has several public high
schools of note as well, including Brooklyn Technical High School, located in Fort Greene,
which is the largest high school specializing in technology, math, engineering, and science in
the country. Brooklyn Tech has a number of famous alumni, including two Nobel Laureates.
Brooklyn also has a number of private and parochial schools in addition to its public schools.
There are about 594,000 university students in New York City, attending over 110 colleges
and universities. The city enrolls more university students than any other city in the country.
New York City is home to some of the most important institutions of higher education in the
country, including Columbia University, Cooper Union, and the Juilliard School of Music. All of
these universities are located in Manhattan. It is also served by a public university system
called the City University of New York (CUNY), which has 23 institutions across the five
boroughs and enrolls over 450,000 students.

16

Source: Costar New York Multi-Family Market Report September 2018
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Several of the CUNY campuses are located in Brooklyn, including Brooklyn College and the
New York City College of Technology. Brooklyn College, located in Midwood, was the first
public co-educational liberal arts college in New York City, and was ranked as one of America's
Top Fifty Best Value Public Colleges by the Princeton Review in 2009. Brooklyn houses the
SUNY Downstate Medical Center, a branch of the State University of New York system of
public colleges, which is the oldest hospital-based medical center in the country. Brooklyn is
also home to a number of private universities, including the Pratt Institute, in Clinton Hill,
which is one of the leading art, design, and architecture schools in the country, and offers both
graduate and undergraduate degrees.

Culture and Recreation
New York City is one of the cultural centers of the world, and is a hub of music, theater, film,
and the visual arts. New York City's Broadway district, located near Times Square, is one of
the world's centers of English language theater. Alternative and experimental theater groups
have found a home in New York, making the city a center of innovative theater as well.
Musical institutions are also vital to New York culture, and Lincoln Center for the Performing
Arts, the largest arts institution in the world, is located on Manhattan's Upper West Side. New
York has permanent professional companies in all of the major performing arts disciplines: the
New York City Opera, the New York Philharmonic, the New York City Ballet, and the Public
Theater. There are many world-renowned visual art museums in New York City, including the
Museum of Modern Art and the Metropolitan Museum of Art.
Brooklyn contains many noted centers of art as well. The Brooklyn Academy of Music (BAM),
located in Downtown Brooklyn, is a major venue for performing arts, known for its focus on
avant garde performance. BAM, with its 2,109-seat opera house and its 874-seat theater,
boasts a typical visitor count of over 500,000 people every year, and just celebrated its 150th
anniversary. Another center of artistic innovation is the Brooklyn Philharmonic, an orchestra
formed in 1857 that is now famous for its support of modern composers and its progressive
performances. The Brooklyn Museum, located in Central Brooklyn, is the second largest public
art museum in New York City. The museum, funded in part by the City of New York, is visited
by over 500,000 people per year. The Brooklyn Children's Museum, located in Crown Heights,
was the first museum in the country to be dedicated specifically to children, having opened in
1899.
Beyond institutions of art and music, Brooklyn is also known for its outdoor spaces. Prospect
Park, a public park designed by the creators of Central Park in Manhattan, occupies 585 acres
of Central Brooklyn. The Brooklyn Botanic Gardens is adjacent to Prospect Park and is visited
by approximately 900,000 people every year. Coney Island, an amusement park and beach
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located at the southern tip of Brooklyn, is a vital piece of Brooklyn's history and culture. For
decades known as one of the most popular summer recreation destinations in New York City,
Coney Island's popularity began to decline in the later part of the 20th century, but is
currently undergoing revitalization, with a new amusement park having opened there in 2010.
Brooklyn Bridge Park, an 85-acre sustainable waterfront park stretching 1.3 miles along
Brooklyn's East River shoreline, has undergone recent development. The park includes a
waterfront promenade, lawns, a playground and volleyball courts. Moreover, mixed use
properties on the park include over 400 residential units and 80,000 square feet of retail
space.
There are several projects dedicated to Brooklyn's development and economic growth that
have been proposed over recent years. The largest is the multi-billion Pacific Park project
(formerly called Atlantic Yards), a mixed-use commercial and residential development project
located in Prospect Heights. The first phase of this project was the development of the
Barclays Center, which opened in 2012. The Barclays Center is a multi-purpose arena that
hosts the NBA's Brooklyn Nets, along with concerts, conventions, and other sporting events.

Transportation and Linkages
The New York City mass transit system is the most extensive in North America, and its subway
system is the busiest in the Western Hemisphere. New York has public transportation systems
covering underground rail, aboveground rail, bus, and ferry systems. New York City is also
served by three major airports, including John F. Kennedy Airport and LaGuardia Airport in
Queens, and has the busiest airspace in the country.
The Long Island Rail Road, a rail system owned by the Metropolitan Transportation Authority,
operates three stations in Brooklyn on its Atlantic Branch train line, connecting it with Queens
and Long Island. The stations are Atlantic Terminal, the East New York station, and the
Nostrand Avenue station. The Atlantic Branch train runs to Jamaica Station, which is a hub
station at which all the Long Island Railroad lines but one meet.
Brooklyn is also served by the New York City subway system, connecting it to the other New
York City boroughs. There are eighteen subway lines that operate in Brooklyn: A, E, N, Q, R,
D, F, M, J, Z, 2, 3, 4, 5, G, S, the express 7, and the local 7. There is a system of MTA bus
routes that operate within Brooklyn, as well as express bus routes that run to Manhattan.
Brooklyn has a number of highways and parkways, mostly located in western and southern
Brooklyn. Major north-south highways include the Brooklyn-Queens Expressway, running
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between Downtown Brooklyn and Queens, and the Jackie Robinson Parkway, which runs
between the East New York neighborhood of Brooklyn and the Kew Gardens neighborhood of
Queens. Brooklyn also contains several major east-west highways, including the Belt Parkway,
connecting Brooklyn and Queens, and New York State Route 27, which runs from Brooklyn to
the eastern tip of Long Island.

Conclusion
Brooklyn, as one of the five boroughs of New York City, benefits as part of one of the most
impressive municipal systems in the country. It, along with the rest of New York City, has an
extensive and much-used transportation system, along with easy access to some of the
busiest metropolitan areas in the country.
Brooklyn's economy and housing market has boomed in recent years. Brooklyn continues to
grow and develop, ranked as the most populous New York City borough, as well as a major
historical and cultural center of the city.
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Neighborhood Overview: Williamsburg, Brooklyn17

The subject property is located in the neighborhood of Williamsburg within the borough of
Brooklyn. Williamsburg is summarized as follows:

Neighborhood Summary18
Williamsburg is a mixed income area located along the East River in Brooklyn. The city was
originally a part of Bushwick, until it seceded in the early nineteenth century. Williamsburg
saw rapid development during the turn of the century, largely due to the opening of the
Williamsburg Bridge in 1903. It continues to be a bustling residential and industrial area
today.
Williamsburg has undergone a rapid gentrification since the Waterfront rezoning in 2005.
Rents and median incomes have risen dramatically and many industrial properties have been
converted residential properties as a result. The retail sector is also very strong, as national
retailers like Whole Foods and J. Crew are opening locations in Williamsburg to gain exposure
to the market's young, high-income residents.

17

Data sources include US Census Department (reported through ESRI Community Analyst) and New York City
Department of City Planning's Community District Profile for Brooklyn Community District 1
(http://www.nyc.gov/html/dcp/html/lucds/cdstart.shtml)
18
http://en.wikipedia.org/wiki/Williamsburg,_Brooklyn
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Surrounding Neighborhoods
North: Greenpoint
South: Bedford-Stuyvesant and Bushwick
East: RidgeWood and Maspeth
West: the East River and Brooklyn Navy Yard

Street Boundaries
Northern: North 14th Street, Bayard Street, and Frost Street
Southern: Flushing Avenue
Eastern: Onderdonk Avenue and Newtown Creek
Western: Kent Avenue and the East River

Local Community District
The subject property is included within Brooklyn Community District 1 (East Williamsburg,
Greenpoint, Northside, Southside, Williamsburg).
Community District 1 has 4.8 square miles.
The district is predominantly improved with
residential properties (29%). The district also
has a significant amount of industrial use
(25%), transportation/utility use (9%) and
mixed use properties (10%).

Source: NYC Dept. of Planning
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LOCAL LAND USE MAP

Source: OasisMaps

Immediate Surrounding Uses
The surrounding blocks are a combination of residential, mixed use, institutional and industrial
properties.
The subject is located two blocks of both De Hostos Playground and Bartlett Playground. There
are several school and houses of worship within walking distance of the subject.
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Population and Household Overview
Summary

Census 2010

2018

2023

137,290

161,334

174,740

Households

49,341

58,577

63,581

Families

26,381

30,058

32,238

2.76

2.73

2.73

Owner Occupied Housing Units

6,527

7,840

9,407

Renter Occupied Housing Units

42,814

50,736

54,174

28.8

30.6

31.8

Population

Average Household Size

Median Age

As of 2018, there were 161,334 people and 58,577 households in Williamsburg. The average
household size was 2.73 and the median age was 30.6. Moderate household growth is
expected by 2023.

Household Income

HOUSEHOLDS BY INCOME - 2018

The median household income in Williamsburg

Income Range

Percent

was $47,094 in 2018 with average household

<$15,000

19.2%

income of $75,217. The area is low income,

$15,000 - $24,999

11.5%

with 40% earning $35,000 or less.

$25,000 - $34,999

9.6%

$35,000 - $49,999

11.5%

$50,000 - $74,999

14.3%

About 26% of the community district’s

$75,000 - $99,999

8.9%

residents have incomes below the poverty

$100,000 - $149,999

12.6%

level, compared to New York City at 21%.

$150,000 - $199,999

6.1%

$200,000+

6.2%

Employment
79,139 Williamsburg residents were employed

Median Household Income

$47,094

Average Household Income

$75,217

Per Capita Income

$27,549

2018 EMPLOYED POPULATION 16+ BY INDUSTRY
Total

79,139

in 2018. Services was the largest sector,

Agriculture/Mining

0.2%

employing 60.1% of the population. The

Construction

3.4%

second largest sector was Retail Trade (9.0%)

Manufacturing

4.7%

followed by Finance/Insurance/Real Estate

Wholesale Trade

3.1%

Retail Trade

9.0%

Transportation/Utilities

3.0%

Information

6.8%

(7.8%).

Finance/Insurance/Real Estate
Services
Public Administration

7.8%
60.1%
2.0%
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Businesses and Retail Establishments
The neighborhood’s primary retail and commercial corridors are Bedford Avenue, Grand
Street, and Broadway. Williamsburg has 5,614 total businesses with 37,169 total employees in
2018, according to ESRI.

RETAIL ESTABLISHMENT BREAKDOWN
Retail Trade Summary

Establishments % Total

Employees

Home Improvement

66

4%

171

General Merchandise Stores

48

3%

1,444

Food Stores

226

13%

165

Auto Dealers, Gas Stations, Auto Aftermarket

34

2%

651

Apparel & Accessory Stores

165

10%

635

Furniture & Home Furnishings

120

7%

3,623

Eating & Drinking Places

646

37%

1,940

Miscellaneous Retail

419

24%

0

Total Retail Establishments

1,725

100%

8,629

Of those businesses, 1,725 are retail establishments with 8,629 retail employees. 37% of the
local retail establishments are Eating & Drinking Places, 24% are Miscellaneous Retail and
13% are Food Stores.

Of the $2,025,841,512 spent in Williamsburg in 2018 on consumer goods, the largest
spending category was Financial, with $1,367 million (37%) spent, followed by shelter at $663
million (18%).
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HOUSING UNITS PER STRUCTURE

Williamsburg is a dense neighborhood with
44% of all buildings containing 20 or more
units. 10.4% of units are in single-family or
two-family homes.

Total

58,422 Percentage

1, detached

939

1.6%

1, attached

1,264

2.2%

2

3,846

6.6%

3 or 4

8,757

15.0%

5 to 9

10,982

18.8%

10 to 19

6,569

11.2%

20 to 49

11,853

20.3%

50 or more

13,985

23.9%

The building stock within the neighborhood

HOUSING UNITS BY YEAR BUILT

was primarily built before 1960 (53%) with

Year Built

only 25% of all housing constructed after

Built 2010 to 2013

2,622

4.5%

1980. The estimated median year built for

Built 2000 to 2009

8,945

15.3%

housing in the neighborhood is 1957.

Built 1990 to 1999

3,284

5.6%

Built 1980 to 1989

2,235

3.8%

Built 1970 to 1979

4,101

7.0%

Built 1960 to 1969

6,260

10.7%

Built 1950 to 1959

4,286

7.3%

Built 1940 to 1949

2,676

4.6%

23,703

40.6%

Built 1939 or earlier

58,422 Percentage

Median Year
Structure Built

1957

In 2018, 13% of the housing units were

2018 Housing Units

owner occupied and 82% were renter

Owner Occupied Housing Units

13%

occupied. The area owner occupancy level is

Renter Occupied Housing Units

82%

below that of New York City in general, as on
average, the percentage of owner occupied
housing units within New York City
approaches 30%, while 70% are renter

62,282

Median Home Value
2018

$775,075

2023

$841,545

occupied. The Census Bureau estimates that
the median home value is $775,075 within
Williamsburg.

43

249 & 334 WALLABOUT STREET

MARKET AREA OVERVIEW

Transportation and Linkages
Williamsburg is serviced by MTA Subway G, J and M trains, which all have stops within three
blocks of the subject property. Bus service runs along Bedford Avenue and Driggs Avenue to
the east of the subject property and Grand Street to the south of the subject property.
M A S S T R A N S P O R T A T I O N I N R E L A T I O N T O T H E S U B JE C T P R O P E R T Y

Williamsburg has access to the Brooklyn
Queens Expressway, which connects to
the regional highway network leading to
Queens, Manhattan, the Bronx,
Westchester, Connecticut, and Upstate
New York.
The majority of the population (63.1%)
uses public transportation to get to work.
11.9% drive or carpool and walk.
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Highest and Best Use
Highest and best use is defined as follows:
The reasonably probable use of property that results in the highest value. The
four criteria that the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum productivity.
The use of an asset that maximizes its potential and that is possible, legally
permissible, and financially feasible. The highest and best use may be for
continuation of an asset’s existing use or for some alternative use. This is
determined by the use that a market participant would have in mind for the
asset when formulating the price that it would be willing to bid.
The highest and most profitable use for which the property is adaptable and
needed or likely to be needed in the reasonably near future.19
A highest and best use analysis follows a specific procedure:
Determine the highest and best use of the site as if vacant.
Consider the ideal improvement for the site's development.
Compare the ideal improvement to existing improvements and determine whether
modification or maintenance of the existing improvements is appropriate.

Definition of Highest and Best Use of Land or a Site as Though Vacant
Among all reasonable, alternative uses, the use that yields the highest present
land value, after payments are made for labor, capital, and coordination. The
use of a property based on the assumption that the parcel of land is vacant or
can be made vacant by demolishing any improvements.

Definition of Highest and Best Use of Property as Improved

The use that should be made of a property as it exists. An existing
improvement should be renovated or retained as is so long as it continues to
contribute to the total market value of the property, or until the return from a
new improvement would more than offset the cost of demolishing the existing
building and constructing a new one.
The highest and best use analysis identifies the use with the highest property value, helps to
identify market standards, and leads to the most appropriate comparable sales. Differences
between the appraised property and the ideal improvement help to isolate obsolescence and
depreciation. The analysis of highest and best use as vacant and as improved both consider
four tests, in the following order: legal permissibility (leases, zoning and deed restrictions);

19

Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p.109.
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physical possibility (physical characteristics of site and improvements); and financial feasibility
(which use yields highest residual value to the land).

HIGHEST AND BEST USE AS THOUGH VACANT
Legally Permissible
The subject property is zoned R7A, R7D, and R8A Residential with a C2-4 Commercial Overlay
in a Mandatory Inclusionary Housing area, which allows a variety of residential, community
facility, and commercial uses as of right. No known zoning change is currently being
considered or anticipated. The site, if vacant, could be developed for any of these uses.

Physically Possible
The site's size is large, and its frontage and access are good. All public utilities are available to
the site. Therefore, any of the above-mentioned uses would be physically possible.

Financially Feasible
Residential rents in newly constructed residential buildings in the subject's market area
indicate a market rent of approximately $40 per square foot of livable area which supports
new multifamily construction. Also, a residential development would benefit from the inclusion
of retail area at the base. The completed value of a mixed-use rental building exceeds the land
value plus construction costs (and profit) suggesting development is financially feasible.
Community facility rents are approximately $30 per square foot in the subject's location,
which is below the feasibility rent level. Therefore, community facility development is not
currently feasible.

Highest and Best Use Conclusion – Site as though Vacant
All legally permissible, physically possible, and financially feasible uses of the subject property,
as vacant, have been presented and examined. The highest and best use of the subject
property, as if vacant, is residential construction with retail.

HIGHEST AND BEST USE AS IMPROVED
As the subject’s site is currently vacant, an analysis of the subject’s highest and best use as
improved is not applicable.
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Appraisal Process
There are a number of approaches to value in the appraisal of development sites. The most
common approaches of land valuation are as follows:
The Sales Comparison Approach derives an opinion of value from an analysis of comparable
properties which have transferred over a recent time period. This approach is based on the
principle of substitution and contribution which states that a knowledgeable investor will pay
no more for a property than would be paid for a comparable substitute property.
The Allocation method is based on the idea that there is a typical ratio of land value to
property value in similar categories of property in similar locations. Allocation ratios may
be based on information provided by developers who sell improved properties and can
allocate proportions of total property value between the costs of land and the costs of
improvements.
The Extraction method allows land to be calculated by subtracting the value of
improvements, after considering depreciation, from the total property value. The
remaining value is the value of the land.
The Land Residual Approach estimates land value when sales data on similar vacant land
sites are not available. This procedure is applicable when building value can accurately be
estimated. In order to do use this approach, the highest and best use of the site must first
be determined. The net operating income must then be estimated from market rents and
operating expenses in the area, or the value upon completion must be derived from
comparable sales. The residual value to the land is calculated by subtracting the value of
subject’s ideal improvements, after considering entrepreneurial incentive, from the total
property value. The remaining value is the value of the land.
The Direct Capitalization/Ground Rent Capitalization Approach is conducted by capitalizing
the ground rent at an appropriate rate to indicate the site’s market value.
The Yield Capitalization Discounted Cash Flow Analysis (Subdivision Development Analysis)
is used to value vacant land that has potential for development as a subdivision when that
use represents the likely highest and best use of the land. The development of any project
extends over stages, the construction stage and the development stage. To perform this
analysis, data on development sales and costs for developed lots must be available.20

20

The Appraisal of Real Estate, Eleventh Edition., Appraisal Institute, 1996, p. 328

47

249 & 334 WALLABOUT STREET

APPRAISAL PROCESS

Approaches Applied: In this appraisal report we used the Sales Comparison Approach to value,
which represents the value of the property to a developer. The Sales Comparison Approach is
also the most applicable approach to value, given an active sales market.
The Income Approach and Cost Approach were not used because the highest and best use of
the subject property is utilization as a development site. The Income Approach can be applied
to vacant land using a land residual analysis based on a proposed construction plan. However,
this approach is less reliable where similarly zoned land sales are frequent. Similarly, the Cost
Approach reflects the value of existing improvements.
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The Sales Comparison Approach
The Sales Comparison Approach develops an indication of value by comparing the subject
property to similar properties which have transferred over a recent period of time. The steps
taken to apply this approach are:
Identify relevant property sales;
Research, assemble, and verify pertinent data for the most relevant sales;
Analyze the sales for material differences in comparison to the subject;
Reconcile the analysis of the sales into a value indication for the subject.

To apply the Sales Comparison Approach, we searched for sale transactions with the following
parameters:

Property Type

Vacant land and development sites

Location

Brooklyn

Size

Greater than 35,000 square feet of buildable area

Transaction Date

Last 36 months

Unit of Comparison

Price per square foot of buildable area

For this analysis, we use price per square foot of buildable area as the appropriate unit of
comparison because market participants typically compare sale prices and property values on
this basis for vacant land.
The comparable sales are described on the following pages, along with a picture of each sale.
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COMPARABLE SALES MAP
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Property Data
Sale No.:

1

Location:

46 Crown Street

Legal Identification:

Block 1190; Lots 29, 45, & 50

Site Area (SF):

55,083

Buildable Area (SF):

165,249

Zoning:

R6A : FAR 3.0

Property Description:

Three vacant lots purchased with the intention of developing marketrate and affordable housing. Site is zoned R6A; however, the purchaser
has applied for rezoning with a higher FAR that would likely include
mandatory inclusionary housing.

Year Built:

n/a

Sale Data
Sale Date:

July 24, 2018

Grantor:

Cornell Crown LLC

Grantee:

CP VI Crown Heights, LLC

Sale Price:

$41,025,000

Document Number:

2018080600387

Terms:

Cash to seller.

Price PSF:

$248
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Property Data
Sale No.:

2

Location:

801 Bedford Avenue

Legal Identification:

Block 1734, Lot 70

Site Area (SF):

13,225

Buildable Area (SF):

39,547

Zoning:

M1-2/R6A (MX-4) : FAR 3.0

Property Description:

Former gas station purchased for mixed-use development. Planned 6story development with 20 apartments and ground-floor retail.

Year Built:

1995

Sale Data
Sale Date:

April 26, 2017

Grantor:

Speedway LLC

Grantee:

793-801 Bedford Realty LLC

Sale Price:

$11,375,000

Document Number:

2017050800761

Terms:

Mortgage of $5,687,500 from Progressive Credit Union.

Price PSF:

$288
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Property Data
Sale No.:

3

Location:

191-203 Harrison Avenue

Legal Identification:

Block 2269, Lot 1

Site Area (SF):

30,000

Buildable Area (SF):

138,000

Zoning:

R7A / C2-4 : FAR 4.6 (Inclusionary)

Property Description:

Site purchased for mixed-use development (a 7-story building). Site
will be developed using inclusionary (not mandatory) housing bonus,
which requires that the affordable component be permenantly
maintained.

Year Built:

1959

Sale Data
Sale Date:

December 29, 2016

Grantor:

Pfizer Inc.

Grantee:

58 Gerry St LLC

Sale Price:

$26,889,525

Document Number:

2017000022147

Terms:

$15,000,000 in private financing.

Price PSF:

$195
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Property Data
Sale No.:

4

Location:

85-87 Jay Street

Legal Identification:

Block 54, Lot 1

Site Area (SF):

134,988

Buildable Area (SF):

971,914

Zoning:

M1-2/R8 (MX-2) : FAR 7.2

Property Description:

Large development site in DUMBO purchased for mixed-use
development. Permits filed after the sale show that the planned building
with have 737 apartments and 60,000 sf of commercial space. Sales of
smaller sites in the area imply a 15-20% discount for the site's large
size.

Year Built:

n/a

Sale Data
Sale Date:

December 20, 2016

Grantor:

Watchtower Bible and Tract Society of New York, Inc.

Grantee:

85 Jay Street (Brooklyn), LLC

Sale Price:

$345,000,000

Document Number:

2016122300588

Terms:

$187,000,000 in private financing.

Price PSF:

$355
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Property Data
Sale No.:

5

Location:

625 Fulton Street

Legal Identification:

Block 2094, Lot 1

Site Area (SF):

62,472

Buildable Area (SF):

461,830

Zoning:

C6-4/DB : FAR 10.0

Property Description:

Site purchased for new multi-family development. Previously improved
with a 7-story building. Prior to the sale, this lot transferred 168,700
square feet of development rights to a neighboring parcel; this lowered
the "as of right" buildable area to 461,830 square feet.

Year Built:

Unknown

Sale Data
Sale Date:

January 13, 2016

Grantor:

625 Fulton Associates, LLC

Grantee:

625 Fulton A, LLC

Sale Price:

$158,000,000

Document Number:

2016000025138

Terms:

Mortgage of $80,000,000 from Bank Leumi USA.

Price PSF:

$342
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SUMMARY OF COMPARABLE SALES
Sale
No.
1

Address
46 Crown Street

Buildable
Area
165,249

Sale Date
Jul-18

Sale Price
$41,025,000

Price
PSF
$248

2

801 Bedford Avenue

39,547

Apr-17

$11,375,000

$288

3

191-203 Harrison Avenue

138,000

Dec-16

$26,889,525

$195

4

85-87 Jay Street

971,914

Dec-16

$345,000,000

$355

5

625 Fulton Street

461,830

Oct-15

$158,000,000

$342

Adjustments
Adjustments for the comparable sales have been considered, based on comparison to the
subject for property rights appraised, financing terms, conditions of sale, market conditions
(time), location, size, zoning, and utility.
Property Rights

The purpose of this adjustment is to account for differences

Appraised

in the property rights which were transferred with the sale.
The property rights being valued in this analysis are the fee
simple interest for the subject. All of the sales were fee
simple purchases.
However, as discussed in the "Zoning" section, the impact of
the income restrictions at the subject due to mandatory
inclusionary housing (MIH) warrants a 15% downward
adjustment based on our comparison of a fully market rate
rental project's potential income to a project with a
mandatory affordable component (pg. 20).
Since none of the comparables are located within an area
where inclusionary housing is mandatory, a downward
adjustment to all of the sales is warranted.
Sale 1, as mentioned above, is seeking a rezoning that would
include an MIH requirement. Because the value of the
increased buildable area would be offset by the MIH
requirement, this adjustment has been applied. Further,
since such a rezoning is speculative, and the price paid
appears to be market-oriented to the current buildable area,
no further adjustment to this sale was made for the possible
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rezoning.
Sale 3 is located within an Inclusionary Housing Designated
Area, where affordable development is optional but must be
permanently maintained like the subject's. Using the
inclusionary buildable area for this sale (FAR of 4.6 rather
than 4.0) produces a price per square foot similar to the noninclusionary price per buildable foot after a similar 15%
adjustment is applied. Therefore, the inclusionary housing
FAR has been used and no additional adjustment for property
rights was made to this sale.
Financing Terms

The purpose of adjusting for financing terms is to determine
cash equivalent sale prices for the comparable sales in
accordance with the definition of market value for this report.
All of the comparable sales were either cash transactions or
financed at presumed market rates. No adjustments are
indicated.

Conditions of Sale

Conditions of sale refers to the motivations of the buyer and
seller involved in a particular transaction. All of the
comparable sales appeared to have transferred under normal
conditions and did not require adjustments.

Market Conditions (Time)

All of the sales transferred since January 2016. Market
conditions for development sites have improved over this
time period.
The increase in land pricing is predominantly due to the
renewal of 421a tax benefits in April 2017. We have
processed upward adjustments to Sales 3 and 4, which were
purchased during the interim between the expiration of the
former 421a program and the its renewal in 2017.

Location

The subject property is located within the Williamsburg
section of Brooklyn.
Sales 4 and 5 are located in superior residential
neighborhoods and these sales were adjusted downward. The
remaining sales are located in close proximity to the subject,
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or similar residential areas, and no adjustments for location
were warranted.
Size

This adjustment accounts for the difference in the buildable
area potential between each of the comparables and the
subject property. Smaller properties tend to sell for higher
prices on a per unit basis than larger properties due to
economies of scale. Additionally, there are only a limited
number of buyers available to purchase a site as large as the
subject, and this adjustment considers the challenges implicit
in marketing a site of this size.
The subject property has a history of community opposition,
and any purchaser would therefore consider the inherent risk
of continued opposition and would need to be a large enough
entity to navigate such challenges. This, however, is typical
for large-scale developments in the subject's market and a
purchaser within the limited pool able to buy a site of this
size would capable of navigating these issues. While any
future lawsuit against the property related to rezoning would
not be expected to stop the project, it could slow the
development timetable. All of these considerations are
inherent in the size (and therefore typical purchaser) of the
subject and are considered in this adjustment.
The subject property contains 1,095,595 square feet of "as of
right" buildable area. The comparables range in size from
39,547 to 971,914 square feet of buildable area. All of the
sales have been adjusted relative to the subject.

Zoning

The subject property is located on a site zoned R7A, R7D,
and R8A Residential with a C2-4 Commercial Overlay in a
Mandatory Inclusionary Housing area.
Sale 1 lacks a commercial overlay and was adjusted upward
slightly to account for this.
All of the remaining sales are residentially zoned and all have
commercial overlays on at least a portion of the site.
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Therefore, no further adjustments for zoning were warranted.
Utility

This adjustment accounts for configuration, layout, street
frontage and access of a site. The subject site has a slightly
irregular shape with good frontage.
All of the sales are rectangular or slightly irregular and all
have good frontage on two or more streets and no
adjustments for utility are warranted.
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SALES ADJUSTMENT GRID
Sale No.
Address:

1
2
46 Crown Street 801 Bedford
Avenue

3
4
5
191-203
85-87 Jay Street 625 Fulton
Harrison Avenue
Street

Sale Date:

Jul-18

Apr-17

Dec-16

Dec-16

Jan-16

Site Area (SF):

55,083

13,225

30,000

134,988

62,472

Buildable Area (SF):

165,249

39,547

138,000

971,914

461,830

Sale Price:

$41,025,000

$11,375,000

$26,889,525

$345,000,000

$158,000,000

Adj. Sale Price PSF:

$248

$288

$195

$355

$342

Property Rights Appraised:

-15%

-15%

0%

-15%

-15%

Financing Terms:

0%

0%

0%

0%

0%

Conditions of Sale:

0%

0%

0%

0%

0%

Market Conditions (Time):

0%

0%

5%

5%

0%

Trended Unit of Comparison:

$211

$244

$205

$319

$291

Location:

0%

0%

0%

-30%

-15%

Size:

-20%

-30%

-20%

0%

-20%

Zoning:

5%

0%

0%

0%

0%

Utility:

0%

0%

0%

0%

0%

Total Adjustment:

-15%

-30%

-20%

-30%

-35%

$179

$171

$164

$224

$189

Adjusted Unit of Comparison:
Unadjusted

Adjusted

LOW $195

LOW $164

HIGH $355

HIGH $224

AVERAGE $286

AVERAGE $185

MEDIAN $288

MEDIAN $179
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Sales Comparison Approach Conclusion
All adjustments are percentages. A positive adjustment indicates an inferior characteristic to
the subject. A negative adjustment indicates a superior characteristic to the subject.
Before adjustments, the comparable sales show a range from $195 to $355 per buildable
square foot. After adjustments, the range is much narrower: from $164 to $224 per square
foot, with an average of $185 and a median of $179 per square foot.
Most emphasis was placed on the three sales in close proximity or similar locations to the
subject (Sales 1, 2, and 3). These sales are at the low end of the range, which suggests that
the location adjustments made to the other two sales do not fully capture their difference from
the subject's area.
We have therefore concluded to a market value of $175 per square foot of buildable area for
the subject's site.
The "as is" value of the subject as a development site is calculated as follows.
CALCULATION OF "AS IS" FAIR VALUE
Concluded Value Per Square Foot
Buildable Area (SF)

$175
x

1,095,595

"As Is" Value Indication

$191,729,125

Rounded

$191,750,000
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Reconciliation of Values
The Sales Comparison Approach was based on recent sales of development sites in Brooklyn.
The intended use of these sites, purchased for development, makes them a reliable indicator
of market value for the property.
The Sales Comparison Approach provides the best indicator of value given the subject’s
highest and best use as a development site. Therefore, the final value conclusion for the
subject property is as follows:

Value

Date

Value Conclusion

"As Is" Fair Value

December 31, 2018

$191,750,000
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APPRAISER'S STATE LICENSE/CERTIFICATION
CERTIFICATION
QUALIFICATIONS
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CERTIFICATION

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and are our personal, impartial, and unbiased
professional analyses, opinions, and conclusions.
We have no present or prospective interest in the property that is the subject of this
report and no personal interest with respect to the parties involved.
We have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.
We appraised the subject property for the same client in March 2017 and January 2018, as
well as appraising a portion of the subject in October 2018. We have provided no other
services within the three-year period preceding this assignment.
We meet the Competency provision of USPAP as described on Page 12 of this report.
Our engagement in this assignment was not contingent upon developing or reporting
predetermined results.
Our compensation for completing this assignment is not contingent upon the development
or reporting of a predetermined value or direction in value that favors the cause of the
client, the amount of the value opinion, the attainment of a stipulated result, or the
occurrence of a subsequent event directly related to the intended use of this appraisal.
Jordan Acebo-Hermiller, MAI made a personal inspection of the property that is the subject
of this report.
No one provided significant real property appraisal assistance to the appraisers signing
this certification.
The appraisal was not based on a requested minimum valuation, a specific valuation, or
the approval of a loan.
The use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives.
This report has been prepared in accordance with the Standards of Professional Practice
and Code of Professional Ethics of the Appraisal Institute, the Uniform Standard of
Professional Appraisal Practice (USPAP). In addition, this report has been prepared in
compliance with IFRS 13 (International Financial Reporting Standards 13 – fair value
measurement).
As of the date of this report, Amanda Aaron and Jordan Acebo-Hermiller have completed
the continuing education requirements of the Appraisal Institute.

Amanda Aaron, MAI

Jordan Acebo-Hermiller, MAI

NY State Certified General Real Estate

NY State Certified General Real Estate

Appraiser #46-49784

Appraiser #46-51039
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QUALIFICATIONS: AMANDA AARON, MAI
Principal, Aaron Valuation Inc.

Education
Columbia University, (New York, New York), B.A.
New York University Graduate School of Arts and Science, M.A.
Appraisal Institute – MAI designation and continuing education requirements

Experience
Amanda Aaron has appraised commercial real estate since 1998 and has been the President
and CEO of Aaron Valuation, Inc. since 2010. Aaron Valuation provides the full range of real
estate valuation services for properties in the New York City metropolitan area. Clients of
Aaron Valuation include lending institutions as well as attorneys, CPAs, property owners and
developers.
Commercial property experience includes valuation of apartment buildings, condominiums and
cooperative buildings, retail properties, industrial buildings, mixed-use properties, affordable
housing, office buildings, hotels, senior housing facilities, proposed construction and vacant
land. Competencies include market analysis and feasibility determination, property tax
analysis, cash equivalency valuation of favorable financing terms and LIHTC valuation for
affordable housing developments, ground-lease valuation and fractional interest valuation.
Ms. Aaron supervises both experienced and junior appraisers, performs peer appraisal review
for a range of properties and regularly teaches courses for the New York Metropolitan Chapter
of the Appraisal Institute. Courses include a state licensing course (Using the HP12C
Calculator) and an Appraisal Institute Qualifying Education Course (General Appraiser Sales
Comparison Approach).

