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Sometimes, subletting can be costly. Ruth Farrago, the president of a co-op in Queens, remembers a subtenant who ruined an apartment.

Subletting: From Stopgap to Cash Cow

By DENNIS HEVESI

SUBLET'IING of co-ops — not 5o long ago a possible

indicator of a building’s dire financial straits and

even, for some shareholders, the last gasp before
abandoning their apartments — isn't what it used o be
For one thing, it's become increasingly profitable

Take, as an extreme example, the recent sublet of a
sublet of a sublet of a sublet.

"1t started with an original lease of $2,200 a month for
a one-bedroom in the East 40°s,"" said Roger Novaiti, the
managing director of Sumitomo Real Estate Sales. ““The
people were transferred out of town, and the owner would
not let them break the lease. So they sublet the apartment
for £2,750."

“And the same thing happened to the $2,750 people — o
business transfer oul of town,” Mr. Novait said. **50 they
sublet for 33,250 a month.™

The apartment is now renting (o0 a fourth tenant for
$4,000 2 month, with the profits going, after each switch, to
the previous sublettor. “It's totally illegal in terms of
board regulations, but some buildings just don’t pay atten-
tion to what's going on,"" Mr. Novatt said. “The sharehold-
er could rent to a nice, guiet young lady and end up with
trapeze artists.'”

Subletting of sublets, Mr. Novatt added, *'is happening
all over the city, in fancy buildings as well as walk-ups, but
primarily in the Midtown area.”

MNew York City's rental market has become 50 tight
and jarringly expensive, particularly in Manhattan, that
subletting is an increasingly alluring prospect for some
shareholders — individual owners as well as sponsors who
have retained ownership of numbers of apartmentis in
buildings they converted — sometimes to the chagrin of co-
op boards and resident shareholders.

At the same time, with sales of apartments booming,
the awvailability of units for subletting has dropped,
exacerbating the city's housing shortage and further
squeezing up rents, “Just five, six years ago when people
were unable o sell but could either no longer afford the
apartment or had to move, they would sublet,” said Stuart
M. Saft, the chairman of the Council of New York Coopera-
tives and Condominiums. It was the only liguidity in the
marker.”

“And because of the large number of these people
involved, the boards permitied it," Mr. Saflt continued,
“"because if a board strictly imposed a "no sublet’ policy,
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Owners, and sponsors, who once
turned to renting in desperation
now find it increasingly profitable.

they could find themselves voled out of office.”

“MNow, come forward to 2000, where the market is
much stronger and selling is not a problem," Mr. Saft said.
Ttz econpmics have changed because, as a result of the
housing shortage, there are people who want to sublease
thelr apartments as a profit center, a way of producing
income."

Though unaware of the sublet-of-a-sublet phenomenon
in the boroughs outside of Manhattan, Barbara Frechier,
the president of Glenjay Realty in Forest Hills, Queens,
can certainly attest to subletting’s shift from act of desper-
ation to profit plan,

“In the early and mid-80's, most people could not sell,
and a lot of people who couldn’t sublet walked away from
their apartments, just left them," said Ms. Frechter, a
former president of the Long Island Board of Realtors,
which includes Queens, “The interesting thing is that
people who started out subletting from necessily are now
subletting as an investment, because in a lot of cases they
are making a profit."”

The motive is hardly peculiar to individual sharehold-
ers. Speaking as a sponsor with an interest in 1,500
apartments in 30 co-0ps in Brooklyn, Queens, the Bromx,
Manhattan, Westchester and Rockland, Susan Hewitt, the
president of the Cheshire Group, said a major problem for
some buildings is that their sponsors “*are making so much
money renting that they won't scll their apartments.”™

“And they are effectively holding these co-ops hostage
as quasi-rental buildings,” Ms. Hewill added, saying that
she strongly prefers to sell. “'Frankly, we're in the busi-
ness of increasing the value of the apartments in a co-op,"
she said, “and we feel that's best achieved by increasing
owner-occupancy.'

The shift in subletting’s focus has recast, though
hardly dissipated, the contentiousness that has laced the
issue since the surge in co-op conversion began in the early
19803,

Thaormas [allsl for The New York ilm-.'!'
David Ellingrud faced intense sublet scrutiny.

