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Steel out,

concrete in
Higher condo building
costs forcing changes

By Viasersan Losooso

In 20603, Kichard Bassuk, presideni ol Sing-
e el Pl Chrgan ieteoi, pongiliad oai
The cisds for a residoniisl project on Fidlth

e EE G Ee s T |6 [ RO

Avemue and 2th Stireel. Construction costs
were hetween 5176 and 51800 fooid,

Three years kater. when be amanged the
financing for @ project soross the sireel, con-
struction costs had doubded anleast S4080 a
{ool

Market wmchers say consmuction cosis
il ke gone up 30 ponoend i the pas)
viear abone = e il the prices. commue 1o rise,
il ity bring e combo [mdustry i a stall,

Certainly, londers aml developers ane los-
ing anibusisnaie ke on new projects, More
desimuble nonw ane converstions, which roguine
== maberial: @nd labor than pew oonstre-
fien, Scme developers ane also changing ihs
miberials thoy ww= priudbve, saoel, amed hello,
remnforeed condTede.

Afew developers caught by ndd-
el constructhon expenses haven't been able
o rad s comnda sles prices enough to moke up
e tho sddod eosts bevaiss the markst won't
bsaar |1, mipistoess sy, These trying to get out of
the gaume by selling theeir sites are seelng half
a4 many offcrs and a 10 percent (or maore)
drop in prices from o year ago, say brokers.

With two residential projects in U pipe-
line, developer Andrew Helborges, CEO of
Buttormwood Real Estnte, buas felt the impact
of the higher construction costs. Hesherger
bas seen an overall increase of $85 to §100
per aquare ool In Sundan Lofts & Tower,
v eatEtnsction development af 158 Madi-
san Avenoe. [The project was cancelled fusq
ns T Fead Dealwent (o press.}

“Thie nefeases in oosts have been bess drme
matic with his Gressiwich Club Resiclenc-
e= dievelopinent, a condo conversion at 58
Greenwhch Street - nbowt $30 persguare foot
ulmes e beginmning of the year,

“With Sandart, there have hoen suspirses,
derzens of others” snid Hefberger, "The bii-
crense inoosts of steed, conerete and sheetrods
- those thres line-lkems leve gooe ap, aboig
with Inbae”

Spikes, from concrete to eopper

Ecenomie devel oprment in China, which isin-
erensing demand for mw msterisls, is panly
toblame. Acocading toa constriction oot in-
dhox by tlie Engineering Mews- Record, which
tracks the constroction industry, the price of
cemsent incressed by 8 poroert frean this thse
st yess, sl thes prrioeof stee] ncreased by 8.4

percent during the sarne pesiol,

Conerete 1815 o 15 percent enone Spen-
siva boadny Ehaun o yesar agn, says Chins Zegler,
vice president ol Mew Yark constnaction ser-
vices &l Tormer Comstruction,

Ahﬂ:d.ﬂ;nm]:uhnﬁl] [merense i the
ooet of copper, waed for both plambing and
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electrical constracton; Turmer reported na-
thennaald eosts of capper wine incrensed by over
10 percent since the eid af Manch,

Contributing to the national demand for
constroction materials i the reconstruction
in wrens his by Hurricans Extrins In 2005,
Thes e Foirok] B ferther sgprasat] ng the
Esma, prushing prices up in fisel costs and odl-
busesedl consbmiction fesieriala,

With kund prices manning £300 and 400
nspunre foot im mnny cnses and construction
costs &x [gh, its casy to sec that devclopers
et have an extraordnany amount of wigge
e B hange less idham 85,000 stunre fiol
S comadns and still turm a prodie, secoeding to
observers,

Labor pains

Lahor costs are anothier corsidemtion, Conds
conversions like Heibergor's Greenwich Chab
Resldenees requine fewer materisls, but la-
Ty wemasin & g Timie-ibem cost acnoss the
Tl

“Three yenrs zgn, the New York market
wis wtill rerovering from September 11, wnd
subcontructors dido’t hove s fall book of
tramenciions, sl Bassuk

Benw deynand fir subcoantrsctors Bso g
it b= many development budgets in the red
“Suboontractors are extremely busy and whils
you enn sl gri subeonirsctorsio perfemin
time, it hus haen over the biedget,” Hefbenger
smid, " The denuand bs so great thil, effectvely,
there s n lahor shortage.”

Unforianasely for developers, it will take
fewer condo development starts before the
demand for sabeontractor servoes levels off,
b Bassaish. “When [subeontractors ]| don'l
lsave an unfimited] armount of work, teey1l
start to adjnst their pricing” he aidded.

Litthe knoway

Lnihe meantime, develiopers e th anes ad-
justing their sale prices o include the rise b
cnsts - with hopes thit thedemnaned will still be
s strong when thess condos hitthe market

According to Helberger, some Irvest-
ments ksdy to full were seoared Lastsismmer
with Bttle financial leaway for constmiction
cissts, “Homn developers can't just cadee the
price to menke wp for e dort-berm alwr-
nges,” Helberper sail.

Tz e Doeen i feowr el o gty buned =
geted that the rising consbruction costs will
slmngle Anaacing, sys Heiberger, “Biut theee
out of o hundred developments [ not an epi-
demic ameount of bloodshed spread.”