Professional Affiliations
MAI Designated Member of the Appraisal Institute
New York City and New York State Certified Woman-Owned Business Enterprise (WBE)
Metro New York Chapter of the Appraisal Institute –Board of Directors, 2013-2015
Regional Representative, 2013-2018 Education Chair, 2019 First Vice President
New York State Certified General Real Estate Appraiser #46-49784
New York State Approved Supervisory Appraiser
New York State Course Instructor and Appraisal Institute Course Instructor
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QUALIFICATIONS: JORDAN ACEBO-HERMILLER, MAI
Vice President

Education
Ohio University, College of Arts and Sciences, B.A.
Appraisal Institute – MAI designation and continuing education requirements

Professional Affiliations
MAI Designated Member of the Appraisal Institute
New York State Certified General Real Estate Appraiser #46-51039
New York State Approved Supervisory Appraiser

Experience
Prior to joining Aaron Valuation, Inc., work included graphic design and management of an onsite graphics company for sports events, an internship with a regional homeless shelter in
southeast Ohio as well as sales and technical assistance in an international sales company.
Since joining Aaron Valuation Inc., experience includes supervision of junior appraisers, peer
appraisal review for a range of properties, market and feasibility analyses, property tax
analyses, cash equivalency valuation of favorable financing and LIHTC valuation for affordable
housing developments, fractional interest valuation, appraisal of industrial/warehouse
buildings, land transactions, mixed-use, commercial, cooperative and condominium apartment
buildings, and multi-family apartment properties.
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A 28-Story, Elevatored
Mixed-Use Building

430-438 ALBEE SQUARE
BROOKLYN, NEW YORK 11201

Appraisal Report

ADDRESSED TO
Spencer Northern, LLC
c/o Mr. Allen Weinstein
Park Management Inc.
571 East New York Avenue, Ste A
Brooklyn, NY 11225

One Hanson Place
Office Suite 201
Brooklyn, NY 11243
(347) 696-7600 tel
(323) 693-8636 fax
admin@aaronvaluation.com

March 27, 2019
Spencer Northern, LLC
c/o Mr. Allen Weinstein
Park Management Inc.
571 East New York Avenue, Ste A
Re:

A 28-Story, Elevatored Mixed-Use Building
430-438 Albee Square
Brooklyn, New York 11201

Dear Mr. Weinstein:
Per your request, we have completed an appraisal report of the above-captioned property for
the purpose of estimating the 'as is' leased fee fair value of the subject property as of the
effective date of this appraisal, December 31, 2018 (a retrospective value). We have also
provided a prospective 'as stabilized' value of the subject property, as of December 31, 2018.
The subject property is a recently completed 28-story, elevatored mixed-use (multifamily and
retail) development. There are 150 apartment units and the residential unit mix includes 8
studio units, 6 one-bedroom units, 135 two-bedroom units, and 1 three-bedroom unit. The
residential livable area totals 117,153 square feet, with an average unit size of 781 square
feet. Construction was completed and leasing began in January 2018 (as did tenant moveins). The property was fully leased by September 2018. Therefore, as of our effective date of
value, all 150 apartments were rented and the residential occupancy rate was 100% (0 vacant
units).
The property has significant amenities for residential tenants including a doorman, community
outdoor space, tenant lounge, fitness center, and bicycle storage. Units have private outdoor
space and an interior unit washer/dryer. The amenities are in line with the upper end of local
luxury multifamily product. Similarly, the unit finishes are in line with the high end of local
luxury apartment buildings.
The rentable retail square footage is 32,051 square feet on the grade, second, third, and
basement levels. In particular, the ground floor retail space contains 10,487 square feet, the
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second floor contains 9,017 rentable retail square feet, the third floor contains 4,623 square
feet of retail rentable area, and the lower level contains a retail rentable area of 7,924 square
feet. As presently configured, the third floor is partially built out as amenity space (fitness
facility, tenant lounge) and also is considered part of the commercial component of the
property. One retail tenant has signed a lease to date: 4,526 square feet of commercial space
was leased, consisting of 425 square feet at grade and 4,101 square feet in the cellar. The
retail occupancy is therefore 14%.
In order to secure residential and commercial-related tax benefits as a newly built mixed-use
property, ownership has received municipal approval to subdivide the residential component
and the commercial component into two condominium units. Per our review of public record,
two tentative tax lots were approved in June 2018 (one per use). The residential units are
anticipated to be eligible for a 15-year 421a tax exemption. The retail condominium will be
eligible for a 15-year ICAP tax benefit as new commercial construction. Based upon our
review of public record, the tax benefits are not yet in place and the newly identified tax lots
have not yet been assessed for tax purposes.
Based upon our review of owner-provided plans, the subject property contains 160,302 square
feet of gross building area in total and 148,808 square feet of above-grade gross building
area. Construction began circa Fall 2015. A Final Certificate of Occupancy was received in
January 2019. The subject was observed to be in excellent condition during our property tour.
Both the subject's residential and retail components have been separately master leased. The
residential master lease (which includes all apartments, lobby, and related common areas) is
under gross terms with a begin date of December 31, 2017. The landlord is the subject
owner, Spencer Northern, LLC. At our client's request, the tenant name is confidential. The
residential master lease term is five years and there are two additional five-year renewal
options. The rent is flat during the rental period (with 3% increases per renewal term). The
landlord is responsible for all residential operating expenses, capital repairs/completion costs,
and apartment lease-up costs. The residential master lease tenant is solely responsible for
their gross rent payment.
The residential master lease contract allows the landlord early termination should the building
be sold or refinanced and subject to a qualifying refinance event. Specifically, the early
termination option can be exercised contingent upon the master lease inhibiting or preventing
the landlord from obtaining a customary loan at ordinary rates and terms. Early termination
could not be exercised until 6 months beyond the lease begin date. Therefore, termination
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was permissible after June 30, 2018. If exercised, the landlord is obligated to pay the tenant
a "Guaranteed Profit Amount" of $1,405,000 plus the difference between any residential
master lease rent paid and residential rent generated by the apartments to the lease
termination date. If the early termination option is exercised beyond the initial 6 months of
the lease term, the Guaranteed Profit Amount is reduced by $65,000 per month.
As our fair value opinion herein assumes a hypothetical sale of the property as of our effective
date of value, we have analyzed the likelihood that a buyer would exercise the early
termination option in our analysis and adjusted our value conclusion accordingly. As will be
discussed herein, we have considered that the master lease termination would have been
exercised on our date of value, December 31, 2018. Therefore, our 'as is' and 'as stabilized'
values are as of the same date.
The retail master lease (which accounts for the first, second, third, and cellar retail levels) is
under triple net terms with a begin date of June 30, 2017. At our client's request, the tenant
name is confidential. The retail master lease term is ten years and there are no renewal
options. The rent increases at 3% per annum. The retail master lease tenant is responsible
for all related commercial operating expenses, including the commercial tax burden. We have
also considered that the landlord and commercial master lease tenant are negotiating to
extend the commercial master lease term with flat rent for the initial 10 year period.
The subject site is situated on the west side of Albee Square, between Fulton Street and
Willoughby Street, in the Downtown Brooklyn section of the Borough of Brooklyn, City and
State of New York. The site is zoned C6-4.5 Commercial within the Special Downtown
Brooklyn zoning district and is identified on tax maps of Kings County as Block 146, Lots 1001
and 1002. As noted, the residential and retail condominium components were subdivided; the
retail condominium is Lot 1001 and the residential condominium is Lot 1002. The prior tax
identification, before subdivision, was Block 146, Lot 48. Also, the site was formerly four
municipal tax parcels that were merged into the noted sole tax lot. The site has a total land
area of 11,941± square feet. The property's street address is 430-438 Albee Square and also
known as 434-438 Gold Street.
This report has been prepared in accordance with the Standards of Professional Practice and
Code of Professional Ethics of the Appraisal Institute, the Uniform Standard of Professional
Appraisal Practice (USPAP). In addition, this report has been prepared in compliance with IFRS
13 (International Financial Reporting Standards 13 – fair value measurement).
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The highest and best use of the subject property is multifamily and retail. Per zoning, the
subject is required to have available parking. In order to conform to the municipal zoning
code for parking, the owner acquired the right to utilize available parking at a nearby garage
(see 'Assumptions' and 'Zoning' sections).
In this appraisal report, we used both the Income Approach and the Sales Comparison
Approach to value. The Cost Approach was considered but we did not find it applicable as
investors place no weight on this approach for large-scale development projects that are
underway in the local market. The subject is 100% built as of our effective date. Further, the
subject land was acquired in December 2014 and construction began in Fall 2015, both times
of differing market conditions to the present time. Lastly, we have considered that the
subject's feasibility is enhanced based upon the acquisition of 421(a) certificates and this
program expired in December 2015. It was subsequently reinstated in 2017 with differing
requirements. Each of these factors limits the applicability of the Cost Approach to value.
The value reported herein presumes a 6- to 12-month exposure time.
The opinions of value expressed are subject to the certification, assumptions and conditions
described in the following written appraisal report and particularly the Assumptions described
on Page 32.
After carefully considering all available information concerning the subject property and all
apparent factors affecting value, we have concluded to the following value estimates for the
subject property:

Fair Value
Value

Date

Conclusion

Prospective “As Stabilized” Fair Value

December 31, 2018

$174,200,000

“As Is” Fair Value

December 31, 2018

$169,900,000
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Sincerely,

Amanda Aaron, MAI

Ryan Lipsitz

NYS Certified General RE Appraiser #46-49784

NYS Certified General RE Appraiser #46-51308
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EXECUTIVE SUMMARY

Executive Summary
SUBJECT PROPERTY:

A 28-Story, Elevatored Mixed-Use Building
430-438 Albee Square
Brooklyn, New York 11201

LEGAL IDENTIFICATION:

Block 146, Lots 1001 and 1002 (Kings County tax
maps); municipality recently approved the subdivision
of the former Block 146, Lot 48 designation into a
residential and commercial condominium unit

LOCATION:

The site is located on the west side of Albee Square,
between Fulton Street and Willoughby Street, in the
Downtown Brooklyn section of the Borough of
Brooklyn, City and State of New York.

SITE AREA:

11,941 square feet / 0.27 acres

ZONING:

C6-4.5 Commercial within the Special Downtown
Brooklyn zoning district

BUILDING OVERVIEW:

Stories:

28

Gross Building Area:

160,302 sf, total
148,808 sf above grade

Rentable Res. Area:

117,153 sf

# of Residential Units:

150, avg. of 781 sf

Retail Rentable Area:

At Grade: 10,487 sf
2/3 Floor total: 13,640 sf
Lower Level: 7,924 sf
Total: 32,051 sf

Residential Occupancy:

100%, residential area is
master leased; for
individual apartments:
100% leased (all 150
units occupied)

Commercial Occupancy:

100% master leased;
14% physically leased to
1 tenant
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HIGHEST AND BEST USE:

EXECUTIVE SUMMARY

Effective Age:

New (upon Completion)

Remaining Economic Life:

55 years

Physical Depreciation:

0%

Functional Obsolescence:

None noted

External Obsolescence:

None noted

As Vacant:

Mixed-use development

As Improved:

Multifamily and retail use

MARKETING TIME:

Between six months and one year.

EXPOSURE TIME:

Between six months and one year.

PROPERTY RIGHTS APPRAISED:

Leased Fee (subject to master lease)

INTENDED USERS:

The client and intended user is Spencer Northern, LLC.

INTENDED USE:

Intended use is valuation for December 31, 2018
financial statements. Also, we consent to the inclusion
of the valuation in its entirety within the Spencer
Equity Group Limited immediate reports and shelf
report to be published in the Tel Aviv Stock Exchange
in Q4 2018 and as part of its financial statements.

RELEVANT DATES:

INCOME APPROACH:

Inspection Date:

March 14, 2019

Date of “As Is” Value:

December 31, 2018

Date of “As Stabilized” Value:

December 31, 2018

Potential Gross Income:

$10,254,946

Vacancy/Collection Loss:

3.0% - residential
5.0% - retail

Effective Gross Income:

$9,890,957

Net Operating Income:

$6,732,869
(full taxes applied)
$8,822,661
(based on anticipated
421a/ICAP tax
savings)
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Operating Expense Ratio:

32%

Capitalization Rate:

4.50%

'As Stabilized' Value Indication:

$174,200,000

As Stabilized Value PSF:

$1,087

'As Is' Value Indication*:

$169,900,000

*upward adjustment for anticipated NPV of tax savings, downward
adjustments for retail stabilization costs (tenant improvement
allowance, brokerage commissions) and an anticipated exercised
residential master lease early termination option payment

SALES COMPARISON APPROACH:

'As Is' Value PSF:

$1,060

Unit of Measure:

Price Per Square Foot

Concluded Value PSF – Stab.

$1,025

'As Stabilized' Value Indication:

$164,300,000

“As Is” Value Indication*:

$160,000,000

*upward adjustment for anticipated NPV of tax savings, downward
adjustments for retail stabilization costs (tenant improvement
allowance, brokerage commissions) and an anticipated exercised
residential master lease early termination option payment

'As Is' Value PSF:

$998

R E C O N C I L E D V A L U E C O N C L U S IO N S
Fair Value
Value

Date

Conclusion

Prospective “As Stabilized” Rental Value

December 31, 2018

$174,200,000

“As Is” Fair Value

December 31, 2018

$169,900,000
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SUBJECT PROPERTY PHOTOS

Subject Property Photos

430-438 Albee Square

Photos were taken as of inspection date, March 14, 2019.

Our report date is March 15, 2019.

At our client's request, we are valuing the subject on a retrospective date of December 31,
2018. The property was observed to be in excellent condition on the date of inspection and
the property condition is reportedly similar between our tour date and our current effective
date of value.
We have relied upon owner-provided documentation, including contract rents and count of
units leased to date, as of our retrospective date of value and we have considered market
conditions for our fair value estimates as of that time.
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ADDITIONAL EXTERIOR VIEWS

Exterior
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SUBJECT PROPERTY PHOTOS

Retail Base

Retail Base
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Residential Entrance

SUBJECT PROPERTY PHOTOS

Residential Lobby

9

430-438 ALBEE SQUARE

Residential Lobby

SUBJECT PROPERTY PHOTOS

Lobby (Mailboxes)
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COMMON HALLWAYS

Common Hallway – Upper Floor

Common Hallway – Upper Floor

11

430-438 ALBEE SQUARE

SUBJECT PROPERTY PHOTOS

APARTMENT INTERIOR – UNIT #19E

Apartment Interior

Apartment Interior
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Apartment Interior

SUBJECT PROPERTY PHOTOS

Apartment Interior
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Apartment Interior (Washer/Dryer)

SUBJECT PROPERTY PHOTOS

Balcony
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SUBJECT PROPERTY PHOTOS

APARTMENT INTERIOR – UNIT #10F

Apartment Interior

Apartment Interior
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Apartment Interior

SUBJECT PROPERTY PHOTOS

Apartment Interior
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SUBJECT PROPERTY PHOTOS

APARTMENT INTERIOR – UNIT #4F

Apartment Interior

Apartment Interior
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Apartment Interior
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SUBJECT PROPERTY PHOTOS

RETAIL: FIRST FLOOR

Retail Interior

Retail Interior

Retail Interior
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SUBJECT PROPERTY PHOTOS

RETAIL: CELLAR

Retail Interior

Retail Interior
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SUBJECT PROPERTY PHOTOS

RETAIL: SECOND FLOOR

Retail Interior

Retail Interior
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AMENITY SPACES

Common/Amenity Area

Common/Amenity Area
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Common/Amenity Area

SUBJECT PROPERTY PHOTOS

Common/Amenity Area
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Common/Amenity Area

SUBJECT PROPERTY PHOTOS

Common/Amenity Area
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SUBJECT PROPERTY PHOTOS

COMMON OUTDOOR SPACE AMENITY/ROOF

Common/Amenity Area

Common/Amenity Area
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SUBJECT PROPERTY PHOTOS

MECHANICALS

Roof/HVAC

Roof/HVAC
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Electric Meters

SUBJECT PROPERTY PHOTOS

Master Gas Meters
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Water System

SUBJECT PROPERTY PHOTOS

Sprinkler System
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SUBJECT PROPERTY PHOTOS

FIRE STAIRS

Fire Stairs

Fire Stairs
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Assumptions and Conditions
All analyses and conclusions in this appraisal are based on the following assumptions and
limiting conditions and definitions and concepts. Recognizing the premises of the appraisal is
vital to this appraisal assignment and to the analyses and conclusions that grow out of these
premises.

LIMITING CONDITIONS
This appraisal is expressly subject to the following:
We assume no responsibility for the legal description provided or for matters pertaining to
legal or title considerations. We assume that title to the property is good and marketable
unless otherwise stated.
We appraised the property free and clear of any and all liens or encumbrances unless
otherwise stated.
All mortgages, liens, encumbrances, leases and servitudes have been disregarded unless
so specified within this appraisal report. We assume responsible ownership and
competent property management.
We believe that information furnished by others is reliable, but we give no warranty for its
accuracy.
We assume that all engineering studies are correct. The plot plans and illustrative
material in this report are included only to help the reader to visualize the property.
We assume that there are no hidden or unapparent conditions of the property, subsoil, or
structures that render it more or less valuable. We assume no responsibility for such
conditions or for obtaining the engineering studies that may be required to discover them.
In this appraisal assignment, unless otherwise stated in the report, we did not observe any
potentially hazardous material used in the construction or maintenance of the building
and/or the presence of toxic waste. We do not have any knowledge of the existence of
such materials on or in the property. However, we are not qualified to detect such
substances. The existence of any potentially hazardous material may have an effect on
the value of the property. We urge the client to retain an expert in this field if the client
believes it is necessary or appropriate. If such hazardous material is present, the value of
the property may be adversely affected and re-appraisal at additional cost may be
necessary.
We assume that the property is in full compliance with all applicable federal, state and
local environmental regulations and laws unless the lack of compliance is stated, described
and analyzed in the appraisal report.
We assume that all licenses, certificates of occupancy, consents and other legislative or
administrative authority from any local, state or national government or private entity or
organization have been or can be obtained or renewed for any use on which the value
opinion contained in this report is based.
Possession of an original or copy of this report does not carry with it the right of
publication or reproduction, nor may an original or a copy of the report be used for any
purposes whatsoever by anyone except the client without the previous written consent of
the appraiser and the client. Out-of-context quoting from and partial reprinting of this
appraisal report are expressly prohibited. The omission or change of any part of this
appraisal report without my written authorization invalidates the entire appraisal.
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No part of this report (especially any opinion of value or any reference to the Appraisal
Institute or to any of its designations) shall be disseminated to the news media, sales
media or any other public means of communication without my prior written consent and
approval.
We are not required to give testimony or appear in court in connection with this appraisal
unless arrangements have been previously made.
Neither all nor any part of the contents of this report (especially my opinion of value, my
identity, or the firm with which We are connected) shall be disseminated to the public
through advertising, public relations, news, sales or other media without my prior written
consent and approval.
We assume that the use of the land and improvements is confined within the boundaries
of the property described and that there is no encroachment or trespass unless noted in
the report.
Any allocation of the total value opinion in this report between the land and the
improvements applies only under the stated program of use. The separate values
allocated to the land and improvements must not be used in conjunction with any other
appraisal and are invalid if so used. Any value opinion provided in the report applies to
the entire property, and any proration or division of the total into fractional interests will
invalidate the value opinion unless such proration or division of interests has been stated
in the report.
The American with Disabilities Act (ADA) became effective January 26, 1992. We have not
made a specific compliance survey and analysis of this property to determine whether it is
in conformity with the various detailed requirements of the ADA. It is possible that a
compliance survey of the property together with a detailed analysis of the requirements of
the ADA could reveal that the property is not in compliance with one or more of the
requirements of the ADA. If so, this fact could have a negative effect on the value of the
property. Since we have no direct evidence relating to this issue, we did not consider
possible noncompliance with the requirements of the ADA in developing an opinion of the
value of the property.
Acceptance and/or use of this appraisal report by the client or any third party constitutes
acceptance of the stated Limiting Conditions. Liability extends only to the stated client,
not to subsequent parties or users of the report.
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ASSUMPTIONS & SPECIAL ASSUMPTIONS
According to IVS, in addition to stating the basis of value, it is often necessary to make an
assumption or multiple assumptions to clarify either the state of the asset in the hypothetical
exchange or the circumstances under which the asset is assumed to be exchanged. Such
assumptions can have a significant impact on value.
These types of assumptions generally fall into one of two categories: (a) assumed facts that
are consistent with, or could be consistent with, those existing at the date of valuation, and
(b) assumed facts that differ from those existing at the date of valuation.
Assumptions related to facts that are consistent with, or could be consistent with, those
existing at the date of valuation may be the result of a limitation on the extent of the
investigations or enquiries undertaken by the valuer. Examples of such assumptions include,
without limitation: (a) an assumption that a business is transferred as a complete operational
entity, (b) an assumption that assets employed in a business are transferred without the
business, either individually or as a group, (c) an assumption that an individually valued asset
is transferred together with other complementary assets, and (d) an assumption that a
holding of shares is transferred either as a block or individually.
Where assumed facts differ from those existing at the date of valuation, it is referred to as a
"special assumption". Special assumptions are often used to illustrate the effect of possible
changes on the value of an asset. They are designated as "special" so as to highlight to a
valuation user that the valuation conclusion is contingent upon a change in the current
circumstances or that it reflects a view that would not be taken by participants generally on
the valuation date.
All assumptions and special assumptions must be reasonable under the circumstances, be
supported by evidence, and be relevant having regard to the purpose for which the valuation
is required.

Assumptions
This appraisal is subject to the following assumption, which reflects those of a typical investor
in the property to determine Fair Value:
421(a)/ICAP Eligibility/Condominium Unit Subdivision: In order to secure tax exemptions and
abatements as a newly built mixed-use property, ownership subdivided the residential and
commercial components into condominium units with individual tax lots (Tax Lots 1001 is the
retail component and Lot 1002 is the residential component). The subdivided tax lots have
not yet been assessed for tax purposes by the municipality. Similarly, the residential
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component is to receive a 421(a) exemption based on acquired negotiable 421a certificates
(with a 15-year term) and the commercial component is to receive ICAP benefits as newly
developed retail area; however, no tax benefits are yet in place. Our appraised value is
subject to the assumption that the subject is eligible for both 421a and ICAP tax benefits.
The use of these assumptions may have affected the assignment results within this appraisal
report.

Special Assumptions
This appraisal is subject to no special assumptions.
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Definitions and Concepts
IDENTIFICATION OF THE SUBJECT PROPERTY
The subject property is a recently completed 28-story, elevatored mixed-use (multifamily and
retail) development. There are 150 apartment units and the residential unit mix includes 8
studio units, 6 one-bedroom units, 135 two-bedroom units, and 1 three-bedroom unit. The
residential livable area totals 117,153 square feet, with an average unit size of 781 square
feet. Construction was completed and leasing began in January 2018 (as did tenant moveins). The property was fully leased by September 2018. Therefore, as of our effective date of
value, all 150 apartments were rented and the residential occupancy rate was 100% (0 vacant
units).
The property has significant amenities for residential tenants including a doorman, community
outdoor space, tenant lounge, fitness center, and bicycle storage. Units have private outdoor
space and an interior unit washer/dryer. The amenities are in line with the upper end of local
luxury multifamily product. Similarly, the unit finishes are in line with the high end of local
luxury apartment buildings.
The rentable retail square footage is 32,051 square feet on the grade, second, third, and
basement levels. In particular, the ground floor retail space contains 10,487 square feet, the
second floor contains 9,017 rentable retail square feet, the third floor contains 4,623 square
feet of retail rentable area, and the lower level contains a retail rentable area of 7,924 square
feet. As presently configured, the third floor is partially built out as amenity space (fitness
facility, tenant lounge) and also is considered part of the commercial component of the
property. One retail tenant has signed a lease to date: 4,526 square feet of commercial space
was leased, consisting of 425 square feet at grade and 4,101 square feet in the cellar. The
retail occupancy is therefore 14%.
In order to secure residential and commercial-related tax benefits as a newly built mixed-use
property, ownership has received municipal approval to subdivide the residential component
and the commercial component into two condominium units. Per our review of public record,
two tentative tax lots were approved in June 2018 (one per use). The residential units are
anticipated to be eligible for a 15-year 421a tax exemption. The retail condominium will be
eligible for a 15-year ICAP tax benefit as new commercial construction. Based upon our
review of public record, the tax benefits are not yet in place and the newly identified tax lots
have not yet been assessed for tax purposes.
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Based upon our review of owner-provided plans, the subject property contains 160,302 square
feet of gross building area in total and 148,808 square feet of above-grade gross building
area. Construction began circa Fall 2015. A Final Certificate of Occupancy was received in
January 2019. The subject was observed to be in excellent condition during our property tour.
Both the subject's residential and retail components have been separately master leased. The
residential master lease (which includes all apartments, lobby, and related common areas) is
under gross terms with a begin date of December 31, 2017. The landlord is the subject
owner, Spencer Northern, LLC. At our client's request, the tenant name is confidential. The
residential master lease term is five years and there are two additional five-year renewal
options. The rent is flat during the rental period (with 3% increases per renewal term). The
landlord is responsible for all residential operating expenses, capital repairs/completion costs,
and apartment lease-up costs. The residential master lease tenant is solely responsible for
their gross rent payment.
The residential master lease contract allows the landlord early termination should the building
be sold or refinanced and subject to a qualifying refinance event. Specifically, the early
termination option can be exercised contingent upon the master lease inhibiting or preventing
the landlord from obtaining a customary loan at ordinary rates and terms. Early termination
could not be exercised until 6 months beyond the lease begin date. Therefore, termination
was permissible after June 30, 2018. If exercised, the landlord is obligated to pay the tenant
a "Guaranteed Profit Amount" of $1,405,000 plus the difference between any residential
master lease rent paid and residential rent generated by the apartments to the lease
termination date. If the early termination option is exercised beyond the initial 6 months of
the lease term, the Guaranteed Profit Amount is reduced by $65,000 per month.
As our fair value opinion herein assumes a hypothetical sale of the property as of our effective
date of value, we have analyzed the likelihood that a buyer would exercise the early
termination option in our analysis and adjusted our value conclusion accordingly. As will be
discussed herein, we have considered that the master lease termination would have been
exercised on our date of value, December 31, 2018. Therefore, our 'as is' and 'as stabilized'
values are as of the same date.
The retail master lease (which accounts for the first, second, third, and cellar retail levels) is
under triple net terms with a begin date of June 30, 2017. At our client's request, the tenant
name is confidential. The retail master lease term is ten years and there are no renewal
options. The rent increases at 3% per annum. The retail master lease tenant is responsible
for all related commercial operating expenses, including the commercial tax burden. We have
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also considered that the landlord and commercial master lease tenant are negotiating to
extend the commercial master lease term with flat rent for the initial 10 year period.
The subject site is situated on the west side of Albee Square, between Fulton Street and
Willoughby Street, in the Downtown Brooklyn section of the Borough of Brooklyn, City and
State of New York. The site is zoned C6-4.5 Commercial within the Special Downtown
Brooklyn zoning district and is identified on tax maps of Kings County as Block 146, Lots 1001
and 1002. As noted, the residential and retail condominium components were subdivided; the
retail condominium is Lot 1001 and the residential condominium is Lot 1002. The prior tax
identification, before subdivision, was Block 146, Lot 48. Also, the site was formerly four
municipal tax parcels that were merged into the noted sole tax lot. The site has a total land
area of 11,941± square feet. The property's street address is 430-438 Albee Square and also
known as 434-438 Gold Street.

IDENTIFICATION OF THE CLIENT AND INTENDED USER
The client of this appraisal report is Spencer Northern, LLC. The intended users are Spencer
Northern, LLC.

INTENDED USE OF THE APPRAISAL
The intended use of this appraisal is valuation for December 31, 2018 financial statements.
We consent to the inclusion of the valuation in its entirety within the Spencer Equity Group
Limited immediate reports and shelf report to be published in the Tel Aviv Stock Exchange in
Q4 2018 and as part of its financial statements. No other use is intended or authorized by the
appraiser. The scope of this assignment is subject to the specific identified intended use.

PURPOSE OF THE APPRAISAL
The purpose of the appraisal is to estimate the 'as is' leased fee fair value of the subject
property as of the effective date of this appraisal, December 31, 2018 (a retrospective value).

TYPE AND DEFINITION OF VALUE
This appraisal provides an opinion of the fair value of the property as of the effective date of
value. Fair value, as used in this report, is defined as follows1:
The price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement
date.

1

Source: International Financial Reporting Standard 13.
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EFFECTIVE DATES OF VALUE OPINIONS
The effective date of the appraisal is defined as the date at which the analyses, opinions, and
advice in an appraisal, review, or consulting service apply. The date of the “as is” valuation is
December 31, 2018 (a retrospective value). The subject property was inspected on March 14,
2019.
The subject was completed in January 2018. Construction began circa Fall 2015 and receipt of
a Final Certificate of Occupancy was in place January 2019. The subject property is master
leased suggesting it is generating cash flow to the landlord on our 'as is' effective date of
value. In addition, we anticipate the residential master lease early termination payment will
be exercised on our effective date of value. Based on the foregoing, our anticipated date of
stabilized occupancy is December 31, 2018, the same as our 'as is' effective date of fair value.

PROPERTY RIGHTS APPRAISED
For our valuation of the subject as a master leased mixed-use project, the property interest
being appraised is the leased fee interest, which is defined as follows:
The ownership interest held by the lessor, which includes the right to receive
the contract rent specified in the lease plus the reversionary right when the
lease expires.2
In addition, all residential units were leased as of our effective date and a portion of the retail
is leased.

DEFINITION OF EXPOSURE TIME
Exposure time has been defined as “the estimated length of time that the property interest
being appraised would have been offered on the market prior to the hypothetical
consummation of a sale at market value on the effective date of the appraisal. Exposure time
is a retrospective opinion based on an analysis of past events assuming a competitive and
open market.”3
Exposure time is always presumed to precede the effective date of appraisal. A normal
exposure time for the subject property is estimated to be 6-12 months. This conclusion is
predicated on interviews with brokers and other real estate industry sources and on
information obtained in the verification process. The value reported herein presumes such an
exposure time.

Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p. 128.
Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p. 83.

2
3
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ESTIMATE OF REASONABLE MARKETING TIME
Given the subject's location and the marketing times for similar properties in the area, the
estimated marketing time for the property is within 6 to 12 months, assuming that the
property were priced at or near the fair value stated in this report.

COMPETENCY
Amanda Aaron, MAI and Ryan Lipsitz have specific knowledge of appraisal methods and
practices to complete the assignment competently and have experience appraising similar
properties in the area.

Ownership and Sales History
The current owner is Spencer Northern, LLC and the site was acquired in two transactions in
December 2014. The pertinent details related to the acquisition are reported as follows:
Block/Lot
146/48

Sale Date
12/18/2014

Sale Price
$14,575,000

Grantor
Grantee
Albee Square Realty, Spencer Northern,
LLC
LLC

Doc #
2015000018737

146/50-52

12/22/2014

$30,000,000

Albee Square Hotel,
LLC

2015000014813

Total

$44,575,000

Spencer Northern,
LLC

The subject was purchased for a total of $44,575,000 in December 2014 as a development
site. To our knowledge, the property is not currently under contract of sale and is not being
marketed for sale.

Construction Status/Acquired Tax Benefits
The subject property is a recently completed 28-story, elevatored mixed-use (multifamily and
retail) development. Construction began circa Fall 2015. A Final Certificate of Occupancy was
received in January 2019. The subject was observed to be in excellent condition during our
property tour.

The improvements were completed as of January 2018.

The total hard/soft cost construction budget was $59,050,000, equal to $368 per square foot
of gross building area. Including the off-site parking acquisition costs of $2,100,000, plus
$7,000,000 to acquire 421a certificates, the total budget for the subject project totaled
$68,150,000 rounded, equal to $458 per square foot of gross building area, above grade.

Master Leases
Both the subject's residential and retail components have been separately master leased. The
residential master lease (which includes all apartments, lobby, and related common areas) is
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under gross terms with a begin date of December 31, 2017. The landlord is the subject
owner, Spencer Northern, LLC. At our client's request, the tenant name is confidential. The
residential master lease term is five years and there are two additional five-year renewal
options. The rent is flat during the rental period (with 3% increases per renewal term). The
landlord is responsible for all residential operating expenses, capital repairs/completion costs,
and apartment lease-up costs. The residential master lease tenant is solely responsible for
their gross rent payment.
The residential master lease contract allows the landlord early termination should the building
be sold or refinanced and subject to a qualifying refinance event. Specifically, the early
termination option can be exercised contingent upon the master lease inhibiting or preventing
the landlord from obtaining a customary loan at ordinary rates and terms. Early termination
could not be exercised until 6 months beyond the lease begin date. Therefore, termination
was permissible after June 30, 2018. If exercised, the landlord is obligated to pay the tenant
a "Guaranteed Profit Amount" of $1,405,000 plus the difference between any residential
master lease rent paid and residential rent generated by the apartments to the lease
termination date. If the early termination option is exercised beyond the initial 6 months of
the lease term, the Guaranteed Profit Amount is reduced by $65,000 per month.
As our fair value opinion herein assumes a hypothetical sale of the property as of our effective
date of value, we have analyzed the likelihood that a buyer would exercise the early
termination option in our analysis and adjusted our value conclusion accordingly. As will be
discussed herein, we have considered that the master lease termination would have been
exercised on our date of value, December 31, 2018. Therefore, our 'as is' and 'as stabilized'
values are as of the same date.
The retail master lease (which accounts for the first, second, third, and cellar retail levels) is
under triple net terms with a begin date of June 30, 2017. At our client's request, the tenant
name is confidential. The retail master lease term is ten years and there are no renewal
options. The rent increases at 3% per annum. The retail master lease tenant is responsible
for all related commercial operating expenses, including the commercial tax burden. We have
also considered that the landlord and commercial master lease tenant are negotiating to
extend the commercial master lease term with flat rent for the initial 10 year period.

Reconciliation
All costs spent to date total $112,725,000, rounded (site acquisition cost of $44,575,000 +
$2,100,000 acquisition of off-site parking + $7,000,000 purchase of negotiable 421a
certificates + $59,050,000 hard/soft costs spent). Our 'as is' value of $169,900,000 is
approximately 51% above the total costs spent to date. Typical profit incentive is 15% to
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30% of all-in costs. The associated profit for the subject development is above this range due
to appreciation in the local land and rental market since acquisition, as well as the value
creation via the purchase of 421a certificates and off-site parking. Therefore, the noted profit
factor is considered to be reasonable and market oriented.

Scope of Work
Within the course of this appraisal process, the following scope of work was completed:
Performed an interior and exterior inspection of the subject property's site.
Researched and investigated the subject's location in terms of its economic activity,
development patterns, and future trends and related their impact on the subject’s market.
Determined the highest and best use of the subject property based on an analysis of all
relevant factors.
Conducted a market survey of rent levels and vacancy levels of similar properties.
Projected the subject's stabilized net operating income and applied a market-derived
capitalization rate in order to derive a prospective rental value for the subject property
upon stabilized occupancy.
Researched improved comparable building sales and analyzed the subject property in
relation to the comparable sales.
Estimated the prospective fair value of the subject property upon stabilization as of
December 31, 2018.
In consideration of the in-place residential master lease, determined the likelihood that the
early termination option would be invoked upon sale, and processed related adjustments
to our stabilized value, as needed.
Estimated the "as is" fair value of the subject property as of the effective date of appraisal,
December 31, 2018.
Information in this appraisal report was collected from the following data sources:
Formal field inspection, March 14, 2019
New York City planning, zoning and assessment records
Data services provided by esri, CoStar and PropertyShark
Interviews with owners and brokers involved in market transactions
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Site Description

Location:

The subject site is situated on the west side of Albee
Square, between Fulton Street and Willoughby Street, in
the Downtown Brooklyn section of the Borough of Brooklyn,
City and State of New York.

Legal Identification:

Block 146, Lots 1001 and 1002 (Kings County tax maps);
municipality recently approved the subdivision of the
former Block 146, Lot 48 designation into a residential and
commercial condominium unit

Site Area:

11,941 square feet / 0.27 acres

Shape:

Irregular

Frontage:

Street

Frontage

Albee Square

103.76 feet

Depth

115.50 feet

Topography:

Generally level at street grade

Drainage:

Appears adequate
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Concrete sidewalk paving in front of site. Public roads are
paved with asphalt.

Street Lighting:

Street lighting consists of standard lighting fixtures which
are 400-watt, sodium vapor fixtures and controlled by
photo cells. The lighting fixtures are post mounted as per
New York City requirements.

Utilities + Services:

Water Supply:

Water is supplied by the municipality.

Gas Service:

National Grid

Telephone:

Provided by Verizon or competitive carriers.

Electrical:

Consolidated Edison

Refuse, Fire

City of New York

Protection, Police:

Hazardous Substances:

No evidence of toxic or hazardous substances was observed
during the appraisal inspection of the site. However,
appraisers are not trained to perform technical
environmental inspections and recommend the services of
a professional engineer for this purpose.

Land Use Restrictions:

No title report was available for review. A search of public
documents did not reveal any easements, encroachments,
or restrictions that would adversely affect the site's use.

Site Conclusion:

The site is average in size for the area and has good access
and frontage. No functional or external factors are noted
which would adversely impact development of the site.
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Building Description
The subject property is a recently completed 28-story, elevatored mixed-use (multifamily and
retail) development. There are 150 apartment units and the residential unit mix includes 8
studio units, 6 one-bedroom units, 135 two-bedroom units, and 1 three-bedroom unit. The
residential livable area totals 117,153 square feet, with an average unit size of 781 square
feet.
The rentable retail square footage is 32,051 square feet on the grade, second, third, and
basement levels. In particular, the ground floor retail space contains 10,487 square feet, the
second floor contains 9,017 rentable retail square feet, the third floor contains 4,623 square
feet of retail rentable area, and the lower level contains a retail rentable area of 7,924 square
feet. As presently configured, the third floor is partially built out as amenity space (fitness
facility, tenant lounge) and also is considered part of the commercial component of the
property. Based upon our review of owner-provided plans, the subject property will contain
160,302 square feet of gross building area in total and 148,808 square feet of above-grade
gross building area.
Foundation:

Concrete and masonry

Exterior:

Glass, steel

Windows:

Double-pane in residential units. Commercial space has
plate glass windows.

Roof:

Roof is asphalt and covered by a rubber membrane. A portion
of the roof is a community terrace with concrete pavers/wood
decking and wooden benches and pergolas throughout.

Elevators:

Two for residential, 1 for commercial

Entrances:

Residential entrance on Albee Square. Retail is accessed
from the same street. The upper floor retail spaces, as well
as the cellar level, are accessed from a dedicated elevator
within the retail unit. The retail cellar space is also accessed
from a dedicated door from the street leading to a stairwell.

Stairs:

Two interior staircases serving all floors.

