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BOERUM HILL COOPERATIVES

David E. Dowall and David Shiver

INTRODUCTION

In the summer of 1982, Jacqueline Petrowski was seriously consider-
ing the purchase of a unit in "Boerum Hill Cooperatives." The 4@-unit
tax-sheltered cooperative conversion located in Brooklyn, New York, was
being offered by a real estate development firm called Brooklyn Invest-

ment Resources.

Events over the past few years accounted for Ms. Petrowski consid-
ering a plunge into real estate ownership. She had recently obtained a
master's degree in Public Policy from Columbia University and worked as
a financial analyst for the Port Authority of New York and New Jersey.
More importantly, her parents had died two years ago, leaving her their
house in Forest Hills as well as designating her as beneficiary of a
family trust. As a result of the employment and trust income, her tax-

able income had been pushed into the 5@ percent marginal tax bracket.

Over the past several years, a number of her working friends had
used 'savings to buy cooperative shares in order to take advantage of
favorable tax treatment and capital gains potential. Those who had
bought early had realized substantial gains, especially in the heady

residential real estate market of the late 1970s. Priends who bought
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units at the market's peak in 1980 or later, had been disappointed. In
the last nine months, the cooperative market had begun to weaken.
Developers were cutting prices significantly and offering interest rate
buy downs to stimulate sales and clear inventories. Resale prices were
moving downward, echoing this trend. The weak market for cooperatives
reflected general market conditions: the residential real estate market

was in the throes of the deepest recession since World War II.

Despite the gloomy picture painted in newspaper articles and by
real estate industry observers, Ms. Petrowski figured that the housing
market was at, or nearing, its bottom. She was confident that real
estate would, in the long run, continue to be an excellent inflation
hedge. She was willing to assume a fair measure of risk. She felt that
since she was only thirty-one years old, and had no significant out-
standing debt, she could easily bear a loss, should her investment sour.
Of course, this attitude did not mean that she would make an investment
decision recklessly. She wanted to buy a quality unit with higher than
average capital appreciation potential and was willing to spend some

time and dollars searching for one.

Within the last month, she had viewed several units in Manhattan,
and believed that, although prices were softening due to the poor
economic environment, Manhattan cooperatives were still generally over-
priced. She then turned her attention to Brooklyn. Many younger indi-
viduals and families who could not afford either Manhattan rents or
housing prices had been moving across the East River to Brooklyn—-—
particularly into the Brooklyn Heights, Carroll Gardens, Cobble Hill,

and Park Slope neighborhoods. As a result, real estate prices had been
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moving up steadily until just a few months ago. A friend, who was aware
of her high tax bracket had told her about the Boerum Hill Cooperative

project, and Ms. Petrowski decided to look into the possibility of

investment.

The Boerum Hill project seemed particularly attractive for two rea-
sons. First, until very recently, the real property in the Boerum Hill
neighborhood had not participated significantly in the real estate boom
experienced in Brooklyn Heights, Park Slope, and other nearby neighbor-
hoods. An acquaintance in the City of New York Brooklyn Planning Office
had remarked that "Boerum Hill would be the next Park Slope," since it
was conveniently located near public transit and had many handsome,
older brownstones which had proven quite popular in other Brooklyn
neighborhoods. If the planner was right, the project would probably

meet her requirement of higher than average capital appreciation.

Also attractive to Ms. Petrowski was the substantial tax advantage
conferred to investors who participate in the restoration of histori-
cally certified structures. A year before, Congress had enacted a spe-
cial 25 percent tax credit for historic preservation, and the Boerum
Hill project qualified for this preferential tax treatment. The credit
could be used in addition to the regular tax deductible depreciation and

interest expenses.

Project Description

The project consisted of a five story, 40 unit apartment building
located at the northeast corner of Smith and Bergen Streets, about one

block to the west of the Boerum Hill Historic District (Exhibit 1). The
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property was an irregularly shaped parcel, compased of the following

known and identified parcels:

115 Smith Street
117 Smith Street
79 Bergen Street

81 Bergen Street

The approximate dimensions were 123.23' along Bergen and 80.02' along
Smith Street. The structure was situated on a 10,046.67 square foot

lot.

