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Alternative Financing Models

Hybrids of Homeownership
Overview
Over the years, housing developers have created a variety of homeownership models that vary from the traditional notion of ownership - fee simple ownership of a piece of land and a house. The two most common alternative ownership models - cooperative and condominium housing - have been employed extensively by both for-profit and nonprofit developers. 

Cooperative buildings (or coops) extend rights akin to homeownership to homebuyers through the sale of shares in a corporation that owns the building. Condominiums (or condos) offer fee simple ownership of an apartment or housing unit. Condo owners are usually required to join and pay dues to a condominium association that maintains the building’s or the property’s common space. 

For nonprofit housing developers, these and other ownership structures offer three critical benefits: 

· They provide a mechanism to create affordable homeownership opportunities by placing ownership in the context of less costly production models like apartment buildings or garden apartment complexes; 

· They offer a structure that allows permanent or longer-term affordability by allowing the establishment of controls that limit resale prices; and,

· They permit degrees of ownership and control appropriate to households that may not be ready for all of the responsibilities of homeownership. 

Property Rights
Property ownership ordinarily conveys two rights: economic rights and use rights. The housing models described below each limit some aspect of this package of rights.

Economic rights include the ability to realize profit from the rent or sale of the property; use rights allow the owner control over access to and management and use of the property. Some ownership structures, like certain community land trusts, place no limits on use rights but sharply reduce economic rights; others, like some lease/purchase programs, may limit use rights but place no restrictions on economic rights. 

The following types of housing will be discussed here: 

· Limited Equity Cooperatives

· Mutual Housing Associations

· Resident Controlled Housing Corporations 

· Lease/Purchase Housing

· Community Land Trusts 

It is important to note that these forms of ownership also have benefits that conventional homeownership does not carry, including: 

· Organizational support: most of these models involve the active engagement of a nonprofit organization with project residents, providing a range of services and training opportunities;

· Participation in organizational decision-making: because residents are involved in project management, either as members or electors of a board of directors or a management committee, residents gain leadership skills in organizational processes and experience in specific management roles; and.

· Community building: the scale and collaborative efforts of these projects can promote community building not only within the project but within the neighborhoods in which they are situated. 

The following table compares use rights, equity rights and affordability of alternative homeownership models to fee simple homeownership. The ratings are to provide a comparison, and are relative values assigned solely for that purpose. The affordability rating is assigned by combining a rough estimate of downpayment or initial membership costs – the payment required to secure the home or apartment – and monthly mortgage or rental expenses.   A zero indicates no use rights, no equity rights or extremely low affordability.  A five indicates strong use rights, strong equity rights or a highly affordable ownership model.
	
	Fee Simple Home Ownership

	Limited Equity Cooperatives

	Mutual Housing

	Resident- Controlled Housing

	Lease    Purchase Housing

	Community Land Trusts


	Use Rights

	5


	4


	4


	3


	4 - 5


	4 - 5



	Equity Rights

	5


	1


	0


	0


	0 - 5


	0



	Affordability

	0 - 3


	3


	4


	5


	3


	n/a




Limited Equity Cooperatives
	Property Rights Package

	Grade (0= low, 5 = high)

	Use Rights
	4

	Equity Rights
	1

	Affordability
	3


Limited equity cooperatives are one of the more common models of affordable, resident controlled-housing. Limited equity cooperatives are identical, in most respects, to market rate cooperatives, with the fundamental difference that they restrict resale prices to maintain affordability. These restrictions are usually incorporated into the cooperative’s by-laws and into individual occupancy agreements, and they may also be included in mortgage or regulatory documents connected to government financing or subsidy sources.

This emphasis on affordability makes limited equity cooperatives a form of homeownership and resident control that is accessible to a broad range of incomes. Share prices can be restricted to levels well below the typical downpayment required for the acquisition of a single-family dwelling. The limit on profit, however, means that the property rights package is tilted dramatically towards use rights and away from equity rights, a possible deterrent in some markets. 

