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New York is rife with u rban legends , like th e o ne about th e nine-foot

crocodile th at lives in th e sewe rs, o r th e o ne about th e treasure buri ed

on Liberty I sland.

------ Then th ere is th e one about th e z.ero ­

m ain tenance apa rtment . But it tu rn s

ou t this o ne is tru e.

Apart men ts th at co me with low or no

mon thl y cha rges -and insomecases

actu ally pa y th ei r owne rs a yearly

dividend - do exis t , but ca n be as

------ ::~~ec~a~:e:~~ed~::::~:::A
how ever , coul d ma ke th em more

Wh en Congress relaxed th e law , co -ops became free to

cha rge more fo r th eir grou nd-floor stores . But it h asn·t

been u ntil recen tly th at mos t buil dings could t ake

advantage of th e rule change, beca use man y of th em h ad
signed l0 - or even 2o -yearl easesthat a re only now expiri ng .

Until 200 7, a fede ral tax regula tion kno wn as th e "Bo-20

rule" required th at residen ti al co -ops rece ive at least eo

percent of th eir gro ss inco me from th ei r tenant ­

sh areh olders , and no more th an 20 percent fro m oth er
sources, like g round-floo r ren t fo r ret ail spa ce. If theydidn·t

comply, buildings lost th eir legal sta tus as co -ops and th e

t ax be nefitsth at co mewithit. As a resul t ,buildings

cha rged below-ma rket ren t for th eir commercial spaces or

~~~~~~ othe rwise perfo rmed legal gy m nastics to ret ain th eir sta tus

In neighbo rhoods like SoHo and along ~I adison Avenue, wh ere ret ail ren ts are high , it h as

meant a windfall fo r some co -ops . " ~Iost buil dings didn ·t expect th e law to change so

quickly , so were lock ed into long -term leases," said Richard Siegle r, a lawy er at Stroock &

Stroock & Lavan .

Stua rt ~1. Saft , a pa rtne r at th e law firm Holland & Knigh t , said th at "over th e ne xt few

yea rs, you are going to see th ose co -ops th at are lucky eno ug h to h ave commercial spaces

see a t remendou s amo un t of revenue."

A lucr ative gro und -floo r lease ca n add 10 percent o r more to th e valu e of an apa rt men t ,

residen ti al b rokers say. A spra wling tw o-bedroom loft at 464 Broome Stree t in SoHo , fo r

example, is in con t ract fo r $3 .22 million, nea rly 10 pe rcen t ove r its askin g price , in large

pa rt beca use th e listi ng not only offe rs no m ain tenance but provides its shareho lde rswith

$ 20 ,000 a year in inco me.

"Th e buil ding h as jus t eigh t apa rtments," said Hen ry Hers hko wit2, a broker at Dougla s

Elliman wh o represented th e seller, "so th e reven ues from th e tw o stores on th e gro und

floor coverthe real~,the building·supkeep, even afull-timesuper, a ndthen

th e re is money left over fo r an ann u al dividend."

An apa rtment of this siz.ein SoHo woul d typically come with a mon thl y ma in ten ance of

$ 2,4 00 , said Robert Dankner, th e preSlt of Prime llinhilttim Residen ti al , whi ch

represented th e bu yer. Wh en $ 20 ,000 a yea r in dividends is added to th e nea rly $30 ,000

saved in main tenance, th ere is a net savings of close to sgo.ooo a yea r, henoted .

As ~I r. Dankner pu t it : "Depe nding on how you mode l it , it woul d t ake $7S0 ,0 00 earning

a 6.S percent inte rest to get th at kin d of retu rn . O r, if th ey live th ere fo r 10 yea rs, th ey save

th em selves hal f a million dolla rs. If you think of it from this perspective, even with th e

bidding war and it selling fo r ove r ask , th e apa rtment wa s u ndervalu ed. "

On~l adison Avenue, alarge prewar co-opbuildinghad been forced for yearsto charge

below-market ren ts fo r its six sto refro nts so it woul d not fall off th e so-called Bo-20 cliff.

The leases expired in 2011, and th e 16-sto ry buil ding , at 47 Eas t 88th Stree t , "tot ally

changed th e dynamic of th e ret ail ," said Alan B. ~Iitchell, a residen t and a fo rme r board

president .

The co -op spe nt rou ghly $300 ,0<>0on reno va tions , includi ng replacing th e sto refro nts

dilap ida ted secu rity ga tes and awnings, and reprod ucing th e ornate coppe r cro wn

mo lding s th at once adorned th e facade. Some of th e ne w tenants also con tri bu ted to th e

storefront renovations , and were responsible fo r upgr ades like cen tr al ai r-con ditio ning.

Robe rt ~Ia", Optical , fo r instance , ' spe nt a subs tantial amo un t putting ma rble tili ng

throughoutthestore a ndinstallinglighting, " ~lr. ~Iitchellsaid. (Anti cipati ng the increased

inco me from high er ret ail rents , th e co -op also commi.s.sioned othe r wor k, reno va ting th e