HVAC:

Individual HVAC units per apartment providing heat and air
conditioning. HVAC for commercial units are on a portion of
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the roof. Tenants are direct metered for interior unit electric
and heat usage. Cooking gas and gas-fired hot water are
master metered.
Electricity:

Standard residential electric service separately metered with
individual circuit breakers. Electric meters are located in
basement.

Common Area Finishes:

Carpeted floors, sheetrock walls/ceilings, recessed lighting
on upper floors. Lobby level has ceramic tiled floors,
wallpapered or painted sheetrock, and recessed lighting.
Amenity spaces have ceramic tiled flooring, recessed
lighting, and sheetrock walls and ceilings.

Apartment Finishes:

Finishes include hardwood flooring in living areas and
kitchen. Tile flooring in the bathrooms. Painted sheetrock
walls and ceilings. Kitchens have high-end finishes typical of
the local luxury rental market with stainless steel appliances
in the kitchens (dishwasher, microwave, stove, and
refrigerator) with Caeserstone or similar countertops and
solid-wood cabinets. Baths have ceramic tiled floors and
sheetrock walls, with a tub/shower, sink, and toilet. All
apartments have a washer/dryer within the apartment. Unit
finishes are in line with the high end of local luxury
apartment buildings.

Commercial Finishes

The retail spaces are currently in shell form (concrete floors,
concrete/block walls, exposed ceilings), which is typical for
newly developed retail space. A prospective retail tenant
would build out the space to their specifications. The
available commercial spaces are sub-dividable and can be
leased to multiple tenants. According to ownership, the
signed retail tenant had not yet started build out as of our
effective date of value.

Amenities:

The property has significant amenities for residential tenants
including a doorman, community outdoor space, tenant
lounge, fitness center, and bicycle storage. Units have
private outdoor space and an interior unit washer/dryer.
The amenities are in line with the upper end of local luxury
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multifamily product.
Basement:

The basement contains amenity areas, retail rentable area, as
well as the electric meters, hot water heaters, and additional
mechanicals.

First Floor:

In addition to grade-level commercial area, the first floor
contains the residential lobby with mailboxes and common
area.

Parking:

Per zoning, the subject is required to have available parking.
No parking is planned on site. In order to conform to the
municipal zoning code for parking, the owner acquired
nearby parking spaces in the local market area (see 'Zoning'
section).

Outdoor Space:

Private outdoor space for all units. Community roof terrace
space.

Gross Building Area:

160,302 square feet, total
148,808 square feet, above grade

A P A R TM E N T D I S T R I B U T I O N B Y U N I T T Y P E / R E N T A B L E A R E A

Unit Type

# of Units

Min SF

Max SF

Avg. SF

Total Area
(sf)

Studio

8

467

538

481

3,845

1BR

6

566

656

594

3,562

2BR

135

713

1,366

801

108,102

3BR

1

1,645

1,645

1,645

1,645

Total/Avg.

150

781

117,153

The studio units contain 2.0 rooms, one-bedroom units contain 3.0 rooms, the two-bedroom
units contain 4.0 rooms, and the three-bedroom units contain 5.0 rooms. There are 578.0
residential rooms overall. A 28th floor (penthouse) level two-bedroom has two bathrooms and
a three-bedroom unit on this floor has three bathrooms (two full and one half bath). The
remainder of units has one full bathroom. Also, all units have private balconies or terraces.
The studio units range in size from 467 to 538 rentable square feet, with an average of 481
square feet, one-bedroom units range in size from 566 to 656 square feet, with an average of
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594 square feet, two-bedroom units range in size from 713 to 1,366 square feet, with an
average of 801 square feet, and three-bedroom units contain 1,645 square feet. The subject
therefore has a total residential rentable area of 117,153 square feet and an average unit size
of 781 square feet.

Commercial Units
The commercial floors contain the following rentable area:
COMMERCIAL RENTAB LE FLOOR A REA

Commercial Area, At Grade (sf)

10,487

Comm. Area, Below Grade (sf)

7,924

Comm. Area, Upper Floors (sf)

13,640

Total Commercial Rentable Area (sf)

32,051

The rentable retail square footage is 32,051 square feet on the grade, second, third, and
basement levels. In particular, the ground floor retail space contains 10,487 square feet, the
second floor contains 9,017 rentable retail square feet, the third floor contains 4,623 square
feet of retail rentable area, and the lower level contains a retail rentable area of 7,924 square
feet. As presently configured, the third floor is partially built out as amenity space (fitness
facility, tenant lounge) and also is considered part of the commercial component of the
property. One retail tenant has signed a lease to date: 4,526 square feet of commercial space
was leased, consisting of 425 square feet at grade and 4,101 square feet in the cellar. The
retail occupancy is therefore 14%. Ceiling heights are 18 feet on Floor 1 and in the cellar, 16
feet on Floor 2, and 10 feet on Floor 3.
A summary of the subject's retail floors, recently signed tenant (Bad Axe) space per floor, and
the subject's remaining vacant spaces per floor and in total is presented:
RETA IL O CC UPAN CY ( REN TE D/VA CANT SF ) PER F LO OR

Space

Property
Total SF

Bad Axe SF

Vacant SF

First Floor

10,487

425

10,062

2nd Floor

9,017

0

9,017

3rd Floor

4,623

0

4,623

Basement

7,924

4,101

3,823

Total SF

32,051

4,526

27,525

*new signed retail lease

The signed retail tenant, Bad Axe, has leased 425 square feet at grade and 4,101 square feet
in the basement level, for a total of 4,526 leased square feet. The tenant was able to take
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possession of the space once the Certificate of Occupancy was in place (January 2019, just
after our effective date of value). The lease is for a 10-year term. Remaining available retail
spaces include 10,062 square feet at grade, all 13,640 square feet remain on the second floor,
and 3,823 square feet remains in the cellar.

Construction Status
The subject property is a recently completed 28-story, elevatored mixed-use (multifamily and
retail) development. Construction began circa Fall 2015. A Final Certificate of Occupancy was
received in January 2019. The subject was observed to be in excellent condition during our
property tour.

The improvements were completed as of January 2018.

The total hard/soft cost construction budget was $59,050,000, equal to $368 per square foot
of gross building area. Including the off-site parking acquisition costs of $2,100,000, plus
$7,000,000 to acquire 421a certificates, the total budget for the subject project totaled
$68,150,000 rounded, equal to $458 per square foot of gross building area, above grade.

Master Leases
Both the subject's residential and retail components have been separately master leased. The
residential master lease (which includes all apartments, lobby, and related common areas) is
under gross terms with a begin date of December 31, 2017. The landlord is the subject
owner, Spencer Northern, LLC. At our client's request, the tenant name is confidential. The
residential master lease term is five years and there are two additional five-year renewal
options. The rent is flat during the rental period (with 3% increases per renewal term). The
landlord is responsible for all residential operating expenses, capital repairs/completion costs,
and apartment lease-up costs. The residential master lease tenant is solely responsible for
their gross rent payment.
The residential master lease contract allows the landlord early termination should the building
be sold or refinanced and subject to a qualifying refinance event. Specifically, the early
termination option can be exercised contingent upon the master lease inhibiting or preventing
the landlord from obtaining a customary loan at ordinary rates and terms. Early termination
could not be exercised until 6 months beyond the lease begin date. Therefore, termination
was permissible after June 30, 2018. If exercised, the landlord is obligated to pay the tenant
a "Guaranteed Profit Amount" of $1,405,000 plus the difference between any residential
master lease rent paid and residential rent generated by the apartments to the lease
termination date. If the early termination option is exercised beyond the initial 6 months of
the lease term, the Guaranteed Profit Amount is reduced by $65,000 per month.
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As our fair value opinion herein assumes a hypothetical sale of the property as of our effective
date of value, we have analyzed the likelihood that a buyer would exercise the early
termination option in our analysis and adjusted our value conclusion accordingly. As will be
discussed herein, we have considered that the master lease termination would have been
exercised on our date of value, December 31, 2018. Therefore, our 'as is' and 'as stabilized'
values are as of the same date.
The retail master lease (which accounts for the first, second, third, and cellar retail levels) is
under triple net terms with a begin date of June 30, 2017. At our client's request, the tenant
name is confidential. The retail master lease term is ten years and there are no renewal
options. The rent increases at 3% per annum. The retail master lease tenant is responsible
for all related commercial operating expenses, including the commercial tax burden. We have
also considered that the landlord and commercial master lease tenant are negotiating to
extend the commercial master lease term with flat rent for the initial 10 year period.
The property is in excellent condition as new construction with no depreciation and an
effective age of new. Total economic life for new residential construction is 55 years according
to our review of Marshall & Swift.

Units Inspected
We inspected a sampling of apartments: Units #19E, 10F, and 4F as well as the commercial
spaces, common areas/amenity spaces, laundry facility, the roof, mechanicals, and meters.

Summary
The subject property is well laid out for residential and retail uses and is similar to other
properties in the marketplace. No significant functional obsolescence is anticipated. Also, the
subject property is located in a stable to improving residential and retail neighborhood with
high occupancy levels. It was observed to be in excellent condition. No external obsolescence
is anticipated.
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Zoning

The subject is zoned C6-4.5 Commercial within the Special Downtown Brooklyn zoning district.

C6 Commercial
C6 Districts are described as follows by the New York City Department of City Planning4:
C6 districts permit a wide range of high-bulk commercial uses requiring a
central location. Most C6 districts are in Manhattan and Downtown Brooklyn
and permit corporate headquarters, large hotels, entertainment facilities, retail
stores and high-rise residences in mixed buildings. Because C6 districts are
well served by mass transit, off-street parking is generally not required,
except within the Special Hudson Yards District.
C6-1 through C6-3 districts allow a commercial floor area ratio (FAR) of 6.0,
and are generally mapped outside of the central business cores, in areas such
as the Lower East Side or Chelsea.
C6-4 through C6-9 districts, mapped mostly within the city's major business
districts, permit a maximum FAR of 10.0 or 15.0 (exclusive of any applicable
bonus). In these districts, a tower occupied by commercial, residential and/or
community facility uses may penetrate the sky exposure plane.
C6 districts with a G or M suffix (C6-1G, C6-2G, C6-2M and C6-4M), mapped
in the Garment Center, Chinatown and Chelsea, have special regulations
governing conversion of non-residential space to residential use.

4

http://www.nyc.gov/html/dcp/html/zone/zh_c6.shtml
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C6 districts are widely mapped within special districts. Some, such as the C64.5, C6-5.5, C6-6.5 and C6-7T districts mapped only within the Special
Midtown District, have unique floor area ratios and bonus rules.
The Special Down town Brooklyn District (DB) establishes special height and
setback regulations and urban design guidelines to promote and support the
continued growth of Downtown Brooklyn as a unique mixed use area. The
economic, civic and retail center of the borough, Downtown Brooklyn is the
city’s third largest central business district — a hub of office buildings,
courthouses and government buildings, major academic and cultural
institutions, and active retail corridors. It is surrounded by historic residential
neighborhoods.
Flexible height and setback regulations for a range of moderate- to highdensity residential and commercial zoning districts facilitate development on
the small, irregularly-shaped lots typical of Downtown Brooklyn. The higher
density zoning districts allow either Quality Housing buildings with height limits
or towers-on-a-base without height limits. The Inclusionary Housing R10
Program, which offers incentives for the provision of affordable housing, is
applicable in the highest-density zoning districts. The moderate-density zoning
districts allow for flexible building envelopes with height limits. A height
limitation area is designated on Schermerhorn Street and Flatbush Avenue
Extension as a transition between the high-rise core of the central business
district and adjacent residential neighborhoods. Urban design guidelines
promote ground floor retail and street wall continuity, storefront glazing,
sidewalk widening, curb cut restrictions and off-street relocation of subway
stairs.
C 6 D IS T R IC T B U L K R E G U L A T IO N S

For the C6-4.5 Commercial zoning in the Special Downtown Brooklyn District in particular, the
zoning text states the maximum permitted Floor Area Ratio for Commercial or Community
Facility uses is 12.0.
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USE REG ULA T IONS : C 6-4
Category

Permitted Uses

Use Group 1

Single-family detached residences.

Use Group 2

Residences of all kinds including apartment hotels and non-profit residences for the
elderly.

Use Group 3

Community facilities which include colleges or universities, libraries, museums, noncommercial art galleries, trade schools, nursing homes, and health related facilities.

Use Group 4

Churches, medical offices.

Use Groups 5-10

Retail and commercial uses including retail stores, art galleries, and eating and
drinking establishments.

Use Group 11

Custom manufacturing.

Use Group 12

General services.

Summary of Subject Property Zoning
Based on the subject's zoning, the maximum allowable buildable area is as follows:

Site Area (SF):
Zoning FAR:
Maximum "As of Right" Buildable Area (SF):

x

Residential

Commercial

11,941

11,941

10.00

12.00

119,410

143,292

The subject's C6-4.5 Commercial zoning district allows for a residential FAR of 10.00 and a
commercial FAR of 12.00. Therefore, the subject site allows for a residential project with a
zoning floor area of 119,410 square feet as of right. A commercial property could be built to
an FAR of 143,292.
As the developer built a primarily residential building with retail use on Floors 1, 2, and 3, they
developed a project to the maximum residential bulk of 10.00. Therefore, the allowable
commercial bulk remaining is equal to an FAR of 2.00. The allowable bulk and planned zoning
floor area is reported as follows (and considers below-grade area is excluded from an
allowable bulk test as are certain mechanical and common areas).
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A L L O W A B L E B U L K , S U B J E C T Z O N IN G

Zoning
C6-4.5 Commercial within the Special
Downtown Brooklyn zoning district

% of
Subject
Site
100%

Site Area
(sf)
Use
11,941
Residential

Commercial
Total

11,941

FAR
10.00

Max.
Buildable
Area
119,410

Prop. Zoning Floor
Area (after
Deductions)*
119,299

2.00

23,882

23,549

12.00

143,292

142,848

*based on developer's plans

The subject's residential zoning floor area of 119,299 is within the allowable residential bulk of
119,410 square feet. Also, the commercial zoning floor area of 23,549 square feet, above
grade, is within the allowable commercial bulk of 23,882 square feet. Therefore, the subject is
a legal, complying bulk.
The subject's residential and retail uses conform to its zoning designation.
Per zoning, the subject is required to have available parking. Based on the zoning code,
parking is required for 20% of all residential units. Therefore, 30 parking spaces are required
at the subject (20% x 150 units). Parking is not required for the commercial space. In order
to conform to the municipal zoning code for parking, the owner acquired the right to occupy
30 spaces in a nearby garage in the local market area.

This is allowable per the Downtown

Brooklyn subdistrict zoning which reads as follows:
Off-street parking is required except that where the use generating the
parking requirement and the zoning lot providing the parking spaces are both
within the Special Downtown Brooklyn District. The maximum distance from
the zoning lot shall be modified to permit accessory parking spaces to be
located up to 2,500 feet from the zoning lot occupied by the residences to
which they are accessory5.
In terms of age, size, condition, and construction, the subject will conform to surrounding
structures in its immediate neighborhood.

5

http://www1.nyc.gov/assets/planning/download/pdf/zoning/zoning-text/art10c01.pdf?r=032216
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Real Estate Taxes

Assessments
The subject property is identified on the tax maps of the City of New York, Borough of
Brooklyn, as Block 146, Lots 1001 and 1002. The subject was recently approved for
subdivision into a retail condominium (Lot 1001) and a residential condominium (Lot 1002).
The prior block and lot designation prior to subdivision was Block 146, Lot 48. The subdivision
was approved in June 2018 and the two individual tax lots have not yet been reassessed. We
will therefore present the most recent tax assessment for the subject as follows:
2 01 8 / 19 TE N TA T IV E A S S E S S E D V A LUE S

Block 146, Lot 48

Actual

Land
Building
Total

+

Transitional

$645,750

$486,193

$13,433,400

$13,433,400

$14,079,150

$13,919,593

At the time of assessment, the subject was under development, and had not yet been fully
assessed as a newly built mixed-use project. However, it had been assigned Tax Class 2, a
residential designation, with both a transitional and actual assessment as a partially completed
building. Therefore, we have presented the subject's most recent assessment, and derived
property taxes, for illustrative purposes only.
NYC Actual vs. Transitional Assessments: The New York City Department of Finance phases in
increases or decreases in assessed value for commercial properties over a five-year
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"transitional" assessment period. The actual assessment represents the current assessed
value as calculated by the Department of Finance based on its income formulas and based on
its 45% equalization ratio. The transitional assessment takes into consideration assessed
value changes that are being phased in from the prior five-year period. In any given year,
taxes are due based upon the lower number. In the current tax year, the transitional assessed
value is lower than the actual value. Taxes are based on the lower of the two figures.

Tax Rate – Tax Class 2
The Class 2 tax rate for the 2018/2019 tax year is $12.612 per $100 of assessed value. Rates
for subsequent tax years have not yet been announced. The following is the recent Class 2 tax
history:
C LA S S 2 T A X R A T E S , N Y C
Rate of
Change

Year

Class 2

2008/2009

$12.596

2009/2010

$13.241

5.12%

2010/2011

$13.353

0.85%

2011/2012

$13.433

0.60%

2012/2013

$13.181

-1.88%

2013/2014

$13.145

-0.27%

2014/2015

$12.855

-2.21%

2015/2016

$12.883

0.22%

2016/2017

$12.892

0.07%

2017/2018

$12.719

-1.34%

2018/2019

$12.612

-0.84%

Cumulative Change

$0.016

0.13%

Average Annual Change

0.03%

Compound Annual Change

0.01%

Source: New York City Department of Finance

The Class 2 tax rate had a significant increase from previous years in 2008/2009 and
2009/2010 to counter budget deficits. The rate has stabilized since 2010/2011 with moderate
annual changes since then. The compound annual rate of change since 2008/2009 is 0.01%.
The tax calculation for the subject property based upon its current assessment is calculated:
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T A X L IA B I L I T Y C A L C U L A T I O N ( P A R T I A L C O M P L E T I O N )

Tax Rate

Tax Liability

SF

Taxes/SF

Transitional AV

$13,919,593

Taxable AV
x

12.719%

= $1,770,433

148,808

$11.90

Actual AV

$14,079,150

x

12.719%

= $1,790,727

148,808

$12.03

Taxable AV

$13,919,593

x

12.719%

= $1,770,433

148,808

$11.90

*above grade

The subject's tax burden based on the most recent taxable assessments amounts to
$1,770,433 or $11.90 per square foot of above-grade gross building area, prior to tax
benefits. As noted, these projected taxes are based on the subject's in-process development
status at the time of the assessment and prior to legal subdivision into residential and retail
uses. They are presented for informational purposes only.

Residential & Commercial Component Square Footage
For tax analysis and projection purposes considering the owner recently received approval for
the subdivision of the subject into residential and retail condominium components, we have
allocated residential and commercial square footage as follows, with initial emphasis on the
commercial area totaling 32,051 square feet. The remaining building area is allocated to the
residential component, with 116,757 square feet. The percent per component (residential vs.
commercial) is identified as follows:

Component

Building
Area*

% per
Component

Residential (421a)

116,757

78%

Commercial (ICAP)

32,051

22%

Total

148,808

*estimated

Future Assessments upon Completion
Upon reassessment, the property is expected to be taxed under Tax Class 2 as a newly built
elevatored apartment property for the residential condominium component and Tax Class 4 for
the commercial condominium component.

We will estimate real estate taxes for each

use/corresponding condominium unit, as follows.
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Future Assessment upon Completion – Residential Component
In order to estimate the real estate tax burden of the subject property's residential component
upon completion, the following tax comparables of newly built residential properties in the
subject market area are presented.
NEWLY BUILT RES IDENTIAL TAX C OMPARAB LES

Address
309 GOLD STREET

Year Built
2013

Square Feet
235,382

# of Stories
36

Taxes/SF
$15.85

157 REMSEN STREET

2015

79,211

19

$14.66

180 NASSAU STREET

2013

108,501

10

$14.64

257 GOLD STREET

2013

326,609

13

$14.51

203 JAY STREET

2015

312,093

33

$13.77

237 DUFFIELD STREET

2015

91,981

21

$13.10

81 FLEET PLACE

2015

265,417

15

$12.37

100 WILLOUGHBY STREET

2014

869,066

57

$12.20

177 FRONT STREET

2015

136,730

12

$12.16

45 HOYT STREET

2016

352,170

25

$11.72

Min:

$11.72

Max:

$15.85

Average:

$13.50

The newly built residential tax comparables range from $11.72 to $15.85 per square foot,
averaging $13.50 per square foot. All of the tax comparables are recently constructed
elevator apartment buildings assessed under Tax Class 2. Based on the foregoing, our
forecasted taxes per square foot for the residential component are equal to $13.50 per square
foot.
For the residential component, this analysis will therefore apply a total tax burden of
annually, or $13.50 per square foot of above-grade residential gross building area, based on
the comparable market-rate properties. Our projection results in an implied assessment of
$12,497,776 upon completion based upon prevailing tax rates, further illustrated:
Residential Taxes PSF Upon Reassessment
Above-Grade Gross Building Area (SF)

$13.50
x

Forecasted Tax Burden
Class 2 Tax Rate
Implied Tax Assessment - Upon Completion

116,757
$1,576,220

÷

12.612%
$12,497,776
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The residential component is eligible to receive a 421(a) exemption due to the purchase of
negotiable 421a certificates as well as the timing of foundation completion in 2015. The
421(a) program at the time of initial construction commencement has since expired.

Base Assessment
For the subject's 421(a) tax benefit (as well as the ICAP benefit for commercial construction to
be discussed herein), the base assessment prior to development is a factor in the tax savings
calculations. The base assessment prior to redevelopment was $484,049 based on our review
of public record.
As the subject development will be subdivided into a residential and commercial component,
the base assessment is applicable as an allocated amount based on the proposed size of each
component. The residential component and commercial component sizes, as well as the
percentage per component, noted base assessment, and allocated/applied base assessments
to each component, are as follows:

Component

Building
Area*

% per
Component

Base
Assessment**

Applied Base
Assessment

Residential (421a)

116,757

78%

$484,049

$379,792

Commercial (ICAP)

32,051

22%

$484,049

$104,257

Total

148,808

*estimated
**prior to subdivision

The allocated residential base assessment of $379,792 will be applicable for the anticipated
421(a) benefits and the allocated base assessment of $104,257 will be applicable for the
anticipated ICAP benefits. Our tax benefit section begins with a 421(a) discussion.

421(a) Tax Benefits
The subject construction began in Fall 2015, prior to the expiration of the 421(a) program in
December 2015 (and subsequent reinstatement in April 2017, with differing rules for
qualifying). Therefore, the subject development qualifies for a 421(a) tax exemption via the
expired version. As the subject has not yet been completed, the benefits will begin upon
receipt of a Final Certificate of Occupancy. The program is further described as follows:
The 421(a) real estate tax exemption program was created in 1971 to spur residential
development which was uncommon at the time. As of December 31, 2015 the program has
expired and is no longer applicable to new construction in New York City, although properties
which broke ground prior to December 31, 2015 may qualify according to the former program

57

430-438 ALBEE SQUARE

PROPERTY-SPECIFIC DATA

rules. The program partially exempts real-estate taxes for newly constructed properties
located outside of an "exclusion zone," typically for a period of 15 years but for a 10-year
period within Manhattan.
The program granted 25 years of benefits only to developments that provide affordable
housing. Developments within the expanded exclusion zone are now required to supply 20%
of affordable units defined as affordable to a household whose income does not exceed 60% of
the area median income. There is also a 50% community preference for the rental or
purchase of the on-site low-income units in a 421(a) project that has an affordability
requirement.

Subject Property 421(a)
The subject property is anticipated to benefit from a 15-year exemption based on the
acquisition of negotiable certificates. For this benefit, increases in assessed value resulting
from new development are phased-in over a period of 15 years. During construction and
through Year 11 after completion, fully 100% of increases in assessed are exempt. The
exemption falls by 20% every two years until the exemption expires at the end of the 15th
year.
The value of the 421(a) tax benefit for the subject property is calculated with the following
assumptions:
The base assessed value is the pre-construction taxable assessment of $379,792 per New
York City records and allocated to the subject based upon the residential component size
of the total (78% x overall base assessment prior to development of $484,049). The base
assessed value remains flat for the benefit term.
The projected
$12,497,776.

assessed

value

based

on our comparable

residential projects

of

The stabilized tax year represents Year 1 of the 15-year exemption period.
Assumed annual increases of 3% in the full assessed value and 1% in the tax rate.
A 5.00% discount rate has been used to value these benefits.
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421(a) TAX EXEMPTION ANAYLSIS

Annual Rate of Growth (Tax Rate): 1%

430-438 Albee Square

Annual Rate of Growth (Assessment): 3%
Discount Rate: 5.00%

Year

Full Assessed
Value

421(a) Base
Assessed
Value

% of
Exemption
Allowed
Max Exemption (Phase-out)

Exemption
Applied

Taxable AV

Tax Rate

Full Taxes

Net Taxes

Tax Savings

1

$12,497,776

$379,792

$12,117,984

100%

$12,117,984

$379,792

12.612%

$1,576,220

$47,899

$1,528,320

2

$12,872,709

$379,792

$12,492,917

100%

$12,492,917

$379,792

12.738%

$1,639,741

$48,378

$1,591,363

3

$13,258,890

$379,792

$12,879,098

100%

$12,879,098

$379,792

12.866%

$1,705,823

$48,862

$1,656,961

4

$13,656,657

$379,792

$13,276,865

100%

$13,276,865

$379,792

12.994%

$1,774,567

$49,351

$1,725,217

5

$14,066,357

$379,792

$13,686,565

100%

$13,686,565

$379,792

13.124%

$1,846,082

$49,844

$1,796,238

6

$14,488,348

$379,792

$14,108,555

100%

$14,108,555

$379,792

13.255%

$1,920,480

$50,343

$1,870,137

7

$14,922,998

$379,792

$14,543,206

100%

$14,543,206

$379,792

13.388%

$1,997,875

$50,846

$1,947,029

8

$15,370,688

$379,792

$14,990,896

100%

$14,990,896

$379,792

13.522%

$2,078,389

$51,355

$2,027,035

9

$15,831,809

$379,792

$15,452,016

100%

$15,452,016

$379,792

13.657%

$2,162,148

$51,868

$2,110,280

10

$16,306,763

$379,792

$15,926,971

100%

$15,926,971

$379,792

13.794%

$2,249,283

$52,387

$2,196,896

11

$16,795,966

$379,792

$16,416,174

100%

$16,416,174

$379,792

13.931%

$2,339,929

$52,911

$2,287,018

12

$17,299,845

$379,792

$16,920,053

80%

$13,536,042

$3,763,803

14.071%

$2,434,228

$529,597

$1,904,631

13

$17,818,840

$379,792

$17,439,048

60%

$10,463,429

$7,355,411

14.212%

$2,532,328

$1,045,316

$1,487,012

14

$18,353,405

$379,792

$17,973,613

40%

$7,189,445

$11,163,960

14.354%

$2,634,380

$1,602,434

$1,031,947

15

$18,904,007

$379,792

$18,524,215

20%

$3,704,843

$15,199,164

14.497%

$2,740,546

$2,203,449

$537,097

NPV 421 (a) Tax Benefits @ 5.0%: $17,983,160
Rounded 421(a) Benefits: $18,000,000
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The net present value of the 421(a) tax benefits over the projected benefit period amounts to
$18,000,000 (rounded).
We will next project a tax burden for the subject's commercial condominium component, upon
completion.

Future Assessment upon Completion – Commercial Component
In order to estimate the real estate tax burden of the subject property's commercial
component upon completion, the following tax comparables of newly built commercial
condominium properties in the subject market area are presented.
N E W L Y B U I L T C O M M E R C I A L C O N D O M I N IU M T A X C O M P A R A B L E S

BLOCK/LOT
36/1304

Address
60 WATER STREET

Year Built
2013

Square Feet
15,410

Taxes/SF
$13.14

36/1305

60 WATER STREET

2013

9,596

$13.14

149/1001

1 DEKALB AVENUE

2011

19,967

$16.87

149/1002

1 DEKALB AVENUE

2011

29,517

$19.08

152/1001

384 BRIDGE STREET

2012

25,284

$16.87

152/1002

384 BRIDGE STREET

2012

18,100

$16.87

165/1004

236 LIVINGSTON STREET

2009

27,866

$18.11

2061/1101

180 MYRTLE AVENUE

2014

10,998

$18.75

Min:

$13.14

Max:

$19.08

Average:

$16.60

The newly built commercial condominium tax comparables range from $13.14 to $19.08 per
square foot, averaging $16.60 per square foot. All of the tax comparables are recently
constructed commercial condominium units and assessed under Tax Class 4 (commercial
properties). As a newly completed property just across from a Class A retail project
(CityPoint) which enhances the subject's commercial rent potential, a tax burden at the upper
end of the comparable range is indicated.
For the subject's commercial component, this analysis will apply a total tax burden of
$576,918 annually, or $18.00 per square foot of proposed commercial area, based on the
comparable market-rate properties.
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Our projection results in an implied assessment of $5,487,141 upon completion, based upon
prevailing tax rates:
Commercial Taxes PSF Upon Reassessment

$18.00

Commercial Area (SF)

x

Forecasted Commercial Tax Burden

32,051
$576,918

Class 4 Tax Rate

÷

Implied Commercial Assessment

10.514%
$5,487,141

Current commercial tax rates are presented in order to determine the above projected
commercial assessment:

Tax Rates – Tax Class 4
The Class 4 tax rate for the 2018/2019 tax year is $10.514 per $100 of assessed value. Rates
for subsequent tax years have not yet been announced. The following is the recent Class 4 tax
history:
C LA S S 4 T A X R A T E S , N Y C
Rate of
Change

Year

Class 4

2008/2009

$10.241

2009/2010

$10.426

1.81%

2010/2011

$10.312

-1.09%

2011/2012

$10.152

-1.55%

2012/2013

$10.288

1.34%

2013/2014

$10.323

0.34%

2014/2015

$10.684

3.50%

2015/2016

$10.656

-0.26%

2016/2017

$10.574

-0.77%

2017/2018

$10.514

-0.57%

2018/2019

$10.514

0.00%

Cumulative Change

$0.273

2.67%

Average Annual Change

0.27%

Compound Annual Change

0.26%

Source: New York City Department of Finance

The Class 4 tax rate had a significant increase from previous years in 2008/2009 and
2009/2010 to counter budget deficits. The rate has stabilized since 2010/2011 with moderate
annual changes since then. The compound annual rate of change since 2008/2009 is 0.26%.
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Industrial and Commercial Abatement Program (ICAP)
This program provides abatements from property taxes for periods of up to 25 years. To be
eligible, industrial and commercial buildings must be built, modernized, expanded, or
otherwise physically improved. ICAP replaced the Industrial Commercial Exemption Program
(ICIP) which ended in 2008. Previously approved ICIP benefits were not affected.
Eligibility
Location: To be eligible for commercial New Construction benefits, an applicant may build
anywhere in New York City except in Manhattan, south of the centerline of 96th Street and
north of Murray, Frankfort, and Dover Streets.
To be eligible for benefits for commercial Renovation, applicant must expand, modernize, or
improve an existing structure anywhere in the City. Excluded is the area in Manhattan,
between the centerline of 59th Street and the centerline of 96th Street.
Below 59th Street, specific commercial Renovation benefits are available in three areas:
Garment Center District
an area in lower Manhattan bounded generally by Murray Street, South Street, Battery
Place and West Street; and
the remainder of Manhattan below 59th Street.

Expenditures: Applicants must make a minimum required expenditure (MRE) equal to at least
30 percent of the Taxable Assessed Value of the property in the year the building permit was
first issued or, if no permit is required, at the start of construction.
ICAP also provides an additional tax abatement benefit for industrial construction projects that
meet a higher MRE (40 percent).
The MRE must be made no later than four years from the date the building permit was first
issued. However, if no permit is required, the MRE must be made from the start of
construction.
Eligible ICAP applicants receive an abatement of their taxes equal to a percentage of the
"Abatement Base." The "Abatement Base" is equal to the "Post-completion Tax" minus 115%
of the "Initial Tax."
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The "Post-completion Tax" is the taxable assessed value (the lower of the actual or transitional
assessed values) shown on the assessment roll with a taxable status date immediately
following the earlier of (1) completion of construction (issuance of a Final Certificate of
Occupancy) or (2) four years from the date of issuance of the project's first building permit
multiplied by the "Initial Tax Rate." The "Initial Tax Rate" is the tax rate applicable to the
assessment roll with a taxable status date immediately preceding the issuance of the first
building permit.
The "Initial Tax" is the taxable assessed value indicated on the assessment roll with a taxable
status date immediately preceding issuance of the first building permit multiplied by "Initial
Tax Rate."
Neither the Post-Completion Tax nor the Initial Tax includes the assessed value of the subject
property's land, and the ICAP abatement is not available to reduce the real estate tax
attributable to its land.
As discussed in our allocation of the subject's base assessment, prior to development, is
$104,257 as applicable to the subject's commercial component. The base tax rate when
development begin in the 2015/16 tax year was 12.883% suggesting applicable base taxes of
$13,431 ($104,257 allocated base assessment x 12.883% tax rate). Processing the 115.0%
adjustment to the base taxes prior to abatement, equals $15,446 . Therefore, the abatement
base in Year 1 is equal to $561,472 (implied full taxes of $576,918 less 115% of base taxes at
$15,446). The annual abatement (abatement base) calculation is further illustrated as
follows:

Post-Completion
Tax

Less: 115% of Abatement
Initial Tax
Base Amount

$576,918

$15,446

$561,472

The subject property is anticipated to benefit from a 15-year ICAP abatement upon
completion. The ICAP annual abatement is equal to $561,472.
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The calculation of the value of the ICAP abatement is presented, based upon the following
assumptions:
Upon reassessment, the subject will be in Year 1 out of 15 of the ICAP benefit.
The upcoming abatement base amount is calculated to be $561,472 (projected full taxes
of $576,918 less 115% of base taxes of $13,431 ($15,446)).
The property will receive 100% of the abatement until Year 12 of the benefit period. The
exemption will be phased out by 20% annually during Years 12 through 15.
Annual increases of 3% in the full assessed value are applied.
The tax rate is forecasted to increase by an average of 1% annually
A 5% discount rate has been used to value these benefits
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Annual Rate of Growth (Tax Rate): 1%
Annual Rate of Growth (Assessment): 3%
Discount Rate: 5%

Tax
Year

Taxable AV Commercial
Component

Tax Rate

Full Taxes

115% of Base
Tax Year

% Abatement Applied Base
Allowed
Abatement

Taxes After
Abatement

2019

$5,487,141

10.514%

$576,918

$15,446

100%

$15,446

$561,472

2020

$5,651,755

10.619%

$600,168

$15,446

100%

$584,722

$15,446

2021

$5,821,308

10.725%

$624,355

$15,446

100%

$608,908

$15,446

2022

$5,995,947

10.833%

$649,516

$15,446

100%

$634,070

$15,446

2023

$6,175,825

10.941%

$675,692

$15,446

100%

$660,245

$15,446

2024

$6,361,100

11.050%

$702,922

$15,446

100%

$687,476

$15,446

2025

$6,551,933

11.161%

$731,250

$15,446

100%

$715,804

$15,446

2026

$6,748,491

11.272%

$760,719

$15,446

100%

$745,273

$15,446

2027

$6,950,946

11.385%

$791,376

$15,446

100%

$775,930

$15,446

2028

$7,159,474

11.499%

$823,268

$15,446

100%

$807,822

$15,446

2029

$7,374,259

11.614%

$856,446

$15,446

100%

$841,000

$15,446

2030

$7,595,486

11.730%

$890,961

$15,446

80%

$700,412

$190,549

2031

$7,823,351

11.847%

$926,867

$15,446

60%

$546,852

$380,014

2032

$8,058,051

11.966%

$964,219

$15,446

40%

$379,509

$584,710

2033

$8,299,793

12.086%

$1,003,077 $15,446

20%

$197,526

$805,551

NPV ICAP Tax Benefits @ 5%: $6,610,741
Rounded ICAP Benefits: $6,600,000
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The net present value of the ICAP tax benefits over the projected benefit period amounts to
$6,600,000 (rounded).
Adding the projected net present value of the subject's anticipated 421(a) benefits of
$18,000,000 plus the projected net present value of ICAP benefits of $6,600,000 yields a total
estimated net present value of tax savings for the subject of $24,600,000, illustrated as
follows:
PROJEC TE D NPV O F TAX BEN EFITS

Estimated NPV 421(a) Benefits, Rounded:

$18,000,000

Estimated NPV ICAP Benefits, Rounded:
Total Estimated NPV of Tax Benefits:

$6,600,000
$24,600,000

Prior to tax benefits, the projected full tax burden is equal to $2,153,138, illustrated as
follows:
PROJEC TE D "F ULL" TAX ES BY COMP ONEN T

Residential

$1,576,220

Commercial

$576,918

Total Proj. Tax Burden*

$2,153,138

*prior to anticipated tax benefits

We will apply "full" taxes in our stabilized income and expense projections and add the net
present value of tax benefits to our capitalized value to determine a stabilized fair value for
the subject.
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Regional Overview: Brooklyn, New York6

Geographic Description
Brooklyn is one of the five boroughs of New York City, located southwest of the borough of
Queens and occupying the western tip of Long Island. Brooklyn is geographically equivalent to
Kings County, one of the 62 counties of New York State. The borough is surrounded by water
on three sides, with Upper New York Bay and Lower New York Bay on its western and
southern sides, Jamaica Bay to the east, and the East River to the west, separating the
borough from Manhattan.
According to the U.S. Census Bureau, the county has a total area of 96.9 square miles, of
which 70.61 square miles is land and 26.29 square miles (27.1%) is water. Brooklyn is divided
into almost 80 neighborhoods, each with a unique identity and character. However, these
neighborhood identities continue to change and develop over the years.