All cooperatives are not like Co-op City, the towering multi-thousand unit complex that dominates the Northeastern Bronx. Cooperatives exist in many forms, including apartment buildings, townhouses, garden apartments, and single-family homes. 

Cooperative ownership is joint ownership: members do not have ownership interests in the real property itself but in shares, or stock, in the corporation that owns the land and building or buildings. Members participate in the governance of the cooperative through the election of a board of directors, usually on a one member-one vote basis. In addition to their equity interest, coop residents hold a proprietary lease, or occupancy agreement, under which they occupy a particular unit in the project. Unlike a tenant in a rental building, whose lease can be terminated at the landlord’s sole discretion (within the prevailing rent laws and regulations), a cooperative member has security of tenure as long as the member abides by the terms of the proprietary lease. 

Rather than paying rent or making a mortgage payment, coop members pay a monthly maintenance charge, which includes their portion (usually calculated on a share basis) of the cooperative’s management and operating costs. These costs include real estate taxes and insurance and principal and interest on the mortgage loan that the cooperative obtained to pay for acquisition and any necessary rehabilitation of the building. In addition, members are usually responsible for their individual utilities and for the costs of any loan they may have taken out for the purchase of their shares. In most limited equity cooperatives, however, the cost of shares is low enough to obviate the need for share financing. 

There are many different ways that cooperatives calculate share prices at resale. These almost invariably include the member’s initial purchase price plus an inflation factor based on a common index, usually the Consumer Price Index. In addition, the value of any capital improvements and the member’s share of mortgage amortization may be factored in, although these additions may increase share prices past certain affordability thresholds.

Advantages to cooperative ownership include: 

· Control: cooperative members elect a board of directors that oversees management of the property. The membership controls the project; individual members have almost complete control over their individual units;

· Shared risk: particularly for larger projects, cooperatives allow members to the risks, particularly financial, of owning property. Nonprofit sponsors may also be prepared to share risk by providing interim or bridge member maintenance payments, among other support;

· Affordability: share purchase prices are usually significantly less than downpayment costs for single-family homes;

· Training: nonprofit sponsors of cooperative housing can provide on-going training in a variety of areas, including homeownership skills, credit counseling and economic literacy, both to equip members with the tools to make them effective coop members and to prepare them, if wanted, for single-family homeownership; 

· Leadership development: the ability to participate in management allows certain members to develop leadership and management skills;

· Security of tenure: as long as members abide by the rules of their occupancy agreements, they have the right to remain in their coop unit. Units can be transferred to family members at will. 

Some disadvantages to cooperative ownership include: 

· Limited return on investment: members are not permitted to sell shares at market. Resale prices are restricted according to certain formulas;

· Limited use rights: cooperative ownership is shared ownership: coop occupancy agreements can and usually do restrict use of the member’s designated unit in certain ways. For example, coop members are generally prohibited from renting their units for more than a total of one or two years. 

 

Additional Considerations 

· From the perspective of an organizational sponsor, the key difference between development of conventional rental housing and limited-equity cooperatives is the need to educate potential buyers in the advantages of cooperative housing. This difference is significant. Considerable staff time and expense may be required to train prospective buyers, and the lease-up period may be prolonged. In preparing underwriting projections, organizations should allow for a longer lease-up period unless they anticipate having an adequate pool of interested purchasers at project completion. In some regions of the country, like New York, Massachusetts and Washington, D.C., limited-equity cooperatives are a familiar housing option, and lease-up may be less of an issue. 

Mutual Housing
	Property Rights Package
	Grade (0= low, 5 = high)

	Use Rights
	4

	Equity Rights
	0

	Affordability
	4


In a Mutual Housing Association (MHA), a nonprofit, membership-controlled corporation develops and owns affordable housing for members of the corporation. While occupancy is limited to MHA members, not all MHA members are residents. Membership usually consists of current and prospective residents, as well as residents of the larger community and representatives of community institutions, local government and local businesses. 

