You have questions—Lunchbreak interviewees give answers

LUNCH
_

With the economy in the
madst of turmoil, real
estate is directly affected.
So1got together several

past interviewees and pre-
sented to them a number
of questions posed to me by
readers. Thevirtual panel
consisted of property
owners, developers and
brokers.

You can email me at
nesanel@amimagazine.
orgwith your questions for
a future panel. Looking

Jorward to hearing from
you!

—Nesanel

.REAL
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I’'m finding it harder to put deals
together in the current market.

Are there any emerging markets
that you think will soon be hot?

Shlomi Bagdadi:

No matter how tough the market gets, if
we keep following up with our clients and
touching base with them frequently, they
will transact. To me, that’s just the normal
market. A busy marketjust makes us work
less, and a slow market demands that we be
committed. [f we stay committed, deals will
getdone.

In my opinion, government housing and
assets that can house educational facilities
are going to be on fire in the next couple of
years.
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Moti Belsky:

Be patient. Real estate isn’t meant to be
ashort- term game. A long-term approach
awards investors in the long run.

David Junik:

In the current market, it’s important to
step back and analyze potential opportuni-
ties. This may involve exploring short sales,
educating sellers about market conditions
and new values, or finding creative financ-
ing solutions such as owner financing.
Flexibility in dealing with different asset
classes is also important, as opportunities
may vary. For instance, there is currently a
significant potential downside in the office
market or multistory industrial proper-
ties compared to single-story industrial or
prime residential development sites.

Maintaining constant communication

“A busy market
just makes us work
less, and a slow
market demands
that we be
committed. If we
stay committed,
deals will get
done.”

—Shlomi Bagdadi

with clients is also important. Initially, they
might not be flexible, but over time they
may become more open. It can take a few
months of consistent education and discus-
sion before they are ready to finalize a deal.

One creative approach is to look at who
purchased properties over the past five
years. Many of these mortgages are soon
due and the owners may be forced to trans-
act, presenting potential opportunities for
new deals.

Lev Mavashev:

Despite the current market challenges,
there’s still healthy demand for well-
located, newer constructed multifamily
buildings. With the passage of good cause
eviction laws, I anticipate we’ll see more
trades involving these types of properties.
Focus on areas where newer developments
are prevalent and you can capitalize on this
demand.

Jonathan Menlo:

The market has definitely slowed, es-
pecially for my focus, which was luxury
homes. The reasons were mostly interest
rates, as well as the new ULA tax that was
passed in California. Personally, I think the
best way to go is to find very basic homes in
blue-collar neighborhoods and do a quick
fix-and-flip. The margins aren’'t as high, but
it’s less risky and the turnaround is very
quick. Plus there is always demand for the
average working man’s house.

Yisroel Orzel:

Between higher interest and insurance
rates (especially properties in wind and
flood zones) and generally increased oper-
ating costs, the market has been extremely
tough. For the most part, cap rates are quite
low. The only possibility of doing a deal is
for properties that owners need to sell be-
cause they are under pressure, dealing with
floating interest rates or general operation-
al issues. But those deals are hard to come
by, which is why not many properties have
changed hands.

It’s hard to pick emerging markets on the
horizon. Some of the hottest markets have



recently cooled down. The Midwest mar-
kets still have some appeal if you can find
something that makes sense.

Ceasar Salama:

Expectations from equity, coupled with
changes in debt markets and increased
regulatory challenges in New York have
certainly made things difficult. This has
created significant downward pressure on
property values, which I believe has opened
up buying opportunities that don’t come
around very often.

My advice would be to focus on quality.
Great locations rarely become less desir-
able. In difficult times, we typically see a
flight to quality because it's a chance to
acquire locations at prices that make sense
without the need to be overzealous in un-
derwriting projections.

As afirm, we remain very bullish on New
York City and are continuing to seek oppor-
tunities in strong Manhattan and Brooklyn
submarkets.

How much do you believe
interest rates need to go down
to right the ship?

Shlomi Bagdadi:

The market is mostly affected by an
uncertain future. When the interest rate
future is unknown, investors, developers
and lenders are hesitant to pull the trigger
on pretty much every sector of commer-
cial real estate: acquisitions, dispositions,
construction, lending, etc. I do believe that
lowering interest rates or at least knowing
the direction in which they are going can
put the market at ease and stimulate CRE.