History
Brooklyn was originally settled by the Dutch in 1624, and became subject to British control in
1683. Brooklyn was originally one of six towns in Kings County, which was one of the original
twelve British counties of New York. The town became an important base for the British
through the American Revolutionary War, and the area grew as a result of the influx of

Sources of data include wikipedia.com (http://en.wikipedia.org/wiki/Brooklyn), New York State Department of Labor
and US Census data provided by Esri (communityanalyst.esri.com)
6
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colonists loyal to the British. Brooklyn continued to grow throughout the first half of the 19th
century because of its prime economic location next to the East River.
In 1854, Brooklyn annexed the city of Williamsburg, and by 1896, it had also annexed all of
the surrounding villages and towns, expanding it to its current boundaries of Kings County.
The Brooklyn Bridge was completed in 1883, connecting the city to Manhattan, and in 1894,
Brooklyn voted to join on to Manhattan. In 1898, it became one of the five boroughs of New
York City, along with the Bronx, Queens, and Staten Island (then Richmond).

Population
As of 2018, the population was 2,691,705 with
975,712 households, making Brooklyn the most
populous borough in New York City, although it
is the second largest in area, following Queens.
It is also the second most densely populated
county in the United States, following New York County. The population of New York City as a
whole in 2018 was 8,679,888.

Income

As of 2018, Kings County's median household income was $51,170. New York City's estimated
2018 median household income was $57,810.
According to the 2018 data, the greatest distributional range of median household income was
below $15,000, with 16.6% of households reporting income in this range. 15.3% of
households reported an income of between $50,000 and $74,999, and 12.8% reported
incomes between $100,000 and $149,999.
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New York Metropolitan Area Economy and Employment Overview7

New York's economy is outpacing the nation's. According to the NYC Comptroller, Gross City
Product grew by a seasonally adjusted 2.7% in 18Q2—worse than the 4% in 17Q2, and the
national growth of 4.1%. The city's private sector job growth continues to outperform the
nation as a whole, adding an average of 23,500 jobs per quarter or an average annual growth
rate of 2.8%, since the end of 2009 when the current recovery began. In comparison, the U.S.
private sector jobs grew at an average annual rate of 2% per quarter.
NYC's unemployment rate, adjusted for seasonality, dropped to 4.2% in 18Q2 to a historic
low. The U.S. unemployment rate continued its long-term slide to 3.9%, the lowest rate in
over 18 years.

Source: Costar/Moody's Analytics

Source: Costar's New York City Multi-Family Market Report, September 2018. Based on information from the 2010 U.S.
Census, the OMB changed the New York Metropolitan Area's definition to include Middlesex, Monmouth, and Ocean
counties in New Jersey (formerly of Edison) and Orange County in New York (formerly of Poughkeepsie), while Putnam
County was removed from the geography. The New York metro now includes an additional 2.3 million people, and the
economy now skews toward blue-collar industries more prevalent in outlying areas, and away from high-value-add
industries like finance and high-growth ones such as tech, more often found in Manhattan and close-in sections of the
boroughs. The Costar data in this section is based upon this larger Metropolitan Area definition.
7
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Low-paying sectors continue driving steady employment growth, although growth in middlewage sectors picked up in recent years, according to the office of the City Comptroller. The
Bureau of Labor Statistics reported in August 2018 that the New York metro had the largest
year-over-year employment increases (+117,400) when compared to other national metros.
On another positive side, average hourly private-sector earnings continue to rise.
Overall job additions in both the city and the metro as a whole have been heavily concentrated
in lower value-add sectors in this expansion. Over the past year, sectors such as education
and health services and leisure and hospitality accounted for a disproportionate share of
employment gains in both the city and the metro. With the metro area's population over the
age of 65 expected to increase by an average of more than 58,000 residents annually over the
coming years, the health services sector should continue growing relatively rapidly.
Unfortunately, jobs associated with eldercare tend to pay much less than others in the
industry.
Media and technology should stand out as New York's long-term growth drivers. This market's
employment base has been gradually shifting from finance toward TAMI (tech, advertising,
media, and information) sectors for almost three decades. Tech industry heavyweights such as
Bloomberg and Google have accounted for some of the largest payroll expansions so far in this
recovery.

Economic Overview of Brooklyn
The data below is from the New York State Department of Labor8, and information from
Costar9.
As of first quarter 2018 there were 749,313 jobs in Kings County representing a 5.9%
increase in jobs since third quarter 2017. The top industries included the Health Care and
Social Assistance sector (224,908 jobs); Government (119,781 jobs); Retail Trade Sector
(76,656 jobs); Accommodation and Food Services (50,600 jobs); and Construction (32,350
jobs). The unemployment rate in Kings County has been on the decline since its peak in 2012
at, 9.8%. The average unemployment rate for Kings County in 2017 was, 4.6% and has
continued to decrease to 4.4% as of the 3Q2018. New York City's overall unemployment rate
also continues to decline since its peak in 2010 at, 9.5%; recording a 4.3% unemployment
rate for 3Q2018 compared to a 4.5% average in 2017.

Employment overview data provided by NYS Department of Labor (http://www.labor.ny.gov/stats/ins.asp)
Information excerpted from the CoStar Williamsburg Submarket Multi-Family Report, September 2018 and the Costar
New York City Multi-Family Market Report, September 2018
8
9
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B R O O K L Y N E M P L O Y M E N T B Y IN D U S T R Y 2 0 1 8 Q 1
Industry Title

Average Employment

Total Wages

Average Wages

Total, All Industries

749,313

$8,961,368,595

$11,959

Total, All Private

629,532

$6,787,345,650

$10,782

Health Care and Social Assistance

224,908

$2,223,844,997

$9,888

Government

119,781

$2,174,022,945

$ 18,150

Retail Trade

76,656

$635,356,199

$8,288

Accommodation and Food Services

50,600

$ 326,964,559

$6,462

Construction

32,350

$451,606,779

$13,960

According to the Office of the New York State Comptroller10, private sector job growth in
Brooklyn has been strong since the recession ended in 2009, outpacing the rest of New York
City, New York State and the nation. Brooklyn gained 172,600 private sector jobs, far more
than the 1,400 lost during the recession. Since 2009, private sector employment in Brooklyn
increased by 39%. Employment grew by 4.4% in 20177, nearly twice as fast as the City
overall, and set a new record of 613,400.
Brooklyn had a total of 61,300
businesses in 2017, an increase of
32% since the end of the recession in
2009. This was the fastest rate of
growth among the five boroughs and
almost double the citywide growth
rate (17%). 70% of the businesses
had fewer than five employees and
84% had fewer than 10 employees.
The number of firms increased in
every business sector during this
period, with the exception of manufacturing, which had a small decline. Growth was driven by
leisure and hospitality, business services, personal services and retail trade. The retail sector
was responsible for the largest number of businesses (9,800 firms), leisure and hospitality

"An Economic Snapshot of Brooklyn," Office of the New York State Comptroller, June 2018,
https://www.osc.state.ny.us/osdc/rpt3-2019.pdf
10
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added the most firms (2,700, a 70% increase), and the information sector grew the fastest
(79%).
Downtown Brooklyn is the City's largest business district outside of Manhattan, and job growth
has been strong there as well. The Brooklyn Tech Triangle (Downtown Brooklyn, DUMBO and
the Brooklyn Navy Yard) is now home to more than 1,350 companies and has become one of
the fastest-growing employment sectors in the borough, increasing by 57% between 2009 and
2017. With an average salary of $92,900, tech is among the borough's highest-paying
industries.
The New York City College of Technology and the NYU Tandon School of Engineering are
located in Downtown Brooklyn. MetroTech is the nation's largest urban academic-industrial
research park.
DUMBO is home to more tech companies than any other neighborhood. The five buildings
formerly owned by the Jehovah's Witnesses have been developed into a new tech hub,
and Etsy is headquartered there.
The Brooklyn Navy Yard has been transformed into a modern tech, manufacturing and
industrial campus, including the New Lab workspace for tech hardware companies in fields
like artificial intelligence. It is set to add over 2 million square feet of space by 2020.
In Sunset Park, Industry City is undergoing a 10-year, $1 billion renovation plan. The
7,700 square foot Innovation Lab provides continuing education and job training to help
prepare area residents for jobs in the tech industry.
The New York Science and Technology Center at the Brooklyn Army Terminal (BioBAT)
caters to life sciences and tech firms seeing to expand beyond the startup phase.
In Central Brooklyn, SUNY Downstate Medical Center operates the Advanced
Biotechnology Incubator for biotech companies.

Brooklyn has set employment records for eight consecutive years, and the unemployment rate
has fallen to a record low. Despite impressive gains in household income, the borough still
faces challenges, including poverty and a shortage of affordable housing. Nonetheless,
Brooklyn's economy is booming, creating new opportunities for its residents.
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NYC Development and Construction
Based upon US Census Data11, 30% of housing units are located in Brooklyn, 25% in both
Manhattan and Queens, 15% in the Bronx, and 5% in Staten Island. Of those, 64% were
rental units.
H O U S IN G S U M M A R Y : N E W Y O R K M E T R O P O L I T A N M A R K E T 12

Vacancies are below 3% despite the delivery of more than 45,000 units since 2016, which
speaks to the market’s impressive demand.
Developers are out in full force. The current pipeline is unlike any the metro area has faced in
at least 30 years, with completions likely to total around 61,000 units over the next few years.
According to Dodge Data & Analytics13, the New York NY metropolitan area, at $16.1 billion in
construction starts during the first half of 2018, held onto its number one ranking among top
metropolitan areas nationally and comprised 16% of the U.S. commercial and multifamily
total, helped by a 44% jump in construction starts compared to a year ago. During the
previous two years, the New York share of the U.S. total had slipped to 14% in 2016 and 13%
in 2017, after seeing its share reach a peak at 19% back in 2015.
The 44% increase in construction during the first half of 2018 was the result of an 83% hike
for commercial building combined with 22% improvement for multifamily housing. Previously,
construction starts had retreated 15% in 2016 and 13% in 2017, following a 62% surge back
in 2015.
New office construction starts soared 114% in the first half of 2018, although as a point of
perspective it was still 25% below the robust volume reported during the first half of 2015.
Large office projects that reached groundbreaking during the first half of 2018 were the $1.8
billion Spiral office building and the $480 million Hudson Commons office building addition,

Data provided by Esri (communityanalyst.esri.com)
Source: Delivery, absorption and vacancy statistics excerpted from Costar New York Multi-Family Market Report
September 2018
13
Dodge Data & Analytics, "First Half 2018 Commercial and Multifamily Construction Starts Show Mixed Performance
Across Top Metropolitan Areas," August 9, 2018, https://www.construction.com/news/first-half-2018-commercialmultifamily-construction-starts-mixed-across-top-metro-areas-aug-2018
11
12
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both in the Hudson Yards district of Manhattan, and the $233 million office portion of the $300
million One Willoughby Square mixed-use project in Brooklyn.
The 22% increase for multifamily housing during the first half of 2018 reflected the start of 15
projects valued each at $100 million or more, led by the $700 million City View Tower at Court
Square and the $550 million Queens Plaza Park Apartments, both in Long Island City.
According to Costar14, increased competition is already taking a toll at the top of the market.
Rent growth for the metro decelerated significantly from 2015–18, and rent growth is only
2.6% for the past twelve months. Luxury assets in particular are feeling the pinch as the wave
of new units continue. Despite rent growth decreasing, New York still contains eleven of the
nation's top 15 most expensive submarkets.
Despite new supply, the market remains tight. Vacancies are around 100 basis points below
their previous peak—reached when around 17,000 units hit the market during the 2008–09
recession. The record volume of inventory slated to deliver over the coming years could pose
challenges, particularly for 4 & 5 Star assets. With 4 & 5 Star buildings asking rents around
50% higher than 3 Star buildings on average, there is significantly greater risk to the top of
the market. However, the metro’s historical undersupply, coupled with the continued inmigration of young professionals, should prevent significant unraveling of fundamentals.

Education
New York City is served by the largest public-school system in the world, overseen by the New
York City Department of Education. In this system, over 1.1 million students are taught in
more than 1,700 public schools. The department oversees education in all five boroughs,
including Brooklyn.
Among these public schools are several selective and specialized schools like Hunter College
High School, the public school that sends the largest percentage of graduates to Ivy League
colleges in the United States, and Stuyvesant High School, the public school with the lowest
acceptance rate in the U.S., both of which are in Manhattan. Brooklyn has several public high
schools of note as well, including Brooklyn Technical High School, located in Fort Greene,
which is the largest high school specializing in technology, math, engineering, and science in
the country. Brooklyn Tech has a number of famous alumni, including two Nobel Laureates.
Brooklyn also has a number of private and parochial schools in addition to its public schools.

14

Source: Costar New York Multi-Family Market Report September 2018
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There are about 594,000 university students in New York City, attending over 110 colleges
and universities. The city enrolls more university students than any other city in the country.
New York City is home to some of the most important institutions of higher education in the
country, including Columbia University, Cooper Union, and the Juilliard School of Music. All of
these universities are located in Manhattan. It is also served by a public university system
called the City University of New York (CUNY), which has 23 institutions across the five
boroughs and enrolls over 450,000 students.
Several of the CUNY campuses are located in Brooklyn, including Brooklyn College and the
New York City College of Technology. Brooklyn College, located in Midwood, was the first
public co-educational liberal arts college in New York City, and was ranked as one of America's
Top Fifty Best Value Public Colleges by the Princeton Review in 2009. Brooklyn houses the
SUNY Downstate Medical Center, a branch of the State University of New York system of
public colleges, which is the oldest hospital-based medical center in the country. Brooklyn is
also home to a number of private universities, including the Pratt Institute, in Clinton Hill,
which is one of the leading art, design, and architecture schools in the country, and offers both
graduate and undergraduate degrees.

Culture and Recreation
New York City is one of the cultural centers of the world, and is a hub of music, theater, film,
and the visual arts. New York City's Broadway district, located near Times Square, is one of
the world's centers of English language theater. Alternative and experimental theater groups
have found a home in New York, making the city a center of innovative theater as well.
Musical institutions are also vital to New York culture, and Lincoln Center for the Performing
Arts, the largest arts institution in the world, is located on Manhattan's Upper West Side. New
York has permanent professional companies in all of the major performing arts disciplines: the
New York City Opera, the New York Philharmonic, the New York City Ballet, and the Public
Theater. There are many world-renowned visual art museums in New York City, including the
Museum of Modern Art and the Metropolitan Museum of Art.
Brooklyn contains many noted centers of art as well. The Brooklyn Academy of Music (BAM),
located in Downtown Brooklyn, is a major venue for performing arts, known for its focus on
avant garde performance. BAM, with its 2,109-seat opera house and its 874-seat theater,
boasts a typical visitor count of over 500,000 people every year, and just celebrated its 150th
anniversary. Another center of artistic innovation is the Brooklyn Philharmonic, an orchestra
formed in 1857 that is now famous for its support of modern composers and its progressive
performances. The Brooklyn Museum, located in Central Brooklyn, is the second largest public
art museum in New York City. The museum, funded in part by the City of New York, is visited
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by over 500,000 people per year. The Brooklyn Children's Museum, located in Crown Heights,
was the first museum in the country to be dedicated specifically to children, having opened in
1899.
Beyond institutions of art and music, Brooklyn is also known for its outdoor spaces. Prospect
Park, a public park designed by the creators of Central Park in Manhattan, occupies 585 acres
of Central Brooklyn. The Brooklyn Botanic Gardens is adjacent to Prospect Park and is visited
by approximately 900,000 people every year. Coney Island, an amusement park and beach
located at the southern tip of Brooklyn, is a vital piece of Brooklyn's history and culture. For
decades known as one of the most popular summer recreation destinations in New York City,
Coney Island's popularity began to decline in the later part of the 20th century, but is
currently undergoing revitalization, with a new amusement park having opened there in 2010.
Brooklyn Bridge Park, an 85-acre sustainable waterfront park stretching 1.3 miles along
Brooklyn's East River shoreline, has undergone recent development. The park includes a
waterfront promenade, lawns, a playground and volleyball courts. Moreover, mixed use
properties on the park include over 400 residential units and 80,000 square feet of retail
space.
There are several projects dedicated to Brooklyn's development and economic growth that
have been proposed over recent years. The largest is the multi-billion Pacific Park project
(formerly called Atlantic Yards), a mixed-use commercial and residential development project
located in Prospect Heights. The first phase of this project was the development of the
Barclays Center, which opened in 2012. The Barclays Center is a multi-purpose arena that
hosts the NBA's Brooklyn Nets, along with concerts, conventions, and other sporting events.

Transportation and Linkages
The New York City mass transit system is the most extensive in North America, and its subway
system is the busiest in the Western Hemisphere. New York has public transportation systems
covering underground rail, aboveground rail, bus, and ferry systems. New York City is also
served by three major airports, including John F. Kennedy Airport and LaGuardia Airport in
Queens, and has the busiest airspace in the country.
The Long Island Rail Road, a rail system owned by the Metropolitan Transportation Authority,
operates three stations in Brooklyn on its Atlantic Branch train line, connecting it with Queens
and Long Island. The stations are Atlantic Terminal, the East New York station, and the
Nostrand Avenue station. The Atlantic Branch train runs to Jamaica Station, which is a hub
station at which all the Long Island Railroad lines but one meet.
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Brooklyn is also served by the New York City subway system, connecting it to the other New
York City boroughs. There are eighteen subway lines that operate in Brooklyn: A, E, N, Q, R,
D, F, M, J, Z, 2, 3, 4, 5, G, S, the express 7, and the local 7. There is a system of MTA bus
routes that operate within Brooklyn, as well as express bus routes that run to Manhattan.
Brooklyn has a number of highways and parkways, mostly located in western and southern
Brooklyn. Major north-south highways include the Brooklyn-Queens Expressway, running
between Downtown Brooklyn and Queens, and the Jackie Robinson Parkway, which runs
between the East New York neighborhood of Brooklyn and the Kew Gardens neighborhood of
Queens. Brooklyn also contains several major east-west highways, including the Belt Parkway,
connecting Brooklyn and Queens, and New York State Route 27, which runs from Brooklyn to
the eastern tip of Long Island.

Conclusion
Brooklyn, as one of the five boroughs of New York City, benefits as part of one of the most
impressive municipal systems in the country. It, along with the rest of New York City, has an
extensive and much-used transportation system, along with easy access to some of the
busiest metropolitan areas in the country.
Brooklyn's economy and housing market has boomed in recent years. Brooklyn continues to
grow and develop, ranked as the most populous New York City borough, as well as a major
historical and cultural center of the city.
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New York City Residential Market Overview
The following data is from the 2018 Housing Supply Report, an annual report published by the
New York City Rent Guidelines Board.

Introduction
Section 26-510(b) of the Rent Stabilization Law requires the Rent
Guidelines Board (RGB) to consider the "over-all supply of housing
accommodations and over-all vacancy rates" and "such other data
as may be made available to it." To assist the Board in meeting
this obligation, the RGB research staff produces an annual Housing
Supply Report, which reports on current conditions in the housing
market, including vacancy and overcrowding rates, new housing
production, co-op and condo conversions, demolitions, housing
created through tax incentives, and government-sponsored
housing starts.

Overview
Between 2016 and 2017 there was a 36.0% increase in the
number of permits issued for new housing units, rising to 22,131,
following a large decrease in the prior year. Following five
consecutive years of decrease, the number of units newly receiving
421-a benefits rose dramatically, increasing 363.0% from 2016
levels. The number of units newly accepted in co-op and condo
plans fell slightly, by 3.6%, with the number of plans falling by
1.1%. Rehabilitation of housing units under the J-51 tax
abatement and exemption program also declined during 2017,
down 33.3%. The number of completed housing units rose during
2017, increasing 11.1% to 25,839 units, while the number of
demolitions fell by 6.9% during 2017. As of 2017, a tight housing
market also remains in New York City (NYC), with a Citywide rental
vacancy rate of 3.63% and 11.5% of all rental housing considered
overcrowded.

New York City's Housing Inventory
Most New Yorkers live in multi-family rental housing rather than
owning homes. According to the 2017 Housing and Vacancy
Survey (HVS), rental units comprise 62.9% of NYC’s available
housing stock, a far greater share than the nationwide average of
36.9%. NYC in 2017 had a total of 3,469,240 housing units, the
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largest housing stock since the first HVS was conducted in 1965. NYC’s housing is not only
distinguished by the size of its rental housing stock, but unlike most cities, the bulk of rental
units are rent regulated. Of the 2,183,064 occupied and vacant rental units reported in the
most recent HVS, 42.9% were unregulated, or "free market." The remaining units were rent
regulated, including pre-war (pre-47) rent stabilized (31.7%), post-war (post-46) rent
stabilized (12.5%), rent controlled (1.0%), or regulated under various other types of
programs (11.8%).
The HVS also indicated that NYC’s housing market remains tight, finding a Citywide rental
vacancy rate of 3.63% in 2017, below the 5% threshold required for rent regulation to
continue under State law. This translates into the availability of just 79,190 vacant units out of
almost 2.2 million rental units Citywide. The vacancy rate ranged from a low of 2.71% in the
Bronx to a high of 4.73% in Manhattan. The Brooklyn vacancy rate was 3.28%, and the
Queens rate was 3.50%. The sample size in Staten Island was too small to permit calculation
of an accurate vacancy rate.
Vacancy rates also varied by rent regulation status. Both post-war and pre-war stabilized units
had low vacancy rates, at 1.21% and 2.40%, respectively. Stabilized vacancy rates on the
whole were 2.06%, while private, non-regulated units were vacant at a 6.07% rate.
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The frequency of crowding also varied by rent regulation status. Overall, 11.5% of all rental
housing in NYC in 2017 was overcrowded (defined as more than one person per room, on
average) and 4.5% was severely overcrowded (defined as an average of more than 1.5
persons per room). Post-war stabilized housing was more crowded than pre-war, with 13.4%
of units overcrowded and 6.6% severely overcrowded, while 12.9% of pre-war units were
overcrowded, and 5.1% were severely overcrowded. Overall, 13.1% of rent stabilized housing
was overcrowded and 5.5% was severely overcrowded. By comparison, in non- regulated
housing, 11.3% was overcrowded and 4.2% severely overcrowded.

Changes in the Housing Inventory
Housing Permits
Housing supply grows in a variety of ways: new construction, substantial rehabilitation of
deteriorated buildings, and conversions from non-residential buildings into residential use. The
number of permits authorized for new construction is a measure of how many new housing
units will be completed and ready for occupancy, typically within three years, depending on
the type of housing structure.
In 2017, permits newly issued for housing units rose for the seventh time in the past eight
years. Following a large decrease of 71.2% in 2016 (to 16,269 units), permits were issued in
2017 for 22,131 units of new housing, an increase of 36.0% from 2016
Permits rose by double digits in every borough except Staten Island, where they fell 24.0%, to
685 units. Permits in Queens rose by the greatest proportion, increasing 79.8%, to 5,104
units. Newly issued permits also rose in Brooklyn, by 36.1% (to 6,130 units); in the Bronx, by
34.9% (to 5,401 units); and by 19.6% in Manhattan (to 4,811 units).
On a quarterly basis, permits rose in three of the four quarters of 2017, as compared to the
same quarters of the prior year. While permits fell by 16.0% in the third quarter of 2017, they
rose by 193.9% in the first quarter, 49.2% in the second quarter, and 13.0% in the fourth
quarter.
Permits for new housing units rose not only because the number of buildings being newly
constructed rose, but because the size of these buildings also rose. While the number of
buildings receiving permits rose 7.8% between 2016 and 2017, the average building size rose
from 10.5 units in 2016, to 13.2 in 2017, a 26.2% increase. In the first quarter of 2017, a
quarter in which the number of permits issued nearly tripled, average building size rose from
7.3 units to 15.8 units, a 116.2% increase. For historical permit information by quarter.
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The most recently available data, from the first quarter of 2018, showed that newly issued
permits were down as compared to the same period of the prior year, with decreases in every
borough but the Bronx. The number of permits issued in NYC decreased from 6,343 in the first
quarter of 2017 to 5,170 during the first quarter of 2018, an 18.5% decrease. While permits
rose 5.1% in the Bronx, they fell by 10.8% in Manhattan; 17.2% in Brooklyn; 34.7% in Staten
Island; and 44.6% in Queens. In addition to a decrease of 9.2% in the number of buildings
newly permitted during this quarter, the average size of the buildings newly permitted fell by
10.2%, decreasing from 15.8 units to 14.2 units. Average building size fell in every borough
except Staten Island (where it rose just 0.1%), falling by the greatest proportion in Queens,
where the average building size fell from 15.4 units in the first quarter of 2017 to 7.5 units in
the first quarter of 2018.

Permit data can also be analyzed more deeply by looking at the reported size of the buildings
receiving permits. In 2017, a total of 1,673 buildings received permits (containing a total of
22,131 housing units). Citywide, 28.9% of these buildings were single- family, 31.7% were
two-family, 9.9% were three- or four-family structures, and 29.5% were buildings with fiveor-more units. In 2017, 90.7% of all permits issued Citywide were for units in five-family or
greater buildings (a total of 20,062 units), with the average five-family or greater building
containing 41 units for the City as a whole, and 75 units in Manhattan (both slight increases
from the prior year). As the graph on this page illustrates, almost all building permits in
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Manhattan were for the largest buildings, while in
Staten Island virtually all permits were for either
one- or two-family buildings. Building size was more
evenly distributed in the Bronx and Brooklyn (and to a
lesser extent in Queens).
Housing Completions
This report also examines the number of units
completed in the City each year, indicative of what
housing actually enters the market in a particular
year. In 2017, an estimated 25,839 new housing
units were completed, an 11.1% increase from 2016.
6 Completions rose in three of the five boroughs,
rising by the greatest proportion in Queens, which
rose 46.4% (to 5,041 units). Completions also rose in
Brooklyn, up 21.0% (to 11,065 units); and the Bronx,
up 5.5% (to 2,672 units); However, completions
declined in Staten Island, down 45.1% (to 671 units);
and Manhattan, down 7.4% (to 6,390 units).
Citywide, 93.3% of the newly completed units were in
five-family or greater buildings, up from 91.1% in the
prior year. The average size of completed buildings,
by borough, ranged from 1.6 units per building in
Staten Island; to 13.0 units in Queens; 20.3 units in
Brooklyn; 24.7 units in the Bronx; and 75.2 units in
Manhattan.