Brooklyn Investment Resources had purchased the original building
and land for $573,750 and rehabilitated it as cooperative units. The
structure had been built in 1884 in the "Federal" style. Working with
the Brooklyn Historic Preservation Society, the developer successfully
lobbied the City Landmarks Preservation Commission to designate the
building as a historic structure which "significantly contributes to the
nineteenth century commercial character of the area." The designation
also allowed Brooklyn Investment to make a facade easement donation to
the non-profit Brooklyn Preservation Corporation, an affiliate of the

Brooklyn Historic Preservation Society.

There were seven unit types available in the structure. Units

included:



17 two-bedroom units
15 one-bedroom units
3 studio units

2 two-bedroom lofts
1 one-bedroom loft

2 commercial units on ground floor

(Floor plan configurations are shown in Exhibit 2.) Sizes of residential
units ranged from a 625 square foot studio to a 1,780 square foot two
bedroom unit. Most units were between 1,008 and 1,100 square feet. The
ground floor retail space totaled 1,870 square feet. There were two
patios, one at the bottom of an air shaft in the center of the building,

and another in the northwest corner of the site.

The interior of the building contained exposed brick walls, wood
joists, wood or iron posts, and oak flooring. The heating system was
oil fired. Laundry facilities were provided in a portion of the base-
ment area. The developers had used high quality construction in the
building rehabilitation. Kitchens and bathrooms had been completely
renovated and had ceramic tile counter-tops, baths, and showers. Each
kitchen was all gas, equipped with General Electric dishwashers, dispo-
sals, and refrigerators. An intercom had been added to the electronic

security system.

There were two principals behind Brooklyn Investment Resources.
Donald Copello was head of Copello Construction, a firm with diversified
interests in real estate, construction, and scrap metal operations. The

firm had a joint venture interest in Trans—equity Associates, which had
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previously developed and marketed over 500 single and multiple family
homes in Long Island. Breton Harris, Esq., an attorney and investor,
specializes in real estate law and maintains an office at Court Street

in downtown Brooklyn.

The principals' Brooklyn experience consisted of three rehabilita-
tion and cooperative conversion projects, all in Brooklyn Heights. Two
projects were brownstone conversions on Orange Street, and the third was
a former hotel on Montague Street. Ms. Petrowski felt that the firm had

done an excellent job renovating these buildings.

Neighborhood Analysis

The area known as Boerum Hill is situated near Manhattan. It is
bounded by Schermerhorn Street on the north, Wyckoff Street on the
south, Fourth Avenue to the east, and Court Street to the west (Exhibit
3). The neighborhood itself lies between Brooklyn Heights, an expensive
and fashionable area to the west, and Park Slope, a well maintained dis-
trict consisting mainly of brownstones, to the east. Downtown Brooklyn,
a somewhat seedy looking commercial area with Borough offices, the
King's County courthouse, and other government offices is to the immedi-
ate north. South of Boerum Hill is the Gowanus Canal district, a gen-
erally deteriorated mixed residential and industrial area which runs

along the heavily polluted Gowanus Canal.

The project is close to public transportation. The BMT/IND A, E,
and RR subway lines stopped at Pacific Street and 4th Avenue; the A, E,
and GG lines stopped at Hoyt and Schermerhorn Streets. Mid-town Manhat-

tan was about 20 minutes away, and Wall Street less than 1@ minutes.
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Boerum Hill consists mainly of row houses which had originally been
built for middle-class residents in the mid-19th century. Over the
years, however, the area had steadily declined, and for most of the pre-
vious decade, the Boerum Hill District had been occupied by low income
and working class families. Ms. Petrowski stopped by the Brooklyn Plan-
ning Office to get a neighborhood profile for the area. The planning
office only had information for the Community Planning District #2, of

which Boerum Hill was a part.

The profile contained information which confirmed what Ms.
Petrowski knew of the area already: the total population had declined,
the number of persons receiving public assistance was substantial, there
was a high proportion of multiple dwellings, and high minority enroll-
ment was evident in the public schools. The problem was, of course,
that conditions in Boerum Hill would be different from those of Commun-
ity District #2. Her friend in the Brooklyn planning office had noted
that Boerum Hill was beginning to attract younger, middle income house-
holds and families. As evidence of her theory, she mentioned that eight
months earlier, a 3@ unit cooperative had been successfully sold out at

Bergen and Bond Streets.