There are strugples over where a board should draw
the line on when and to whom to rent, and constant
concerns aboul a co-op’s quality of life. A point of conting-
ing conflict is the ratio of owner-occupants to renters, and
how that weighs against the building's ability to refinance
its underlying mortgage and for prospective buyers to
obtain loans for individual apartments — commonly callgd
end loans,

Still heard are charges of favoritism toward owner-
occupants over shareholders who need or want to move —
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and vice versa There i also o recent court
ruling that =semt shudders through co-op
beards because 0 held o board member
|Ji.|"|"'::[]:l' liakbde lor 'l.lﬂl'l'li'lgﬁ'.‘i Im a discrimina-
[ Case I.Il'r"l'll'l'-.'ll'lg a subdet.

And [or would-he renters, there s the
bioard approval process, which can rival
applving for a morigage i e intensicy of
financial dasclasir,

Excepl for laws harring discrimination, a
ity boar’s policy on subletting i5 lased
on whal s wrillen in fhe develagunent’s
proprictary Iewse, “There e somde Dkl
ings,'"” Ms. Hewitt peinted ouf, “that very
zplf-consciously want to operate with fow
resirctions, o be analogous to condomini-
wims, which have unrestricted subletting,
And there are other buildings that restric
sublefting because hey wanl s have o
family Teeling, ™

Mr. Saft of the comncil of cooperatives
sabd the courts hove upheld the right of o
o boards e limit or nol peomit suldelting
at all, or to establish conditions on sublet-
ting."'

A cp-np Board can say, for instanece, it
won cin only suhlet i you’ve lived in your
apartmienl for, say, five years Or vou ¢an
oy sublet o ol of every three years,”
M, Safn =aicl

Tlli". courts have also raled in favar of
co=mes when it comes o delining Wl
i% & guest or a sublettor. © People are
going away Tor the summer or {or a year,”
e, aft said, and are allowing someonse o
lay in the apartment while taking the pose-
Loy Uit it persan is a guest, not o suidet-
Ty, Dspeiniages Hwere 15 mo fee being paid and mo
clocwrment called o subleasa,™

“HEul there are cases that hold that i
SANeonE 1S SIaYing i an apariment and thie
ner 15 not there, that persomn iS nol a gest
Paut @ subtenant,” M. Saft said, “even if no
peal is Being paid. People are surpeised to
e Ahiul,™

Bul it was e co-op Boards that were
taken aback m April when the Court of
Appeals, Mew York State's highest court,
ruled in @ case called Bbondi v. Beckman
Hill Hounse that o baard pressdent 'was ser-
somally Tiable for punitive damages as a
resull of the Board’s rejecting an nterracial
gl Tor o sublease.

The prirmary action in e Rionds case was
that the couple was denied o lease under
ciecimarances that the courts found w be
racial dizscrimination, and that the board
prgsident lid acted in bad faith, The couple
wan, il the peesident™s Bid for indeninats-
cation thronagh e co-0p's insurance welicy
weits dbenicd Ty the Court of Appeals.

“The underlying problem in Coopers-
tives,” said Robert Taylor, a partner In
Eovegns & Taylor, a law firm in Forest Hills
that specializes in real estate, “*is that o
need gosd people to run i, and i there's
2OIE 0 B peTsondl exposure for actions of
the hanrd collectively, then s one more
i why somebody mighl not wont to
risk his or her persomal Tinances."”

“It also means, ns far as subletfing is
concerned,’” Mr. Taylor saidd, *“that the
boards are goig to have o b very cares
ful."

subletting has alwavs been o alancing
act for the boards, primarily over whad
weaght o give W preserving the oop's
sense of COMIMUMEY agamst e innnediare
fmancial needs of individual sharehabders
aed, in the longer terpn, the building's
nhility fo0 obtain favorable rates when the
underlying morigage has w0 he relianced,

By the carly 00's, with the co-op market in
i downward slide, “some balldings that il
restrictions on sublettimg eased up Bbecnuse
of those concerns abaut abandonment,™ Ms.
Frechter of the Long Island realty board
said,

“Il o person abandoned the apartneent,
the bank that held the mongage was obli-

potied to (LR the maittenance,” she santin-
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Susan Hewitt, president of the Cheshire Group, said that subletting is so profitable, some sponsors won't sell.

wil, “Bul o lor of banks would et che
manslenance  accumulate, regardless af
pleas from the co-ap; they would pay i, bt
i for months,™

“Im the meantime, the oe-op had 19 make
up that difference,” Ms, Frechier added,
“and the cash flow was definitely hurting,

Mz Hewitt =pid that quality-of-life ancd
fimancial imsues often become entangled.
“Part af e compelling reason for people to
live in o co-ap s stability, a feeling that they
riscagnize their neighbors,™ she said. = And
that's particuliarly imporiant in a place like
HMew York.™

For resident sharcholders, “sublels are a
pain.” Ms. Howitt said, “They hate suble-
ting, beeause these are the peaple who don'y
know nol o put pleza boes down the com-
frctonr chote””

It can gel woerse an thar.