Moti Belsky:

It depends on the particular deal, but
rates right now aren’t super high compared
to historical norms. They were at historic
lows from 2020 to 2022, which drove the
market higher, butif you paid a higher
cap rate or took a long-term fixed rate loan
you're probably okay right now. The prob-
lem is short-term debt, where people paid
very low cap rates assuming they would

stay that way forever. Office real estate isa
whole other story.

David Junik:

In order to stabilize the market effec-
tively, we need to reduce interest rates by
approximately 200 basis points. This ad-
justment would make the initial underwrit-
ing more reasonable from an exit stand-
point. With stable interest rates, develop-
ers would be able to secure the necessary
financing to complete their projects. Due to
high interest rates, many deals don’t make
financial sense to complete, so developers
are staying on the sidelines.

Lev Mavashev:

Interest rates are a crucial factor. While
it's hard to pinpoint an exact figure, a re-
duction of atleast 1-2% could significantly
boost investor confidence and transaction
volume. The key is to stay optimistic and be
ready to act when the rates do start to ease.

Jonathan Menlo:

It really depends because it’s all very sub-
jective. From an investment point of view,
taking a construction loan was always a
higher rate and now it’s ridiculously high—
if you can even get one. I think once we get
below 5% things will turn around. But just
to put things in perspective, there was a
time not long ago when you could finance
a property for under 3%. I'm not so sure
we will ever see those days again. It’s justa
hunch, but who knows?

Yisroel Orzel:

I believe that if it settles at about 5%, you
might find some deals that are worth look-
ing at. Hopefully they won’t rise in price.

Ceasar Salama:

It’s hard to say. As much as we'd love to
see rates come down, we analyze based on
current conditions, so ifand when they do
drop, we'll certainly be the beneficiaries of
an improving market and have our down-
side protected if those rate cuts don’t come
as soon as wed like.
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I'm looking to buy a house, but
the interest rates are really
high. Some people are advising
me to wait a bit, but others are
saying that once the rates drop
the prices will go up, so | should
buy a house now and perhaps
refinance later.

Shlomi Bagdadi:

I always say that if you can afford to buy,
don’t wait for anything, especiallyif you're
buying a house in a nice neighborhood.
Real estate has a long history of apprecia-
tion over time regardless of interest rate
fluctuation.

Moti Belsky:

A house is a place to live, not an invest-
ment. Assuming you need the house and
can afford it given where rates are today;,

-you should buy it. You can always refinance
atalowerrate if they go down.
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David Junik:

In the neighborhoods we live in, hous-
ing prices haven’t decreased. In fact, they
have remained stable, and there’s a strong
argument that prices will increase once in-
terest rates come down. If someone has the
opportunity to buy at today’s rates but also
has the flexibility to refinance within the
next two years without a penalty,  would
advise him to take it.

Lev Mavashev:

My advice is that if you find a property
that meets your needs and budget, it might
be worthwhile to buy it now and refinance
later. Waiting for rates to drop could result
in higher property prices, offsetting any
savings from lower interest rates.

Jonathan Menlo:

The homes that are located in good areas,
which just so happen to also be the Jewish
neighborhoods, tend to not fluctuate in
price. In the 2007 housing bubble crash,
the values in my area only dropped about
5% t010%. Negotiating points can go for or
against you depending on the market. For

example, in a good market sellers will want
all-cash offers, whereas in bad markets sell-
ers will cave in to requests like escrow pe-
riods and contingency periods. That being
said, if you have the money, buy. You'll still
be earning equity—yes, you'll be throw-

ing money out on extra interest—but your
property value will go up.

Yisroel Orzel:

You could consider buying now with an
adjustable interest rate and then wait until
refinance rates are more favorable. Bear in
mind that the areas where the f727 people
live are still very strong, and it’s very diffi-
cult to predict where prices are heading.

Ceasar Salama:

The answer is specific to the market on a
very micro level. For example, we launched
sales at a conversion in Brooklyn Heights
justas rates were starting to climb, but our
project was at an entry-level price point and
sold out within eight weeks. Conversely,
our Greenpoint project at171 Calyer Street
has been achieving record-breaking prices.

Are you investing in real estate
right now, and if the answer is
yes, in which areas are you
investing? And are you
investing in office space or
residential?