Financial Analysis

Ms. Petrowski had obtained from Brooklyn Investment Resources sales
information oriented to investor purchasers. A sales agent explained to
her how the tax credit worked and outlined other tax benefits associated
with the project. Under the Tax Reform Act of 1981, a first-

user/investor could claim an investment tax credit amounting to 25



POPULATION CHARACTERISTICS *

POPULATICGN AND LAND USE PROFILE

1870 1880
Total Population 110,221 100.0% 93,350 100.0%
White 36,591 39.2%
Black 48,220 43.7% 45,393 48.6%
Indian 294 . 3%
Asian 2,045 2.1%
Other 9,027 9.7%
Hispanic 21,478 19.5% 16,280 17.4%
In the above table the specific racial categones
include persons of Spanish /Hispanic origin or
descent who reported themselves as that race.
pUBLIC ASSISTANCE, 1980
Type Numbar of persons
Public Assistance
(AFDC, Home relief) 15,643
Supplemental Security Income 4,783
Medicaid only 955
percent of the district population assisted: 22.9
198
LAND USE, 1980 No. Lots % Total
Restdential
1.2 Family 2,526 32
Multiple Dwellings 3,124 39
Commercial 615 8
industrial 448 G
Vacant Land 749 9
Other 531 2
pUBLIC SCHOOL ENROLLMENT
1970 1976 1980
Elamentary Schools
Total enrollment 12,405 8,709 7,250
Black 61.0% 68.6 % 70.1 %
Spanish 31.0 % 25.5 % 24.0 %
Other 8.0% 5.8% 5.91%
Junior High Schools
. 6,103 2,627 2,094
T°“ie"'°"mem 74.0 % 81.5 % 85.3 %
g‘:lsh 24.0% 17.7 % 13.3 %
Other 2.0% 0.8 % 1.4 4

®Source 1970 Cereus Fourth Count, 1880 Census Public L aw File

The sccurancy of the 1980 Consus Dats 1o New York has been chalienped by tre City and Stace of New
Yorlt The United Statws Diserrct Court for tha southern dirtrict of New York has held thet these rmults
are insccurses snd has ordered an adpisomen., bul the decision has twen snpwsied by the Cenais Suresu
Dapending on the fine outcome of tha lawsu.t, there ligires #rg subyect (0 change

oo imant of Coty Plancung Septermiter 23 1981
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percent of the costs of rehabilitation of a cooperative unit certified
as historically significant. The base for computing the tax credit
excluded the purchaser's pro-rata allocation of raw building and land
cost of $573,756. The credit would not affect the depreciable basis nor
would it be a tax preference item. A final feature of the tax credit
was that it minimized recapture penalties: if Ms. Petrowski held the
property for over 5 years, the tax credit and straight line depreciation
would not be subject to recapture. The tax consequences on disposition

would, therefore, be levied primarily at capital gains rates.

In addition to the historic preservation tax credit, each unit
would qualify for a "facade easement donation" to the Brooklyn Historic
Preservation Corporation, a non-profit corporation. Each first user
cooperative owner would share pro-rata in this donation on the basis of
his or her purchase price in relation to the aggregate published pur-
chase prices of the project. The value of the facade easement was sub~
tracted from the basis prior to determining the depreciable basis of the

project.

Exhibit 4, Exhibit 5, and Exhibit 6 had been prepared by Brooklyn
Investment Resources. Exhibit 4 listed the type, size, and sales price
for each unit in the project. The aggregate sales prices would be
$3,660,000, plus $341,125 in purchase money mortgages. The sum of the
aggregate sales price and purchase money mortgages constituted the total
sales price to investors of $4,001,125. Exhibit 5 showed the projected
total return upon sale of all units to equal $2,693,589. This amount
consisted of two elements: the cumulative cash after tax return of

$793,233 and net sale proceeds of $1,900,356. The sales agent had told
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her that her pro-rata share of the return (based on sales price) would
be approximately $67,356, assuming purchase of a unit with an average
price of $100,028, including a $9,156 down payment, a $8,528 purchase
money mortgage, and sale of the unit in the fifth year for an average

price of $134,444.