Bl Fareago i the prestdemt of the
Taiirel ool Hyde Park Gardens, & V-b-unil
parden apartment co-op in Kew Gardens
Hills, Queens. Ms. Farrago recalls oo well
some hellish tenants,

“There was an owner who resides in
California whao hired a real estate agent fo
subbet hig apartment,’” she sakd. “The agent
sublet withowt the owner's approval and
gigivedd the awner's name on the lepse "

For the first five months, no rent wos
pamidd, Eviction procecdings started. © But by
the timee they got to court, the agent bad pat
spmebtdy else in the aparument,’” M=, Far-
riagn sadd, 5o e legal decuments Wiers IH

HE secomnd subdenant wias no betior,

I “& wear and o half lster, we were

finally able to get the second tenant
cvicted,” she sakd, “and when ihe marshal
wenl b to remoye the furniture, the apan-
ment had been trashed.”

The walls, the Tloors, the bathroom T all
been orn aparl;  garbage was  sirewn
thraugebuonat, *When they Bifted up the furni:
ture, raaches just came [Byving oal,"" My
Farragn said.

For the owner living in Califormia, she
gand, Uil was o tolal loss: no rent ;) he hisd 1o
pay begal fees, the cleanugs, ancd he was still
IE'S[.'I'I:III!':H!IlE [0 Py us the maintenance””

Strugeles over subletling con lead 190
Ysomething Like class warlfare,"" sand s,
Hewitl, whose company has helped Bring
atability e several Dnancially troalled co-
opEs b e last decade,

Lk Monming /The Now Yerk Times

Edward Howe of the National Cooperative Bank said that a high level of

owner occupancy can reduce mortgage rates,

e e the holders of unsobld shares i a
building in Yonkers where the co-op had
greal difficulty gewing end loans, boih be-
cause e markel was deprossed amd Dse-
cause there were guestions aboal sullel
ting,”* she saud,

Eventually, those financial problems -
e, Bl e assue Lived an,”™™ ks, Hewill sasd.
“Thi central dispute at the anmaal mseting
for twa years running wened on subletting,
with preal hostility, The resident sharehold-
ors peredived these whae sablet a5 having
escapEl, or as profiteering off thedr Bl
ing. The subletiors claimed their ccanoniie
right to their investment. Each side invoked
el autlnriny.”

Some Boards foce the sublel disharmony
anly when they refinance, They find them-
selves in a bind becawse, among other
things, lenders require that their sublets be
brought below o Cortain percentage.

“This procuces all kinds ol tensions,” M=,
Hewitt =aicd. Do you gromdfather poeople
who already are subletting? Do you distin-
gulsh between investors amd sharelaiders
who putgrew thelr apartments? 1f o board
revicewss subdiel applicalions on a ciase-Tig

case basks, what constitutes hardship? All of
these are lmechy issees Tor mosh oo-ops,”™

Edward Howe, the manoging director of
the Mational Cosperative Bank, which has
provided wderlyving moriganges [or mare
than E00 boildings in e metropolitan
arca, sad much of tha pressure has besen
recuced i recent yoars,

“Five, six years agn, Il a property wos
lisss tham 75 peroent awner-aocupied, i was
extremely difficult Tor the buibding o get
linancing and Tor individeals 16 gel end
loang,'” M. Hoswe sakd,

Tasliny, 0T i ce-np 0% 25 percenl owser-
:'.-cn:a||:||_uj. financing is “readily availabbe'” ot
bt 5.5 percent, Mr, Howe said, Asmad for a
|:I|.l||l.|1l'||.'. il 15 e PO GWHET—DQ'EHI'.IH'I!L
this raMe i< about 7.75 peroeni — a4 three-
quarter percentage point difference,

A tvpical underlying morigage in the bor-
oipghs outside of Manhattan might Ta 31.5
million, he sald, *se the difference would be
about $9500 & year in payments.”