City Sponsored Construction
Housing is created and preserved in part through
publicly funded sources, including programs sponsored by the NYC Department of Housing
Preservation and Development (HPD) and the NYC Housing Development Corporation (HDC).
HPD’s Office of Development operates a number of programs that develop affordable housing
for low- and moderate-income New Yorkers. Programs include the Extremely Low and LowIncome Affordability Program, which is HPD’s multi-family new construction housing initiative,
financed through both public and private sources; the Affordable Neighborhood Cooperative
Program, which provides very low interest loans for the rehabilitation of buildings into
affordable cooperatives for low and moderate-income households; and the Multifamily Housing
Rehabilitation Loan Program, which provides rehabilitation loans at a maximum 3% interest
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for the replacement of major building systems. HDC operates some of the same programs as
HPD, in addition to programs such as the Mitchell-Lama Preservation Program, which offers
loans to Mitchell-Lama owners in order to make needed capital improvements, and the
Preservation Program, which provides tax-exempt bond financing to affordable housing
developments with at least 50 units.
HPD- and HDC-sponsored programs spurred a total of 24,293 housing starts in Fiscal Year
(FY) 2017, a 2.9% increase over the prior FY. Of these starts, 16,588 (68.3%) were
preservation, and 7,705 (31.7%) were new construction. A total of 22,500 units are targeted
for FY 2018 and 24,000 for FY 2019. During the first nine months of FY 2018 there were
11,441 starts by HPD and HDC, an increase of 11.5% over the same period of the prior FY.
In May of 2014, Mayor Bill de Blasio announced details of his ten-year, $41 billion plan to build
and/or preserve 200,000 units of affordable housing. "Housing New York: A Five-Borough,
Ten-Year Plan" projected that 60% of the units would be preservations, and 40% would be
new construction. The majority, 58%, were slated for "low-income" residents (defined at the
plan’s inception as $42,000-$67,000 for a family of four), with 22% geared for residents
making more than this amount, and 20% for residents making less than this amount.
That plan has now been modified and expanded. In "Housing New York 2.0," released in
November of 2017, the de Blasio administration outlined a plan to complete the promised
200,000 units of housing two years ahead of schedule, and add another 100,000 units to the
goal, for a total of 300,000 affordable units by 2026. The new guidelines call for 55.5% to be
affordable for "low-income" families making between 51% and 80% of Area Median Income
(currently $42,951-$68,720 for a family of three), with 19.5% geared for residents making
more than this amount, and 25.0% for residents making less than this amount. The plan also
creates new programs aimed at increasing affordable housing for seniors, preserving MitchellLama housing, and creating more micro units.
Through March of 2018, the de Blasio administration reports they have financed 89,092 units
of affordable housing since the start of the Mayor’s tenure, 68% preservation and 32% new
construction. By borough, 33.6% of the starts were located in the Bronx, with 28.8% in
Manhattan, 25.6% in Brooklyn, 9.6% in Queens, and 2.3% in Staten Island. By affordability
level, 15.4% of the starts were aimed at extremely low-income households, 18.3% at very
low-income households, 48.1% at low-income households, 6.7% at moderate-income
households, and 11.1% at middle-income households. Just over 13,000 of these units were
dedicated to special needs populations (the homeless and seniors).
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Tax incentive programs
The City offers various tax incentive programs to promote the development of new housing.
Various iterations of the 421-a tax exemption program, which began in the early 1970s, have
allowed both renter- and owner-occupied multifamily properties to reduce their taxable
assessed value for the duration of the benefit period. That is, owners were exempt from
paying additional real estate taxes due to the increased value of the property resulting from
the new construction. Rental apartments built with 421-a tax exemptions are currently subject
to the provisions of the Rent Stabilization Laws during the exemption period. Initial rents are
required to be approved by HPD and are then subject to increases established by the NYC
Rent Guidelines Board.
A variety of factors are used to establish the level and period of 421-a benefits, and properties
are also subject to construction guidelines. After expiring at the end of 2015, the latest
iteration of the 421-a was reinstated in April of 2017 (retroactive to January of 2016) with a
new name (Affordable New York Housing Program) and policy changes. Prior to 2016, the
program, which is still newly certifying units, allowed eligible buildings to receive an exemption
for 10 to 25 years depending on location, the number of units reserved for low- and moderateincome tenants, and whether they were located in a City-designated neighborhood
preservation area. Longer exemption periods applied in northern Manhattan and boroughs
outside Manhattan, and to projects that received governmental assistance or contained no
fewer than 20% low-income units. For buildings within the Geographic Exclusion area (all of
Manhattan, and parts of each of the other boroughs), affordable housing must be contained
within the newly constructed building.
Per the new Affordable New York program (effective January 1, 2016), rental developments
with 300 units or more in Manhattan (south of 96th Street) and the Brooklyn and Queens
waterfront will be eligible for a full property tax abatement for 35 years if the development
creates one of three options for affordable rental units and meets newly established minimum
construction wage requirements. The units must remain affordable for 40 years. For all other
rental developments in NYC utilizing the tax benefit, the full tax exemption benefit period is 25
years, with a phasing out of benefits in years 26-35. For developers who use the benefit
program to build co-op or condo housing, the building must contain no more than 35 units, be
located outside of Manhattan, and have an assessed value of no more than $65,000 per unit.
The benefit lasts for a total of 20 years, with a full exemption for the first 14. The governor
estimates that the new program, which expires in 2022, will create 2,500 new units of
affordable housing a year.
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In March of 2017, the NYC Independent Budget Office analyzed the then-proposed Affordable
New York program and estimated that it would cost the City a total of $8.4 billion in lost tax
revenue over the next ten years, an estimated $1.2 billion more than the cost if the nowexpired 421-a program continued unchanged. In 2017, the number of housing units newly
receiving a 421-a Final Certificate of Eligibility increased dramatically, following five
consecutive years of decrease. Newly certified units rose 363.0% in 2017, to 20,804 unit,
including increases in all of the boroughs. Newly certified units increased only slightly in
Staten Island, rising from no units in 2016 to 32 in 2017. Units newly certified rose by the
greatest proportion in Manhattan, an
increase of 787.7% (an almost ninefold increase). Units also rose
dramatically in the Bronx, rising
637.8%; Queens, rising 364.0%; and
Brooklyn, rising 206.7%.
Citywide, the largest proportion of units
newly certified in 2017 were in
buildings located in Brooklyn, with
39.4% of the total units in the City.
Manhattan had 35.8% of these units,
Queens had 17.2%, the Bronx had
7.4%, and 0.2% of units were in Staten
Island. Because buildings in Manhattan
are so much larger than buildings in the
outer boroughs, more than a third of
units were in Manhattan, despite having only 67 of the 966 buildings (7%) newly certified for
421-a benefits Citywide.
While the overall (both owner- and renter- occupied) number of newly certified 421-a units
rose 363.0% between 2016 and 2017, the number of rental units in this program rose by a
greater amount, 461.7%. Most notably, newly certified rental units rose 2126.0% in
Manhattan during 2017 (from 285 units to 6,344 units), with rental units rising 667.2% in the
Bronx, 479.0% in Queens, and 215.8% in Brooklyn. There were no newly certified units in
Staten Island during 2017. More than 84% of newly certified units in 2017 were rental units.
In Fiscal Year 2018, the 421-a program will cost the City $1.4 billion in lost tax revenue for all
housing types, including 105,000 rental units, 55,000 co-op and condo units, and 34,000 1-3
family and mixed- use structures.
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HPD announced in March of 2018 that they had suspended 421-a benefits, representing $66
million in tax revenue for 2018, to 1,788 "properties." The "properties" (individual block and
lots comprising approximately 1,300 buildings, including 109 rental buildings with 4,373 units)
had received 421-a benefits for at least five years, but had not filed for a Final Certificate of
Eligibility with the NYC Department of Finance (DOF). These owners, along with 3,480 others,
received previous notice from DOF that they needed to comply within 13 months or their
benefits would be suspended. The City will reinstate their benefits if they come into
compliance by May 1, 2018.
Another program that has offered affordable housing, the New York State Mitchell-Lama
program, has suffered from a loss of housing since "buyouts" from the program began in
1985. Between 1955 and 1978, approximately 140,000 units of low- and middle-income
housing were built in NYC through this tax-break and mortgage subsidy program. Since
buyouts began in 1985, the City has lost approximately 47,000 units of Mitchell-Lama housing
(including 4,000 units of hospital/university staff housing), although some has transitioned to
rent stabilization. After averaging an annual loss of more than 5,000 units between 2004 and
2007, the pace has slowed considerably. Two developments bought out in 2017, with a total of
233 units. Both of these developments were rentals, and converted to rent stabilization. The
de Blasio Administration announced in October of 2017 that it would implement a new
program aimed at preserving the affordability of units in the Mitchell-Lama program (both
rentals and co-ops, but only for those units supervised by the City). An investment of $250
million will target 15,000 units of housing that have the potential to buyout of the program, by
offering them an array of financing tools to restructure existing debt, provide long-term tax
benefits, and fund capital repairs. The Administration reports that since the inception of the
Housing New York Plan in 2014, 30 Mitchell-Lama developments with 11,000 units of housing
have been preserved through similar initiatives.
Conversions and Subdivisions
New housing units are also brought onto the market through subdivisions and conversions.
Subdivisions involve the division of existing residential space into an increased number of
units. Non-residential spaces, such as offices or other commercial spaces, can also be
converted for residential use. As chronicled in prior Housing Supply Reports, during the mid2000s, with a tight housing market and high demand for luxury apartments, there were an
increasing number of conversions in neighborhoods Citywide. Conversions occurred in facilities
as diverse as hospitals, recording studios, power plants, office buildings, and churches.
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One indicator of conversions is the number of non-residential buildings newly receiving J-51
benefits for conversion to residential use. In 2017, for the second consecutive year, no
formerly non- residential buildings received J-51 benefits for conversion to a co-op or condo.
SRO Housing and Airbnb Rentals
Conversion of single room occupancy (SRO) buildings also continued over the past year. SRO
owners may convert SRO housing to other uses after obtaining a "Certificate of No
Harassment" from HPD. Following a small decrease of 1.8% in 2016, the number of approved
certificates fell again in 2017, from 162 in 2016 to 92 in 2017, a decrease of 43.2%. Efforts
are also underway to ensure that SROs are used for permanent housing rather than as
transient hotels. As of May 1, 2011, laws were newly passed strengthening the City’s ability to
crack down on housing being used illegally for transient occupancy. Transient occupancy is
now clearly defined as stays of fewer than 30 days. Governor Cuomo signed a bill in October
of 2016 that further increased the fine for illegally advertising short-term rentals to as much
as $7,500.
Between May of 2011 and April of 2018, 13,087 violations were issued to illegal hotel
operators (including private apartments, hostels, and SROs). This includes 3,550 violations
issued between May, 2017 and April, 2018), an increase of 99.2% over the same time period
of the prior year.
The effect of Airbnb, a company which facilitates short-term and vacation rentals worldwide,
continues to be studied by various City agencies and interest groups. A study published in
January of 2018 analyzed Airbnb activity in the New York City metro region for the time period
of September 2014 through August 2017. Among that report’s key finding, the researchers
found that just over half of all listings (accounting for two-thirds of all revenue) were likely
from illegal listings. The report also found that between 7,000 and 13,500 units of housing
have been removed from the New York City permanent rental market and by reducing the
housing supply, the median rent in New York City increased by 1.4% more over three years
than it would have absent the effect of Airbnb.
An April 2018 report from the NYC Comptroller’s Office analyzed rent data from the Census
Bureau’s annual American Community Survey from 2009 through 2016 and used a regression
analysis to estimate the effect that Airbnb had on rents. While there were Airbnb listings in
every neighborhood of NYC, half the listings in 2016 were concentrated in just seven
neighborhoods of Manhattan and Brooklyn. In these seven neighborhoods, the average
monthly rent rose from between 21.4% and 62.6% between 2009 and 2016, and anywhere
from 10.7% to 21.6% of this increase was attributed to the effect of Airbnb removing units
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from the permanent rental housing stock. On the whole, the report found that for each one
percent of housing units listed on Airbnb, rents in the neighborhood rose 1.58%. The report
attributes 9.2% of the citywide increase in rental costs between 2009 and 2016 to Airbnb, or
an additional $616 million in rent.
Cooperative and Condominium Activity
Developers planning to build new co-op or condo buildings, and owners wishing to convert
their rental buildings to co-ops or condos, must file plans with, and receive acceptance from,
the New York State Attorney General’s Office. In 2017, the Attorney General accepted 279 coop and condo plans, a 1.1% decrease from the number accepted in 2016. These 279 plans
encompassed 8,358 housing units, 3.6% fewer than in 2016.
Almost two-thirds of all
plans, 180, were
accepted for buildings
located in Brooklyn; 59
were located in
Manhattan; 35 plans
were accepted for
Queens; three plans
were accepted in the
Bronx; and two plans
were in Staten Island.
Because Manhattan
buildings tend to be
larger than those in the
outer boroughs, more
units were located in Manhattan (3,555), with Brooklyn (2,576) and Queens (2,154) trailing,
and only 67 units in the Bronx and six in Staten Island.
The majority of the plans accepted Citywide in 2017 were for new construction, comprising
228 of 279 plans, and a total of 6,906 of 8,358 units. This is similar to the prior year, when
new construction accounted for 210 of the 282 accepted plans. A number of units were located
in non-eviction conversions (with 18 plans and 764 units), and 33 plans, with 688 units, were
rehabilitations. Of all the newly accepted plans in 2017, 98.4% of the units were in condo
plans, and 1.6% were in co-op plans.
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While the conversion of rental housing into co-op and condo units increases the housing
inventory for sale, it simultaneously reduces the total number of housing units for rent.
Conversions represented 9.1% of the total number of units in 2017 co-op and condo plans, a
lesser share than the 18.5% share in 2016, and the smallest proportion since 1998. Because
most conversion plans are non-eviction plans (including all plans in 2017), only when the
original rental tenant moves out, or opts to buy the apartment, does the apartment become
owner-occupied and removed from the rental universe.
Rehabilitation
Another method for adding to or preserving the City’s residential housing stock is through
rehabilitation of old buildings. As buildings age, they must undergo renovation and
rehabilitation to remain habitable. This is particularly relevant to NYC’s housing stock, where
more than 57% of units are in buildings constructed prior to 1947. Through tax abatement
and exemption subsidy programs offered by the City for rehabilitation, units are able to
remain in, or be readmitted to, the City’s housing stock. The J-51 tax abatement and
exemption program is intended to encourage the periodic renovation of NYC’s stock of both
renter- and owner-occupied housing.
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The J-51 tax relief program is similar to the 421-a program in that it requires that those rental
units not already rent stabilized be subject to rent regulation for the duration of the benefits.
Rehabilitation activities that are permitted under J-51 regulations are Major Capital
Improvements (MCIs); moderate and gut rehabilitation of both government-assisted and
privately-financed multiple dwellings (which requires significant improvement to at least one
major building- wide system); as well as improvements to co-ops and condos (subject to
certain assessment guidelines if the project does not include substantial governmental
assistance). While prior incarnations of the J-51 program allowed for conversion of lofts and
non- residential buildings into multiple dwellings, regulations effective January 1, 2012 allow
only for conversions if there is substantial governmental assistance.
In 2017, 22,877 units newly received J-51 benefits, a decrease of 33.3% from the previous
year. These units were contained in 1,413 buildings, a decrease of 35.5% from 2016 levels.
The location of the units newly receiving benefits ranged from 34.9% located in Queens; to
28.5% in the Bronx; 20.2% in Brooklyn; 16.2% in Manhattan; and 0.2% in Staten Island.
Units newly receiving benefits fell by double digits in three of the five boroughs, including
decreases of 30.7% in Queens, 39.9% in Brooklyn, and 51.0% in the Bronx. Units newly
receiving J-51 benefits rose 108.3% in Manhattan and from two to 38 units in Staten Island.
The average size of the buildings receiving benefits rose slightly, from 15.7 units in 2016 to
16.2 units in 2017. In Fiscal Year 2018, the J-51 tax program will cost the City $294.5 million
in lost tax revenue for all housing types, including approximately 267,000 rental units and
221,000 owner units.
Rehabilitation work is also carried out through HPD’s "Alternative Enforcement Program
(AEP)," now in its eleventh year of identifying the 200-250 "worst" buildings in the City, based
on housing code violations. The most recent group of 250 buildings include 3,970 units of
housing, with 7,602 non-hazardous A-class violations, 21,442 hazardous B-class violations,
and 4,859 immediately hazardous C-class violations. If building owners in this program do not
make repairs to their buildings, the City steps in to do so, and then charges the owners.
Through the first nine rounds of the program, the City discharged 1,647 buildings that entered
the program, with a combined total of 22,033 units of housing. In the 2017 round of the
program, buildings were discharged at a record pace, with 138 of 250 buildings discharged in
the first four months of that year’s program.
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Tax-Delinquent Property
In-Rem Housing and Anti-Abandonment Strategies
Historically, the City foreclosed on thousands of tax-delinquent residential properties,
becoming the owner and manager of these buildings, known as in-rem properties. By its peak
in 1986, the City owned and managed 4,000 occupied buildings containing 40,000 units of
housing and almost 6,000 vacant buildings containing 55,000 units of housing.
HPD’s Alternative Management Programs began in 1994 with the goal of returning City-owned
properties to private owners and reducing its share of in-rem buildings by identifying buildings
at risk and helping owners. HPD has successfully reduced the number of occupied and vacant
in-rem units in HPD central management to 323 through March of 2018, an increase from last
year, but a 99.3% decline since FY 1994. Key initiatives to prevent abandonment include tax
lien sales; the Third Party Transfer Program, which targets distressed and other buildings with
tax arrears; and housing education courses, which teach owners and superintendents basic
management, maintenance, and finance skills to improve their properties.
The City no longer forecloses and takes title to properties that are tax delinquent or in arrears
for water and sewer charges. Instead, tax liens for properties that are not distressed are sold
in bulk to private investors after notice is given to property owners, who are given 90 days to
pay the arrears. After the lien is sold, the lien holder is entitled to collect the entire lien
amount, plus other interest and charges, from the property owner. In addition, the property
owner must continue to pay current taxes to the City. If the owner has not paid the lien or
entered into a payment plan, the lien holder can file for foreclosure on the property. The Lien
Sale Task Force, a task force authorized by law to review and evaluate the Lien Sale Program,
reported in September of 2016 that between 2008 and 2016, an average of 25,100 properties
were added to the lien sale list annually. But the number of liens actually sold was an average
of 4,600, or 18.3% of the liens published in the 90-day notice. Of the 41,400 liens sold during
this period, just 354 (0.8%) ultimately went into foreclosure, with less than half of these
foreclosed properties being residential.
An additional facet of the City’s anti-abandonment strategy is third party transfer. For
buildings that are distressed and in tax arrears, the City can initiate an in-rem tax foreclosure
action against property owners. The policy, authorized under Local Law of 1996, transfers the
title of in-rem properties directly to new owners (qualified third parties) without the City ever
taking title itself. Since it began in 1996, the NYC Department of Finance has collected at least
$536 million in revenue associated with properties in this program, and 530 buildings have
been transferred to for-profit and non-profit owners. No new properties have been transferred
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since 2013, although Round 10 of this program has identified 139 buildings (comprising 2,132
units) which will be transferred in the near future.

Demolitions
While in the early 1990s relatively few residential buildings in NYC were demolished, this
began to change in 1996, the same year that the number of building permits issued began to
increase significantly. In fact, the number of buildings demolished between 2005 and 2007
alone was almost triple the number demolished in all the years from 1990 to 1999 combined.
However, for the second consecutive year, demolitions decreased Citywide in 2017. A total of
1,722 buildings were demolished in 2017, a 6.9% decrease over the prior year, following a
decrease of 2.0% in 2016. Queens accounted for 33.6% of all the buildings demolished in
2017, Brooklyn had 33.3%, Staten Island had 18.6%, the Bronx had 7.9%, and Manhattan
had the lowest proportion, 6.6%. Demolitions fell in every borough but Staten Island, where
they rose by 36.2%. Demolitions fell by the greatest proportion in Manhattan, falling 36.0%,
while they fell 11.6% in Queens, 10.7% in Brooklyn, and 2.2% in the Bronx.
Obtaining a permit for demolition or significant alterations may be harder going forward. A
three-year pilot program, in effect starting in the Fall of 2018, will require certain owners to
obtain a "Certificate of No Harassment" (CONH) before DOB approval of demolition or
significant alteration permits. Among the buildings that will need this approval are those in
which either a court or New York State Homes and Community Renewal found at least one
case of harassment since September of 2013; distressed buildings in one of 11 Community
Districts; buildings that have been the subject of a full vacate order; or those buildings that
participated in the AEP program for at least four months since February 1, 2016. Following a
hearing to determine whether harassment of tenants has taken place within the previous 60
months, those buildings found not eligible for a CONH have the choice of entering into a "cure
agreement," where affordable housing is developed within the Community District in exchange
for the permit. Absent a cure agreement, no permits will be issued to those buildings who fail
to obtain a CONH for at least 60 months following the denial.

Summary
In 2017, housing permits rose, rising by 36.0%, while the number of completed housing units
increased by 11.1%. The number of units newly receiving 421-a tax benefits rose 363.0% in
2017, while units newly receiving J-51 tax abatements and exemptions decreased by 33.3%.
There was a decrease in newly accepted co-op and condo units, with units decreasing 3.6%
and plans decreasing by 1.1%. Rental housing availability remains tight, with a Citywide
vacancy rate of 3.63% in 2017, and more than 11% of rental units overcrowded. Mayor de
Blasio’s expanded housing initiative calls for the development and preservation of 300,000
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units of housing by 2026, more than 89,000 of which have already been started, to help
reduce the affordable housing shortage.

OVERVIEW OF RENT REGULATION GUIDELINES
36% of all rental housing in New York City is subject to rent regulation, either in the form of
rent stabilization or rent control. The following summarizes the main points of the program.
Rent Stabilization: All housing with six or more dwelling units completed prior to January 1,
1974 is subject to rent stabilization. Buildings built on or after this date receiving tax
exemptions (which is virtually all newly constructed properties over this time period) are also
subject to rent stabilization. While a building may be subject to rent stabilization, individual
units can leave the program through the decontrol process.
Rent Control: In all properties, including those with fewer than six units, individual rental
apartments can be subject to "rent control" if the tenant has occupied the property
continuously since 1971. For one- and two-family homes, the tenant must have continuously
occupied the apartment since 1953.
Allowable Rent Increases: Rent stabilization limits allowable increases in rent for units to
different degrees, depending on whether the tenant renews or vacates an apartment unit. For
renewal leases commencing on or after October 1, 2018, Rent Guidelines Board announced
increases on one-year renewal leases will be 1.5% and increases on two-year renewal leases
will be 2.5%.
Vacant units have higher permitted rental increases based upon a formula which applies an
increase for vacancy and an additional increase for permitted unit renovation costs.
Deregulation of Units: Manhattan, Brooklyn and Queens have seen large numbers of
apartments leave rent stabilization in recent years due to a law that permits deregulation of
units which reach the deregulation threshold upon unit vacancy. As of October 2015, the
deregulation threshold for vacant units has risen to $2,700 per month and the threshold will
be indexed to rise annually based on the most recent one-year renewal voted on by the Rent
Guidelines Board. Occupied units are also subject to deregulation ("luxury decontrol") when
tenants earn above $200,000 annually for the preceding two years and the rent has reached
$2,700 per month. All rent regulated tenants with incomes below $200,000 have the right to
renewal leases at the allowable increase levels, even if the unit has passed the $2,700
monthly rental threshold.
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Relationship to Market Rent: In the more affluent boroughs, rent regulation has the effect of
creating significant rent disparity between market-rate properties and rent regulated
properties. In lower income parts of the City, the allowable rent increases have tended to
equal or in some cases outpace market rent growth. In the outer boroughs, many property
owners charge tenants less than the allowable or legal rent according to rent stabilization
because market rent has not kept pace with legal rent. These lower than legal rents are called
"preferential rents," and in general a preferential rent is an excellent indicator of market rent
within a property.
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CURRENT RESIDENTIAL MARKET CONDITIONS
The following is excerpted from the Marcus & Millichap Fourth Quarter 2018 New York City
Multifamily Research Market Report:

Waning Supply Growth Supports Rising Rents; Investment Spreads Beyond
Core Persistent job growth, broad employment base support robust apartment demand.
Fueled by the largest population
base in the country, the New York
City economy remains on solid
footing. A host of industries,
including a vibrant startup scene,
have generated consistent job
growth, boosting demand for
apartments. As supply increases
reached a cycle high in 2017, rent
growth slowed as developers
utilized incentives to fill new
properties, particularly along the
East River in Brooklyn and Queens.
The pace of construction has since
slowed, allowing for a recovery in
rent growth, which should continue
into 2019 as supply remains below
household formation. As a result,
rent appreciation will reach the
mid-3 percent range, well above the sub-1.5 percent growth registered the previous three
years. The most desirable neighborhoods in Manhattan, as well as rapidly stabilizing locations
in Brooklyn and Queens, will record increases well above the metro average.
Non-core locations top development list; construction follows subway lines east. As higher real
estate prices permeate throughout the city, builders have advanced to more speculative
locations. In Brooklyn, developers have pushed inwards toward Bed-Stuy and Bushwick, where
completions will top 1,000 units for the second straight year. Meanwhile, offerings in Queens
remain focused on Long Island City, Astoria and Hunter’s Point, where easy access to
transportation arteries raises tenant interest in new developments. Construction in Manhattan
is primarily concentrated in Lower Manhattan and Midtown West.
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Investment Trends
Transaction volume and flow have remained consistent over the past year, with prices per
unit edging up across the metro. Manhattan assets have undergone the sharpest
acceleration over the past year, led by deals in Lower Manhattan.
Brooklyn investors have spread beyond the core neighborhoods along the East River,
reaching toward locations in Prospect Park and Bushwick. Lower valuations in these areas,
along with an expanding development pipeline, are allowing for higher returns, particularly
as the demographic profile of the locations continues to improve dramatically.
While transaction velocity slowed considerably in Manhattan, an emphasis on high-quality
assets in Chelsea, West Village and Tribeca pushed the average price per unit to a new
cycle high.
As supply growth along the East River in Queens and Brooklyn draws nearby residents,
emerging neighborhoods slightly farther inland should see investor interest perk up, with
many containing room for value creation through modernization.

Multifamily Year in Review: New York City 2018
(Ariel Property Advisors)
The following data is extracted from the
"Multifamily Year in Review: New York City
2018" Report by Ariel Property Advisors15.
The New York City multifamily market
experienced across-the-board increases this year
in transaction, building, and dollar volume.
Overall, the city saw $11.14 billion in multifamily
trades take place across 473 transactions collectively comprising of 896 buildings. Transaction,
building, and dollar volume increased by 5%, 16%, and 55% respectively when compared to
the market activity of 2017. While increases were prevalent when observing these metrics
year- over-year, they are still lackluster compared to the levels observed during 2016.
Key Highlights of 2018:
The Federal Reserve raised the benchmark interest rate to a range of 2.25% to 2.50%
in December, which was the 4th rate hike of 2018. Interest rates on 5-year
multifamily loan programs increased by nearly 50 basis points from the previous year.

15

http://arielpa.com/research/reports/
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Uncertainty regarding the regulatory environment surfaced since the laws governing
the city’s rent-stabilized and rent-controlled housing stock are up for renewal in June
of 2019. Free market rental buildings and new development rental buildings utilizing
the 421-a abatement seek to benefit from this uncertainty.
The rental market continues to struggle as median rents remained relatively flat.
Concessions and Owner Pay incentives increased throughout Manhattan, Brooklyn, and
Queens.
Institutional multifamily sales increased substantially. The city saw 14 transactions
exceeding the $100 million benchmark, up from 6 such transactions in 2017.
A N NU A L P E R F O RM A N C E C O MP A R I S O N: P R I C IN G M E TR I C S | 2 0 1 8 V S . 2 0 1 7
2 0 1 8 Y E A R -E N D S T A T I S TI C S
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BROOKLYN RESIDENTIAL SUBMARKET
The following is excerpted from the Marcus & Millichap Fourth Quarter 2018 New York City
Multifamily Research Market Report 16:

Employment
1.3% increase in total employment Y-O-Y.
Over the past 12 months, New York City employers created 59,00 jobs, led by the
education and healthcare sector, where 39,000 positions were added. The leisure and
hospitality sector contributed nearly 10,000 jobs.
Roughly 4,800 office-using positions were added, where professional and business services
growth was offset by government.

Construction
4,930 units completed Y-O-Y
The pace of construction contracted meaningfully over the past year, falling from nearly
9,750 units to under 5,000 apartments. The Bed-Stuy/Ft. Greene/Bushwick submarket
received nearly 40 percent of the new supply.
Development will pick up somewhat in 2019, led by offerings in Williamsburg and
Greenpoint, which will make up roughly half of the overall supply growth.

Rents
2.9% increase in effective rents Y-O-Y
As demand for apartments outstripped supply growth by more than 3,000 units, the
average effective rent reaccelerated 2.9 percent to $2,270 per month.
Strong absorption in Downtown Brooklyn led to 7.1 percent rent growth; the borough’s
rents averaged $3,704 per month. The Bed-Stuy/Ft. Greene/Bushwick submarket also
outperformed, adding 3.5 percent.

Brooklyn Vacancy
80 basis point decrease in vacancy Y-O-Y
The sharp drop in supply and continued robust net absorption pushed vacancy down 80
basis points to 1.8 percent. The decline was driven primarily by a steep 490-basis-point
drop in Downtown Brooklyn to 2.9 percent.

16

http://www.marcusmillichap.com/research/researchreports
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The Park Slope/Prospect Heights submarket also recorded a significant contraction in
vacancy, falling 150 basis points to 2 percent as development slowed.

Brooklyn Sales Trends
Transactions Increase as Prices Continue Upward; Outlying Submarkets Bid Heavily
A pickup in transactions was centered around activity in Bushwick, Flatbush and Prospect
Park, reflecting greater investor interest beyond the core submarkets along the East River.
Cap rates remain in the mid- to high-4 percent range, with an extra 50 basis points
available the farther away from the East River the property is located.
Outlook: Buyers have extended beyond the core locations along the East River toward
neighborhoods farther into the borough in order to achieve higher return targets.
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Ariel Property Advisors' summary of notable 2018 transactions and neighborhood-specific
sales metrics throughout the borough is presented on the following pages and summarized
below.
Brooklyn - Brooklyn was the submarket to post across-the-board increases in transaction,
building, and dollar volume. As 139 transactions comprising of 269 buildings were recorded for
a total consideration of $3.05 billion, transaction, building, and dollar volume increased by
19%, 21%, and 112% respectively. Notably, the largest transaction of the year in all of New
York City transpired in Brooklyn. Starrett City Portfolio was sold to a joint venture between
The Brooksville Company and Rockpoint Group for $904.61 million. Pricing held strong with
both the average price per square foot and the average price per unit reaching all-time highs,
climbing to $389 and $335,109 respectively. Flatbush was the most transactional
neighborhood this year.
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Brooklyn Retail Overview
The following are excerpts from the CoStar 4Q2018 Outer Boroughs Retail Market Report.
CoStar divides the Outer Borough Retail Market (Queens, Bronx, Brooklyn, and Staten Island)
into four sectors – Shopping Centers (Neighborhood and Community Centers), Power Centers,
General Retail Properties, Specialty Centers (Outlet Centers, Airport Retail and Theme/Festival
Centers), and Malls. The subject is a neighborhood center located in Brooklyn.
The following chart depicts the current and historical performance of the Outer Boroughs Retail
Market among all four property types.

The New York Outer Boroughs retail market did not experience much change in market
conditions in the fourth quarter 2018. The vacancy rate went from 3.5% in the previous
quarter to 3.6% in the current quarter. Net absorption was positive 24,422 square feet, and
vacant sublease space decreased by (30,252) square feet. Quoted rental rates decreased from
third quarter 2018 levels, ending at $47.17 per square foot per year. A total of 11 retail
buildings with 190,842 square feet of retail space were delivered to the market in the quarter,
with 3,353,049 square feet still under construction at the end of the quarter.
Net Absorption
Retail net absorption was basically flat in New York Outer Boroughs fourth quarter 2018, with
positive 24,422 square feet absorbed in the quarter. In third quarter 2018, net absorption was
negative (171,777) square feet, while in second quarter 2018, absorption came in at positive
2,493 square feet. In first quarter 2018, negative (133,889) square feet was absorbed in the
market.
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Tenants moving out of large blocks of space in 2018 include: Burlington Stores moving out of
(83,500) square feet at 1745-1801 South Ave; Conway Stores moving out of (61,047) square
feet and Apogee Stores moving out of 60,000 at 162-10 Jamaica Ave.
Tenants moving into large blocks of space in 2018 include: JC Penney moving into 85,932
square feet at 5100 Kings Plz; Burlington Stores moving into 56,538 square feet at 2948 3rd
Ave; and Blink moving into 40,000 square feet at 2883 3rd Ave.
Vacancy
New York Outer Boroughs’s retail vacancy rate increased in the fourth quarter 2018, ending
the quarter at 3.6%. Over the past four quarters, the market has seen an overall increase in
the vacancy rate, with the rate going from 3.3% in the first quarter 2018, to 3.4% at the end
of the second quarter 2018, 3.5% at the end of the third quarter 2018, to 3.6% in the current quarter.
The amount of vacant sublease space in the New York Outer Boroughs market has trended
down over the past four quarters. At the end of the first quarter 2018, there were 284,679
square feet of vacant sublease space. Currently, there are 283,141 square feet vacant in the
market.
Largest Lease Signings
The largest lease signings occurring in 2018 included: the 85,932-square-foot-lease signed by
JC Penney at 5100 Kings Plz; the 47,920-square-foot-deal signed by Target at 22-11 31st St;
and the 40,000-square-foot-lease signed by Blink at 2883 3rd Ave.
Rental Rates
Average quoted asking rental rates in the New York Outer Boroughs retail market are down
over previous quarter levels, and up from their levels four quarters ago. Quoted rents ended
the fourth quarter 2018 at $47.17 per square foot per year. That compares to $47.30 per
square foot in the third quarter 2018, and $45.72 per square foot at the end of the first
quarter 2018. This represents a 0.3% decrease in rental rates in the current quarter, and a
3.07% increase from four quarters ago.
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Summary of Brooklyn Retail Market
Under Construction: CoStar currently reports 908,296 square feet of retail space under
construction at the end of the fourth quarter of 2018.
Deliveries: There was 87,394 feet delivered to the market in the fourth quarter of 2018.
Inventory: Existing inventory in Brooklyn is 95,733,655 rentable square feet.
Vacancy: Current vacancy is 3.5%.
Asking Rent: Current average asking rent is $48.49 per square foot.

The General Retail sector of the submarket, which includes all retail space located in
neighborhood and community centers, reported an averaged vacancy rate of 3.5% for the
outer boroughs at the end of the fourth quarter 2018. There was a total of 6,628,091 square
feet vacant at that time. There are 3,128,658 square feet of space under construction in all
submarkets, with 704,132 square feet of new space delivered year-to-date. In all, there is a
total of 88,755,443 rentable square feet of retail space in Brooklyn.
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RETAIL MARKET SUMMARY AND CONCLUSION
After a period of strong rent growth over the last five to ten years, Brooklyn retail asking rents
had fluctuated in the last year based on our review of CoStar market statistics; but, overall
made an increase of 2.6% since Q1 2018. Thirty-one Brooklyn retail projects are under
construction per CoStar, which will add 908,296 square feet to the submarket. There are
3,320,223 square feet of vacant space. Retail vacancy in Brooklyn was at its lowest reported
figure at 2.7% in Q3 2016 and is currently 3.5%.
While Brooklyn is experiencing a boom in terms of new residential and commercial
development, there has been negative retail absorption in the Borough in three of the last four
most recent quarters which boosted the vacancy figures. Spreads are widening between
asking rents and taking rents and landlords are increasing tenant concession packages to spur
lease absorption. The negatively impacted retail rents are confirmed by our discussions with
local retail brokers.
While there are some headwinds in the local retail sector, the long term outlook for retail in
Brooklyn is strong. Demand for retail space in the immediate area comes from local residents,
tourists, and consumers seeking nightlife and entertainment options. There is a high degree of
new residential construction which will assist in boosting demand for retail use over the longer
term. The subject is considered in average condition amongst its competitors. The location's
outlook is considered stable, despite the noted short term challenged factors, and expected to
remain competitive.

Subject Specific Location
The subject property is situated on an active but secondary retail location with increasing
demand due to a high degree of neighboring newly completed, under construction, and
planned residential units in the local vicinity. The area is tenanted by a mix of local and
national retailers. As evidence of the increasing demand for retail space, Apple recently
opened in close proximity to the subject at 300 Ashland Place, within 6 blocks, in neighboring
Fort Greene. This is just Apple's second store in the Borough. The same property also includes
a WholeFoods 365 store, the first on the East Coast, which opened in January 2018.
The subject is across the street from the City Point project at 445 Albee Square, a 1.8 million
square foot mixed-use development to include approximately 700,000 square feet of retail use
upon completion of all phases. To date, Century 21, Target, Trader Joe's, and Alamo
Drafthouse have opened. In addition, there is a lower level food hall known as Dekalb Market
Hall.
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Demand for retail space in the immediate area comes from local residents, office workers, and
increasingly tourists. The subject is in very good condition compared to its competitors as a
newly completed retail base in a multifamily tower. The location is considered stable to
improving based on the noted factors and the increased demand for Brooklyn retail space
overall. The subject area is expected to remain competitive.
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Neighborhood Overview: Downtown Brooklyn,
Brooklyn17

The subject property is located in the neighborhood of Downtown Brooklyn within the borough
of Brooklyn. Downtown Brooklyn is summarized as follows:

Neighborhood Summary18
Downtown Brooklyn is a dense mixed income neighborhood with the third largest central
business district in New York City. Since the area was rezoned in 2004, Downtown Brooklyn
has been undergoing rapid transformation.

Data sources include US Census Department (reported through ESRI Community Analyst) and New York City
Department of City Planning's Community District Profile for Brooklyn Community District 2
(http://www.nyc.gov/html/dcp/html/neigh_info/bk02_info.shtml)
18
http://en.wikipedia.org/wiki/Downtown_Brooklyn
17
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Surrounding Neighborhoods
North: DUMBO and Vinegar Hill
South: Boerum Hill
East: Fort Greene
West: Brooklyn Heights

Street Boundaries
Northern: The Brooklyn Queens Expressway and Sands Street
Southern: Schermerhorn Street
Eastern: Ashland Place and Navy Street
Western: Cadman Plaza West and Court Street

Local Community District
The subject property is included within Brooklyn Community District 2 (Boerum Hill, Brooklyn
Heights, Clinton Hill, Downtown Brooklyn, DUMBO, Fort Greene ,Fulton Ferry, Navy Yard,
Vinegar Hill).
Community District 2 has 2.9 square miles.
The district is predominantly improved with
residential properties (31%). The district also
has a significant amount of
transportation/utility use (17%), institutional
use (15%) and mixed use (11%).

Source: NYC Dept. of Planning
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LOCAL LAND USE MAP

Source: Zola NYC Planning

Immediate Surrounding Uses
The subject’s block is primarily occupied with vacant land (currently used for parking and likely
to be redeveloped in the near to medium term) as well as commercial buildings and parking
garages. The surrounding blocks are a combination of commercial, institutional, and mixeduse properties. As discussed in our retail market analysis, the subject is across the street
from City Point, a newly built mixed-use development that will occupy 1.8 million square feet.
It includes 700,000 square feet of retail use. To date, Century 21, Target, Alamo Drafthouse,
Target, Trader Joe's, and a lower level food known as Dekalb Market Hall has opened.
The subject is located within close proximity to Fort Greene Park and Brooklyn Hospital Center.
The New York City Transit Museum and the Micro Museum are also in the local area and there
are several institutional facilities in the immediate vicinity, including Long Island University,
Empire State College, ASA College, Berkeley College-Brooklyn Location, and St. Joseph High
School.

The Brooklyn Academy of Music is also in nearby Fort Greene.

New Development and Construction19
Downtown Brooklyn has seen dramatic development and gentrification within the last decade
since a 2004 zoning change permitted taller office and residential buildings in the area. There

19

Data sources include articles from the New York Times compiled from 2012-2014. http://www.nytimes.com/
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has been large-scale development in the past few years, especially within the immediate
vicinity. The subject property is also within one block of Fulton Street, which has seen a great
deal of new retail construction and an influx of national retail chains. On the following pages
is a summary of the new development in the neighborhood.

Residential
At 210 Livingston Street, a 25-story, 368-unit apartment tower built in 2017.
At 33 Bond Street, a 25-story, 714-unit, 734,232-square foot project built in 2017 by TF
Cornerstone. 20% of units will be affordable and there will 30,000 square feet of retail
space.
340 Flatbush Avenue Extension is to contain 73-stories, 1,066 feet in height, with 556,000
square feet in total and 417 apartments spread out over more than 463,000 square feet of
residential space. The building’s first four floors will feature both retail and office space,
while the fifth floor will hold a residential lounge with an outdoor terrace.
The Hub at 333 Schermerhorn Street - 52-story tower with approximately 750 rental
units, was completed in 2017
388 Bridge, a condo-rental hybrid, is currently the tallest building in Brooklyn. At 590 feet
high with 53 stories, it contains 378 apartments and an abundance of amenities ranging
from a rooftop viewing terrace to a pet spa
Avalon Willoughby West, a 57-story building with 826 rental units and ample amenities,
was recently built at 100 Willoughby Street
66 Rockwell is a 42-story glass tower with 326 apartments, twenty percent of which are
below market rate
122 luxury rental lofts with 15-foot ceilings were recently completed at 248 Duffield Street
in the 1893 Romanesque Revival structure known as the Offerman Building
City Point, newly built, is a massive mixed-use development that will occupy 1.8 million
square feet. It includes 700,000 square feet of retail use. To date, Century 21, Target,
Alamo Drafthouse, Target, Trader Joe's, and a lower level food known as Dekalb Market
Hall has opened.
The Brooklyner, a 51-story fully occupied rental located at 111 Lawrence Street, opened in
2010
180 Montague Street, located just outside Downtown Brooklyn, rises 34 stories and
contains 193 apartment units ranging from studios to three-bedrooms
BellTel Lofts, a 250-unit condo, took over the former Verizon Buildings at MetroTech 7
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Avalon Fort Greene at 343 Gold Street - a 43-story residential apartment

Hotels
Several hotels have opened in Downtown Brooklyn along Duffield Street in the past few
years, including Sheraton, Aloft, and Hotel 718
Hotel 718 is part of an upscale wave of independent hotels opening in Brooklyn. It has a
total of 128 rooms with ample amenities including a spa, rooftop deck, and restaurant/bar

Retail
There has been an influx of major retail chains opening up near smaller franchises and
independent shops along the Fulton Mall. These include, H&M, T. J. Maxx, the Gap,
Express, Nordstrom Rack, Armani Exchange, Aeropostale, and Swarovski
A 6,700-square foot Sephora and a YogaWorks moved into the Brooklyn Municipal Building
at 210 Joralemon Street
Raymour and Flanigan opened at 490 Fulton Street, occupying 28,000 square feet of retail
space on the second floor
Century 21, City Target, a 900-seat Alamo Drafthouse Cinema, and Trader Joe's recently
opened
Recently, 1.4 million square feet of warehouses, townhouses, and hotels located around
Pearls and Sands Streets were sold to Jared Kushner and Asher Abehsera for $375 million.
Dumbo Heights, as some of the buildings in the complex along the waterfront are called, is
poised to become a retail destination for the city’s growing tech sector.
Apple recently opened its second Brooklyn lease at 300 Ashland Place in neighboring Fort
Greene, just to the east of the Downtown Brooklyn border (within 0.30 miles of the
subject). Whole Foods opened a new store at the base of this building as well in January
2018

Parks
Willoughby Square Park, one acre of public lawns, walkways and gardens, is under
construction across the street from City Point and is scheduled to open in 2018. A massive
underground parking garage with the capacity to house 700 cars at any given time is
being constructed beneath the park to help finance the operation. Upon completion, it will
be the largest automated parking facility in North America.
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Population and Household Overview
Summary
Population

Census 2010

2018

2023

14,924

22,099

28,195

Households

6,119

9,663

12,834

Families

2,937

4,314

5,417

2.09

2.06

2.02

Owner Occupied Housing Units

2,172

2,583

2,628

Renter Occupied Housing Units

3,947

7,080

10,205

33.5

33.5

33.7

Average Household Size

Median Age

As of 2018, there were 22,099 people and 9,663 households in Downtown Brooklyn. The
average household size was 2.06 and the median age was 33.5. Moderate household growth
is expected by 2023.

Household Income

HOUSEHOLDS BY INCOME - 2018

The median household income in Downtown

Income Range

Brooklyn was $73,221 in 2018 with average

<$15,000

household income of $122,581. The area is
high income, with 38% earning $100,000 or

Percent
14.9%

$15,000 - $24,999

7.2%

$25,000 - $34,999

6.5%

$35,000 - $49,999

8.6%

$50,000 - $74,999

13.4%

$75,000 - $99,999

11.2%

About 12% of the community district’s

$100,000 - $149,999

13.2%

residents have incomes below the poverty

$150,000 - $199,999

7.8%

more.

level, compared to New York City at 21%.

$200,000+
Median Household Income
Average Household Income
Per Capita Income

Employment
11,061 Downtown Brooklyn residents were
employed in 2018. Services was the largest

17.1%
$73,221
$122,581
$54,118

2018 EMPLOYED POPULATION 16+ BY INDUSTRY
Total

11,061

Agriculture/Mining

0.0%

Construction

2.6%

sector, employing 60.5% of the population.

Manufacturing

2.4%

The second largest sector was

Wholesale Trade

1.9%

Finance/Insurance/Real Estate (12.0%)

Retail Trade

7.3%

Transportation/Utilities

3.6%

Information

5.0%

followed by Retail Trade (7.3%).

Finance/Insurance/Real Estate

12.0%

Services

60.5%

Public Administration

4.7%
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Businesses and Retail Establishments
The neighborhood’s primary retail and commercial corridors are Fulton Street, Livingston
Street, and Court Street. Downtown Brooklyn has 2,029 total businesses with 37,722 total
employees in 2018, according to ESRI.

