LCA – A model for transformation

This is a proposal to transform the LCA into a Mutual Housing Association and each of the current LCA properties into Limited Equity Coops. It is divided into several sections: Why the LCA needs to change; What the LCA would look like; What the houses would look like, Typical scenarios, and a glossary.

Why Change

The LCA is currently in a relatively good position of having three board members who have been on the board for more than year and are very active in running the organization. It has not always been so. In the past the burden usually fell predominantly on one person who quickly burnt out. This caused the LCA to function completely at a reactionary level, and usually not terribly effectively.

There are many reasons for the lack of responsible and active board members. The high turn over rate at many of the houses leads to a high turnover rate on the board. The lack of a clear and exciting mission does not attract members to the board nor does it motivate them to do anything extra. And finally the LCA does not encourage people outside of the properties to participate as members or on the board.

The worry with a dysfunctional board is what could happen. There are many worst case scenarios involving finances, maintenance, or rouge houses that could lead to the collapse of the LCA and loss of our houses. 

It is also a shame to have such a well-endowed organization, functioning at such a subsistence level. There is so much that we could contribute to our neighborhood if we could create a stable responsible board that was focusing outward as well as on ongoing management. 

At the very least we can take advantage of the current board energy to change the organization so that it can be managed more sustainably. This will give the LCA a solid foundation so that if in the future it decides to become more active in neighborhood issues, it will have the freedom to do so.

A Future LCA

There are many ways to address the LCA’s board and structural problems. The future described in this proposal involves redistributing the individual house responsibilities to the houses themselves. By freeing the board of having to oversee and manage the houses, this would allow them to focus on other priorities. In this proposal we are calling the future LCA a Mutual Housing Association. It could also be called a Community Land Trust. (see the glossary for a discussion of the two types of organizations)

To encourage more stability in the houses and to give them a solid organizational structure, it is proposed that each house becomes a separate limited equity coop. This more formal structure is necessary so that the houses can legally be responsible for their house. The coop’s responsibilities will include maintaining the house, holding the insurance, paying the property tax, and managing its membership. (for a fuller discussion on these coops see the future house section)

The LCA’s mission would be similar to the current mission. By freeing it from the responsibility of managing the houses, it is hoped that the LCA will eventually expand it mission to include more proactive community organizing around the many issues that confront our neighborhood. 

Regardless of what happens in the future, the LCA will have very specific responsibilities to these semi-independent housing coops. First and for most it will oversee the properties by making sure that they keep to their limited equity agreements. The LCA will also be a source of information on reputable contractors, various legal structures for organizing a coop, where to get insurance and how much a coop can expect to pay, etc. The LCA would also be a financial resource for houses in need of maintenance loans, and for loans to cover coop share purchases. Finally as money becomes available it will use that money to purchase other properties and set up more coops.

The month to month operations of the LCA will involve collecting fees from the houses, and managing the loans to the houses (issuing invoices, collecting payments, etc.). All of the operational expenses of the LCA will come out of the interest on its loans and fees. A paid staff person(s) (more likely structured as an outside consultant) will do most of this month to month stuff. This staff person(s) would be supervised by the board.

A Future House

As mentioned in the Future LCA section the houses would become limited equity coops. This probably won’t change the way they are run on a day to day basis, but they will take on more of the legal responsibility that the LCA used to hold. They would be wholly responsible for obtaining insurance and maintaining the house. In exchange for this extra responsibility, the members have equity in the house.

Each housing coop will own (either with a split deed or a long-term lease) their house. They will either buy it from the LCA or they will take out a loan to purchase the house. The formula for the initial valuing of the houses is yet to be determined (I would guess that we will come up with something in the $70K-$100K range).

If the house takes a loan out from the LCA, then it will need to arrange a payment schedule and an interest rate. The interest rate will be variable depending on the total income of all the housemates (owners of the coop). As the house pays back its loan it will be accumulating equity (part of the payment will be interest but part will be paying down the principal amount of the loan).

The housing coops can have a variety of structures depending on the house. Three basic structures are described here. All members of the coop own equity in the coop: this would be a very stable house where all the residents have been living in the house for a long time. A mix where some coop members own equity in the coop and others do not: this would be a more typical LCA house where some of the housemates are long term residents who have equity in the house, and some of the housemates are more temporary residents and don’t own equity in the house. Lastly an organization (maybe the coop itself) owns all the equity and the residents are all short-term residents or dependents of the equity holding organization.

When an equity owning member of the coop leaves they will be able to cash in and get the value of their equity. Depending on the coop this will happen in different ways. The simplest structure is that when a housemate leaves a new housemate buys them out. This doesn’t work so well when the value of the equity becomes more than a thousand dollars (who will want to move into your house if they have to pay $5000 to do so?). Another approach would be to have the coop take another loan out from the LCA to cover the exiting members equity. The disadvantage of this is that it will take the coop longer to repay the loan (or the loan payments would be higher) and older residents would end up owning more equity than the newer residents. These are just two possible method of insuring that the departing housemate receive their equity, there are many others and it will be up to the coops to decide what method they decide to use.

The value of each member’s equity is determined by what percentage of the coop they own, and the total value of the coop. The value of the coop is determined by the LCA’s resale formula. This formula will take into account the initial value of the house, inflation, improvements, and current condition. If the house is maintained at an equilibrium (neither gets better nor worse) and no improvements have been made (eg addition, a roof deck, etc.), then the house’s value will be the initial price plus inflation. If the coop has an outstanding loan with the LCA (or any one else) then the principal amount still owed would be subtracted from the value of the house to get the total value of the coop.

Scenarios:

Sample Budget: The following is a sample annual budget of a housing coop that has borrowed $70,000 (the expected cost of a house) over 20 years.  