Exhibit 6 showed Ms. Petrowski how the annual net investment fig-
ured was derived. In year one, the largest outlay would be the cash
deposit, followed by $117,120 in interest payments, $21,000 in lease up
expenses, and additional closing costs and normal operating expenses.
Offsetting these cash outflows would be $49,410 in interest earned from
deposited monies and $56,583 in rental income (for three months only) .
In subsequent years, the net required investment would be the differ-
ence between the sum of mortgage interest and operation expenses, and

rental income received.

The projections assumed an average annual increase in value of 8
percent, as well as 8 percent annual increases in rental income and
operating expenses. In their rental income analysis, Brooklyn Invest-
ment figured that first year gross rent would be $251,48l1. It further
assumed a 10 percent first year only vacancy factor, yielding $226,333
in effective gross income. In years 2 through 6, the vacancy factor

would be 5 percent. The rental income schedule was computed as follows:
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1982 - 1st year (three (3) months) =
1983 - 2nd year
1984 - 3rd year
1985 - 4th year
1986 - 5th year
1987 - 6th year

$ 56,583
258,019
278,661
300,954
325,030
351,032

In the operating expense schedule shown to Ms. Petrowski, the only

item not

had been abated by the city for 20 years.

The expense schedule showed total expenses as $76,672 in 1983,

in 1984,

$87,167

Real Estate Taxes

Comprehensive Insurance

Rental Management

Rental Fee & Advertising

Trash

Elevator Maintenance

Utilities (Common area electric)
Water & Sewer

Repairs & Maintenance
Maintenance man + costs (1/2 day)
Supplies

Legal

Miscellaneous

operating income was thus estimated as follows:

$13,600
16,150
13,200
2,590
2,040
2,040
2,040
2,550
8,500
5,100
1,020
1,020
1,708

$72,000

increasing by 8 percent per year was real estate taxes which

Operating expenses included:

$81,718

in 1985, $93,053 in 1986, and $99,409 in 1987. Net
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NET OPERATING INCOME

Income Expenses Net

1982 (3 mos.) $56,583 18,000 38,583

1983 258,019 76,672 181,347
1984 278,661 81,718 196,943
1985 300,954 87,167 213,787
1986 325,030 93,053 231,977
1987 351,832 99,409 251,623

Ms. Petrowski thought that the project appeared to offer a high
return to equity at first glance, but was not impressed by the sales
agent's representations. First, she thought that the return to an
investor might differ by the type of unit purchased, énd that it was
misleading to base a projected return on an "average selling price."
Second, she was concerned whether the assumptions underlying the finan-
cial statements were reasonable. Did market conditions justify selling
prices at the levels proposed by Brooklyn Investment? Would the rental
market support the level of rents required for the projected return?
Would there be sufficient demand in the future for the units to justify
the annual eight percent appreciation factor? To assist her in answer-
ing these questions, she decided to spend a bit of her investment funds

to have a marketing study done for the project.

She contacted a former professor at Columbia who directed her to
faculty at New York University specializing in real estate. One faculty
member she spoke to at NYU advised her that one of his graduate business

school students, David Nisbet, was working his way through school by
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serving as a free lance real estate consultant. She met with Nisbet and
discovered even a graduate student's services do not come cheap. She
told Nisbet the kind of information she wanted and agreed to pay him a
fee of several hundred dollars to collect market data in tabular form

but without text. After two weeks, Nisbet presented Ms. Petrowski with

his information. His work is shown in Exhibit 7. Ms Petrowski sat down

to review the data and make a final decision.



EXHIBIT 1

BOERUM HILL HISTORIC DISTRICT

BROOKLYN

Dean Street

Subject

Smith Street

-Site

I 3l g
State Street a3 b
[
2 £
@ 2
[ d
H
Atlantic Avenue 5
5
Pacific Street

Bergen Street

Wyckoff Street

DESIGNATED NOVEMBER 20, 1973

Numbers show buildings inside boundary of district
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EXHIBIT 3
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Exhibit 4

BOERUM HILL COOPERATIVE

SALE PRICE SCHEDULE

PURCHASE TOTAL

SALE MONEY SALE PRICE

UNIT §g.§$. TYPE PRICE MORTGAGE 29 INVESTOR

Lower Level L-N 1040 1-Br $78,500 $7,500 $86, 000
L-F 1175 1-Br 76,500 7,225 83,725