Mhlﬁﬂﬂ'rmdbuﬂﬁnsﬁmmmﬂ
Galdiman mnannging director mnd prlm]p..]
Ricke Swarty said he bins seen projects get pit
o hold becasse of the inensises in construe-
tinm ensts eombined wiih the slowdown ner-

cefvenl in the rising of prices. (Swarz dedined
to naume particulsr projects,)

"Mew eonstruction predeed on agenes-
sive pricn | nereses {s hisitant 1ogo mrsand,”
b ke ed

i, skl Hiilserger, mew condoaonstruc-
than jobs are not entirely in jeopardy; as new
constraction continues to sell iy wel,
“It’s the condo comvorshons that are having
o tougheer time sedling but these ane less sis-

ceptible 1o the four g [oonstrstion cost )
variables,” e said.

With & watehful eye o6 caiverains anid
e ponstruetion, brvestors are taking mone
somscrvhlvrategs in the oombo markel. Thene
s been s pull-back in purchasing sites for
i ressiderniial iarket, siys Brian Lenry, part-
e ot Masasy Krsalknl,

“Ayear aguwewere in amarket where you
ool et 15 1o 20 offiera foe a develspasent st
in p ehart tme e, sakl Leary. “Birt o,
weare seelug anwhien: (o hallla dozen 1o
10 offiers - at o 10 peroent decrease in asing
it - B o edldabde site”

Heading for the axit
Investars still enterivg the mnrost are spend-
ing mome time lecoking over alieroatives and
exit stradegices, According o Bassak, mane
irvestors are considering mied-nsedevelop-
menla,

“Theappetiie for aggresstve developement
g showrsl dwne Investors haven'’t pone
awemy, inl Heesr are putting their money else-
whsere.” Ly saicl,

Although Leary maintnins the rute of ne-
{um i carrently at 6 to 7 percent, domand s
lessening and the mew developrmsent will oy
alow diown dhise o Jowes paofit margins.

Lower profits aren’t sitting well with
londers, either, Lenders hoee become more
cautious in underariting new constrsotion
prajects.

“Costs nre rising s0 quickly, making it
harder to justify buflding than it was pre-

wviously” snid Prancis Greenborger, CEO of
i Bepitier. “Thve coocern ks whether prices
will stay highenomugh bomake it vinble tobuikd
given i incress in costs.”

Recading rentals

The prodent sttftisde tewand new constoie-

tlon i mere Hkely ol 1o aneatad crisis, said

Haiberger. Having alresdly lost units to condo

cormversicms, the rentnl housing market mow
TBeiberger. Having already lost undts toenmido
corversions, the rental honsing market now
bias i et than 1 percent vacancy rae,

A estimnatend 7,500 remtal vmits pralled of-
flire firr recent conto conversians will pot be
eastly replaced, soorees noted, While rents
hevwe rigen, they hoven't kept pace with kand
atil ponstrietion inorenses - mnd these sl
rincketing costs should slow new rental do-
vedopments,

For the next two yexrs, the pipeline hasa
majoritrof condodevclopmentain tho works
Dt closer tey ne rental developoents, Helberg-
crsaid. Asnresult, Helberger believes nthe
ek, vt s theere willl be o trend of peoplis
rniee g Tt el te cnexd o b i Ao i
elaboirate rent incrosees.

“Hyvupencil out the costs of constnsction,
Yl senc sofft oots b dho thee clead snd see what
it wrill b b et thee property, i will not cover
thecrsta, hesabil. Yo 1l lose mooey becaiase
afthe constriction eoste. [V prolilative and
ek g tew prjects (oo coming out the
pipeline. s

Market watchers say construction
costs have gone up 30 percent in

the past year alone -and if the prices
continue to rise, it may bring the condo

industry to a stall.

High costs spur change in building materials

& sonstruction costs continue 1o fes, conds developers ane using alematboa
mertneds to build withaid beaahking the bank,

*There s an agenesshn vivlue enginearng going on 1o try and reduce costs in all no-
spacts,” said Frencis Greenburges, CEO of Time Equities. *Developers ane taking ivio
atcourt construction technigees and materials s a furciion of the costs.®

Architect Steven Kratchman, who runs his own fiem, has noticed & switch froem steel
o reinforced concreta in residantial development in Manhatian, *in the initial costs,
redffarced concrete |5 mon axponahe,” says Kalchinan, However, he notes, “conceis
Duidls faster Im & wieh's ime, devolopers can put up thiee Foos varsug b Boor "

Ab the smme timss, bullcing with concrets uSes ks space betwaen Boors and tha
s af adnasd Bpaos means developers canndd more floors 1o thalr devweiopmens, As
& dewnisida, reinforced concrete lnchs Sexibliiy when tonants wam bo combing apat-

manis, which becomes a rather costh procadure.
in some smallar condo devalopments, developers are bulldng wood-frame struc-

fures and wsing cosd-olled stesl bent Inbo th construction of the walls. Accondirg to
Buliding cofes, thasa maierisls are socegtable far limied use in bulldngs with thros
to four stlofes. Bul whily developers can save money by goirg this route, It is at tha

cost of guality, ccormng bo Krbthiman,

Andrew Dlbver, managing director a1 investment banking iom Scnnenidlick Goddman,
EayS denvelopers Bre mone willing 1o cul back on 1he axtedar of the bulding by using

less ass than by compromisa on finishing out the units inside condo dovelopments.
Buyers want & mce-ooking building, but hing in Wep-guality wunits i mere impartant,

hia 5. By Vansssa Londaona
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