MHAs fall primarily into two different models: 

· integrated mutual housing; and,

· federated mutual housing. 

In the integrated model, the MHA develops, owns and manages the property and provides training and other services to MHA residents and members. Unlike a housing cooperative, an MHA is a membership organization, not a stock corporation. MHA residents have no equity interest in their units. Their control lies entirely in the use rights side of the property rights package. 

MHA residents in the integrated MHA model occupy their units under a lease agreement with the MHA, which spells out the conditions of occupancy. As with limited equity cooperatives, a lease cannot be terminated unless the MHA member fails to abide by its terms. MHA residents are also able to transfer their units to family members at will. In order to join the MHA, members pay a small introductory fee, which entitles them to participate in all of the activities of the association. Resident members are usually required to pay a more considerable fee as a condition of initial occupancy, but this occupancy fee, while perhaps difficult to raise, can contribute significantly to the resident’s sense of ownership. When a member or a resident member leaves the MHA, all fees ordinarily are refunded.

In the federated model, several independent housing cooperatives join together in an MHA. Each coop has title to its own property, and the MHA provides management and other services. This model is most often employed by smaller or newer cooperatives that are interested in the management expertise of the MHA and the economies of scale that derive from a larger membership.

Both integrated and federated models draw on the community as a whole for their membership. While this structure means that resident members are not in sole control of the MHA’s housing assets, it also offers the advantage of the advice and expertise of a larger pool of engaged and committed participants. In addition, the broader membership encourages a broader community building effort, a motivation behind the formation of many MHAs. 

Unlike cooperatives, MHAs have professional staff with property management and housing development expertise, among other experience. This strong, internal capacity is the cornerstone of MHAs; however, while MHAs receive some management fee income under both integrated and federated models, MHA operating budgets usually require additional fundraising in order to support competent staff. 

Advantages to Mutual Housing Associations include: 

· Significant control: MHA resident and non-resident members elect a board of directors that oversees management of the property. Resident members have almost complete control over their individual units;

· Affordability: MHA fees are usually significantly less than downpayment costs for single-family homes;

· Training: MHAs usually provide training in a variety of areas, including homeownership skills, credit counseling and economic literacy, both to equip members with the tools to make them effective MHA members and to prepare them, if wanted, for single-family homeownership; 

· Leadership development: the ability to participate in management allows certain members to develop leadership and management skills;

· Security of tenure: as long as members abide by the rules of their occupancy agreements, they have the right to remain in their coop unit. Units can be transferred to family members at will.

· Community development: MHA membership encompasses both the MHA-owned housing and the community at large, thereby facilitating community development efforts. 

Some disadvantages to Mutual Housing Associations include: 

· No equity: MHA members have no equity stake in their units. While secure and low cost housing may allow residents to accumulate savings, they cannot look to their primary residence as a capital asset; 

· Limited use rights: the lease between MHA member and the MHA usually carries certain use restrictions. 

Additional Considerations 

· From the perspective of an organizational sponsor, the key difference between development of conventional rental housing and MHAs, as with limited-equity cooperatives, is the need to educate potential residents in the advantages of an MHA. This difference is significant. Considerable staff time may be required to train prospective residents, and the lease-up period may be prolonged. In preparing underwriting projections, organizations should allow for a longer lease-up period unless they have anticipate having an adequate pool of trained residents at project completion. 

Resident-Controlled Housing Corporations
	Property Rights Package
	Grade (0= low, 5 = high)

	Use Rights
	3

	Equity Rights
	0

	Affordability
	5


Originally developed by Jubilee Housing of Greater Washington, the resident-controlled housing corporation is another model of tenant control. Resident-controlled housing corporations are nonprofit, single-asset entities with boards of directors that have resident majorities. The corporation owns the real estate (its single asset). Residents are tenants and have no equity interest in the corporation or the real estate. 

