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No ease in “site:” Rental and sale rates in L.1.s
commercial market will both continue to creep up

{ns) Michael Stein

Windsor
Commercial
Real Estate

While it may be difficult to pre-
dict the long term future, in the
short term, the 4th quarter of 2005
appears to hold much of the same
trend we have been seeing in the
last two years. The market, which
seems to be continuously reach-
ing new highs, shows little signs
of stopping. A decade ago, it was
said that office rental rates would
never exceed $30 per s/f on Long
Island. They have. As sale prices
for office buildings have topped
$200 per s/, 1t was said there
was no way the trend could con-
tinue without wholesale foreclo-
sures and bankruptcies. It has.

Today, a number of key factors
plav a large role inthe unrelenting
real estate boom on Long Island.
Low interest rates, and lingering
shyness of the stock market have
prompted users by the droves to
invest in their businesses by pur-
chasing the real estate they intend
to occupy for the next 10 years
plus.

To auser, owned real estate has
a differentappeal than it does toan
investor. While an investor looks
for a specific quantifiable return

Tel: 781-878-4540 / Fax: 781-871-1853 / 800-654-4993 / nerej@rej

Following this chain of events, REITs have
continued to do what REITs do best. Buy
more property and invest.

on his cash, a user may only be
interested in the fact that the carry
cost for owned property is roughly
equivalent to the cost they would
payv for rent. A user will look to-
wards tax deductions to defray
those carrving costs, while amor-
tizing a note that will one day pro-
duce asizable piece of equity. They
can also look bevond the instabil-
ity of vacancy, since they them-
selves control occupancy of the
property.

The fact that interest rates re-
main low 1s an added bonus. In
fact, while the prime rate has con-
sistently risen since July of 2003,
mortgage rates have remained level
and in some cases even dropped.

Freddy Mac has recently re-
ported a drop in both 15 and 30-
vear fixed mortgages. One might
speculate that soaring home sale
prices are in fact helping to fuel the
commercial real estate market, and
might be demonstrated in the in-
creasing popularity of the Real
Estate Investment Trust (REIT).
An industry once constrained
strictly within the bounds of profit
and loss, vacancy and return has
taken on airs of'a beauty contest, as
it becomes more and more appar-
ent that the value of the REIT, like
so many other securities, may be
driven by its ability to sell shares,
more than the equity value of the

product contained within the port-
folio. And why should that not be
the case, when the so called ex-
perts are standing on the sidelines
scratching their headsaboutatrend
they said could not continue?
Individuals have continued to
see previously unknown wealth
has bloomed around them, as per-
sonal residences have jumped in
value. The schism created by these
conditions have made an Ameri-
can dream for some, while push-
ing that same dream firmly out of
reach for many others. [s it pos-
sible that the only way to grab a
piece of real equity is in the form
of a share in an investment trust?
Asmany renters continue to save
for their own homes, and the price
of those homes continues to esca-
late out of reach, why not look to
place cash in shared ownership,
where one can still reap the ben-
efits of soaring real estate prices,
without needing the liquidity of
sole ownership? Reckson Associ-
ates is a prime example. Since
undergoing internal transformation
almost two years ago, Reckson
has seen the value of its shares rise
by almost 100%. Following this
chain of events, REITs have con-
tinued to do what REITs do best.
Buy more property and invest,
On Long Island, this trend has
been the source of major doings.

Since the buying trend of both
users and REITs have continued to
drive the price of real estate up,
many long term and even multi-
generational firms have been en-
ticed to sell prized trophy proper-
ties or even entire portfolios.

To further complicate the mat-
ter, costs of steel, concrete and
now energy have been hovering at
new highs, making it costly and
difficult for developers looking to
spec build. New inventory has been
dwindling, which only fuels both
the already hot upward cyvcle. The
shortage of office space drives the
cost of rental rates up, increasing
cash flow which in turn 1s increas-
ing wvalues, further driving sale
prices up. It would seem that this
combination of events would con-
tinue through the 4th quarter of
2005 and well beyond. Even if
costs for construction materials
were to drop, opening the door for
new development, it may still be-
come increasingly difficult on an
island where Nassau and Suffolk
counties comprise 1,200 sq. miles,
to continue to find land to develop.
In summary, barring major disas-
ters, natural or otherwise it would
seem to be a safe bet that both
rental and sale rates in the Long
Island commercial market will
continue to creep up.
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