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Construction loans    from page 18

Street at First Avenue  — construction activity had been 
on hold for several weeks as of Oct. 20, neighbors said. 
Two sources said financing on the project was stalled by 
Lehman’s bankruptcy. A visit revealed that the first four 
floors were visible with no work progressing.

At the other development — a 24-story, 88-unit condo 
named the Alexander, located a few blocks away at 250 East 
49th Street at Second Avenue — construction is continuing. 
Calls to Gurevich’s office were not returned.

On the whole, the future of Lehman Brothers-backed 
projects is difficult to ascertain. A real estate source with 
direct knowledge of a Lehman commercial construction 
project in Manhattan, which he would not identify, said 
Barclays had funded the most recent draw in early October. 
A spokesman for Barclays said he would not comment on 
individual projects, citing client confidentiality.

 
Not just Lehman
In a non-Lehman-backed development, a condo under 
way near the High Line ran into financial straits when it 
incurred $30 million in cost overruns, said David Schech-
tman, senior director of the turnaround and distressed 
group at Eastern Consolidated. 

The developer needed the money to make debt pay-
ments, Schechtman said. Along with partners Eric Anton 
and Ronald Solarz, he secured $30 million from a private 
equity entity in September so that construction could con-
tinue. 

Schechtman said there were many development sites 
in Manhattan facing financing troubles. “There are several 
dozen projects in peril,” he said. 

Other projects under construction could be facing the 
loss of funding for several reasons. In some instances, a 
short-term land acquisition loan is coming due, or a devel-
opment may be over budget and the lender, during a month-
ly loan balancing process, demands more money.

Two years ago, if a development was out of balance the 
bank would look at the increase in potential prices per 
square foot and roll the cost overruns into a larger loan, 
said Gary Rosenberg, founding partner with Rosenberg and 
Estis. But now, as prices in the condo market have fallen, the 
banks have demanded fresh equity to make up shortfalls.

“Banks want to figure out what is happening and how to 
get out with a profit,” he said. “If the existing borrower does 
not have the wherewithal to get there they are looking for 
an alternative to work with.” 

As a result, the banks are now pushing developers to plug 
in the funding when a project has gone over budget. 

“So the developer has to raise $10 million or the bank 
says, ‘I am going to stop funding, and I will even start fore-
closure,’” said Rosenberg, who is reviewing three projects in 
the city where banks have put pressure on developers.

 
Rigorous reviews
Banks such as Citibank, UBS and others are squeezing de-
velopers by tightening up lending requirements for short-
term loans or calling for additional funding in over-budget 
projects, experts agreed. 

“If the loan is out of balance [or it appears out of bal-
ance], many banks are being very aggressive,” said Eric 
Zipkowitz, a real estate partner at the law firm of Wachtel 
& Masyr who specializes in construction law. He recently 
worked on obtaining additional equity required by con-
struction lenders for two commercial projects in the city 
and is working on a third. 

Zipkowitz said that about a year ago, when credit was 
easier to obtain, banks were more flexible in allowing a de-
veloper to use its construction contingency, which is gen-
erally between 7 to 10 percent, to cover cost overruns if the 
loan slipped out of balance. 

But they are much less likely to do so today and instead 
will require an additional equity infusion to cover the over-
runs and preserve the contingency fund, he said. 

In some cases, developers have no choice but to defer 
funding of their developers’ fee, which can run from 2 per-
cent to as much as 3.5 percent, until the project closes out. 

Zipkowitz said sometimes the equity infusions that 
banks are requesting are without justification. Banks, he 
said, have begun scouring the loan documents for tech-
nical defaults or other minor non-conformities that were 
often overlooked in the past as leverage for requiring the 
additional capital.

“For the developer, the key is to keep the project moving 
forward towards completion and lien-free,” he said.  

Even if the bank is asking for more equity without justi-
fication, the developer may have no choice but to capitulate, 
as the time lost in an arbitration or litigation (during which 
funding would stop) could be the death knell for a project.

 “Sometimes there are valid reasons and sometimes there 
are not, but for the most part, in today’s environment, it may 
not matter, because it still has to be worked out quickly to 
keep the contractors paid and the project moving,” Zip-
kowitz said.

Still, many say they don’t expect New York City develop-
ment projects to be abandoned by banks midway through 
construction. They say that banks, even those that are strug-
gling, will continue funding unless they absolutely cannot, 
because if they stop they will have an incomplete, money-
losing project and the prospect of lender liability litigation 
to contend with. (See Q&A on page 96.) 