L-G 695 1-Br 47,000 4,000 51,000

L-H 700 Studio 46,500 4,000 50,500

$248,500 $22,725 $271,225

1st Level 1-A 1065 2-Br $89, 000 $8, 500 $97,500
1-H 625 Studio 49,500 4,500 54, 000

1-C 1780 2-Br 129,000 12,500 141,500

1-F 1095 2-Br 92,000 8,500 100, 500

1-G 685 1-Br 54, 000 5, 000 59, 000

1-J3 1240 Commer. 57,500 5,500 63,000

1-K €70 Studio 49,000 4,750 53,750

1-L 530 Commer. 42,000 4,000 46, 000

$5€2, 000 $53, 250 $615, 250

2nd Level 2-A 1070 2-Br $100,000 $9, 250 $109, 250
2-B 790 1-Br 76,500 6,500 83, 000

2-C 1100 2-Br 103,000 9,750 112,750

2-D 1040 2-Br 102,750 9,750 112,500

2-E 1015 1-Br 90,500 8,500 99, 000

2~F 1095 2-Br 102, 000 9,750 111,759

2-G 695 1-Br 62, 000 5,500 67,500

$636, 750 $59, 000 $695, 750

3rd Level 3-A 1078 2-Br $107, 000 $10, 500 $117,500
3-8 790 1-Br 81, 000 7,750 88, 750

3-C 1100 2-Br 111,000 10, 250 121, 250

3-D 1045 2-Br 113,000 10,750 123,750

3-E 1025 1-Br 97,000 9,000 106,000

3-F 1110 2-Br 105, 000 10, 000 115,000

3-G 685 1-Br 23,000 6, 0N0 89, 000

$697, 000 $64, 250 $761, 250

4th Level 4-p 1090 2-Br $112,500 $10, 650 $123,150
4-B 790 1-Br 85, 250 8,000 93,250

4-C 1130 2-Br 120,000 11, 250 131,250

4-D 1045 2-Br 120, 000 11, 250 131,250

4-E 1055 1-Br 104,500 9,750 114,250

4-F 1125 2-Br 111,000 10, 250 121,250

4-G 695 1-Br 70, 000 6,800 76,800

$723, 250 $67,950 $791, 200

Sth Level S-A 1090 2-Br $122,000 $11,500 $133,500
5-B 800 1-Br 93, 000 8,900 101,900

5-C 1335 2-Br+Loft 133,000 12,500 145,500

5-D 1060 2-Br 126,500 11,900 138,400

S-E 1235 l1-Br+Loft 122,000 11,500 133,500

5-F 1200 2-Br+Loft 120,500 11, 2590 131, 750

5-G 695 1-Br 75,500 6,400 ]1,900

$792,500 $73,950 $866,450

TOTAL 39,280 $3, 660, 000 $341,125 $4,001,125
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Exhibit 7

David Nisbet Associates

37 West 12th Street
New York, New York 10011
212) 243-2555

August 27th, 1982

Jacqueline Petrowski
Office of the Controller
Port Authority of New York and New Jersey

Suite 4015

New York, New York 10048

Dear Jackie:

Pursuant to our agreement, I am happy to submit to you the following:

(1)

(2)

(3)

(4)

(5)

(6)

(7)

EXHIBIT A --Locational Map of Boerum Hill Neighborhood.

EXHIBIT B --Housing Stock Characteristics. The number of year
round units, tenure, unit type, age, and condition are shown
for Brooklyn and selected neighborhoods. Data is from the 1980
Census of Housing.

EXHIBIT C --Ethnic Composition 1970 and 1980. Shows total 1970
and 1980 population broken down by white, black, and spanish origin
categories, and by neighborhood.

EXHIBIT D --1982 Median Household Income. Income data is broken
down by borough and by income interval.

EXHIBIT E --Non-Agricultural Employment by Sector 1970-1980;
Percent Change. This indicates changes in employment levels for
New York City only.

EXHIBIT F --Comparable Cooperative Projects Currently for Sale.
Indicates the number and features of new cooperative projects in

the primary market area only (MAP included).

EXHIBIT G --Comparable Rental Units. Shows current market rents
by unit type in primary market only (MAP included) .

Real Estate Financial, Market, and Feasibility Analysis



Ms. Petrowski --Page Two

(8) EXHIBIT H --Affordability Analysis. This estimates the number of
households in the primary and secondary market areas which can
carry the annual costs of cooperative units in a selected price
range.