Shlomi Bagdadi:

Yes. I'm investing in retail primarily in
the Five Boroughs. I like to buy vacant dis-
tressed properties and infuse life into them
through tenancies.

Moti Belsky:

I'm on the service side of the business,
so investing isn’t my thing, but I think that
multifamily buildings and certain types
of retail and hotels are probably still good
investments if you're buying them cor-
rectly. In terms of where, I would say in
high-growth markets and municipalities
that work with landlords and don’t oppose
them.
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David Junik:

I'would only invest in properties with
five units or fewer to avoid dealing with
punitive laws that favor tenants excessively.
You're best off investing your money in pri-
vate equity through institutions like UBS
or Morgan Stanley, where you can achieve
higher returns with greater transparency
and less aggravation. Personally, I would
discourage anyone from investing in ran-
dom syndication deals. As tempting as they
sound on paper, most of them do not live up
to expectations, and that includes when it’s
offered within our community.

Lev Mavashev:

Yes. I am always selectively looking for
opportunities. Real estate is a long-term
game, and I'm always buying in an up mar-
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ket as well as a down market.

Jonathan Menlo:

AsImentioned, I mostly fix and flip
homes in working-class neighborhoods. I'd
stay away from office space.

Yisroel Orzel:

Of course. We are always on the lookout
for a deal that makes sense. However, office
space today is quite risky and has been
slowing down ever since COVID, when
people started working from home .

Ceasar Salama:

Absolutely. We've made significant
investments across all sectors of New York
City this past year.

Can you name one negative and

“Only invest in
properties with
which you have

experience, toreduce

risk and ensure a
sound investment.”
—David Junik

one positive trend you are
observing right now that others
should be aware of?

Shlomi Bagdadi:

It's a buyer’s market, so sellers should
know with whom they’re dealing. For ex-
ample, many deals that buyers commit to
closing within 30 days actually take eight
months to do so.

On the positive side, many people are
more comfortable with looking to buy an
asset to house their businesses because sell-
ers are more willing to work with them on
pricing. It's a great market for owner/occu-
pier, despite the higher interest rate.

Moti Belsky:

One positive we are seeing is people
beinga lot more disciplined and diligent
when it comes to deals. On the negative
side, I'm having a hard time watching own-
ers, investors and other brokers struggling.
I think that if we did a better job educating
each of these sectors, people would be more
prepared to handle the inevitable down-
turns.

David Junik:

We are seeing landlords becoming more
reasonable with leasing and selling prices,
butitis still essential to be cautious. Only
invest in properties with which you have ex-
perience, to reduce risk and ensure a sound
investment.

Lev Mavashev:

A negative trend is the regulatory envi-
ronment, which continues to pose challeng-
es for landlords. On the positive side, New
York rents remain among the highestin the
country. The persistent demand ensures
that well-located and well-maintained
properties continue to perform well, offer-
ing solid investment opportunities despite
market fluctuations.

Jonathan Menlo:
I'll touch on one thing I've experienced
that’s specifically for owners or prospective
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buyers of office buildings. As we all know,
the demand for office space is down since
COVID. Some of it has been converted to
residential, but that can be very difficult to
do due to zoning, lack of windows and high
construction costs. What I did, however,
was to take several mostly vacant office
buildings and convert large spaces into
“executive suite spaces.” This is basically a
bunch of small offices that can usually hold
one or two desks and have common areas
with kitchens and conference rooms and all
kinds of amenities. It took off like fire, and
in no time all these mini suites were full.
The biggest advantage, aside from increas-
ing your vacancy, is that you can charge
two to three times the amount of rent per
square foot. Renters pay a premium for a
space like this usually because it’s so small,
so to them the extra cost is marginal, plus
they get the amenities.

Yisroel Orzel:

Freddie Mac and Fannie Mae have be-
come much more careful in their loan deci-
sions. Mortgage brokers have much less of a
say in the loan process, so be careful to dot
your “i’'s” and cross your “t’s.” In general, the
real estate business isn’'t what it was only a
few years ago. To me, taking the conserva-
tive high road makes the most sense. To
malke real money today, you have torun a
really tight ship and manage your proper-
ties well.