“The real dilforence, however,” .
Howee soid, 15 that five sears ago, a0 baild-
ing thal wis X percent ownec-aoepied
el ger financing.™

Most co-ops arc mw Cseasened,” poy
their bills and are sclling units because end-
loam financing is awvailabde, he saidl The
current rate for an end b in a0 baldig
than is anly 253 percent Owner-gocipica
wiontlel b abaont 85 percent, while in a eild-
ing that is 8 percent swmer-oeoupied i
would e about § percent. For o 51000000
aparriment with an $20,000 morigage, 1hiais
abaut 51,000 5 Ty differemese in povments,”’
Mr. Howe snid.

“Fivie WErE ago, :-i-’llhll."'l.ill'lg was reslly
taboo, and i°s ool 1he case anvmare e
cause the rental markel @5 so siromg," D
aaid. “*But this could all {'I'I-Clﬂj!j.' IEmm b
kind af like betng marveed — one day an's
oo, o clay it's noe”

I the pressore is off thee boards in These
hendy times, it is surchy on the renter,

il EOPLE have 1o demonstraie

Pr|1||rl:;-;4u:_-e'-lq"|.'|.'l thsclosure, and i11'=

driving them crazy.”” said Dowglas

Wagner, the president of Benjamin James

Associales, a Manhaitan brokerage compa-
ny fhanl specializes in rentals.

Thie demands certinly vary in the other
boroughs, but a1 least an Manhaltan, ¥r
Wagner said, "8 worthy (0 note that when
an applicant submits o complete  boird
package, they've also submitted the first
memidl's rent, a securily deposic usaally
egual [ two meenths” rent and some soed ol
co-op fees, which would include appliciation
fees of 8200 (o &500, nonrefuncable, even ¥
iy dan’t get the apartment.”

Then, tvpacally, there are annoal sublease
fees of perhaps $6000 o 51200 that are
passed nlong 1o the suldenan,

“8o just 1o get cul of the gate, the prerson
s put down 3 pages of personal inform-
L, rent security and relaned co-op lees,
which wsually prohibit hem from putting
roney dosm om anyihing, olse”" Mr, Waggne
samd. “And then they have 1o owail e o
st weeks for the approval mecting.”

David Ellingrucl, 24, has run the ganilet,

WM. ENingruod, an analyst Tor @ manage-
ment consulting firm, gradwted from Dari-
moauth two yvears ago and with four fricnds
fraan scelwsdl, rented o 55,000-3-mon iy lill.l'[:-ll.":'-
i ann Upper East Side brownstone.

Mo hie i rired af Biving like thie derm
schoed,” hae saicd

initially, Br. EWingrod and ome of his
roommiles began lpoking for o place o
share, VW spught one of (hase lisis whar
L think vou're goang to find something and
avodd the: broker's fese" be sqicl, 2 We lonskoed
at our owi, and, [ swear, one doy we proba.
hly wisived 40, 50 buildings, no exaggeration”
— shlior after slodee Tor 51,2000, 53,001,

“But two people in o shedio?" e said,

“When we did sec o one-bedroomm, 0 wias
for like 22007 Mr. Eldingrud said, “and
when you go there it's maore like o studio
whiere they pul up wae walls o make o
bdbrgoen aned a0 living rodm swhere if il
were sitting on o concly, the TV woled be in
st Lap.!

Then, on his own and warking theoagh o
broker, Mr. Ellingrud submitied his appl
cation 1o sublet a stedio on East 7151 Streel
for 51,0 a manth

“There's a lol of paperwork,” ho soid, |
hawve o perzanal infermation (orm. Yo e
a better from your job, which is stiomdaed; o
lemge application form, bank statemonts

“Then 1 eeded oy W2's for the last twa
e, iy full 1075 for ke last two years, |
heied o commplete an assel stabement. 1 hiad 1a
hiver my bank certily eat e amount of
mmoney 1 had in my scocunl was aclioally
there; had o have a bank officer sign my
form. Then | also needed three letters of
recommendation ;. co-warkers, friends, that
['meoix cleam, gquiet guy.”” The package was
submuitted ot the cnd of Juna,

l-'u'ull'l:.,'. on Wednesday evenring, Mr.
Ellingred met with the admissims commil
fee, 1 dressed conservatively,” he said,
g nf my better <hires.”™

He gat in. w
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