As we agreed two weeks ago, I defined the primary market area as the census
tracts which comprise the Boerum Hill, Brooklyn Heights, Carroll Gardens/
Cobble Hill, Gowanus, and Park Slope neighborhoods. Census tract boundaries
are approximately coterminus with the neighborhood boundaries set forth in
the City of New York Planning Department. In some cases, however, 1980
census tract level data were not available, and I use the borough of Brooklyn
as the primary market area. The secondary market area was defined as the
City of New York (all five boroughs).

If you have any questions or need further assistance, please do not hesitate
to call. Good luck!

Cordially,

.Ea,«zaa- /’l/DS éefd'

David Nisbet
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Exhibit 7 con't
Exhibit C

ETHNIC COMPOSLITION OF POPULATION 1970 AND 1980

1970 1980
Brooklyn (King's County) Number Percent Number Percent

TOTAL 2,602,012 100.0 2,230,936 100.0
White 1,905,788 73.2 1,249,486 55.9
Black 655,707 25.2 722,812 32.4

Spanish origin#* 385,098 14.8 392,118 17.6

Carroll Gardens/Cobble Hill

TOTAL 25,074 100.0 22,313 100.0
White 23,834 95.1 18,113 81.2
black 788 3.1 592 2.7

Spanish Origin 5,025 20.0 5,320 23.8

Boerum Hill

TOTAL 10,007 100.0 7,760 100.0
White 7,608 76.0 3,997 51.5
Black 1,905 19.0 1,719 22.2

Spanish Origin 4, 325 43,2 3,015 38.9
Brooklyn Heights

TOTAL 22,333 100.0 21,550 100.0
White 21,006 94,1 18,963 88.0
Black 906 4.1 1,422 6.6

Spanish Origin 1,808 8.1 1,577 7.3

Gowanus

TOTAL 28,035 100.0 26,345 100.0
White 21,502 76.7 15,556 59.0
Black 5,827 20.8 5,193 19.7

Spanish Origin 9,633 4.4 9,859 37.4

Park Slope

TOTAL 74,770 100.0 61,311 100.0
White 64,2864 §6.0 43,347 70.7
Black 7,842 10.5 9,258 15.1

Spanish Origin 16,674 22.3 14,224 23.2

“Spanish origin population overlaps with counts for whites and blacks.

Source: U.S. Bureau of the Census, 1980 Population Census; David
Nisbet Associates.




Exhibit D

1982 Median Family Income

1982
New York City
Bronx 17,408
Brooklyn 18,570
Manhattan 20,765
Queens 24,254

Staten Island 25,408

Source: 1988 Population Census; City of New York Planning Depart-
ment; David Nisbet Associates.



Number of Households by 1982 Household Income Interval

Income City of New York Brooklyn

Interval
Under $3000 253,965 82,453
$3000 to $4,999 176,877 53,179
$5008 to $7,999 261,930 78,964
$8,000 to $9,999 173,962 53,761
$10,000 to $14,999 483,763 141,928
$15,000 to $24,999 945,800 231,572
$25,000 to $49,999 972,476 162,401
$50,000 and up 242,927 19,542
TOTAL HOUSEHOLDS 3,511,709 822,800

Source: 1980 Population Census; City of New York Planning Depart-
ment; David Nisbet Associates.
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EXHIBIT F

Comparable Cooperative Projects Currently Selling
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EXHIBIT G

Comparable Rental Units
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Exhibit H

Carrying Costs for Selected Cooperative Units: 1982

Sales Price $ 55,000 $ 85,000 S 105,000 $ 135,000
ANNUAL HOUSING COST:
Prorated Blanket Mortgage Cost 7,040 10,880 13,440 17,280
Real Estate Taxes (.34%) 187 289 357 458
Prorated Operations Cost 948 1,465 1,809 2,326
TOTAL 8,175 12,634 15,606 20,064
Household Income Required to
Support Costs of Housing by Price
of Unit (to maintain 30% Housing
Costs-to~Income Ratio) 27,250 42,100 52,020 66,880
Number of Eligible Households
in Primary Market (Brooklyn) 16,7300 71,500 18,800 12,900
Percent of Eligible Households 20.33 8.69 2.28 1.57

in Primary Market (Brooklyn)