Ceasar Salama:

It’s been interesting to see the reemer-
gence of private capital buying in the city
while the institutional players have been
focused elsewhere. This has also created
space for users and nonprofits to step into
the ring. We're seeing this on both sides of
our business right now. Our brokerage has
been selling to private investors who have
largely been quiet for the last several years,
and we've been able to acquire some fan-
tastic assets at what we feel are incredible
discounts.

Can you share a personal win or
loss that you experienced
lately?

Moti Belsky:

Unfortunately, right now it feels like
there are more losses than wins, but we are
surviving, baruch Hashem. It's taking an
extremely long time to get ordinary deals
closed, and everything is being extremely
scrutinized. We had a deal tied up recently
that the investor pulled out of a week be-
fore the closing because of an action that
was started against him. This is someone
who has been in business for over 30 years
and never had a single foreclosure.

David Junik:

Over the last 25 years I have invested in
adiverse portfolio, including office, retail,
residential and industrial properties. Cur-
rently, my office and retail portfolios are
facing significant challenges, and some
may resultin losses. However, due to the
diversified nature of my investments, I an-
ticipate achieving positive returns despite
those setbacks.

Lev Mavashev:

Being able to successfully navigate a
turbulent market was definitely a personal
win. Facilitating the sale of buildings with
expiring 421-a tax abatements at 525 Union
Avenue, 97 Grand Avenue and 96 Steuben
Street in Brooklyn was one way to navigate
today’s complex regulatory environment.

Jonathan Menlo:

On the down side, I had to get out of the
luxury home building business, which was
my passion. However, I found a new niche in
low-cost fix-and-flip home construction. We
have a decent enough pipeline tied up; now
all we have to do is get everything to close!

Yisroel Orzel:

Considering today’s market, we are,
baruch Hashem, doing well. Our conserva-
tive approach has always pointed us in the
right direction. We adjusted a few things to
cut costs and manage our properties ata
higher optimum level, so we aren’t dealing
with some of the issues that other compa-
nies are having to deal with.

Ceasar Salama:
We recently oversaw the disposition of
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Magen David Yeshivah’s high school build-
ingina deal that included the sale of the
property to a large charter school network
with a short-term leaseback, so they can
continue to operate while constructing a
bigger building on Quentin Road. Working
on behalf of the board to navigate a com-
plicated process that means so much to the
community was a very special experience
and something we are incredibly proud of.

Many people who aren’t
experts in real estate are
investing in it anyway. What
advice can you give them?
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Shlomi Bagdadi:

Read the details. You have to understand
what it means for both the short term and
long term. Consider things like monthly
cash flow, depreciation and 1031 exchange
flexibility at the time of exit.

Moti Belsky:

Be diligentand patient. Ask alot of ques-
tions and don’t assume that every deal will
work outas planned.

David Junik:
Many people have experienced signifi-
cant financial losses in the past 24 months.

Market conditions have played a part,
butalarge portion can be attributed to
unscrupulous syndicators who prioritized
their fees over the best interests of their in-
vestors. Many individuals seeking oppor-
tunities to build wealth have been taken
advantage of. Remember, no one ever lost
money by not investing. Always prioritize
trust in the sponsors behind any syndica-
tion deal you consider.

Lev Mavashev:

Investing with people you know can be
beneficial, butit’s crucial to make sure
that everyone is on the same page with
regard to expectations and risks. Profes-
sional advice and clear agreements are
essential to avoid misunderstandings and
protectyour investment.

Jonathan Menlo:

I cannot tell you how many times I've
heard stories about people putting money
into a “real estate fund” that turns out to
be some kind of Ponzi scheme. I am very
skeptical of things like that because you
have little to no control, and you never
really know where your money is going,. I
always say, “Stick to doing what you know.”
Ifyou're an electrician, start an electri-
cal company. If you scale it right, you can
make a lot of money as long as you know
whatyou're doing and have 7zazel.

Yisroel Orzel:

Do your homework. Ask a lot of ques-
tions and look at their track record. Speak
to professionals and get their opinion.
Some investment and syndication com-
panies mean well, but they make a lot of
assumptions that don’t pan out. Above all,
ifitlooks too good to be true, it probably
isn’ttrue.

Ceasar Salama:

Things don’t usually go exactly the way
you expect. Make sure you're investing with
a sponsor who will do whatever he can to
protectyour investment if things ever go
sideways.
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What do you believe is the
biggest challenge in real estate
right now?

Uncertainty, which is holding back the
available liquidity.

