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Commercial Property/Newark

Buyers of Gateway Tower Have Plenty of Patience

Tahl-Propp acquires
building despite the
tenant’s 13-year lease.

By JOHN HOLUSHA

OST developers buy an office bulld-
ing because they see the opportuni-
ty to make changes If tenants are
paying rents that are below the current
market rate, those leases can be renegotiat-
ed ns they pear expiration or new tenants
are found to pay the higher rate
But the Tahl-Propp Equities group will
nol have this opportunity at 3 Gateway
Center in Newark for a long time. The
building is completely leased by the Pruden-
tial Insurance Company of America for
almost the next 13 years
Nevertheless, the managers of Tahl
Propp, which is based in New York, say they
ultimately expect a befty payolf from their
investment in the 19%-story, 500,000-square-
foot property, both because of the way the
deal was structured and because of develop-
ments in the city itsell
“We like what's happening in Newark,"
said Joseph A. Tahl, the president of Tahl-
Propp, who noted that the city's performing
arts center and the proposed 183500-seal
sports arena for the Nets and Devils, the
professional basketball and jce hockey
teams, are close 1o the Gateway develop-
ment. The group pald $57 million for the
building last September
The four Gateway bulldings, built in the
1970's and 1980's, are located adjacent to
Penn Station in Newark and away [rom the
city’s traditional office core on Broad
Street. Although many of those Broad Street
buildings have been recently acquired and
renovated, they are much older and many
still have the close column spacing and
incfficient floor layouls common o struc-
tures constructed early in the last century.
In addition (0 the sports arena, several
pew buildings near the train station and the
Passaic River waterfront have been an-
nounced in recent montha, although not all
projects are certain 1o be bollt. Rodney M
Propp, the other hall of the partnership, is
convinced that most of it will happen
“There is going to be $1 billion worth of
projects in this area,” be said,
Tahl-Propp was formed m the mid-1990°s
Mr. Tahl is a former associate general
counsel to Donald Trump, and Mr. Propp, a
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Propp outside 3 Gateway Center in

Newark, which their firm acquired last September for $57 million.

onetime securities analyst. The firm cur-
rently has a portfolio of about two million
square feet of residential and commercial
property, including buildings at 510 Fifth
Avenue, 681 Madison Avenue and 520-5M4
Broadway in Manhattan

The Gateway bullding is their largest
single investment

Prudential, the 125-yearold insurer,
which has been based in Newark since its
founding, was responaible, one way or an-
ather, for the bullding of the Gateway com-
plex at a time when lawyers and other
professionals were [leeing the city for the

suburbs. The complex has an enclosed walk-
way connection with Penn Station, which is
about & 15-minute train ride from its coun-
terpart in Manhattan. The buildings are
interconnected and even the parking garage
across a street from the complex has an
clevated, covered walkway into the offices
The whole design appears intended to keep
workers and visitors from having to set foot
on the streets of Newark

““There was a lot of concern aboat securi-
ty al the time,” said Thomas V. Glannone, a
senjor vice president of Julien Studley, a
brokerage firm that represents tenants. Mr

G who was an ol Pruden-
tial in the 1980°s when Gateway 3 and 4 were
built, said the defensive design and highly
visible security force were necessary (o
reassure employees and to attract tenants
at a time when it seemed that crime In
Newark was out of control

That image has eased in recent years and
visitors to the arts center, aven at night,
walk the nearby street to retrieve their cars

Another form of transportation is at least
theoretically possible at Gateway 1. There is
2 helicopter landing pad on the roof of the
building that has not been used since the
mid-1990°s. that the permits for
helicopter flights were stlll valid, Mr. Tahl
and Mr. Propp were initially enthusiastic
about resuming service. Bul they now con-
cede that any decision on resuming flights is
up to Prudential executives and say they do
not expect a decision soon

Although Prudential remains locked into
a below-market lease, the company’s solid
credit rating enabled the buyers to purchase
Gateway J on [avorable terms. “We were
able to borrow a high percentage of the
purchase price based on Prudential’s cred-
" Mr. Tahl said.

With closing costs, the price of the build-
ing was about $60 million, he said. Because
of Prudential, they were able to borrow $55
million, requiring their investment partners
to come up with only $5 million in cash. With
a less cred tenant, the p
might have been able to finance only $30
million of the purchase price, forcing their
investors to come up with an additional $25
million in cash.
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high net worth investors for its deals,

with combined resources of about 52
bilion. Mr. Tahl sald the depreciation
charges at 3 Gateway will help these
wealthy investors to shelter some of thelr
cash income from income taxes.

Mr. Propp said that because he and his
partner are in their 30's, they are prepared
to wait the 10 years or 3o between the
purchase date and the time when they can
start talking to Prudential about renewing
its lease or relocating. “We are long-term
Investors, not flippers,” sald Mr. Propp, who
was once an analyst at the former securities
firm Drexel Burnham Lambert. “We con-
centrate on steadily hitting doubles rather
than swing for a home run or a strikeout.”

Bringing Prudential or another group of
tenants up to market rents after a decade
could double or triple the value of the bulld-
ing, Mr. Propp said Meanwhile, the rent
checks that have been coming in will have

been used to pay down the debt on the
building, increasing the owners' potential
equity.

Prudential s currently paying $10 a
square foot annually at Gateway 3, on what
is known as a net basis, which means the
insurance company pays all the expenses,
including the taxes, insurance, utllities and
muintenance. Mr. Tahl said that is equiva-
lent of about $22 a square foot under a gross,
or standard, lease under which the landlord
pays the expenses.

But that is still well below the market for
Class A space in Newark. Mr. Tahl said
Prudential is subletting space in the build-
ing to law firms at $32 to $34 a square foot on
a gross basis, the equivalent of at least 20
on a net basis

a square foot"" on a net basis, Mr, Tahl

sald, “then at $20 a foot, it"s worth $110
million 10 $120 million.” Simply put. the
partners expect the value of their property
to be double the purchase price within a
decade.

“And that is assuming no growth for 10
years,” added Mr. Propp. “If you assume a
5 percent growth rate, that gets you to $30 a
square fool on a net basis. That means a
$150 million building."

Of course, office rental rates can go down
as well as up, o fact that the partners say
ithey recognize. “'A $20 to $22 a square foot
net rental rate is a conservative assump-
tion,” Mr. Tahl said.

“In about nine and & hall years, Pruden-
tial has to tell us whether they want to
renew or not,"” Mr. Tahl sald. "Efther way is
0K" He said the planned developments in
the area will make the bailding attractive to
other tenants if the insurance company de-
cldes to move.

Because of the Prudential lease, there is
not much the partners can do to modify the
building. But with the prospect of having
Nets and Devils fans attending games near-
by, they are planning to build a five-level,
300-car parking garage on what is currently
a surface parking lot on the site. They are
also planning to modify a small retail strip
to appeal to sports fans.

The financing for the stadium is not yet in
place, and the cost is rising at least partiaily
because of the increased value of land in
Newark. But Mr. Tahl said he expected the
stadium to be bullt, despite difficulties. "1
believe that state and city officials are com-
mitted to it be said L]
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