RETAIL ESTABLISHMENT BREAKDOWN
Retail Trade Summary

Establishments % Total

Employees

Home Improvement

10

3%

367

General Merchandise Stores

10

3%

338

Food Stores

41

12%

9

Auto Dealers, Gas Stations, Auto Aftermarket

2

1%

720

Apparel & Accessory Stores

46

13%

94

Furniture & Home Furnishings

14

4%

1,255

Eating & Drinking Places

107

31%

1,008

Miscellaneous Retail

116

34%

0

Total Retail Establishments

345

100%

3,791

Of those businesses, 345 are retail establishments with 3,791 retail employees. 34% of the
local retail establishments are Miscellaneous Retail, 31% are Eating & Drinking Places and
13% are Apparel & Accessory Stores.
Consumer Spending Category

Total $ Spent

Average Spent

% of Total

Apparel and Services

$32,642,720

$3,378

3%

Computer

$3,042,449

$315

0%

Entertainment & Recreation

$43,428,302

$4,494

4%

Food

$122,265,629

$12,653

12%

Financial

$395,925,611

$40,973

39%

Health

$7,008,607

$725

1%

Home

$184,511,414

$19,095

18%

Household Furnishings and Equipment $17,509,277

$1,812

2%

Household Operations

$23,571,237

$2,439

2%

Insurance

$90,166,913

$9,331

9%

Transportation

$73,170,701

$7,572

7%

Travel

$22,510,235

$2,330

2%

Total

$1,015,753,095

Of the $1,015,753,095 spent in Downtown Brooklyn in 2018 on consumer goods, the largest
spending category was Financial, with $396 million (39%) spent, followed by Home at $185
million (18%).
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Housing

HOUSING UNITS PER STRUCTURE

Downtown Brooklyn is a dense neighborhood

Total

with 88% of all buildings containing 20 or

1, detached

42

0.4%

more units. 1.4% of units are in single-

1, attached

39

0.4%

family or two-family homes.

2

55

0.6%

3 or 4

255

2.7%

5 to 9

338

3.5%

10 to 19

409

4.3%

20 to 49

1,041

10.8%

50 or more

7,408

77.2%

9,595 Percentage

The building stock within the neighborhood

HOUSING UNITS BY YEAR BUILT

was primarily built before 1960 (52%) with

Year Built

9,595 Percentage

only 36% of all housing constructed after

Built 2010 to 2013

1,152

12.0%

1980. The estimated median year built for

Built 2000 to 2009

2,080

21.7%

housing in the neighborhood is 1959.

Built 1990 to 1999

256

2.7%

Built 1980 to 1989

134

1.4%

Built 1970 to 1979

211

2.2%

Built 1960 to 1969

620

6.5%

Built 1950 to 1959

2,523

26.3%

Built 1940 to 1949

694

7.2%

1,798

18.7%

Built 1939 or earlier
Median Year
Structure Built

1959

In 2018, 19% of the housing units were

2018 Housing Units

owner occupied and 52% were renter

Owner Occupied Housing Units

19%

occupied. The area owner occupancy level is

Renter Occupied Housing Units

52%

below that of New York City in general, as on
average, the percentage of owner occupied
housing units within New York City
approaches 30%, while 70% are renter
occupied.

13,696

Median Home Value
2018

$490,921

2023

$600,345

The Census Bureau estimates

that the median home value is $490,921
within Downtown Brooklyn.
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Transportation and Linkages
Downtown Brooklyn is serviced by MTA Subway A, B, C, F, Q, R and number 2 and 3 trains,
which all have stops within seven blocks of the subject property. Bus service runs along
Dekalb Avenue and Jay Street.
M A S S T R A N S P O R T A T I O N IN R E L A T I O N T O T H E S U B J E C T P R O P E R T Y

Downtown Brooklyn has access to the

WORKERS AGE 16+ YEARS BY MEANS OF TRANSPORTATION

Brooklyn Queens Expressway, which

Total

100%

connects to the regional highway

Drove alone

6.5%

network leading to Queens, Long
Island, Staten Island, Manhattan,
Westchester, Connecticut and Upstate
New York.

Carpooled
Public transportation (excluding taxicab)

1.2%
72.0%

Ferryboat

0.1%

Taxicab

0.5%

Motorcycle

0.1%

Bicycle

2.0%

The majority of the population (72.0%)

Walked

10.8%

uses public transportation to get to

Other means

0.6%

work. 7.7% drive or carpool and 10.8%

Worked at home

6.3%

walk.
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RESIDENTIAL MARKET – COMMUNITY DISTRICT 220
Downtown Brooklyn is within a well-established, mixed income residential community. While
much of the building stock is over 50 years old in the immediate subject area, the
improvements have been well-maintained.

The community district home ownership rate was 29.5% in 2016 and the median rent was
$1,820 per month. 19.8% of households were “severely rent burdened” in 2016.
As of 2013, 20.7% of all rental units were public and other income-restricted subsidized rental
units. The rental vacancy rate for the community district was 2.5% in 2016.
Most apartment buildings in the subject area were constructed before 1939 and have generally
similar construction features. Mid-rise buildings typically contain only residential apartments
with few luxury services such as recreational facilities, personal services (e.g. dry cleaning),
etc. However, some buildings offer doorman service and/or on-site parking.

20

Charts and data from the 2017 Furman Center report (http://furmancenter.org/research/sonychan)
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According to MNS real estate, as of November 2018, studios average $2,684 per month; onebedrooms average $3,317 per month; and two-bedrooms average $4,680 per month in
Downtown Brooklyn.
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Highest and Best Use
Highest and best use is defined as follows:
The reasonably probable use of property that results in the highest value. The
four criteria that the highest and best use must meet are legal permissibility,
physical possibility, financial feasibility, and maximum productivity.
The use of an asset that maximizes its potential and that is possible, legally
permissible, and financially feasible. The highest and best use may be for
continuation of an asset’s existing use or for some alternative use. This is
determined by the use that a market participant would have in mind for the
asset when formulating the price that it would be willing to bid.
The highest and most profitable use for which the property is adaptable and
needed or likely to be needed in the reasonably near future.21
A highest and best use analysis follows a specific procedure:
Determine the highest and best use of the site as if vacant.
Consider the ideal improvement for the site's development.
Compare the ideal improvement to existing improvements and determine whether
modification or maintenance of the existing improvements is appropriate.

Definition of Highest and Best Use of Land or a Site as Though Vacant
Among all reasonable, alternative uses, the use that yields the highest present
land value, after payments are made for labor, capital, and coordination. The
use of a property based on the assumption that the parcel of land is vacant or
can be made vacant by demolishing any improvements.

Definition of Highest and Best Use of Property as Improved

The use that should be made of a property as it exists. An existing
improvement should be renovated or retained as is so long as it continues to
contribute to the total market value of the property, or until the return from a
new improvement would more than offset the cost of demolishing the existing
building and constructing a new one.
The highest and best use analysis identifies the use with the highest property value, helps to
identify market standards, and leads to the most appropriate comparable sales. Differences
between the appraised property and the ideal improvement help to isolate obsolescence and
depreciation. The analysis of highest and best use as vacant and as improved both consider
four tests, in the following order: legal permissibility (leases, zoning and deed restrictions);
physical possibility (physical characteristics of site and improvements); and financial feasibility
(which use yields highest residual value to the land).

21

Appraisal Institute, The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), p.109.
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HIGHEST AND BEST USE AS THOUGH VACANT
Legally Permissible
The subject property is zoned C6-4.5 Commercial within the Special Downtown Brooklyn
zoning district, which allows residential, retail, and community facility uses as of right. No
known zoning change is currently being considered or anticipated. The site, if vacant, could
be developed for any of these uses.

Physically Possible
The site's size is average, and its frontage and access are good. All public utilities are
available to the site. Therefore, any of the legal uses would be physically possible.

Financially Feasible
Residential rents in newly constructed residential buildings in the subject's market area
indicate a market rent of $60 to $65 per square foot of livable area which supports new
multifamily construction. Also, a residential development benefits from the inclusion of retail
area at the base. Both ground floor retail use (renting towards $150 to $200 per square foot)
and retail on Floor 2 and 3 (towards $60 per square foot, blended) meet or exceed residential
rents suggesting a project would include retail on the lower floors (Floor 1 to 3). While the
retail rent projection on Floors 2 and 3 is close to projected residential rent building-wide,
lower floors have a tendency to rent for a discount compared to middle to upper floors. In
addition, basement retail use rents for a rate towards $40 to $50 per square foot and would
also be considered.
The value indication for a new project is typically towards $950 per square foot via a cost
analysis. This value supports new development with construction costs of approximately $400
per square foot for residential and mixed-use projects, and entrepreneurial incentive
requirements of at least ±$150 per square foot, or 20% of all in costs as a minimum.
Deducting cost and entrepreneurial incentive from stabilized value results in a residual land
value between $350 and $400 per square foot.
The Income and Sales Approaches in this report both indicate values of $1,000 to $1,100 per
square foot of completed building area on a stabilized basis. Therefore, the completed value
of a rental building exceeds the land value plus construction costs (and profit) suggesting
development is financially feasible with profit exceeding typical entrepreneurial incentive
requirements.
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Community facility rents are approximately $40 per square foot in the subject's location,
which is below the feasibility rent level. Therefore, community facility development is not
currently feasible.
Residential condominium pricing for luxury product in the subject market is towards $1,350
per square foot. Taking into account marketing, sales, legal costs, and sellout timing, plus a
related profit motivation for unit sales, a residential condominium project does not represent
the highest and best use of the subject site.

Based on the foregoing, the most financially

feasible use of the subject site is luxury residential rental construction with retail use on the
lower levels (below-grade, grade, second, third floors).

Highest and Best Use Conclusion – Site as though Vacant
All legally permissible, physically possible, and financially feasible uses of the subject property,
as vacant, have been presented and examined. The highest and best use of the subject
property, as if vacant, is luxury residential rental construction with retail.

HIGHEST AND BEST USE AS IMPROVED
Legally Permissible
As proposed, the property’s bulk and residential/retail uses are considered to be legal per the
subject's zoning designation. In terms of age, size, condition and construction characteristics,
the subject building will conform to surrounding improvements in its immediate neighborhood.

Physically Possible
The subject property was recently completed in January 2018. The subject property appears
to be physically sound and was observed to be in excellent condition. The residential and
retail uses are physically possible.

Financially Feasible
Our analysis in the Income Approach shows that the currently existing building has an 'as is'
value of $169,900,000, which amounts to $1,186 per square foot of 'as of right' buildable
area. This amount is well above prevailing land values. Considering the current
improvements contribute value to the land, the current use represents the most financially
feasible use as improved. We also note that all units will be subject to rent regulation based
on a requirement that all apartments subject to 421(a) benefits must be rent stabilized during
the duration of the benefit term. The presence of rent-regulated tenants makes demolition
illegal.
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Based on the foregoing, the most financially feasible use of the subject is a luxury multifamily
rental and retail property.
We have also considered that the property's residential component is subject to a residential
master lease. The annual master lease residential rent is $6,144,000. As will be discussed in
the Income Approach, the projected potential gross residential income is $7,437,900 without
the master lease and the property is fully occupied. The annual difference in potential gross
residential income is approximately $1,300,000.
An early termination option is exercisable which requires a payment of $1,405,000 (reduced
by $65,000 per month after June 30, 2018 and therefore, $1,015,000 on our effective date of
value) plus the difference between the master lease payments paid to date and the rent
achieved at the property upon termination. We have calculated the total termination payment
to be approximately $2,500,000. This total consists of the contractual early termination
payment of $1,015,000 plus a rounded $1,500,000 for the difference between the master
lease income paid by the end of month 12 and the total income achieved at the property as of
that time as units are rented. As the value creation via terminating the master lease exceeds
the payment (at the end of 2 years, the additional income generated will already exceed the
master lease payment), we believe it is most financially feasible to exercise the early
termination payment at the end of month 12 of the master lease term (on our effective date
of value). Our valuation is therefore based upon a 'leased fee' income and expense projection
subject to the in-place residential leases for the residential component and we have processed
a deduction for the total early termination payment from our capitalized value.

Highest and Best Use Conclusion – As Improved
All legally permissible, physically possible, and financially feasible alternative uses of the
subject property, as improved, have been presented and examined. The highest and best use
of the subject property, as improved, is a luxury, multifamily rental property with retail (in
consideration of executing an early termination option for the residential master lease).
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Appraisal Process
The appraisers considered the three real estate valuation methods: the Cost Approach, the
Income Capitalization Approach, and the Sales Comparison Approach. An approach to value is
included or eliminated based on its applicability to the property type being valued and the
quality of information available.
The Cost Approach is based on the idea that an informed purchaser would pay no more for the
property than the cost to produce a substitute property with equivalent utility. This approach
is most useful for appraisals of recent and proposed construction, and for appraisals of special
purpose properties. The Cost Approach is less reliable for appraisals of older properties with
indeterminate amounts of depreciation, and it is less reliable in markets with infrequent land
transfers.
The Income Approach reflects the thinking of investors in income-producing real estate. This
approach is based on the assumption that value is created by the expectation of benefits to be
derived from an income stream plus a future property reversion over a typical investment
horizon. Appraisers use Direct Capitalization by means of an overall capitalization rate for
properties with a stable income stream, and use the discounted cash flow method for
properties with income streams which are irregular.
The Sales Comparison Approach derives an opinion of value from an analysis of comparable
properties which have transferred over a recent time period. This approach is based on the
principle of substitution and contribution which states that a knowledgeable investor will pay
no more for a property than would be paid for a comparable substitute property.
Approaches Applied: Both the Income Approach and the Sales Comparison Approach have
been used to value the property. The Income Approach and Sales Comparison Approach have
been used to derive the prospective value “upon stabilization” and "as is.

Exclusion of the Cost Approach
The Cost Approach was considered but we did not find it applicable as investors place no
weight on this approach for large-scale development projects that are underway in the local
market. The subject was 100% built as of our effective date. Further, the subject land was
acquired in December 2014 and construction began in Fall 2015, both times of differing
market conditions to the present time. Lastly, we have considered that the subject's feasibility
is enhanced by the acquisition of 421(a) certificates and this program expired in December
2015. It was subsequently reinstated with differing requirements in April 2017. Each of these
factors limits the applicability of this approach to value.
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The Income Approach
The Income Approach values the property based on its income potential and reflects the
thinking of typical property investors. This approach considers a property's capacity to
generate future benefits by capitalizing forecasted income into an indication of present value.
The two common valuation techniques associated with the Income Approach are direct
capitalization and discounted cash flow (DCF) analysis, also known as "yield capitalization."
Direct capitalization: This method converts an estimate of a single year's income
expectancy into an indication of value in one direct step, either by dividing the income
estimate by an appropriate rate or by multiplying the income estimate by an appropriate
factor. This technique employs capitalization rates and multipliers extracted from sales.
Only the first year's income is considered, and expectations of future changes in value are
reflected in the development and selection of the overall capitalization rate. This method is
most useful when the property is already operating on a stabilized basis.22
Discounted Cash Flow Analysis: Discounted cash flow (DCF) analysis is appropriate for any
pattern of regular or irregular income. 23 This method explicitly considers a series of cash
flows (net income over a holding period) over time together with any reversion value or
resale proceeds. Since this technique explicitly reflects the investment's income pattern, it
is especially suited to multi-tenant properties with varying leasing schedules as well as
properties that are not operating at stabilized occupancy.

Income Approach Method Selected
The subject improvement was recently completed in January 2018. Leasing also began this
month as did move-ins. The property was fully leased by September 2018. Therefore, as of
our effective date of value, all 150 apartments were rented and the residential occupancy rate
was 100% (0 vacant units). The property's residential component has been master leased
under gross terms with a begin date of December 31, 2017. The term is 5 years, plus two
five-year renewal options.
Based on our review of the residential master lease contract, the landlord has an early
termination option should the building be sold or refinanced.

If exercised, the landlord must

pay the tenant a fixed amount ("Guaranteed Profit Amount") plus the difference between any
master lease rent paid and rent generated by the property to the lease termination date. As
our fair value opinion herein assumes a sale of the property as of our date of value, and we

22

23

The Appraisal of Real Estate, 14th edition (Chicago, IL: Appraisal Institute 2013): pp. 459-462
Ibid., p. 511.
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have determined that a purchaser would exercise the early termination option (see Highest
and Best Use and 'Adjustments to Value' in this Income Approach for the related analysis), we
have analyzed the subject's residential area without the master lease and deducted the
projected early termination option cost (guaranteed payment plus rent loss to tenant) from
our capitalized value.
The subject's retail component is also master leased. We will analyze recent leasing activity
for retail space in the local market to determine the market orientation and surety of the
commercial master lease income in this section. One of the subject's retail spaces has leased
to date. We will analyze the residential and retail components separately, including their
respective master leases, to follow.

RESIDENTIAL MASTER LEASE
The subject's residential component has been master leased under gross terms with a begin
date of December 31, 2017. The master lease is summarized as follows:

Tenant
Confidential

# of
Apts.
150

Res. Area
117,153

Begin
Date
Dec-17

End Date
Dec-22

Current
Term
(yrs.)
5.0

Current
Annual Rent
$6,144,000

Current
Annual
Rent Per
Res. SF
$52

Reimb.
None,
Gross
Lease

Option Years
2, 5-Year
Renewals (3%
Increase per
Term)

The annual rent is $6,144,000 and the rent is flat for the initial five-year term. The landlord is
the subject owner, Spencer Northern, LLC. At our client's request, the tenant name is
confidential. The lease term is five years and there are two additional five-year renewal
options. The rent is flat during the rental period (with 3% increases per renewal term). The
landlord is responsible for all operating expenses, capital repairs, and lease-up costs. The
tenant is solely responsible for their gross rent payment.
As noted, the landlord has an early termination option should the building be sold or
refinanced (a qualifying refinance event is contingent upon the master lease inhibiting or
preventing the landlord from obtaining a customary loan at ordinary rates and terms). Early
termination cannot be exercised until 6 months beyond the lease begin date. If exercised, the
landlord must pay the tenant a "Guaranteed Profit Amount" of plus the difference between
any master lease rent paid and rent generated by the property to the lease termination date.
If the early termination option is exercised beyond the initial 6 months of the lease term, the
Guaranteed Profit Amount is reduced by $65,000 per month after the initial 6-month period.
As our fair value opinion herein assumes a hypothetical sale of the property as of our effective
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date of value, we have analyzed the likelihood that a buyer would exercise the early
termination option in our analysis and adjusted our value conclusion accordingly.
We have determined that a purchaser would exercise the early termination option (see
Highest and Best Use section and 'Adjustments to Capitalized Value' in this Income Approach
for the related analysis).
To project income for the subject, we have considered the in-place rents, reviewed multifamily
market comparables, and projected market rent for the subject's residential living area. The
subject apartments are fully occupied and encumbered by short-term residential leases.
Therefore, there is a level stream of income for valuation purposes on a stabilized basis and
direct capitalization has been applied in this analysis.

RESIDENTIAL INCOME
There are 150 apartment units and the residential unit mix includes 8 studio units, 6 onebedroom units, 135 two-bedroom units, and 1 three-bedroom unit. The residential livable
area totals 117,153 square feet, with an average unit size of 781 square feet. Construction
was completed and leasing began in January 2018 (as did tenant move-ins). The property
was fully leased by September 2018. Therefore, as of our effective date of value, all 150
apartments were rented and the residential occupancy rate was 100% (0 vacant units).
The property has significant amenities for residential tenants including a doorman, community
outdoor space, tenant lounge, fitness center, and bicycle storage. Units have private outdoor
space and an interior unit washer/dryer. The amenities are in line with the upper end of local
luxury multifamily product. Similarly, the unit finishes are in line with the high end of local
luxury apartment buildings.
The subject's current rent roll is reported as follows. Ownership provided tenants with a rentfree month in order to spur absorption. We therefore have placed particular emphasis on the
market orientation of the gross rent levels as this rent concession is a short-term benefit. We
will determine the sustainability of the gross rents in order to project a stabilized income
stream for the subject going forward.
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RENT ROLL: 43 0-438 A LBEE SQUARE

No.
1

Unit
4A

Rooms
2.0

BRs
0

Baths
1

Area (SF)
538

Type*
RS

Annual Rent
Monthly Rent PSF
$2,700
$60

2

4B

2.0

0

1

478

RS

$2,650

$66

3

4C

3.0

1

1

593

RS

$3,300

$67

4

4D

4.0

2

1

715

RS

$3,650

$61

5

4E

2.0

0

1

474

RS

$2,700

$68

6

4F

2.0

0

1

467

RS

$2,650

$68

7

4G

3.0

1

1

566

RS

$3,150

$67

8

4H

4.0

2

1

768

RS

$3,700

$58

9

5A

2.0

0

1

468

RS

$2,750

$71

10

5B

2.0

0

1

478

RS

$2,700

$68

11

5C

3.0

1

1

593

RS

$3,300

$67

12

5D

4.0

2

1

715

RS

$3,700

$62

13

5E

2.0

0

1

474

RS

$2,750

$70

14

5F

2.0

0

1

467

RS

$2,700

$69

15

5G

3.0

1

1

566

RS

$3,200

$68

16

5H

4.0

2

1

768

RS

$3,700

$58

17

6A

4.0

2

1

789

RS

$4,050

$62

18

6B

4.0

2

1

752

RS

$3,700

$59

19

6C

4.0

2

1

715

RS

$3,800

$64

20

6D

4.0

2

1

784

RS

$4,000

$61

21

6E

4.0

2

1

713

RS

$3,775

$64

22

6F

4.0

2

1

776

RS

$3,800

$59

23

7A

4.0

2

1

789

RS

$4,050

$62

24

7B

4.0

2

1

752

RS

$3,700

$59

25

7C

4.0

2

1

715

RS

$3,700

$62

26

7D

4.0

2

1

784

RS

$4,000

$61

27

7E

4.0

2

1

713

RS

$3,775

$64

28

7F

4.0

2

1

776

RS

$3,800

$59

29

8A

4.0

2

1

789

RS

$4,050

$62

30

8B

4.0

2

1

752

RS

$3,700

$59
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No.
31

Unit
8C

Rooms
4.0

BRs
2

Baths
1

Area (SF)
715

Type*
RS

Annual Rent
Monthly Rent PSF
$3,700
$62

32

8D

4.0

2

1

784

RS

$4,000

$61

33

8E

4.0

2

1

713

RS

$3,800

$64

34

8F

4.0

2

1

776

RS

$3,800

$59

35

9A

4.0

2

1

789

RS

$4,200

$64

36

9B

4.0

2

1

752

RS

$3,800

$61

37

9C

4.0

2

1

715

RS

$3,875

$65

38

9D

4.0

2

1

784

RS

$4,175

$64

39

9E

4.0

2

1

713

RS

$3,950

$66

40

9F

4.0

2

1

776

RS

$4,000

$62

41

10A

4.0

2

1

789

RS

$4,200

$64

42

10B

4.0

2

1

752

RS

$3,900

$62

43

10C

4.0

2

1

715

RS

$3,875

$65

44

10D

4.0

2

1

784

RS

$4,175

$64

45

10E

4.0

2

1

713

RS

$3,950

$66

46

10F

4.0

2

1

776

RS

$4,000

$62

47

11A

4.0

2

1

789

RS

$4,200

$64

48

11B

4.0

2

1

752

RS

$3,900

$62

49

11C

4.0

2

1

715

RS

$3,875

$65

50

11D

4.0

2

1

784

RS

$4,175

$64

51

11E

4.0

2

1

713

RS

$3,950

$66

52

11F

4.0

2

1

776

RS

$4,000

$62

53

12A

4.0

2

1

789

RS

$4,300

$65

54

12B

4.0

2

1

752

RS

$4,000

$64

55

12C

4.0

2

1

715

RS

$3,975

$67

56

12D

4.0

2

1

842

RS

$4,250

$61

57

12E

4.0

2

1

713

RS

$4,050

$68

58

12F

4.0

2

1

776

RS

$4,100

$63

59

13A

4.0

2

1

789

RS

$4,300

$65

60

13B

4.0

2

1

752

RS

$4,000

$64

128

430-438 ALBEE SQUARE

INCOME APPROACH

No.
61

Unit
13C

Rooms
4.0

BRs
2

Baths
1

Area (SF)
715

Type*
RS

Annual Rent
Monthly Rent PSF
$3,975
$67

62

13D

4.0

2

1

842

RS

$4,250

$61

63

13E

4.0

2

1

713

RS

$4,050

$68

64

13F

4.0

2

1

776

RS

$4,100

$63

65

14A

4.0

2

1

789

RS

$4,300

$65

66

14B

4.0

2

1

914

RS

$3,925

$52

67

14C

4.0

2

1

715

RS

$3,975

$67

68

14D

4.0

2

1

842

RS

$4,250

$61

69

14E

4.0

2

1

760

RS

$4,050

$64

70

14F

4.0

2

1

776

RS

$4,100

$63

71

15A

4.0

2

1

789

RS

$4,400

$67

72

15B

4.0

2

1

914

RS

$4,100

$54

73

15C

4.0

2

1

715

RS

$4,075

$68

74

15D

4.0

2

1

842

RS

$4,350

$62

75

15E

4.0

2

1

760

RS

$4,150

$66

76

15F

4.0

2

1

776

RS

$4,200

$65

77

16A

4.0

2

1

789

RS

$4,400

$67

78

16B

4.0

2

1

799

RS

$4,100

$62

79

16C

4.0

2

1

715

RS

$4,075

$68

80

16D

4.0

2

1

842

RS

$4,350

$62

81

16E

4.0

2

1

906

RS

$4,150

$55

82

16F

4.0

2

1

776

RS

$4,200

$65

83

17A

4.0

2

1

789

RS

$4,400

$67

84

17B

3.0

1

1

656

RS

$3,300

$60

85

17C

3.0

1

1

588

RS

$3,250

$66

86

17D

4.0

2

1

842

RS

$4,350

$62

87

17E

4.0

2

1

791

RS

$4,150

$63

88

17F

4.0

2

1

812

RS

$4,200

$62

89

18A

4.0

2

1

805

RS

$4,500

$67

90

18B

4.0

2

1

831

RS

$4,200

$61
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No.
91

Unit
18C

Rooms
4.0

BRs
2

Baths
1

Area (SF)
713

Type*
RS

Annual Rent
Monthly Rent PSF
$4,175
$70

92

18D

4.0

2

1

817

RS

$4,450

$65

93

18E

4.0

2

1

834

RS

$4,200

$60

94

18F

4.0

2

1

805

RS

$4,300

$64

95

19A

4.0

2

1

789

RS

$4,500

$68

96

19B

4.0

2

1

799

RS

$4,200

$63

97

19C

4.0

2

1

752

RS

$4,200

$67

98

19D

4.0

2

1

842

RS

$4,450

$63

99

19E

4.0

2

1

835

RS

$4,100

$59

100

19F

4.0

2

1

812

RS

$4,300

$64

101

20A

4.0

2

1

789

RS

$4,500

$68

102

20B

4.0

2

1

799

RS

$4,200

$63

103

20C

4.0

2

1

752

RS

$4,200

$67

104

20D

4.0

2

1

842

RS

$4,450

$63

105

20E

4.0

2

1

835

RS

$4,200

$60

106

20F

4.0

2

1

812

RS

$4,300

$64

107

21A

4.0

2

1

840

RS

$4,600

$66

108

21B

4.0

2

1

799

RS

$4,250

$64

109

21C

4.0

2

1

752

RS

$4,375

$70

110

21D

4.0

2

1

842

RS

$4,550

$65

111

21E

4.0

2

1

835

RS

$4,300

$62

112

21F

4.0

2

1

812

RS

$4,425

$65

113

22A

4.0

2

1

840

RS

$4,600

$66

114

22B

4.0

2

1

799

RS

$4,250

$64

115

22C

4.0

2

1

752

RS

$4,375

$70

116

22D

4.0

2

1

842

RS

$4,550

$65

117

22E

4.0

2

1

835

RS

$4,300

$62

118

22F

4.0

2

1

812

RS

$4,425

$65

119

23A

4.0

2

1

859

RS

$4,600

$64

120

23B

4.0

2

1

831

RS

$4,225

$61
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No.
121

Unit
23C

Rooms
4.0

BRs
2

Baths
1

Area (SF)
751

Type*
RS

Annual Rent
Monthly Rent PSF
$4,375
$70

122

23D

4.0

2

1

859

RS

$4,550

$64

123

23E

4.0

2

1

875

RS

$4,300

$59

124

23F

4.0

2

1

852

RS

$4,425

$62

125

24A

4.0

2

1

859

RS

$4,700

$66

126

24B

4.0

2

1

831

RS

$4,325

$62

127

24C

4.0

2

1

751

RS

$4,475

$72

128

24D

4.0

2

1

859

RS

$4,650

$65

129

24E

4.0

2

1

875

RS

$4,400

$60

130

24F

4.0

2

1

852

RS

$4,500

$63

131

25A

4.0

2

1

897

RS

$4,750

$64

132

25B

4.0

2

1

831

RS

$4,400

$64

133

25C

4.0

2

1

799

RS

$4,475

$67

134

25D

4.0

2

1

906

RS

$4,650

$62

135

25E

4.0

2

1

875

RS

$4,400

$60

136

25F

4.0

2

1

852

RS

$4,500

$63

137

26A

4.0

2

1

897

RS

$4,750

$64

138

26B

4.0

2

1

831

RS

$4,400

$64

139

26C

4.0

2

1

799

RS

$4,475

$67

140

26D

4.0

2

1

906

RS

$4,650

$62

141

26E

4.0

2

1

875

RS

$4,400

$60

142

26F

4.0

2

1

852

RS

$4,500

$63

143

27A

4.0

2

1

897

RS

$4,800

$64

144

27B

4.0

2

1

831

RS

$4,450

$64

145

27C

4.0

2

1

799

RS

$4,575

$69

146

27D

4.0

2

1

906

RS

$4,750

$63

147

27E

4.0

2

1

875

RS

$4,500

$62

148

27F

4.0

2

1

852

RS

$4,600

$65

149

28A

5.0

3

3

1,645

RS

$7,000

$51

150

28B

4.0

2

2

1,366

RS

$8,000

$70

66

117,153

$619,825

$63

Total:
Annual:

579.0

$7,437,900

*Type: RS = Rent Stabilized (rents are set at free-market levels at initial lease-up; subject to rent stabilization increases
thereafter)
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Avg.
$/PSF

$60

$71

$66

$3,250

$60

$68

$66

$4,235

$52

$72

$64

$51

$51

$51

Avg.

$2,650

$2,750

$2,700

6

$3,150

$3,300

135

$3,650

$8,000

$7,000

$7,000

$7,000

# of Units

Studio

8

1BR
2BR
3BR

1

Total/Avg.

150

Min

Max
$/PSF

Max

Unit Type

Min
$/PSF

Discussion of Tenancy Types
Each of the occupied rentable units in the building will be rent stabilized based upon the
anticipated tax benefits to begin upon receipt of a final certificate of occupancy (see
'Assumptions'). This means that rents can only increase a certain percentage each year in
accordance with New York City rent regulation guidelines which are generally described on
page 93 of this report. While units were initially set at market levels as a newly completed
building, any increases thereafter are based upon rent stabilization guidelines. Based upon
allowable rent increases upon vacancy, units are anticipated to trend towards market levels
over the medium term.

MARKET RENTAL SURVEY
Comparable market rentals are presented on the following pages, followed by a summary
table.

Our gathered comparables consist of recently built Class A apartment units in rental

projects as well as condominium complexes in the local market. Amenities and unit finishes
are similar across the comparables and are in line with expected amenities and finishes at the
subject.

However, as new construction built in 2018 (the comparables were built/renovated

from 2013 to the present), the subject unit finishes will trend towards the upper end of the
market range.
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R E S I D E N T IA L R E N T A L C O M P A R A B L E S

Monthly
Rental
Rate
$2,580

Address
180 Myrtle Avenue

Rms
2.0

BRs
0

Baths
1.0

Area
(SF)
443

180 Myrtle Avenue

3.0

1

1.0

614

$2,979

Annual
Rent/SF Comments
$70
Luxury 16-story multifamily property. Built
2016. Amenities include doorman, tenant
lounge, fitness room, children's play room, roof
terrace, garage parking, and additional common
outdoor space.
$58

180 Myrtle Avenue

4.0

2

2.0

976

$4,492

$55

10 City Point

2.0

0

1.0

520

$2,750

$63

10 City Point

3.0

1

1.0

750

$3,585

$57

10 City Point

4.0

2

1.0

900

$4,665

$62

333 Schermerhorn
Street

2.0

0

1.0

425

$2,664

$75

333 Schermerhorn
Street

3.0

1

1.0

600

$3,305

$66

333 Schermerhorn
Street

4.0

2

1.0

950

$5,415

$68

248 Duffield Street

2.0

0

1.0

618

$3,300

$64

248 Duffield Street

3.0

1

1.0

738

$3,625

$59

248 Duffield Street

4.0

2

2.0

1,251

$6,225

$60

248 Duffield Street

5.0

3

2.0

1,453

$7,895

$65

Luxury, 43-story apartment building. Built
2016. Amenities include doorman, fitness
center, lounge/party room, basketball court,
pool, media room, community roof, and outdoor
terraces.

Luxury, 54-story apartment building. Built
2017. Amenities include doorman, fitness
center, lounge/party room, basketball court,
media room, community roof, and outdoor
terraces.

Luxury, 7-story apartment building. Built 1890,
Gut Renovated 2016. Amenities include
doorman, fitness center, lounge/media room,
community roof, and outdoor terraces.
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Monthly
Rental
Rate

Annual
Rent/SF Comments

Address

Rms

BRs

Baths

Area
(SF)

388 Bridge Street

2.0

0

1.0

491

$2,492

$61

388 Bridge Street

3.0

1

1.0

737

$3,450

$56

388 Bridge Street

4.0

2

1.0

1,380

$7,750

$67

388 Bridge Street

5.0

3

3.0

1,633

$8,150

$60

415 Red Hook Lane

2.0

0

1.0

450

$2,492

$66

415 Red Hook Lane

3.0

1

1.0

700

$3,675

$63

415 Red Hook Lane

4.0

2

2.0

1,000

$4,848

$58

415 Red Hook Lane

5.0

3

2.0

1,172

$6,643

$68

86 Fleet Place

2.0

0

1.0

480

$2,786

$70

86 Fleet Place

3.0

1

1.0

705

$3,978

$68

Min

425

$2,492

$55

Max

1,633

$8,150

$75

Average 825

$4,337

$64

Median

$3,625

$63

737

Luxury 53-story multifamily property. Built
2013. Amenities include doorman, tenant
lounge, fitness room, media room, roof terrace,

Luxury 21-story multifamily property. Built
2017. Amenities include doorman, tenant
lounge, fitness center, children's playroom, and

Luxury 32-story multifamily property. Built
2018. Amenities include doorman, tenant
lounge, fitness center, children's playroom, dog
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SUMMARY O F REN TA L COM PARAB LES
Market 0BR

Market 1BR

Market 2BR

Market 3BR

Units

Units

Units

Units

Monthly Rental Range

$2,492 to $3,300

$2,979 to $3,675

$4,492 to $7,750

$7,895 to $8,150

Average Monthly Rent

$2,723

$3,437

$5,566

$7,563

Monthly Rental Range Per SF

$55 to $75

$55 to $66

$55 to $68

$60 to $68

Avg. Per SF

$67

$60

$62

$64

Size Range PSF

425 to 618

600 to 750

900 to 1,380

1,172 to 1,633

Avg. Size

493

692

1,076

1,419

The subject's contract rents are summarized as follows:
Subject 0BR

Subject 1BR

Subject 2BR

Subject 3BR

Units

Units

Units

Units

Monthly Rental Range

$2,650 to $2,750

$3,150 to $3,300

$3,650 to $8,000

$7,000

Average Monthly Rent

$2,700

$3,250

$4,235

$7,000

Monthly Rental Range Per SF

$60 to $71

$60 to $68

$52 to $72

$51

Avg. Per SF

$66

$66

$64

$51

Size Range PSF

467 to 538

566 to 656

713 to 1,366

1,645

Avg. Size

481

594

801

1,645

Discussion of Market Comparables
The survey of rental comparables in the market area produced a number of recent rents
reflecting current market conditions.
Location: The subject property is a newly built elevator apartment building in Downtown
Brooklyn. The comparables are similarly in Downtown Brooklyn, as well as neighboring Fort
Greene, within 6 blocks of the subject (0.30 miles). The subject and comparables each have
very good access to transit with 8 subway lines in a seven-block radius. In addition, there is a
high degree of neighboring retail and commercial services, and an increasing supply of each
within the planned mixed-use projects nearby. The subject falls towards the midpoint of the
comparables based upon its location.
Amenities: The subject’s unit amenities include a doorman, community outdoor space, tenant
lounge, fitness center, and bicycle storage. Units have private outdoor space and an interior
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unit washer/dryer. The amenities are in line with the upper end of local luxury multifamily
product. The comparable units are also each in elevator buildings with doormen and amenity
packages in line with Class A, luxury rental stock. The comparables have similarly amenity
packages to the subject.
Condition: The subject property was observed to be in excellent condition as new construction.
The comparables were built/renovated from 2013 to 2018. The subject would be expected to
rent towards the upper end of the market range if emphasizing condition as the older
complexes have inferior finishes to the current market standard. The 388 Bridge Street rental
comparable in particular, built in 2013, is in inferior condition to the subject, which is
illustrated by its in-place rents being towards the lower end of the market range (particularly
for studio and one-bedroom apartments).
Unit Size: In terms of unit sizes, the subject units trend towards the lower end or below the
market ranges. As smaller units have a tendency to rent for a higher price per square foot
than larger units, the subject units should trend towards the upper end or just above the
market ranges per unit type on a per square foot basis (gross monthly rent would trend at or
below the comparable averages).
Tenant Expenses: For tenant expenses, the comparables predominantly have heating costs
paid by the tenant. The subject landlord pays for cooking gas and fuel usage for hot water,
similar to the comparables.