basement , doub ling th e siz.eof th e gym and installi ng a fa mily recrea tion room.)
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The co -op, which h as 58 ap artments , replaced seve ral co mmercial

tenants with brand-name desig ne rs like ~I alia ~Iilli , Armani Ju nior

and Robe rt ~larcOpticai. The rent jumped as high as $325 a square

foot , from a max im um $50 a square foo t before 2011. Ann u al ren t

fo r each of th e six sto res is no w $ 250 ,000 to $325 ,000 , according to

Faith Hope Conso lo , th e ch airwom an of th e reta il g roup at Douglas

Elliman, which repre sen ted th e buil ding o n th e leases. A fou r­

bedroom apa rtm ent sold last year fo r ne arly $5 .2 millio n, a record

price fo r th e buil ding , according to Elly Pate ras, th e prope rty

ma nag er and a vice president of Dou glas Elliman.

1- - - - - - ~l r.~litchellsaid that "while thecash
bal ance will diminish this year

beca u se of all of th e reno va tio ns , it

will gro w substan ti ally over ti me. " Thi.s will in tu rn keep

th e main tena nce from going up as muc h as it mig h t h ave

othe rwise . The new ret ail leases also inclu de an an nu al 3

percent rent bu mp, "so th at in and of itsel f will help cove r

an y increases in th e co stofliving ,"he added . "' \'e ru n a1- - - - - - con serva tive bal ance shee t with minimal debt ."

But while a co -op ·s ability to cha rge more fo r commercial

space can be a finan cial bon anza fo r its sh areh olders , not

every buil ding is able to t ake advantage of it . Back when

th e Bo-20 rule was more restrictive, man y co -ops opted to

ca sh out and sold th eir gro u nd -floo r ret ail space s to avoid

th eheadach eof bei nglandlo rds .

Oth ers th at decided not to sell th eir ret ail circumvented th e Bo-20 rule by creati ng a long­

ter m mas te r lease of th e gro und -floo r space , in which th e owne rs of th e ma ste r lease

would be all buil ding residen ts and som e outsi de investors , who th en would sub lease th e

space to a ret ail tenant at ma rket rates. Thi.sbecame pro blema tic when selle rs moved out

of th e buil ding but kept th eir own ers hip stake in th e mas te r lease, prev en ting ne w owners

from be nefiti ng fro m it.

"Now th at th e 80-2 0 rules h ave been relaxed ," said ~Iargaret D. Baisley, a real est ate

lawyer with he r own practi ce in SoHo , "th ose en titie s who fo rmed th ese ma ste r leases

want to t ake th em back , but oth er investors h ave com e to own th em and th ey don ·t want

to change th e scheme, to th e detrim en t of th e buil ding."

And eve n for th ose buil dings th at own th eir reta il space s outright , th e effect 0 n th ei r

bott om line ma y be som ewha t muted . "Ou r storefront inco me is grea t , but it is not as

ro man tic as you ma y thi nk," said Karel De Boer, an agen t at Douglas Elliman and th e

propert y ma nage r fo r 17 Eas t 89th Stree t . "WIllie ou r rent h as increased, so h ave real

est ate t axes, payroll t axes and utili ties."

As th eir old leases expire , th e co -op, which h as fou r storefronts , is installi ng high er -payi ng

tenants , inclu ding th e chil dre n·s clothi ng sto re Ca ramel Baby & Oril d and th e It alian

spo rts we ar br and Le Civette . Last year it evicted one of its tenants , th e galle ry Art of th e

Past, after its owner, SubhashKapoor, was~for allegedly stealing priceless

artifacts . "There are alotof legai fees associated with evicting aten a nt, " ~lr. De Boer said ,

"and duri ng th e proce ss we couldn·t collect an y rent ." In addi tio n, as is typ ical fo r

la ndlo rds ,theco-op mu st pay abroker agefee andprovideits new retailtenants withthree

mon ths of free rent , fu rther cutting into its inco me.

Yet while th e ren t increases ma y not be a pa nacea , th e addi tio nal inco me from th e new

ret ail tenants h as allowed th e full -service co -op to keep ma in tenan ce low - it is ju st

$3 ,100 a mon th fo r a 2,600 -squ are-f oot th ree -bedroom , fo r example - and th e

assessm en ts to a mi nimu m.

"There is an inverse rela tion ship bet wee n main tenan ce and real est ate valu es," ~I r. Siegle r

said , "so co -op s th at are lucky enough to generate inco me from commerci al leases and

cankeep theirmonthly costs lowaregoing tobenefit. " Herepresentsa co-opon~ladison

Ave nue with store fron t leases poised to expire over th e ne xt several years. "' \'h enthetime

co mes," he added , "th ey will be able to reduce th eir mai ntenan ce , pay off th eir mortg age

anddocapit al improvem en ts -over all,a wond erful thin g."
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