With respect to use rights, this form of ownership has one significant exception from the use rights offered within a mutual housing association: residents have conventional leases with the corporation that do not allow as-of-right transfers to family members. Resident-controlled housing corporations do, however, represent the most affordable kind of tenant control. Residents are not required to pay either the costs of cooperative share loans or MHA membership fees.

In the Jubilee Enterprise model, corporations have a five-person board that is composed of three residents and two outside board members who bring legal, development or property management expertise to the corporation. Residents elect two of the three resident members, and Jubilee Enterprise selects both outside members and the third resident member. In this way, Jubilee Enterprise is able to achieve two often conflicting objectives: control by residents and control by a board with professional expertise. 

This ownership structure provides enough autonomy to residents to constitute an effective organizing mechanism, and Jubilee Enterprise has successfully used resident-controlled housing corporations to stabilize a number of larger, distressed apartment complexes. 

Advantages to Resident-controlled Housing Corporations include: 

· Significant control: tenants represent a majority of the board of directors that oversees management of the property;

· Affordability: there are no upfront costs to resident-controlled housing corporations: affordability is determined only by tenants’ ability to pay rent;

· Leadership development: the ability to participate in management allows certain members to develop leadership and management skills;

· Community development: resident-controlled housing corporations are effective organizing and development entities in those larger, distressed apartment complexes that so often contribute to the decline and disinvestment seen in many poor communities. 

Some disadvantages to Resident-controlled Housing Corporations include: 

· No equity: residents have no equity stake in their units. While secure and low cost housing may allow residents to accumulate savings, they cannot look to their primary residence as a capital asset; 

· Limited use rights: the lease between the corporation and tenants usually carries certain use restrictions;

· No as-of-right transfer: tenants are not guaranteed the right to transfer their apartments to family members 

Additional Considerations 

· Training is an on-going expense in resident-controlled housing corporations and needs to be included as a separate line item in operating budgets. As a consequence, most resident-controlled housing corporations have operating shortfalls, creating fundraising requirements that usually fall to the sponsoring organization. 

Lease/Purchase Housing

	Property Rights Package
	Grade (0= low, 5 = high)

	Use Rights
	4-5

	Equity Rights
	0-5

	Affordability
	3


In a lease/purchase housing structure, an organization develops and leases a home to a household that is currently "unbankable" and then works with the household to overcome the barriers to a final purchase. The length of time that the home is leased actually depends on two factors: one, the time it takes for the household to surmount its particular barriers; and two, the funding sources employed in the initial development of the home. For example, lease/purchase housing developed with Low Income Housing Tax Credits (LIHTC), a model used very effectively by members of the Cleveland Housing Network, remains leased for 15 years, a rental period required by LIHTC regulations. 

Clearly, in a lease/purchase arrangement, the property rights package changes over time. During the lease phase, the occupant is a tenant under most or all of the restrictions imposed on any tenant. He or she has no equity in the property and no use rights other than those laid out in the lease. That said, it should be noted the occupants of lease/purchase housing usually profess an immediate sense of ownership, even when they are two or three years (or, in the case of lease/purchase housing developed with Low Income Housing Tax Credit equity, approximately fifteen years) from actual ownership. 

There are two primary reasons to employ a lease/purchase strategy for homeownership: 

· Where interested homebuyers need one to two years to accumulate downpayment funds, to clear credit issues or to complete homebuyer training and credit counseling required by mortgage funders; and,

· Where the sources of subsidy, equity or lower interest loans necessary to create affordable homes require a lease period, as with the Low Income Housing Tax Credit. 

Most organizations use lease/purchase programs for the first of these reasons. Lease/purchase programs can help accelerate the accumulation of downpayment funds: during the lease period, rents for lease/purchase housing are usually lower than comparable apartment units, allowing occupants to put the additional savings towards downpayments. Lease/purchase programs also allow income-eligible buyers with poor credit to secure homes. Not only can these prospective buyers work with credit counseling agencies to resolve credit issues, but their steady payment of rent at the level of an eventual mortgage payment offers additional reassurance to mortgage lenders.