Market Rent Conclusion
The comparable studio units exhibit a range of monthly rents from $2,492 to $3,300 per
month, with an average of $2,723. On a per square foot basis for studio units, the market
range is $55 to $75 per square foot, with an average of $67 per square foot. The comparable
one-bedroom units exhibit a range of monthly rents from $2,979 to $3,675 per month, with
an average of $3,437. On a per square foot basis for one-bedroom units, the market range is
$55 to $66 per square foot, with an average of $60 per square foot. The comparable twobedroom units exhibit a range of monthly rents from $4,492 to $7,750 per month, with an
average of $5,566. On a per square foot basis for two-bedroom units, the market range is
$55 to $68 per square foot, with an average of $62 per square foot. The comparable threebedroom units exhibit a range of monthly rents from $7,895 to $8,150 per month, with an
average of $7,563. On a per square foot basis for three-bedroom units, the market range is
$60 to $68 per square foot, with an average of $64 per square foot.
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The subject's contract rents average $2,700 per month and $66 per square foot for a studio,
$3,250 per month and $66 per square foot for a one-bedroom unit, $4,235 per month and
$64 per square foot for a two-bedroom unit, and $7,000 per month and $51 per square foot
for a three-bedroom unit.
Aside for studio units (the subject average is similar to the comparable average), the subject's
average unit sizes per unit type trend towards the lower end of the comp range. As smaller
units have a tendency to rent for a higher price per square foot than larger units, the subject's
in-place rents trend towards the upper end of the market range on a per square foot basis.
Conversely, the gross average rent per unit type trends towards the lower end of the
comparable ranges. The subject and comparable studio units both average $66 and $67 per
square foot, respectively, with rental averages towards $2,700 per month suggesting a high
degree of similarity in achievable rents for the subject and comparable studios.
The comparables and subject are similar as newly built Class A residential projects with a good
array of amenities and high-quality finishes and fixtures in the apartments. Based on the inplace rents and the comparables, our projected market rents are in line with the 'per unit type'
contract rent ranges ($66 per square foot for studio units, $66 per square foot for onebedroom units, $64 per square foot for two-bedroom units, and $52 per square foot for the
subject's three-bedroom unit (just above the current contract rent of $51 per square foot for
this unit type). Our $64 per square foot market rent projection for two-bedrooms is in line
with the contract rent average per square foot. Our market rent projection for the subject's
sole three-bedroom unit is below the comparable range on a gross monthly rent and per
square foot basis as the size is larger than typical and larger units rent for a lower price per
square foot than smaller units.
As noted, our market rent projections represent building-wide averages, with units on high
floors with substantial views and private outdoor space renting at a premium over this
number, and units on lower floors with lesser views and/or lack of outdoor space renting below
this number.
There are no vacant units at the subject. Based on the foregoing, total potential gross
residential income is calculated as follows.
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P O T E N T I A L G R O S S R E S I DE N T IA L IN C O M E

Income Type

Pro Forma Potential
Res. Income

Proj. Residential Rental Income - Contract

$7,437,900

Proj. Residential Rental Income - Vacant

$0

Total Potential Residential Income

$7,437,900

Total projected potential gross residential income is $7,437,900, equal to $63 per rentable
square foot, in the upcoming stabilized year. This amount is in line with the in-place contract
rent.

Rent Concessions
Local buildings are providing for rent concessions of one to two months to spur enhanced
absorption in a local market with a high degree of available units via newly developed
buildings.

The subject is fully leased and all in-place rents were supported by the net rent

(after concessions) of competing projects. This suggests the subject's gross rents are
sustainable and market oriented. No adjustments are applied for rent concessions.
Our residential income estimate assumes the following:

Landlord's Obligations

Tenant's Obligations

Refuse removal

Separately metered electric

Water and sewer

Interior unit heat

Common area maintenance
Common area gas and electric
Master metered gas (cooking, hot water)

COMMERCIAL MASTER LEASE
The subject's commercial component has been master leased under triple net terms with a
begin date of June 30, 2017. The master lease is summarized as follows:

Tenant

Comm.
Area

Begin
Date

End Date

Current
Term
(yrs.)

Confidential

32,051

Jun-17

Mar-27

10.0

Current
Annual Rent

Current
Annual
Rent Per
Res SF

Reimb.

Comments

$2,801,600

$87

NNN

3% Annual
Increases; No
renewal options
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The current annual rent is $2,801,600, with 3% annual increases. With 32,051 rentable
commercial square feet on the cellar, first, second, and third floors, the commercial master
lease payment is equal to $87 per rentable square foot. The landlord is the subject owner,
Spencer Northern, LLC. At our client's request, the tenant name is confidential. The lease
term is 10 years and there are no renewal options. The tenant is responsible for all operating
expenses related to the commercial operation (insurance, repairs, utilities) as well as 100% of
commercial real estate taxes (projected for the subject's commercial condominium unit in our
'Real Estate Taxes' section). We have also considered that the landlord and commercial
master lease tenant are negotiating to extend the commercial master lease term with flat rent
for the initial 10 year period.
There are no early termination options for the commercial master lease. We will analyze
recently signed comparable retail leases in the subject vicinity in order to determine the
market orientation and surety of the commercial master lease payment in the following
section.

COMMERCIAL INCOME
The rentable retail square footage is 32,051 square feet on the grade, second, third, and
basement levels. In particular, the ground floor retail space contains 10,487 square feet, the
second floor contains 9,017 rentable retail square feet, the third floor contains 4,623 square
feet of retail rentable area, and the lower level contains a retail rentable area of 7,924 square
feet. As presently configured, the third floor is partially built out as amenity space (fitness
facility, tenant lounge) and also is considered part of the commercial component of the
property.

The in-place retail lease is summarized as follows:

Tenant
Bad Axe Throwing
USA, Inc.

Lease
Start
Jan-19*

End
Dec-28

Annual Rent
$247,550

Current
Area (SF) Rent PSF
4,526
$55

Terms
Space: Ground Floor: 425 SF
Basement: 4,101 SF
Annual Increases: 3%
Lease Terms: NNN (15% of RE Taxes,
Direct Utilities, Interior Repairs); $100,000
TI ($22 PSF), No free rent noted

Total
$247,550
4,526
*lease commencement is in line with C of O date, January 2019

$55

Bad Axe's base rent is $247,550, equal to $55 per rentable square foot on two levels
(basement and first floor). As the commercial area is master leased, and the noted tenant
contract rent is collected by the landlord, we will initially project market rent for all spaces to
determine the market orientation of the master lease rent, and subsequently analyze the Bad
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Axe lease in relation to our market rent projection in order to determine the surety of the
income.

Market Rent Analysis
We will first project a market rent for the grade level space. In order to project market rent
for the subject space, comparable retail rentals from the surrounding area have been
researched and analyzed on the following page.
COMPA RABLE G RA DE LEVE L RE TA IL REN TA LS

1

Address
320 Court Street

Date
Signed
Jan-19

SF
3,526

Annual
Rent PSF Comments
$140
Ground Floor Retail.
Corner.
$150
Ground Floor Retail.
Corner.
$165
Ground Floor Retail.
Midblock.
$125
Ground Floor Retail.
Midblock.
$150
Ground Floor Retail.
Midblock.
$272
Ground Floor Retail.
Corner.

2

209 Smith Street

Dec-18

4,800

3

143 Montague Street

Aug-18

2,000

4

202 Flatbush Avenue

Feb-18

2,000

5

99-101 Smith Street

May-17

900

6

76 Court Street

Dec-16

3,406

7

172 Montague Street

Nov-16

3,574

$200

8

399 Jay Street

Apr-16

4,500

$289

Min:
Max:
Avg:
Median:

900
4,800
3,088
3,466

$125
$289
$186
$158

Mod. Gross.
Mod. Gross.
Mod. Gross.
Mod. Gross.
Mod. Gross.
Mod. Gross.

Ground Floor Retail. Mod. Gross.
Midblock.
Ground Floor Retail. Mod. Gross.
Corner.
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SUMMARY O F REN TA L COM PARAB LES
Market Rents
Monthly Rental Range (psf)

$125 to $289

Average Monthly Rent (psf)

$186

Area (sf) Range

900 to 4,800

Summary of Rental Comparables – Grade Level
The comparables are all ground floor retail leases in close proximity to the subject in
Downtown Brooklyn, within 15 blocks of the subject location (0.75 miles). The comparable
leases were signed from April 2016 to the present, a time of stable to declining market
conditions for retail leases. While the greater New York City retail market has had some
weakness in local real estate fundamentals (i.e. rental rates and vacancy) since 2016, vacancy
and rental rates have been relatively steady in the subject's market area per CoStar and our
discussions with local retail leasing experts in 2017 and 2018. We will emphasize the 2017
and 2018 comparables in our analysis.
For location in particular, the subject property is situated on an active but secondary retail
location with increasing demand due to a high degree of neighboring newly completed, under
construction, and planned residential units in the local vicinity. The area is tenanted by a mix
of local and national retailers. As evidence of the increasing demand for retail space, Apple
and Whole Foods recently signed leases in close proximity to the subject at 300 Ashland Place,
within 6 blocks, in neighboring Fort Greene. This is just the second store for each company in
the Borough.
In particular, the subject is across the street from the City Point project at 445 Albee Square,
a 1.8 million square foot mixed-use development to include approximately 700,000 square
feet of retail use upon completion of all phases. To date, Century 21, Target, Trader Joe's,
and Alamo Drafthouse have opened.
Demand for retail space in the immediate area comes from local residents, office workers, and
increasingly tourists. The subject is in very good condition compared to its competitors as a
newly built property. The location is considered stable to improving based on the noted
factors and the increased demand for Brooklyn retail space overall.
While a portion of the comparables are located on higher profile retail roadways such as Court
Street and Montague Street, the subject' traffic flows are enhanced by being at the base of a

143

41-21 28TH STREET

INCOME APPROACH

150-unit multifamily building and by its close proximity to the City Point retail hub in
particular. Therefore, achievable rent at the subject would trend towards the upper end of the
recently signed leases on Court, Smith, and Montague Streets and above the 202 Flatbush
Avenue comparable (on a lesser trafficked portion of Flatbush Avenue). 399 Jay Street fronts
Fulton Street, a primary retail roadway in the local vicinity. In addition, this is a corner
property which boosts the contract rent to $289 per square foot. The remaining 2016
comparables, ranging from $200 to $272 per square foot, were signed in superior market
conditions. The subject and comparables each have very good proximity to public transit,
limiting the impact of nearby trains/buses in our analysis.
The comparables are predominantly leased on modified gross terms with the tenant
responsible for base rent, direct metered utilities, and prorata share of real estate taxes over a
base year. We anticipate a similar lease term for the subject; however, as the subject is to
benefit from an ICAP which freezes taxes at the predevelopment amount, any tax
reimbursements would have a nominal impact on achievable market rent over a holding period
which would positively impact achievable base rent.
The comparables range in size from 900 to 4,800 square feet. The subject space at grade
contains 10,487 rentable square feet. While the subject's grade level retail space is sized
above the market range, it will likely be subdivided based on tenant need and size will have a
limited impact on achievable rent. To date, 425 square feet of grade level space has been
rented. We will consider the market orientation of the recently signed lease after market rents
have been projected for each floor.
We have also considered the utility of the subject space. The subject is situated midblock.
The comparables are a mix of midblock and corner spaces.

Conclusion of Commercial Market Rents – Grade Level Retail
The comparable range was $125 to $289 per square foot, with an average of $186 per square
foot and a median of $158 per square foot. With emphasis on the subject's location across
from the City Point retail hub as discussed, which enhances local traffic flows, and
emphasizing the most recent comparable leases as well as the subject's limited tax burden
due to the anticipated ICAP, a market rent of $165 per square foot for the subject's grade
level space is appropriate.
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If fully leased at market, potential gross commercial income at grade is therefore calculated as
follows:
R E T A I L M A R K E T R E N T P R O J E C T IO N – G R A D E L E V E L

Market Rent - Grade-Level Retail PSF
Ground Floor Retail Area (SF)

$165
x

Total Potential Retail Income

10,487
$1,730,355

The subject also has an upper floor component, with 13,640 square feet in total on Floors 2
and 3. Based on discussions with local retail leasing experts, including Mr. Tim King of CPEX,
a primary retail brokerage in Brooklyn, upper floor retail rents trend towards 30% to 50% of
grade level rents. This percentage is also in line with our local market knowledge. Based on
the foregoing, with emphasis on the lesser accessibility of a second and third floor retail level,
but also considering the subject's elevator and upper floor commercial terrace provide good
utility, upper floor retail rent is projected at $60 per square foot (equal to 36% of our grade
level rent projection), illustrated as follows:
R E T A I L M A R K E T R E N T P R O J E C T IO N – U P P E R F L O O R S

Market Rent - 2nd, 3rd Floor
2nd, 3rd Floor Comm. Area (SF)
Potential Retail Income - Upper Floors

$60
x

13,640
$818,400

We present Brooklyn upper floor retail comps as follows as support for our upper floor retail
market rent projection.
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COMPA RA BL E UP PER LEV E L RE TA IL REN TA LS

SF
22,803

Annual
Rent
PSF
$75

Comments
2nd Floor Retail. Mod. Gross.

1

Address
10 Jay Street
Tenant: Soho Works

Floor
2

Date
Signed
Jan-19

2

143 Montague Street

2-3

Oct-18

1,250

$53

3rd - 5th Fl Retail. NNN.

3

721 Fulton Street

2

Sep-17

750

$61

2nd Floor Retail. Mod. Gross.

4

949 Flatbush Avenue
Tenant: CAMBA

3-5

May-17

26,000

$40

3rd - 5th Floor Retail. NNN.

5

140 Plymouth Street

2

Apr-17

1,000

$53

2nd Floor Retail. Mod. Gross.

6

55 Prospect Street
Tenant: Athlux Design Studio

3

Jan-17

6,138

$50

3rd Floor Retail. Mod. Gross.

7

4 Hanson Place

2

Feb-16

3,000

$75

2nd Floor Retail. Mod. Gross.

Min:

750

$40

Max:

26,000

$75

Avg:

8,706

$58

Median:

3,000

$53

Our $60 per square foot upper floor retail rent projection is reasonably within the comparable
range and towards the midpoint to upper end due to the subject's very good locational
attributes, elevator, and dedicated terrace. In terms of size, the upper floors in total are in
line with the comparable average.
Similar to our upper floor retail rent discussion, below-grade retail space rents for a discount
to ground floor rent on a percentage basis. As the subject's ground floor retail rents are
towards the upper end of achievable rents per square foot in Brooklyn, and basement levels
typically rent for a percentage of ground floor area (at 25% to 50%), we have conservatively
projected a basement rent factor at 25% to 30% of ground floor projected rent, at the lower
end of the market range.
Below-grade retail rent is therefore projected at $45 per square foot of rentable area (±27% x
$165 per square foot, rounded):
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RETA IL MA RKE T REN T P ROJEC TION – BELOW GRA DE

Market Rent - Below Grade Commercial PSF
Below Grade Comm. Floor Area (SF)

$45
x

Potential Retail Income - Below Grade

7,924
$356,580

There were few comps to analyze in the Borough to support our $45 per square foot assertion
for the subject basement. We predominantly relied upon discussions with local leasing experts
to develop an opinion of below-grade retail market rent. We uncovered a recent basement
level retail lease at 2001-2027 Emmons Avenue, a well-traveled street in South Brooklyn. A
tenant signed a 2,160 square foot basement level lease at a rental rate of $48.50 per square
foot, triple net. The lease was signed in September 2017 for 10 years. According to Mr. Brad
Mendelsohn, a Cushman & Wakefield retail broker, Manhattan lower level retail rents on good
retail streets typically rent for between $75 and $125 per square foot. Our projected rent
below this range is reasonable based on the inferior Brooklyn location, but in a location where
rent levels approach prime Manhattan levels.
Based on the foregoing, total potential gross commercial income if no master lease was in
place is as follows:
T O T A L P O T E N T I A L G R O S S R E T A I L M A R K E T R E N T P R O J E C T IO N ( IF N O M A S T E R L E A S E )

Potential Gross Comm. Income - At Grade, Vacant

$1,730,355

Potential Gross Comm. Income - Upper Floor

$818,400

Potential Gross Comm. Income - Below Grade

$356,580

Total Potential Gross Commercial Income

$2,905,335

Retail Market Rent Potential vs. Master Lease Income
The subject property is master leased for a 10 year term at a current annual rent of
$2,801,600 in the current year (equal to $87 per square foot). There are 3% annual increases
thereafter. The lease is triple net, with the master lease tenant responsible for real estate
taxes for the commercial unit. However, due to the anticipated ICAP tax benefit for the
subject's commercial space, the exempted/abated commercial taxes are just $15,446 in the
upcoming year. Therefore, the projected commercial tax reimbursement is equal to $0.48 per
square foot and there is limited impact from the commercial reimbursement on the market
orientation of the commercial master lease payment.
As determined herein, the market rent potential for the subject's commercial space is
$2,905,335. Therefore, the master lease payment is below market levels. As the landlord is
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reportedly in final negotiations with a retail tenant to occupy the entirety of the second and
third floors, as well as a portion of the ground floor, rent loss to the master lease tenant
should be limited going forward and the master lease rent payment is considered to be secure.
Further, the commercial master lease tenant and landlord are negotiating to both extend the
commercial master lease term as well as freeze the current rent for a 10-year term which
would further enhance the security in the cash flow. We will therefore apply the retail master
lease income in our projection of potential gross commercial income for the subject.
While the subject's retail space is master leased, the landlord is responsible for commercial
lease-up costs (tenant improvement allowance, leasing commissions, see 'Adjustments to
Capitalized Value' section). Any pending retail leases would be subleases and have not been
considered in our analysis.

Commercial Reimbursements
The subject master lease is triple net. Therefore, the commercial master lease tenant is
responsible for a commercial real estate tax reimbursement. As mentioned, the subject
property is anticipated to benefit from an ICAP tax exemption and abatement (see
'Assumptions'). The reimbursement in Year 1 of our stabilized income and expense projection
is equal to the exempted/abated tax projection as illustrated in the net present value
calculation for ICAP benefits, at $15,446. This amount has been applied as additional
potential gross commercial income.

Market Orientation of the In-Place Commercial Lease
As noted, the subject's commercial unit is master leased, and any retail lease income is
collectible by the master lease tenant. However, in order to further determine the security in
the master lease income, we will consider the market orientation of the signed lease based on
our market rent projections per floor. The retail tenant, Bad Axe Throwing USA, is leasing 425
square feet at grade and 4,101 square feet in the lower level. The contract rent is $247,550.
Using our ground floor market rent of $165 per square foot and basement market rent of $45
per square foot, market rent for this retail unit totals $254,670, illustrated as follows:
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P R O J E C T E D M A R K E T R E N T - B A D A X E T H R O W I N G U S A , IN C .

Space (SF)

Unit Size

Proj. Market
Rent PSF

Proj. Annual
Comm. Rent

Ground Floor

425

$165

$70,125

Upper Floor

0

$60

$0

Basement

4,101

$45

Total

4,526

$184,545
$254,670

The Bad Axe contract rent of $247,550 is similar to our market rent projection of $254,670
(within 3%) suggesting it is market oriented.

VACANCY AND COLLECTION LOSS
According to the Marcus & Millichap Q3 2018 Brooklyn multifamily market statistics, the
residential vacancy rate for Downtown Brooklyn overall is 2.9%, a steep decline of 490 basis
points from the period one year prior and a high degree of the newly developed rental product
has been absorbed. Effective rent increased by 7.1% year over year suggesting new buildings
are capturing a higher average price point than older product. Vacancy in newly constructed
buildings is typically lower than average; however, the vacancy rate is also tempered based
upon the degree of rent regulation in the local district.
As evidenced by the current local vacancy rate, and the decline in vacancy, demand is strong
for newly constructed residential rental units in Downtown Brooklyn. Based on the foregoing,
combined residential vacancy and collection loss has been estimated at 3.0%.
With respect to commercial vacancy, CoStar stated retail vacancy within 0.5 miles of the
subject is 4.0% at present and 3.8% over the last five years. We have also considered the
strong demand for retail at the subject location due to the City Point retail hub directly across
the street and our applied retail master lease income is below market levels. Lastly, our
commercial vacancy and collection loss factor takes into account that the commercial master
lease tenant was 6 months in arrears as of our effective date of value. The collection loss risk
is somewhat mitigated as the commercial master lease tenant and landlord are negotiating to
both extend the commercial master lease term as well as freeze the current rent for a 10-year
term which enhances the security in the cash flow. Based on the foregoing, combined vacancy
and collection loss has been estimated at 5.0% for the subject's commercial income. The
commercial vacancy and collection loss factor is also applied to the projected commercial tax
reimbursement.
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E F F E C T IV E G R O S S IN C O M E

Potential Gross Residential Income

$7,437,900

Potential Gross Commercial Income

$2,801,600

Potential Comm. RE Tax Reimbursement

$15,446

Total Potential Gross Income

$10,254,946

Residential V/C Loss at 3.0%

($223,137)

Commercial V/C Loss at 5.0%

($140,852)

Effective Gross Income

$9,890,957

150

41-21 28TH STREET

INCOME APPROACH

OPERATING EXPENSES
As the subject construction was recently completed and leased in the recent past, no
meaningful operating history exists to analyze. The owner provided their pro forma estimates
for expenses upon stabilization. Expense comparables from similar newly built properties in
the subject's market area have also been analyzed as a basis for developing operating
expense projections.
The comparable expenses and the subject’s pro forma expenses are presented on the
following pages and analyzed on an expense per square foot basis. Based on the high degree
of retail selling space in the subject's lower level, we have analyzed the subject on a total
gross building area basis (160,302 square feet).
DEVE LOPER’S EX PENSE P RO F ORMA

Whole Dollar

PSF of GBA

Per Unit

Operating Expenses
$100,000

$0.62

$667

Insurance

Real Estate Taxes

$70,000

$0.44

$467

Utilities/Fuel

$30,000

$0.19

$200

Water and Sewer

$70,000

$0.44

$467

Repairs & Maintenance

$75,000

$0.47

$500

Payroll

$250,000

$1.56

$1,667

Miscellaneous & Professional Fees

$290,000

$1.81

$1,933

Management Fees

$180,000

$1.12

$1,200

$1,065,000

$6.64

$7,100

$965,000

$6.02

$6,433

Total Operating Expenses
Total Expenses Excluding Taxes
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O P E R A T IN G E X P E N S E C O M P A R A B L E S
Address:
Year Built:
SF:
Units:

277 GOLD
STREET

309 GOLD
STREET

574 4
AVENUE

218 MYRTLE
AVENUE

568 UNION
AVENUE

2009

2013

2009

2008

2010

150,580

235,382

111,451

110,912

104,514

266

256

81

95

95

Average

Operating Expenses
Insurance
Utilities/Fuel

$59,851

$24,818

$46,593

$24,000

$101,808

$51,414

$116,988

$212,907

$39,935

$116,902

$78,324

$113,011

Water & Sewer

$63,857

$86,616

$41,050

$35,338

$49,003

$55,173

Repairs & Maintenance

$80,851

$619,434

$172,398

$204,281

$372,881

$289,969

$384,893

$485,305

$101,675

$481,816

$363,422

Payroll
Miscellaneous

$6,576

$5,760

$10,350

$76,930

$68,953

$33,714

Management Fees

$211,675

$512,178

$46,606

$189,091

$264,853

$244,881

Total Operating Expenses

$924,691

$1,947,018

$356,932

$748,217

$1,417,638

$1,078,899

Insurance

$0.40

$0.11

$0.42

$0.22

$0.97

$0.42

Utilities/Fuel

$0.78

$0.90

$0.36

$1.05

$0.75

$0.77

Water & Sewer

$0.42

$0.37

$0.37

$0.32

$0.47

$0.39

Repairs & Maintenance

$0.54

$2.63

$1.55

$1.84

$3.57

$2.02

Payroll

$2.56

$2.06

$0.92

$4.61

$2.54

Miscellaneous

$0.04

$0.02

$0.09

$0.69

$0.66

$0.30

Management Fees

$1.41

$2.18

$0.42

$1.70

$2.53

$1.65

Total Operating Expenses

$6.14

$8.27

$3.20

$6.75

$13.56

$7.59

Operating Expenses PSF
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NON- TAX EXPENSE S UMMA RY

Expense

Comps
Min

Max

Avg

Developer

Appraiser

Pro Forma

Forecast

Insurance

$0.11

$0.97

$0.42

$0.44

$0.45

Utilities/Fuel

$0.36

$1.05

$0.77

$0.19

$0.45

Water and Sewer

$0.32

$0.47

$0.39

$0.44

$0.45

Repairs and Maintenance

$0.54

$3.57

$2.02

$0.47

$0.50

Payroll

$0.92

$4.61

$2.54

$1.56

$3.20

Misc. & Professional

$0.02

$0.69

$0.30

$1.81

$0.20

Management Fees
Operating Expenses Excluding Taxes
and Reserves

$0.42

$2.53

$1.65

$1.12

$0.93

$3.20

$13.56

$7.59

$6.02

$6.18

Real Estate Taxes

$13.43

Reserves

$100

Total Operating Expenses

$19.70

The forecasted operating expenses for the upcoming fiscal year are described as follows.

Insurance

Insurance costs vary by the type of coverage. Costs are

$72,136 annually

generally lower (on a per unit or per square foot basis)

$0.45 per square foot

for larger buildings and for multi-building policies.
Comparables ranged from $0.11 to $0.97 with an
average of $0.42 per square foot. The developer
projected an insurance expense of $0.44 per square foot.
With emphasis on the developer's projection, with
support from the comparable average, we have projected
an expense of $0.45 per square foot for insurance.

Utilities (Common Area
Electric, Fuel)
$72,136 annually
$0.45 per square foot

Tenants will be individually metered for electric (heat, air
conditioning). The landlord is responsible for common
area electricity and fuel, including amenity spaces, as well
as building-wide gas usage for cooking and hot water.
The comparables' utilities expenses ranged from $0.36 to
$1.05 per square foot with an average of $0.77 per
square foot. The pro forma estimates an expense of
$0.19 per square foot. Based on the landlord’s obligation
and the considerable degree of retail space with tenant
paid utilities, the utilities expenses have been forecast at
$0.45 per square foot for the upcoming year, above the
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developer's projections but below the comparable
average.

Water and Sewer

The comparables ranged from $0.32 to $0.47 per square

$72,136 annually

foot with an average of $0.39 per square foot. The pro

$0.45 per square foot

forma expense is $0.44 per square foot. This expense is
forecast at $0.45 per square foot, a value in line with the
comparable average and developer's projection. It also
considers that all units will have a washer/dryer.

Repairs and Maintenance

The pro forma indicates a repairs and maintenance

$80,151 annually

expense of $0.47 per square foot. The comparables

$0.50 per square foot

ranged from $0.54 to $3.57 per square foot with an
average expense of $2.02 per square foot, however these
figures contain some non-recurring items. We have
separately projected a 'Reserves for Replacement'
allowance.

The stabilized expense for ongoing repairs

and maintenance is therefore forecast at $0.50 per
square foot annually, in consideration of the subject’s
excellent anticipated condition upon completion and
degree of common area. Retail unit repairs are the
responsibility of the commercial master lease tenant
suggesting a rate just below the comparable range is
reasonable.

Payroll
$512,966 annually
$3.20 per square foot

The developer pro forma indicates a payroll expense of
$1.56 per square foot; however, Doorman costs have
been combined with the 'Miscellaneous & Professional
Fees' category. We will project a Payroll expense,
including Doorman expenses, and reconcile our total
Payroll and Miscellaneous expense projections to the
proforma figure for these categories thereafter.
The Payroll comparables ranged from $0.92 to $4.61 per
square foot with an average expense of $2.54 per square
foot. The staffing at the subject is reportedly to include a
superintendent, porters, and doormen. As a luxury,
newly built full service property, a stabilized expense for
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payroll is forecast at $3.20 per square foot, towards the
midpoint to upper end of the comparables.

Miscellaneous &
Professional Fees
$32,060 annually
$0.20 per square foot

This expense allows for any expenditures not included in
the above categories including permits and dues, legal
and professional fees, miscellaneous repairs, equipment
rental, exterminating, rubbish removal, legal and
advertising, etc. A $0.20 per square foot expense has
been applied in this analysis. This is within the
comparable range of $0.02 to $0.69 per square foot, with
an average of $0.30 per square foot. The comparables at
the upper end of this range include some expense line
items that we have accounted for in our other expense
projections.
Our Payroll and Misc./Professional Fees projections total
$553,042, equal to $3.45 per square foot. The owner's
proforma amount for both categories equals $3.37 per
square foot. Our projection is directly in line with the
owner's proforma, considered reasonable, and will be
applied.

Management

Typically, management fees range from 2% to 6% of

$148,364 annually

effective gross income. Comparable expenses ranged

1.5% of EGI

from $0.42 to $2.53 per square foot. The pro forma

$0.93 per square foot

allocated $1.12 per square foot for management. Based
on our market experience, a fee of 1.5% of effective
gross income is projected, equal to $0.93 per square foot.
This amount is within the comparable range, just below
the average based on the lesser management needs for
the master leased retail base, and will be applied.

Real Estate Taxes

As discussed within the “Real Estate Taxes” section, the

$2,153,138 annually

stabilized real estate taxes upon completion are expected

$13.43 per square foot

to be $2,153,138 or $13.43 per square foot, supported
by Residential and Commercial tax comparables. We
have added the estimated net present value of
anticipated real estate tax benefits to our capitalized
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value (see 'Real Estate Taxes' section).

Replacement Reserves
$15,000 annually / $100 per unit

This expense provides for the periodic replacement of
building components that wear out more rapidly than the
building itself and that must be replaced periodically
during the building's economic life. Neither the
comparables nor the pro forma provided data for this
expense.

The subject's anticipated excellent condition

makes the replacement needs of these items over a
typical holding period minimal. We have conservatively
budgeted Reserves at $100 per unit.
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A P P R A IS E R ' S S T A B I L IZ E D IN C O M E A N D E X P E N S E P R O F O R M A

Income

Whole Dollar

PSF of GBA

Potential Gross Residential Income

$7,437,900

$46.40

Potential Gross Commercial Income

$2,801,600

$17.48

$15,446

$0.10

Total Potential Gross Income

$10,254,946

$63.97

Residential V/C Loss at 3.0%

($223,137)

($1.39)

Commercial V/C Loss at 5.0%

($140,852)

($0.88)

Effective Gross Income

$9,890,957

$61.70

Whole Dollar

PSF of GBA

Potential Comm. RE Tax Reimbursement

Operating Expenses
Insurance

$72,136

$0.45

Utilities/Fuel

$72,136

$0.45

Water and Sewer

$72,136

$0.45

Repairs & Maintenance
Payroll
Miscellaneous & Professional Fees
Management Fees
Total Operating Expenses Excluding Taxes & Reserves

$80,151

$0.50

$512,966

$3.20

$32,060

$0.20

$148,364

$0.93

$989,950

$6.18

$2,153,138

$13.43

$15,000

$0.09

Total Operating Expenses

$3,158,087

$19.70

Net Operating Income

$6,732,869

$42.00

Real Estate Taxes
Reserves

Operating Expense Ratio

32%

Total Operating Expenses
Operating expenses are forecast for the upcoming fiscal year at $19.70 per square foot
including real estate taxes and Reserves and $6.18 per square foot excluding real estate taxes
and Reserves. Exclusive of taxes and Reserves, the comparable expenses range from $3.20
to $13.56 per square foot, with an average of $7.59 per square foot.
Our pro forma expenses are within the comparable range, considered reasonable, and will be
applied.
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INCOME CAPITALIZATION
The overall capitalization rate used to convert income to value is a market-derived figure
which can be extracted from comparable sales data; or which can be analyzed in terms of
investor expectations with the band of investment mortgage-equity formula or the
underwriter's formula.

In this analysis, we have considered data from surveys of active

investors and we have applied a band of investment methodology called the Akerson formula
or the Ellwood Method to develop the overall rate.

1. Local Comparable Sales
Three of the sales used in the Sales Comparison Approach reported income information. The
sales, each consisting of newly developed or renovated residential properties in Brooklyn
exhibit overall capitalization rates from 4.25% to 4.92% with an average of 4.49%.
COMPA RABLE OVERA LL RA TES
Address
23-01 42nd Road (1QPS)

Property Type
Sale Date
44-story, 392 unit, luxury multifamily building Nov-18
built in 2018. Known as 1 Queens Plaza
South (1QPS). Long Island City neighborhood
of Queens. (Sale #1)

Sale Price
$284,000,000

Cap Rate
4.25%

670 Pacific Street

8-story, 86-unit, luxury multifamily building
built in 2016. Prospect Heights neighborhood
of Brooklyn. (Sale #3)

Feb-18

$69,200,000

4.50%

442-456 Grand Street

7-story, 52 apartment, 2 retail-unit, luxury
multifamily building built in 2014.
Williamsburg neighborhood of Brooklyn.

Feb-18

$43,000,000

4.92%

307-309 Atlantic Avenue

8-story, elevator apartment building, 26
Sep-17
units, luxury multifamily building built in
2008. Boerum Hill neighborhood of Brooklyn.

$19,000,000

4.25%

341 Eastern Parkway

8-story, 63-unit, luxury multifamily and retail Oct-16
building built in 2013. Crown Heights
neighborhood of Brooklyn.

$52,000,000

4.50%

385 Union Avenue

6-story, 47 unit, luxury multifamily building
built in 2005. Greenpoint neighborhood of
Brooklyn.

Sep-16

$45,352,000

4.25%

247 North 7th Street

16-story, 47 unit luxury multifamily building
built in 2010 (Sale #5)

Mar-16

$125,000,000

4.75%

Min: 4.25%
Max: 4.92%
Avg: 4.49%

The local sales are recently constructed residential properties in the market area of the subject
property in prime areas of Brooklyn. The subject's residential income is at market levels,
which inhibits the upside potential. However, the comparables are also predominantly leased
at market levels. Further, the comparables were either newly built (from 2005 to 2018) or
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The subject's excellent

condition suggests limited capital repair needs over a holding period which lowers an
investor's return requirement. Lastly, we have considered that retail income typically
warrants a higher cap rate than residential income. However, the subject's retail income is
master leased which enhances the security in the cash flow. Based on the foregoing, a
capitalization rate at the comparable average is reasonable at 4.50%.

2. Investor Surveys
We have considered the national investor expectations for apartment properties as well as
retail properties.