The biggest issue is definitely the regula-

tory environment. The constant changes
and uncertainties, especially with rent
regulations, are making it tough for land-
lords and investors. You need to be on top
of these changes and plan strategically to
maintain profitability and stay compliant.

Now that California has passed the ULA
tax, 'm inclined to believe that other lib-
eral states will do the same. In fact, I just
came across an article that another state
isalready considering it. There is an ever-
growing assumption that real estate devel-
opers are evil and need to pay more and

more taxes. I don’t see that slowing down.

The other bigissue is the entitlement
and permit process. In some major cit-
iesit can take yearsto get a permit. That
increases holding costs and the overall
return. Politicians talk about cutting red
tape, especially given the housing short-
age, but nothing has changed and it pre-
vents more development from happening.

Of course, a lot depends on who the next
elections. Only time will tell.

The impactin the current market on
real estate values varies by property type.
For rent-stabilized multifamily units in
New York City, values have dropped by
30% to 40% due to new regulations that
give tenants more rights than a landlord.
The office market has also been signifi-
cantly affected, with values down by more
than 50%. This is largely due to shifts
in workplace dynamics, as the need for
employees to be in the office every day has
diminished.
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Let’s say that | have a property |
want to sell. Should | wait for
the interest rates to go down?

Shlomi Bagdadi:

It depends on your objective for either
selling or buying. If you're selling to buy
something else, in the current market it’s
possible to find better deals than before.
The only downside is that you will finance
atahigherrate, butyou're also paying less
up front.

Lev Mavashev:

Ifyou're considering selling, it might
be wise to move forward now. Although
waiting for interest rates to go down could
potentially increase buyer activity, the cur-
rent high demand for quality properties
can work in your favor.

Ifyou're looking to buy, it’s a bit of a bal-
ancing act. High interest rates are certainly
afactor, but so is the availability of good
deals.

“Every day we
come to work
with a degree
of never
knowing that
whether we
will be able

to return the
following day.”

—Ceasar Salama

Jonathan Menlo:

It's a very subjective question. Ifit'sa
good offer, I'd say go for it! As far as buying,
I'd probably advise someone to wait it out,
although there are quite a few properties in
foreclosure. If you have cash available for
an office building it might make sense.

David Junik:

Ifyou're notin arush to sell, it'’s a good
idea to wait for interest rates to go down so
itwill be easier for buyers to borrow money.
Ifyou’re looking to buy property, it de-
pends on your needs. Ifit’s for personal use
and you can make the numbers work, you
should consider buying now and refinanc-
ing later. However, if it's for your business,
you might want to lease for a couple of years
until pricing stabilizes and the monthly
payments make sense for you. For invest-
ments, it'simportant to find a really good
deal, potentially a value-add play to ensure
thatit’s a wise decision.

Any final advice you wish to
share?



Shlomi Bagdadi:
Always keep your finger on the pulse!

Lev Mavashev:

Stay informed and adaptable. The mar-
ketis constantly evolving, and those who
succeed are the ones who can pivot quickly.
Build a network of trusted advisers and
keep a close eye on emerging trends to stay
ahead.

Jonathan Menlo:

Financial success is almost entirely de-
pendent on 7zazel. Yes, you need to make
an effort, but if Hashem doesn’t want it to
work, it won’t. The proof of this is that some
of the dumbest, laziest people are million-
aires, and some of the hardest-working and
brightest people can’t make a dime.

David Junik:

When investing with friends and family,
it's common to feel the fear of missing out
and be attracted by the possibility of high
returns and quick exits. However, I rec-
ommend taking a cautious approach. It’s
important not to rush into any deal without
thorough vetting by professionals.

On a positive note, those holding cash
will likely find rewarding opportunities
ahead. Over the next six to eight months,
there may be ample chances for swift
transactions and favorable deals, as prices
could remain depressed until interest rates
stabilize.

Yisroel Orzel:

In today’s market you have to proceed
very carefully. Just remember that you
don’t always have to hita home run. The
singles and doubles run up your score as
well.

Ceasar Salama:

The greatest success stories sometimes
emerge from difficult times. Work twice as
hard while things are tough and it will pay
offin spades when the market turns. @

Have a business dilemma or question? Want
experts inyour field to answer them? Email
us at nesanel@amimagazine.org.
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