Lease/purchase programs may not be advisable for some organizations. Under lease/purchase, the risk of default is transferred from the mortgage lender to the sponsoring organization during the lease period. If an organization does not have rental property management experience and reserves to help some residents through lean times, lease/purchase can represent a significant risk. 

 

Advantages to Lease/purchase include: 

· Promise of control: even during extended lease periods, residents tend to feel that the home is their own; 

· Affordability: lease/purchase allows a range of prospective homebuyers the opportunity to save necessary downpayment funds; 

· Community development: by broadening the range of potential homebuyers, lease/purchase programs bring additional homeowners into poorer communities, helping to stabilize those neighborhoods. 

The disadvantages to lease/purchase are primarily those faced by the sponsoring organization: 

· Organizational risk: organizational sponsors act as intermediaries between residents and funders, taking the risk that the funder is unwilling to accept;

· Organizational staffing: lease/purchase programs are a hybrid of development and management tasks: if the organizational sponsor is unequipped for either of these roles, the expense of additional staff or the risk inherent in unfamiliar roles should be considered. 

Additional Considerations 

· Market: Organizations need to consider the risks of operating lease/purchase programs in neighborhoods that are predominately rental, or less than 33% owner-occupied, because there may not be a strong market for homeownership. Organizations also need to assess carefully the number of potential lease/purchasers: there is a narrow band between unqualified buyers and buyers who can purchase homes directly, without first leasing a property. With banks aggressively pushing low downpayment products, this band is narrowing further.

· Clear division of maintenance responsibilities: The lease needs to stipulate very clearly those maintenance tasks for which the tenant has responsibility and those that the organization will complete. Organizations need to prepare tenants so that, in time, they have the capacity to take on full responsibility for their property’s upkeep.

· Managing the expectations of tenants: At lease-up, organizations should provide timelines to tenants with clear milestones on the road to final purchase. In order to remain motivated, tenants need to know what they have accomplished and how far they still have to go. 

Community Land Trusts
	Property Rights Package
	Grade (0= low, 5 = high)

	Use Rights
	4-5

	Equity Rights
	0

	Affordability
	n/a


As the name suggests, Community Land Trusts are not housing; rather, they are a mechanism to support and preserve affordable housing opportunities. Community Land Trusts (CLTs) are nonprofit organizations that acquire and control land for housing and open space. CLTs lease land to individual homeowners and cooperative projects; these individuals and entities build and own the housing, and the CLT maintains ownership of the land. 

With respect to housing, CLTs serve three fundamental purposes: 

· They reduce the development costs of affordable housing by removing the costs of land from the total development package;

· They reduce the carrying costs for housing by reducing development costs; and,

· They ensure the long-term affordability of the housing by restricting resale prices. 

The boards of directors of CLTs typically include leaseholders and community representatives. They often are membership organizations, particularly where they own open space; and the membership in this model elects the board.

Some advantages to CLTS include: 

· Control: the membership elects a board of directors that oversees management of the open space and sets limits on land use;

· Affordability: by removing land costs from development expenses, CLTs can significantly reduce home acquisition prices. CLTs also ensure the long-term affordability of housing by restricting resale prices; 

· Leadership development: the ability to participate in management allows certain members to develop leadership and management skills;

· Community development: CLTs are a mechanism whereby communities can acquire and hold open space, preserving it as open space or as a location for affordable housing and protecting it from speculators. 

The disadvantages to community land trusts for residents include: 

· Limited equity: residents’ equity is in the improvements to the property only. In addition, most CLTs limit resale prices, further limiting the ability to realize appreciation; 

· Limited use rights: the lease between the CLT and the lessor carries certain restrictions on land use and acceptable improvements. 

Additional Considerations 

· In order to remove land costs from the burden carried by CLT residents, CLTs require either: significant fundraising to cover the costs of land acquisition; or, sponsoring organizations that can secure mortgage funding for the land and pay the principal and interest on an ongoing basis. 
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