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The home of Barneys New York, 161 W. 36th St., couldn’t go co-op 2nd couldn't go condo. So it dic both: it weat cand-op.

tion Lo a meeh-feared [RS vule that Uhreal -
ons Lhe status of co-ops with ground-flour

ond-op, the newest ward in Lhe
ever-inereasing jargon of real
astate-cse, 15 also now the hot- shops.

Lust Lype of vonversion among The cond-op is, as its name suggests, a

New York devetopers. Though the process hybrid of the two most popular forms of

uf cond-upping is both costly and compli- apartment ownership in New York: the

cated, the up side is that it provides a sole- i paGE 3
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condominium and the cooperative. In # ¢o-
op, the owners hold sharas of a cooperative
and pay maintenance fees on the residen-
Lial space; in a conde, the lenants aetually
own the spaee oceupied and pay mort-
gages. While condominiums are prefera-
ble to many whe can alford the down pay-
nwent, New York “traditionally has beena
co-op markel,” says Benjzmin Barshay,
sales agent with Treger Really.

Generally, co-ops tend to be somewhat
less expensive Lhan condos. Many buyers
also prefer ke security of the co-op; be-
cause the co-op is owned by the sharehold-
ers, the board can eontrol membership and
el subletting. In addition, the proper-
fv Laex s nal paid mdividually by Uhe share-
hutders bui as one deed by the co-op. While
the tenanls pay mainteasace fees Loward
ihat dewd, the overzll taxes paid may be
tower {than the taxes paid by a condomini-
um owner, says Gil MNeary, president of
Coleman Neary Really.

With beneBts, however, go restrictions.
The 80720 rule, part of IRS Code 216,
stales that & co-op may nol garn more Lhan
20 pereent of its income from nonresiden-
Ligd sources. When the preportion of prof-
its that eome from commercial tenangs ex-
cends 20 percent, the entire eo-op loses its
preferential status for the year,

Enter the cond-op. BEssentially, the
cond-up skirts the IRS 80/20 ruie by split-
ting the residential cooperative inte alegal
entily distinet from tie condominium as a
whole. Generally, the first foor (or floors)
of the cond-op is made up of Lypieal condo-
miniam space that can he gold to relaiters
or leased as eommeretal space by the spon-
sor. The secoml part, consisling of resi-
dential aparlments, is set up to be owned
jointly by aeo-op with shares seld aceord-
irggly. While Lhe actual co-op is enclosed
within the larger condominium, the co-op
isits own entity; it has its own board meet-
inps and enjoys all the tax advantages ofa
typieal co-op.

Uver the past few years, “onc-thivd of
alt conversions of residentinl budidings
with retail space were to cond-op,” esti-
mintes Timothy Fine, managing direetor of
Chartes H. Greenthal Real Estate Man-
spoment. Says Barshay, “Without a
duubt, Lhis is the way of the future.”

Much of the reason for the cond-op's
eurrent success is historical. In the "T0s
and "80s, when many co-op dwellers
sought the cenvenience of Laundromats,
newssianls, gotirmet bakeries, and video
stures, 1he leasing of ground-floor space
for eormsnercial use became widespread. 1L
was o fine arrangement for apartment
ownesrs and retailers alike, but when com-
mercial real estale prices rese, the propor-
tion of income derived from retailers
jumped, and the eo-ops rished Lheir speciat
fax stadus.

Sinee violation of the 84/20 rute resulls
inihe luss of aco-op's status for that entive
vear, co-ops began issuing “sweetheart
leases” that offercd retailers their com-
mercial space at considerably lower than
going rates. “Slove owners could pay $10
# syuare fool in & eo-up building on a block
where any other space would go for $40
per square foot,” suys Barshay. But these
arrangenents ran into trouble in 1981,
when the attorney general’s office deter-
mined these “sweetheart leases’ were il-
legratl and hepan eracking down onr them.
Phal st Wre stagre Toranew legal Liwelie for
oulwitling the TRS —-Lhe cond-op. Cond-
ups, says Fine, leb asponsor “have his cake
and eat it toe.” The sponsor gels the reve-
nue of the sale of the building’s aparl-
ments io Lhe ceoperative and “loeieing, he
o o eep Lhe leases on the commercial

space.”

The acinal legal process of geing cond-
op is complicated—and lengthy. The con-
vorsion of 161 W. 16¢th St., where Barneys
New York is located, has been in the works
sinee August 1988 and is not expected to
finish until this coming January, says Ben-
jamin Barshay of Treger Realty.

Treger has owned the building since
1962, when Barneys occupied only one
floor. As the retailer grew more popular,
tenants on the seeond and third floors of
the buitding moved to higher foors until
Barneys oecupied the first four floors {and
the basement) of the building. As owner of

the building, Treger cotlected commercial
and residential rent. But with the rising
cost of maintenance and property taxes,
freger saw the opportunily te make
profit in conversion, Because of u large
outstanding mortgage, converting and
selling the entire building would have been
too costly, and because of the retail value
of Barneys, & co-op was out of the ques-
ticn. So the decision wag made: the build-
ing would go eend-op.

Sinee Jannary of '8%, 30 pereent of the
155 1BR, 2BR, and studio apartments
have been sold. To outsiders, a 500-
square-Toot, renovated studio with marbie

batly, whirlpool, and glass-brick sleeping
aleoves is $120,600. Insiders who alread;
have leases in the buillding are being of
fered shares for 30 to 40 percent less.
[ronically, though the cond-op revolu
tien continues, only the keen-eyed apart
ment hunter is likely to know it has oe
curred at all. Sponsors of buildings profl
from the increased rent of their retai
space made possible by a cond-op arrange
ment, but for the average cond-op tenant
says Gil Neary, the distinetion betwee
co-ap and cond-op is largely one of seman
tes: P Tenants sec the building is brick, the
windows are glass.” Pamely Stoc