Source: PWC

Source: PWC

An investor survey from PWC reports a going-in capitalization rate range from 3.50% to
8.50% in the most recent quarter for national apartment properties, with an average of 5.16%
nationally. Per PWC, the subject's retail component would most closely be classified as a
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national strip shopping center property. Going-in cap rates for this property type are 4.00% to
9.50%, with an average of 6.70%.
We have also considered a survey of investor expectations for apartment properties in
Brooklyn.
2 0 1 8 Y E A R- E ND S T A TI S T I C S / P R I C I N G I N DI C A T O R S

Source: Ariel Property Advisors

An investor survey from Ariel Property Advisors reports an average going-in capitalization rate
of 4.65% in recent months for Brooklyn apartment properties.
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S U M M A R Y O F B A N D O F IN V E S M E N T M E T H O D A S S U M P T IO N S
Loan to value ratio (Mortgage Percentage)

75%

Mortgage Interest Rate

4.50%

Term (years payout)

30

Annual Constant

6.08%

Equity Percentage

25%

Equity Yield Rate

8.25%

Holding Period

10

Sinking Fund Factor @ Equity Yield Over Holding Period

6.82%

Mortgage Amortization Over Holding Period

19.91%

Appreciation Over Term

15%

C A P I TA L IZ A T I O N R A TE C A LC U L A T I ON : B A N D O F I N V ES TM E N T
Band of Investment
Mortgage LTV x Annual Constant

75% x 6.08% =

4.56%

Equity Percentage x Equity Yield

25% x 8.25% =

2.06%

Weighted Rate Band of Investment

6.62%

Less Adjustment for Mortgage Amortization
Amortization Over Holding x LTV x Sinking Fund Factor 19.91% x 75% x 6.82% =

1.02%

Less Adjustment for Apprecation Over Holding Period
Appreciation Percentage x Sinking Fund Factor

15% x 6.82% =

1.02%

6.62% - 1.02% - 1.02% =

4.58%

Indicated Capitalization Rate
Weighted Rate Less Amortization Adjustment Less
Appreciation Adjustment

Rounded

4.50%

The Akerson/Ellwood adaptation of the band of investment method of developing an overall
capitalization rate suggests a rate of 4.50%.
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Capitalization Rate Reconciliation and Conclusion
Method

Indicated Rate

Local Comparable Sales

4.25% to 4.92%, avg. 4.49%

National Investor Survey

5.16% - residential
6.70% - retail

Local (Ariel) Property Survey

4.65% - Brooklyn

Band of Investment

4.50%

Concluded Rate

4.50%

The local comparable sales range from 4.25% to 4.92% and indicate an average rate of
4.49%. The investor surveys show national rates averaging approximately 5.16% for
residential properties and 6.70% for retail properties. A local survey of Brooklyn multifamily
buildings had an average cap rate of 4.65%. The band of investment method suggests an
overall capitalization rate of 4.50%.
Greatest emphasis is typically given to the local comparable sales, which are similar properties
within a close radius. These sales indicate an average rate of 4.49%.
The local sales are recently constructed residential properties in the market area of the subject
property in prime areas of Brooklyn. The subject's residential income is at market levels,
which inhibits the upside potential. However, the comparables are also predominantly leased
at market levels. Further, the comparables were either newly built (from 2005 to 2018) or
recently converted to residential use and gut renovated at that time.

The subject's excellent

condition suggests limited capital repair needs over a holding period which lowers an
investor's return requirement. Lastly, we have considered that retail income typically
warrants a higher cap rate than residential income. However, the subject's retail income is
master leased which enhances the security in the cash flow. Based on the foregoing, a
capitalization rate at the comparable average is reasonable at 4.50%.
Our overall capitalization rate conclusion is well supported by the band of investment and
investor surveys.
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ADJUSTMENTS TO CAPITALIZED VALUE
Adjustments to the stabilized value must be applied for the estimated net present value of
anticipated tax benefits. In addition, we have processed a downward adjustment for the
anticipated early termination option payment as we have opined that a purchaser would
exercise the option to exit the master lease based upon the increase in value without the
master lease compared to the estimated termination payment. Lastly, while the retail space is
long term master leased, brokerage commissions and tenant improvement allowances (tenant
concession) are the responsibility of the landlord. We have therefore also processed
deductions for these retail lease-up related costs for the unleased retail space from our
stabilized value indication.

As all residential units are leased and the property is fully

complete, no additional deductions are warranted.

Value Adjustments, 'As Stabilized'
In order to determine the 'as is' fair value of the subject property on a stabilized basis, we
have processed the following adjustments:
Tax Benefits
As discussed in our 'Real Estate Taxes' and 'Special Assumptions' section, the subject is
anticipated to benefit from a 421(a) and ICAP tax benefit, with an estimated net present value
of $24,600,000. This amount has been added to our capitalized value to derive the 'as
stabilized' value of the subject property.

Value Adjustments, 'As Is'
In order to determine the fair value of the subject property on an 'as is' basis, we have
processed the following adjustments. We begin our adjustment analysis with a discussion of
the likelihood that a purchaser would exercise an early termination option to eliminate the inplace residential master lease.
Residential Master Lease Termination Option
As discussed in our Highest and Best use section, as well as in the following paragraphs, we
believe that the value created by "buying out" the residential master lease exceeds the cost to
terminate the residential master lease via an early termination payment. Therefore, a
purchaser would opt out of the residential master lease as of the effective date of value. We
have analyzed the master lease and prospective early termination payment as follows:
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Residential Master Lease Early Termination Payment Analysis
The subject improvement residential component has been master leased under gross terms
with a begin date of December 31, 2017, summarized as follows:

Residential
Tenant

# of
Apts.

Res. Area

Begin
Date

End Date

Current
Term
(yrs.)

Confidential

150

117,153

Dec-17

Dec-22

5.0

Current
Annual Rent

Current
Annual
Rent Per
Res. SF

$6,144,000

$52

Reimb.

Option Years

None,
Gross
Lease

2, 5-Year
Renewals (3%
Increase per
Term)

The annual residential master lease rent is $6,144,000 and the rent is flat for the initial fiveyear term. The residential master lease tenant is responsible for a gross rent payment with no
additional reimbursements or expense responsibilities. The landlord is responsible for all
operating expenses, capital repairs, and lease-up costs.
Early termination was allowable after June 30, 2018, 6 months beyond the lease begin date.
If exercised, the landlord must pay the tenant a "Guaranteed Profit Amount" of $1,405,000
plus the difference between any master lease rent paid and rent generated by the property to
the lease termination date. Also, the "Guaranteed Profit Amount" declines by $65,000 for
each month after the June 30, 2018/earliest permissible termination execution date. We have
considered the adjusted "Guaranteed Profit Amount" as of the effective date of value,
December 31, 2018. As the effective date of value is 6 months after the termination option is
permissible, the contractual guaranteed profit amount would equal $1,015,000 (the initial
$1,405,000 less 6 months x $65,000).
To determine the total early termination payment, we will next analyze the difference between
the master lease payments paid and the rent achieved in the 12 months since the master
lease was signed. The annual master lease payment of $6,144,000 is equal to $512,000 per
month (and $3,413 per unit per month based on 150 apartment units).
The following schedule compares the master lease monthly payment to the actual rent
achieved per month based upon our review of historical leasing activity (and the rent
commencement date per apartment lease in particular). We have also considered that the
second month of the subject leases are rent-free as a concession and therefore the rent is not
collected in that period. Therefore, the master lease tenant would not collect rent for 1/12th
of the monthly gross income, represented as an adjustment to the achievable rent in the
following chart.
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P R O J E C T IO N O F M A S T E R L E A S E P A Y M E N T D U E T O R E N T N O T Y E T A C H I E V E D

First 12 Months
Month 1 - Jan 18

Monthly Master
Lease Payment
(A)
$512,000

Units
Rented
1

Total Units
Rented
1

Projected
Rent Achieved*
Rent Per Unit (B)
n/a
$4,400

Rent Achieved After
1 Month Concession
(C)
$4,033

Rent Not
Achieved**
(A-C)
-$507,967

Month 2 - Feb 18

$512,000

6

7

n/a

$23,810

-$488,190

$25,975

Month 3 - Mar 18

$512,000

4

11

n/a

$39,825

$36,506

-$475,494

Month 4 - Apr 18

$512,000

42

53

n/a

$213,100

$195,342

-$316,658

Month 5 - May 18

$512,000

67

120

n/a

$493,850

$452,696

-$59,304

Month 6 - Jun 18

$512,000

21

141

n/a

$582,600

$534,050

$22,050

Month 7 - Jul 18

$512,000

6

147

n/a

$608,725

$557,998

$45,998

Month 8 - Aug 18

$512,000

2

149

n/a

$616,025

$564,690

$52,690

Month 9 - Sep 18

$512,000

1

150

n/a

$619,825

$568,173

$56,173

Month 10 - Oct 18

$512,000

0

150

n/a

$619,825

$568,173

$56,173

Month 11 - Nov 18

$512,000

0

150

n/a

$619,825

$568,173

$56,173

Month 12 - Dec 18

$512,000

0

150

n/a

$619,825

$568,173

$56,173

$5,063,800

$4,641,817

-$1,502,183

$6,144,000

*Contractual rent based on the lease begin date for occupied units
**Monthly Master Lease Payment minus Rent Achieved After 1 Month Concession (Rent Achieved is considered net of a 1 month concession; 11/12th of the annualized
contract rent amount)
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As illustrated, $6,144,000 is paid in master lease rent over the initial 12 month term and
$4,641,817 was generated by the property in total over this time, net of concessions.
Therefore, the rent shortfall to be paid to the master lease tenant in the event of an early
termination is $1,502,183.
Based on the preceding schedule, in addition to the Guaranteed Profit Amount of $1,015,000,
the landlord must pay to the master lease tenant an additional payment of $1,502,183 for the
difference between the master lease amount paid to date and the rent generated by the
subject property over the same timeframe. Adding these two amounts together, the landlord
would be required to pay the master lease tenant $2,517,183 to terminate the master lease
after 12 months (on the effective date of value, December 31, 2018), illustrated as follows:
TO TA L M A S TE R L E A S E E A R L Y TE R M IN A T I O N P A Y M E N T

Rent Not Achieved $

$1,502,183

Add: Guaranteed Profit Amt.

$1,015,000

Total Early Termination Pymt

$2,517,183

A purchaser would exercise the master lease payment if the value created by exiting the
master lease exceeds the early termination payment. As discussed in the highest and best
use section, the value creation via terminating the master lease does exceed the payment. In
particular, the potential gross residential income of $7,437,900 exceeds the $6,144,000
annual master lease payment by $1,293,900. At the end of approximately 2 years, the
additional income generated will exceed the master lease termination payment (two years of
income differential is approximately $2,600,000 and the master lease termination payment is
$2,517,183). Therefore, we believe it is most financially feasible to exercise the early
termination payment as of the effective date of value, December 31, 2018.
Based on the foregoing, a purchaser of the subject would opt out of the subject's residential
master lease on our effective date of value. A downward adjustment of $2,517,183 is
processed from our stabilized value to account for the projected early termination option
payment.
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Retail Lease-Up Costs
While the subject retail space is master leased, the subject owner is responsible for retail
brokerage commissions and tenant improvement allowances as a tenant concession. One
space is leased and the remaining spaces will require a brokerage commission and tenant
improvement allowance deduction.
Retail brokerage commissions are typically 45% of Year 1 income in the subject marketplace.
For the vacant retail space, our market rent projection is as follows:
R ETA I L M A R KE T RE N T P R O JE C T IO N – V A C A N T S P A C E

Space (SF)

Vacant
Space
Totals

Proj. Market
Rent PSF

Proj. Annual
Comm. Rent

Ground Floor

10,062

$165

$1,660,230

Upper Floor

13,640

$60

$818,400

Basement

3,823

$45

Total

27,525

$172,035
$2,650,665

Based on the foregoing, the projected brokerage commission is equal to $1,192,799 (45% x
$2,650,665).
Historically, tenant improvement allowances have not been provided for retail space in
Brooklyn. For new retail leases that we analyzed in Brooklyn in the recent past, we did not
observe any TI money offered to tenants. Further, we did not uncover any tenant
improvement allowances offered for the comparable set of retail leases included in this
appraisal. However, due to an influx of newly developed properties with retail space in the
subject market area, we have spoken to local brokers who stated tenant improvement dollars
are increasingly prevalent in current negotiations. Based on these conversations, as well as
the tenant improvement allowances considered in negotiations at the subject, we have applied
tenant improvement allowances of $10 to $25 per square foot to assist in tenant build-out
costs.
The subject's basement, first, and second floors are in shell condition. We have conservatively
applied $25 per square foot for tenant improvement allowances to each of these floors. Floor
3 is partially built out which will lessen the costs related to a retail user's build out. We have
applied a $10 per square foot factor to this space. The projected tenant improvement build
out costs are therefore as follows for the currently vacant space:
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Unit Type

Rentable
(Available) SF

Proj. TI $/SF Proj. TI $

At Grade

10,062

$25

$251,550

2nd Floor

9,017

$25

$225,425

3rd Floor

4,623

$10

$46,230

Below Grade

3,823

$25

$95,575

Total/Avg.

27,525

$618,780

Value Conclusion
Using the 4.50% overall rate, as well as applying the noted adjustments, the prospective fair
value of the property 'upon stabilization' and 'as is' are calculated on the following page.
C A L C U L A T I O N O F ' A S IS ' A N D ' A S S T A B I L IZ E D ' F A IR V A L U E

Net Operating Income
Capitalization Rate
Stabilized Value Indicator, Prior to Tax Benefits
Add: PV of Anticipated Tax Benefits (421a/ICAP)

$6,732,869
÷

4.50%
$149,619,311
$24,600,000

Prospective 'As Completed and Stabilized' Value

$174,219,311

As Completed and Stabilized' Value, Rounded

$174,200,000

Less: Retail Tenant Improvement Allowance

($618,780)

Less: Commercial Brokerage Commissions @ 45% of Year 1 Income

($1,192,799)

Less: Early Termination Payment - Residential Master Lease

($2,517,183)

'As Is' Value

$169,871,237

'As Is' Value, Rounded

$169,900,000
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The Sales Comparison Approach
The Sales Comparison Approach develops an indication of value by comparing the subject
property to similar properties which have transferred over a recent period of time. The steps
taken to apply this approach are:
Identify relevant property sales;
Research, assemble, and verify pertinent data for the most relevant sales;
Analyze the sales for material differences in comparison to the subject;
Reconcile the analysis of the sales into a value indication for the subject.

To apply the Sales Comparison Approach, we searched for sale transactions with the following
parameters:

Property Type

Newly Built Luxury, Elevatored Apartment
Properties

Location

Brooklyn, Queens (within 5.0 miles of the subject)

Size

35,000+ sf

Transaction Date

Last 36 months

Unit of Comparison

Price per square foot

Sales of apartment properties in the local market area are typically analyzed on a 'price per
unit' basis. However, as the subject has a considerable degree of retail income as well as
building area dedicated to amenity space, we will use price per square foot of gross building
area as the appropriate unit of comparison for this analysis. Based on the proposed belowgrade retail selling area, we have analyzed the subject based on a building size of 160,302
square feet in particular, which includes the basement level. Also, we will initially value the
subject on a stabilized (leased) basis and process deductions for stabilization costs as
discussed in our Income Approach.
We focused our research on newly built luxury properties in the subject's local market area, as
well as nearby competing markets of Brooklyn and Queens. The comparable sales are
described on the following pages, along with a picture of each sale.
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COMPARABLE SALES MAP
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Property Data
Sale No.:

1

Location:

23-01 42nd Road

Legal Identification:

Block 425, Lot 1

Site Area (SF):

14,920

Gross Building Area (SF):

376,824

Property Description:

23-01 42nd Road, also known as 1 Queens Plaza South or 1QPS, is a
44-story, luxury, multi-family, elevator building located in the Long
Island City section of Queens. The building contains a total of 391
residential apartments plus 1 commercial unit at grade. It also has a
full amenity package including a doorman, children's playroom, media
room, fitness center, outdoor pool, and on-site parking garage.
Constructed in 2018, the Final Certificate of Occupancy was received in
November 2018. Has a a 15-year 421a benefit (sold in Year 1 of tax
benefit term). The reported gross building area excludes the parking
garage basement level (14,000 square feet).

Year Built:

2018

Sale Data
Sale Date:

November 29, 2018

Grantor:

QPS 23-10 Development, LLC

Grantee:

One QPS Owner, LLC

Sale Price:

$284,000,000

Verification:

ACRIS Document #2018000406476

Terms:

Mortgage of $179,800,000 from MetLife Bank

Price PSF:

$754

Financial Data
Effective Gross Income: n/a

NOI: $12,070,000

EGIM: n/a

NOI PSF: $32.03

EGI Per Unit: n/a

NOI Per Unit: $30,791

EGI PSF: n/a

Cap Rate: 4.25%

Expense Ratio: n/a
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Property Data
Sale No.:

2

Location:

237 11th Street

Legal Identification:

Block 1015, Lot 43

Site Area (SF):

14,076

Gross Building Area (SF):

92,722

Property Description:

A 12-story, mixed-use, elevatored residential and retail building with 105
apartment units and 2 retail spaces. Located in Gowanus. Built in 2018.
Sold in Year 1 of a 15-year 421a benefit. The property's residential units sold
63% occupied. Amenities include a private outdoor space, fitness center,
media lounge, and roof deck.

Year Built:

2018

Sale Data
Sale Date:

May 24, 2018

Grantor:

470 4th Avenue Investors, LLC

Grantee:

470 4th Avenue Fee Owner, LLC

Sale Price:

$81,240,000

Verification:

ACRIS Document #2018000180189

Terms:

Mortgage of $52,438,750 from Canadian Imperial Bank of Commerce

Price PSF:

$876

Financial Data
Effective Gross Income: n/a

NOI: n/a

EGIM: n/a

NOI PSF: n/a

EGI Per Unit: n/a

NOI Per Unit: n/a

EGI PSF: n/a

Cap Rate: n/a

Expense Ratio: n/a
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Property Data
Sale No.:

3

Location:

670 Pacific Street

Legal Identification:

Block 1128, Lot 9

Site Area (SF):

15,389

Gross Building Area (SF):

68,477

Property Description:

670 Pacific Street is an 8-story, luxury, multi-family, elevator building
located in the Prospect Heights section of Brooklyn. The building contains a
total of 86 residential apartments. It also has a full amenity package
including a doorman, tenant lounge, fitness center, community laundry
room, and on-site parking garage. Constructed in 2016 with a 15-year
421a benefit (sold in Year 1 of tax benefit term). The reported gross
building area excludes the parking garage basement level (master leased to
an operator).

Year Built:

2016

Sale Data
Sale Date:

February 1, 2018

Grantor:

Pacific 670-674, LLC

Grantee:

Red Apple 670 Pacific Street, LLC

Sale Price:

$69,200,000

Verification:

ACRIS Document #201800045206

Terms:

Mortgage of $49,500,000 from M&T Bank

Price PSF:

$1,011

Financial Data
Effective Gross Income: n/a

NOI: $3,114,000

EGIM: n/a

NOI PSF: $45.48

EGI Per Unit: n/a

NOI Per Unit: $36,209

EGI PSF: n/a

Cap Rate: 4.50%

Expense Ratio: n/a
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Property Data
Sale No.:

4

Location:

223 North 8th Street

Legal Identification:

Block 2313, Lot 13

Site Area (SF):

20,000

Gross Building Area (SF):

71,619

Property Description:

A 7-story, 95-apartment elevatored multifamily property built in 2016.
The unit mix includes one and two bedroom apartments. It is known
as The Berkley. It fronts North 8 and North 9th Streets (two buildings
with a central courtyard). Amenities include private outdoor space for
units, interior unit washer/dryers, roof deck with outdoor showers,
fitness center, tenant lounge, doorman, and bike room. The property
was acquired 80% occupied. The property is in Year 1 of a 25-year
421a tax benefit. The extended tax benefit is based upon on-site
affordable housing, leased at a below-market rate.

Year Built:

2016

Sale Data
Sale Date:

December 6, 2016

Grantor:

223 North 8th Partners, LLC

Grantee:

223 North 8th Street Owner, LLC

Sale Price:

$68,875,000

Verification:

ACRIS Document #2016000434875
CoStar, Listing Broker
Deed Inspection

Terms:

Mortgage of $42,500,000 from Freddie Mac

Price PSF:

$962

Financial Data
Effective Gross Income: n/a

NOI: n/a

EGIM: n/a

NOI PSF: n/a

EGI Per Unit: n/a

NOI Per Unit: n/a

EGI PSF: n/a

Cap Rate: n/a

Expense Ratio: n/a
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Property Data
Sale No.:

5

Location:

247 North 7th Street

Legal Identification:

Block 2322, Lots 10 & 28

Site Area (SF):

32,567

Gross Building Area (SF):

129,689

Property Description:

A 6-story and 7-story luxury, elevatored multifamily complex with a
shared central courtyard. The property is located in the Williamsburg
section of Brooklyn, between Roebling and Havemeyer Streets. The
building contains a total of 169 residential apartments as well as a
below-grade parking garage component. The unit mix includes studio,
one, and two-bedroom apartments. It was completed in 2015. The
property contains an amenity package including a doorman, community
roof deck, storage, noted landscaped courtyard, fitness center, lounges,
bike storage, and garage parking. The subject is in Year 1 of 15 for a
421(a) tax benefit.

Year Built:

2015

Sale Data
Sale Date:

March 1, 2016

Grantor:

Horizon North 7, LLC

Grantee:

GS 247 N7th Williamsburg Property Owner, LLC

Sale Price:

$125,000,000

Verification:

ACRIS Document #2016000092254

Terms:

Mortgage of $83,500,000 from Capital One Bank

Price PSF:

$964

Financial Data
Effective Gross Income: n/a

NOI: $5,937,500

EGIM: n/a

NOI PSF: $45.78

EGI Per Unit: n/a

NOI Per Unit: $35,133

EGI PSF: n/a

Cap Rate: 4.75%

Expense Ratio: n/a
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SUMMARY O F CO MPARAB LE SA LES

Sale
No.
1

Address
23-01 42nd Road

GBA (sf)
376,824

No.
Units
392

Sale Date
Nov-18

Sale Price
$284,000,000

Price PSF
$754

2

237 11th Street

92,722

107

May-18

$81,240,000

$876

3

670 Pacific Street

68,477

86

Feb-18

$69,200,000

$1,011

4

223 North 8th Street

71,619

95

Dec-16

$68,875,000

$962

5

247 North 7th Street

129,689

169

Mar-16

$125,000,000

$964

DISCUSSION OF COMPARABLE SALE ADJUSTMENTS
Adjustments for the comparable sales have been considered, based on comparison to the
subject for property rights appraised, financing terms, conditions of sale, market conditions
(time), location, size, economics, utility, and condition.
Property Rights

The purpose of this adjustment is to account for differences in

Appraised

the property rights which were transferred with the sale. The
property rights being valued in this analysis are the leased fee
interest (subject to a residential and commercial master lease).
However, as we have determined a purchaser would likely opt
out of the residential master lease via an early termination, and
all apartments are leased, the residential component is most
similar to a typical leased multifamily property with short term
leases. Any costs related to terminating the master lease are
deducted from our stabilized value indicator. The retail
component is master leased as well and the contract rent is near
to retail market rent levels. Therefore, while the retail master
lease is somewhat atypical, the subject's property rights are
similar to a typical mixed-use operation. Based on the foregoing,
we are initially valuing the subject on a stabilized basis via the
Sales Approach prior to any deductions for stabilization.
Each of the sales traded under a leased fee ownership interest
and do not require adjustment.

Financing Terms

The purpose of adjusting for financing terms is to determine cash
equivalent sale prices for the comparable sales in accordance
with the definition of fair value for this report. All of the sales
were either cash transactions or financed by major institutions at
presumed market rates. No adjustments are indicated.

176

430-438 ALBEE SQUARE

Conditions of Sale

SALES COMPARISON APPROACH

Conditions of sale refers to the motivations of the buyer and
seller involved in a particular transaction. All of the comparable
sales appeared to have transferred under normal conditions and
did not require adjustments.

Market Conditions

All of the sales have occurred since March 2016, a time of

(Time)

stabilizing market conditions. No adjustments are required.

Location

The subject property is located within the Downtown Brooklyn
section of Brooklyn. This is an increasingly gentrifying market
area with very good access to mass transit and a local office
market. It is also increasingly desirable as a luxury residential
area. There has been an influx of recently completed luxury
multifamily rental units in the local area and more units are in
the planning stages or under construction.

There is a high

degree of local retail and commercial services.
Sale 1 is located in Long Island City, Queens, also a gentrifying
market area with good proximity to Manhattan and a sharply
increasing supply of luxury multifamily properties. However,
transit is inferior to the subject location (fewer train options) and
achievable rent levels are inferior to Downtown Brooklyn. An
upward adjustment is processed.
Sale 2 is located in Gowanus, Brooklyn, a gentrifying market area
that benefits from its close proximity to Park Slope, a stable
mixed-use market area. In addition, transit access to Manhattan
and job centers in Brooklyn is good. However, the subject
location has a myriad of train options and a superior degree of
commercial density leading to inferior achievable residential rent
in Gowanus. An upward adjustment is processed.
Sale 3 is located in Prospect Heights, a good residential location
that benefits from its proximity to transit and Barclays Center as
well as the Brownstone Brooklyn neighborhood of Park Slope.
However, this sale is situated adjacent to the Pacific Park
development, a large-scale multi-acre, multi-year development
which will likely negatively impact achievable rent for the
foreseeable future during the long-term development cycle of this
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project. An upward adjustment is processed.
Sales 4 and 5 are located in Williamsburg, Brooklyn.
Williamsburg is superior to the subject in terms of achievable
multifamily rents. Apartment rents in this market are primarily
driven by distance to Bedford Avenue (with those projects on and
west of Bedford Avenue achieving higher rents than those
properties east of Bedford Avenue) as well as the 'L' subway line.
Each of these sales has been adjusted downward.
Size

This adjustment accounts for the difference in size between each
of the comparables and the subject property. Smaller properties
tend to sell for higher prices on a per unit and price per square
foot basis than larger properties. The subject property contains
160,302 square feet including the basement area. The
comparables range in size from 42,023 to 376,824 square feet.
Comparable 1 is significantly larger than the subject at 376,824
square feet and is adjusted upward. Sale 5 is similarly sized to
the subject and does not require adjustment. The remaining
sales are materially smaller than the subject and were adjusted
downward for size.

Economics

The subject development is eligible for a 421(a) exemption for a
period of 15 years for the residential component as the owner
purchased 421(a) certificates. The commercial component is
eligible for an ICAP benefit (see 'Assumptions' section). We have
not added the net present value of tax savings to our value
indicator via the Sales Approach; rather, we have adjusted the
comparables with varying benefits.
Sale 4 has a 25-year 421(a) benefit; however, the property
qualified for a longer benefit term than the subject as 20% of the
apartment units are set aside as affordable housing with
restricted rents. While the longer benefit term is a positive
economic feature suggesting a downward adjustment, the
restricted rental rates for 20% of the property are an offsetting
feature which suggests a net zero adjustment is warranted.
Sales 1, 3, and 4 have 15 year 421(a) benefits that have recently
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or will soon begin, no adjustments are required.
An additional consideration is the retail master lease at the
subject. It is leased below market levels and has a 10 year term
but also has 3% annual increases . We have not quantitatively
adjusted for the impact of the commercial master lease but
considered it in our final per square foot reconciliation.
Utility

This adjustment accounts for such factors as building height,
layout, exterior appeal, frontage, the existence of commercial
space, elevators and the interior design of each comparable.
The subject property is a recently completed 28-story elevatored,
mixed-use (multifamily and retail) project with luxury finishes,
very good views as a high-rise development, and a substantial
amenity package. Each of the comparables is also a luxury rental
building with substantial (and comparable) amenities.
The subject has a high degree of retail square footage on first,
second, third, and basement levels. We did not uncover any
sales of recently built luxury residential properties with a similarly
significant retail component. As retail space rents for a premium
to residential area, particularly on the lower floors, the subject
has superior utility to the comparables based on its commercial
area. Further, the majority of the comparables are mid-rise
properties which limits views.
Sale 1 has a limited commercial component and is adjusted
upward for the subject's superior retail base. However, the
adjustment is somewhat offset by this sale having superior views
to the subject as a 44-story property. The net adjustment is
+10%.
Sale 2 has a grade level retail component but is a shorter
property (12 stories) with inferior views. The net adjustment is
10%.
Sale 3 has inferior views as an 8-story building and no retail.
However, this comparable has a parking garage that serves the
neighboring Barclays center sports and entertainment arena
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which positively boosts cash flow potential of this feature. The
net adjustment is +10%.
Sales 4 and 5 have inferior views and no retail component. They
both warrant an upward adjustment (+15%).
Age/Condition

The subject property was recently completed in January 2018. It
was observed to in excellent condition upon inspection. Each of
the comparables is a newly developed luxury multifamily
building. They traded in very good to excellent condition. No
adjustments are required for condition.
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SALES ADJUSTMENT GRID
Sale No.
Address:

1

2

23-01 42nd
Road

237 11th Street 670 Pacific
Street

3

4

5

223 North 8th
Street

247 North 7th
Street

Sale Date:

Nov-18

May-18

Feb-18

Dec-16

Mar-16

Area (SF):

376,824

92,722

68,477

71,619

129,689

Units:

392

107

86

95

169

Sale Price:

$284,000,000

$81,240,000

$69,200,000

$68,875,000

$125,000,000

Sale Price PSF:

$754

$876

$1,011

$962

$964

Property Rights Appraised:

0%

0%

0%

0%

0%

Financing Terms:

0%

0%

0%

0%

0%

Conditions of Sale:

0%

0%

0%

0%

0%

Market Conditions (Time):

0%

0%

0%

0%

0%

Trended Unit of Comparison:

$754

$876

$1,011

$962

$964

Location:

20%

20%

10%

-10%

-10%

Size:

10%

-5%

-5%

-5%

0%

Economics:

0%

0%

0%

0%

0%

Utility:

10%

10%

10%

15%

15%

Condition:

0%

0%

0%

0%

0%

Total Adjustment:

40%

25%

15%

0%

5%

$1,055

$1,095

$1,162

$962

$1,012

Adjusted Unit of Comparison:
Unadjusted

LOW $754
HIGH $1,011
AVERAGE $913
MEDIAN $962

Adjusted
LOW

$962

HIGH

$1,162

AVERAGE

$1,057

MEDIAN

$1,055

Sales Comparison Approach Conclusion
All adjustments are percentages. A positive adjustment indicates an inferior characteristic to
the subject. A negative adjustment indicates a superior characteristic to the subject.
Before adjustments, the comparable sales show a range from $754 to $1,011 per square foot.
After adjustments, the range tightens to $962 to $1,162 per square foot, with an average of
$1,057 and a median of $1,055 per square foot.
With emphasis on the midpoint of the adjusted range, while also emphasizing the subject's
considerable retail component which boosts achievable rent for the subject's square footage
but is somewhat tempered by an in-place commercial master lease, we have concluded to a
fair value of $1,025 per square foot for the subject property on a stabilized basis. Our 'per
square foot' figure is below the adjusted midpoint.
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In order to determine a fair value conclusion for the subject on an 'as is' basis, we have
processed similar adjustments for stabilization as performed in our Income Approach. We
have accounted for tax benefits in our adjustment grid and no additional adjustment is
necessary for the subject's anticipated 421(a) and ICAP tax savings.
Our prospective 'as stabilized' and 'as is' values via the Sales Comparison Approach are
calculated as follows:
C A L C U L A T I O N O F F A IR V A L U E

Concluded Value Per SF
Gross Building Area (SF)

$1,025
x

160,302

Prospective 'As Completed and Stabilized' Value

$164,309,550

As Completed and Stabilized' Value, Rounded

$164,300,000

Less: Retail Tenant Improvement Allowance

($618,780)

Less: Commercial Brokerage Commissions @ 45% of Year 1 Income

($1,192,799)

Less: Early Termination Payment - Residential Master Lease

($2,517,183)

'As Is' Value

$159,971,237

'As Is' Value, Rounded

$160,000,000
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Reconciliation of Value
The estimated values arrived at by the approaches to value used in this report are as follows:

Sales
Income

Comparison

Value

Approach

Approach

Variance

Prospective Fair Value “Upon Stabilization”

$174,200,000

$164,300,000

5.7%

$169,900,000

$160,000,000

5.8%

(December 31, 2018)
“As Is” Fair Value, (December 31, 2018)

The final reconciliation considers the strengths and weaknesses of each approach to value and
reconciles to a single value opinion for the property.
Each approach is considered as follows:
The Income Approach was based on contract rents supported by market comparables,
estimated expenses supported by comparables, and market-derived vacancy and capitalization
rates. This value gives a good idea of the value of the property to a typical investor under a
rental scenario.
The Sales Comparison Approach was based on recent sales of luxury residential rental
properties in Brooklyn and Queens. Capitalization rate information was known for three of the
sales used.

We therefore presented income-related information for additional sales of luxury

multifamily buildings in the subject's market area.
The Income Approach provides the best indicator of value to a typical investor in this
marketplace and has been given primary weight in the final value conclusion for the subject as
a rental project. It is well-supported by the Sales Comparison Approach.
Therefore, with primary emphasis on the Income Approach, with support via the Sales
Approach, the final value conclusions for the subject property are as follows:

Fair Value
Value

Date

Conclusion

Prospective “As Stabilized” Fair Value

December 31, 2018

$174,200,000

“As Is” Fair Value

December 31, 2018

$169,900,000
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CERTIFICATION

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and our personal, impartial, and unbiased professional
analyses, opinions, and conclusions.
We have no present or prospective interest in the property that is the subject of this
report and no personal interest with respect to the parties involved.
We have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.
We meet the Competency provision of USPAP as described on Page 38 of this report.
We previously appraised the subject property in the last three years.
Our engagement in this assignment was not contingent upon developing or reporting
predetermined results.
Our compensation for completing this assignment is not contingent upon the development
or reporting of a predetermined value or direction in value that favors the cause of the
client, the amount of the value opinion, the attainment of a stipulated result, or the
occurrence of a subsequent event directly related to the intended use of this appraisal.
The appraisal was not based on a requested minimum valuation, a specific valuation, or
the approval of a loan.
This report has been prepared in accordance with the Standards of Professional Practice
and Code of Professional Ethics of the Appraisal Institute, the Uniform Standard of
Professional Appraisal Practice (USPAP). In addition, this report has been prepared in
compliance with IFRS 13 (International Financial Reporting Standards 13 – fair value
measurement).
Ryan Lipsitz made a personal inspection of the property that is the subject of this report.
No one provided significant real property appraisal assistance to the appraisers signing
this certification.
The use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives.
As of the date of this report, Amanda Aaron has completed the continuing education
requirements of the Appraisal Institute.

Amanda Aaron, MAI

Ryan Lipsitz

NY State Certified General RE Appraiser

NY State Certified General RE Appraiser

#46-49784

#46-51308
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QUALIFICATIONS: AMANDA AARON, MAI
Principal, Aaron Valuation Inc.

Education
Columbia University, (New York, New York), B.A.
New York University Graduate School of Arts and Science, M.A.
Appraisal Institute – MAI designation and continuing education requirements

Experience
Amanda Aaron has appraised commercial real estate since 1998 and has been the President
and CEO of Aaron Valuation, Inc. since 2010. Aaron Valuation provides the full range of real
estate valuation services for properties in the New York City metropolitan area. Clients of
Aaron Valuation include lending institutions as well as attorneys, CPAs, property owners and
developers.
Commercial property experience includes valuation of apartment buildings, condominiums and
cooperative buildings, retail properties, industrial buildings, mixed-use properties, affordable
housing, office buildings, hotels, senior housing facilities, proposed construction and vacant
land. Competencies include market analysis and feasibility determination, property tax
analysis, cash equivalency valuation of favorable financing terms and LIHTC valuation for
affordable housing developments, ground-lease valuation and fractional interest valuation.
Ms. Aaron supervises both experienced and junior appraisers, performs peer appraisal review
for a range of properties and regularly teaches courses for the New York Metropolitan Chapter
of the Appraisal Institute. Courses include a state licensing course (Using the HP12C
Calculator) and an Appraisal Institute Qualifying Education Course (General Appraiser Sales
Comparison Approach).

Professional Affiliations
MAI Designated Member of the Appraisal Institute
New York City and New York State Certified Woman-Owned Business Enterprise (WBE)
Metro New York Chapter of the Appraisal Institute –Board of Directors, 2013-2015
Regional Representative, 2013-2018 Education Chair, 2019 First Vice President
New York State Certified General Real Estate Appraiser #46-49784
New York State Approved Supervisory Appraiser
New York State Course Instructor and Appraisal Institute Course Instructor
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QUALIFICATIONS: RYAN LIPSITZ
Vice President

Education
New York State Certified General Real Estate Appraisal License Coursework
New York University, Master of Science in Real Estate Finance & Investment
University of Maryland, College Park, MD
B.A. Finance, Decision and Information Systems
University Honors Program

Experience
Mr. Lipsitz has more than thirteen years of experience in the real estate appraisal industry.
Assignments have included appraisals of Class A, B and C office buildings, apartment
buildings, condominium and cooperative complexes, industrial facilities, retail properties,
shopping centers, vacant land and various special use facilities. Projection and modeling
software utilized includes Argus and Microsoft Excel.
Prior to working in the commercial real estate industry, Mr. Lipsitz was a Senior Consultant for
Deloitte Consulting (part of Deloitte & Touche, LLP) specializing in the implementation of
enterprise financial information systems.

Professional Affiliations
New York State Certified General Real Estate Appraiser #46-51308
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