Leonard Boxer, a partner at Stroock & Stroock & Lavan, 
said lenders will honor their obligations to finance projects, 
but will be more rigorous in reviewing finances.

“The institution will follow through with the commit-
ment and fund it. [But] you see there is much that goes be-
tween the cup and the lip,” he said. 

Rescue plan
Although the credit market for construction loans in New 
York City has been tightening all year, it all but ceased as a 
result of the turmoil on Wall Street, the federal bailout and 
the plunging stock market. 

Meanwhile, many stalled development projects are on 
the market, but buyers are waiting on the sidelines for a 
bottom. 

“No one wants to be perceived as a hero,” by jumping in 
and buying now, said Patrick O’Malley, a broker and manag-
ing director at real estate analysis firm DTZ Rockwood. (He 
was formerly a senior broker with Massey Knakal Realty 
Services focusing on Upper Manhattan.) “You are going to 
see a lot of pain, especially in Harlem and the Bronx.”

But Schechtman of Eastern Consolidated expected proj-
ects to be rescued in one way or another. “I wholeheartedly 
believe that many of the projects will be completed in one 
form or another, whether with new cash to an existing de-
veloper or new cash with a new developer.”  TRD
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the latest figures available, was down 8.9 percent from the 
year before, to $245,000, according to the National Asso-
ciation of Realtors.

Still, Manhattan has shown bigger increases in inventory 
and a quicker slowdown in sales than the national numbers 
recently, perhaps because the national market got weaker 
earlier. Manhattan inventory is up 34 percent compared 
to a year earlier, in contrast with a 2.3 percent decline na-
tionally. 

According to another measure of the market — the Stan-
dard & Poor’s Case-Shiller home price index, which mea-
sures single-family homes in 20 metropolitan areas — the 
greater New York metropolitan area was down 7.4 percent 
in July compared to a year earlier, a considerable contrast to 
Manhattan’s year-over-year performance and more in line 
with the national figures. The index doesn’t include condos 
or co-ops, making it a better measure of the areas around 
Manhattan including parts of Long Island, Westchester, 
southern Connecticut and northern New Jersey.

Overall, the Case-Shiller composite index of 20 areas 
around the U.S. has dropped by 16.3 percent, and in areas 
hit the hardest by the bursting real estate bubble, the Sun-
belt cities of Las Vegas and Phoenix, it has been nearing 30 
percent. Miami and Los Angeles prices fell by more than 
25 percent.

“What happened in those markets that didn’t happen in 
New York was both relatively over-inflated price increases 
— home prices going up 30 percent to 50 percent in a year 
— plus overbuilding,” said Maureen Maitland, vice president 
of index services at Standard & Poor’s. “When the bubble 
burst in those markets, there was a sharp decline that hap-
pened very quickly. 

“On a relative basis New York is doing better than the rest 
of the nation,” she said. 

Nationwide, foreclosure activity was up 12 percent in 
August compared to July and up 27 percent compared to a 
year ago with around 303,900 filings reported, according 
to RealtyTrac. 

About a third of the foreclosure filings — 101,700 — were 
in California, while Nevada earned the dubious distinction 
of having the highest foreclosure rate for the 20th consecu-
tive month, with one in 91 households receiving a foreclo-

sure notice. 
Among metropolitan areas, the New York City area 

ranked 84th nationwide for foreclosure activity, according 
to RealtyTrac. 

While the number of new foreclosures in the city jumped 
by 60 percent to around 1,100 in the third quarter of 2008 
compared to the same period last year, it pales in compari-
son to a city like Los Angeles, which saw more than 15,700 
foreclosures in the third quarter, according to a report by 
Property Shark. 

Jessica Davis, president of Profiles Publications, which 
publishes foreclosure data, estimated that foreclosures in 
the city have doubled since last year, hitting mostly in the 
boroughs. But that’s changing. 

“Brokers in Manhattan were kind of smug, saying, ‘Man-
hattan is insulated, it’s not happening here,’” she said. “But 
now it is starting to happen.”  TRD
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How Manhattan compares to the U.S.

Average Manhattan condo or co-op price (3Q)    $1.48M                                      8.1%       (SOURCE: MILLER SAMUEL FOR PDE)

Average U.S. existing home price (as of August)    $245,400                        -8.9%     (SOURCE: NATIONAL ASSOCIATION OF REALTORS)

Manhattan number of sales (3Q)     2,654                                                                            -24.1%  (SOURCE: MILLER SAMUEL FOR PDE)

U.S. number of existing home sales (as of September)  5.18 million      +1.4%    (SOURCE: NATIONAL ASSOCIATION OF REALTORS)