Insurance
 $2,857.14 

Maintenance
$6,000 

LCA Fee
 $1,571.43 

Loan Payments
 $5,090.23 

Total Expenses
$15,518.81

This is slightly more than the current figure ($13,480) a house is expected to pay on maintenance and to the LCA. In that first year the coop would have accumulated $3333 in equity (this is assuming a $1000 increase due to inflation).

Housemate Change: One of the coop’s housemates has just left after spending 3 years in the house. In the three years they had accumulated $1900 in equity. The coop borrows that money from the LCA by extending their loan for another 5 months. After careful interviewing they have found a replacement. This new housemate now becomes a member of their coop, but according to their rules they do not own any equity in the coop until they have lived in the house for two years. After two years they be come a full equity owner retroactive to when they first joined. Assuming the house described in the sample budget having 6 housemates, in two year the new housemate would have accumulated about $1200 in equity. They would have paid about $5200 ($215/month)
Homeowner wants to convert to coop: A friend in the neighbor hood likes the new LCA model and wants to convert her house in to a LCA coop house. The LCA has sufficient funds and the board approves. The LCA and the homeowner agree on a fair price for the house (probably close to market value). The LCA then applies its formula for valuing the coop. The owner sells the house to the LCA for the agreed amount. The LCA sells the long-term lease to the newly formed limited equity coop for the LCA’s calculated value. Basically the LCA is paying the difference between market value and the calculated value of the house.

LCA purchases a fixer-upper: A squat is up for sheriff’s sale and the squatters want the LCA to help them buy it. The squatters are known to the LCA and are considered a reasonably responsible group of people. They are interested in forming a limited equity coop to own the building. The LCA has sufficient funds to purchase the property and does so. It then creates a long-term lease, which it sells to the new coop. The coop doesn’t have any money to start off with so it takes out a loan for the value of the new coop. It is also interested in doing some initial maintenance so that its electrical and plumbing systems are operational and safe. It asks for and receives a maintenance loan to cover this initial maintenance. (Currently the LCA could not do this because our insurance would not cover such a fixer up property)

Need Maintenance Loan: A coop has been having a bad year with maintenance problems and now they have a major plumbing problem that is busting the budget. They decide to go to the LCA for a maintenance loan. The coop is not behind in any loan payments so the LCA approves of the maintenance loan. The loan is repaid either by extending the time on their original LCA loan, or by increasing the payment of their original loan.

Glossary:

Community Land Trust (CLT)

A community land trust is a private, non-profit organization whose goal is to acquire and hold land for the benefit of the community and to provide secure affordable access to land and housing for community residents. Community Land Trust's attempt to meet the needs of those priced out of the housing market. They help to reduce speculation and absentee ownership of land and housing and preserve the long-term affordability of housing.

Limited Equity Coop

A housing cooperative is formed when people join with each other on a democratic basis to own or control the buildings in which they live.  Usually, in addition to paying for shares in the cooperative, members pay monthly fees that cover the operating expenses of the cooperative corporation. 

In a traditional housing cooperative members who wish to sell their shares in the cooperative may do so for whatever the market will bear. Many coops have a process that needs to be followed to approve of new members. In a Limited Equity Coop members who sell their shares are limited in the amount that they can charge. Typically the resale formula takes into account original purchase price, inflation, current condition, and any improvements.

There are many advantages to living in a cooperative. Members receive tax deductions and equity just as in other real estate ownership.  Cooperatives are usually more affordable than other forms of housing as maintenance costs are shared. 

Mutual Housing Association (MHA)

A Mutual Housing Association is a private, nonprofit, 501(c)(3) partnership organization that develops, owns and manages new and existing affordable housing in the community interest.  Membership is composed of Mutual Housing residents and potential residents, representatives of municipal and state government, and leaders from businesses, corporations and the broader community.  The Association is governed by a Board of Directors representative of the membership.  Each Board member has one vote; Mutual Housing residents and potential residents constitute the majority.  The mission of a Mutual Housing Association is to provide safe, permanently affordable housing, and security from displacement for low- and moderate-income residents.  Beyond developing housing, the Association's mission is to build a strong and stable community through the empowerment of its residents.  Mutual Housing Associations are committed to being ongoing producers of affordable housing to meet the current and future housing needs of the communities they serve.

(The difference between a CLT and a MHA is minimal. CLT tend to favor a split deed model for limiting equity, MHA prefer a long term rental agreement. CLT tend to have more even split on the board (1/3, 1/3, 1/3) between residents, community representatives, and professionals, where as MHA usually like to keep a majority of residents on the board. Lastly CLT usually manage a fixed set of houses, where as MHA are usually trying to expand.)

Split Deed

A split deed is a legal way of separating the ownership of the land and the ownership of the buildings and improvements to the land. Usually a Land Trust or a similar type of organization retains the ownership of the land. This allows the Land Trust to stipulate certain conditions about the use and resale of the building, such as a resale price formula.

Long Term Lease

A long Term Lease is a transferable lease that is expected to last for the life time of the persons involved in the lease or for something like 99 years. Similar to a split deed, it is another method for an organization to give ownership rights while retaining a certain level of control over the house. Usually this includes resale price caps, occupancy rules, and protections against letting the house fall apart.

Some Outstanding Issues:

1. 4722 is physically different then the other houses and will probably have a different structure. How can a coop be created to take into account the inherent differences between the apartments, the Aspace and the offices?

2. Would Project Home be interested in this type of arrangement? If not what should we do about the Crossing?

3. What type of restrictions or incentives do we want to place on the Coops to meet social goals (eg low income requirements, or interest rates proportional to income, etc.)

4. How do we limit the equity accumulation? What is our resale formula going to be. Do we want to use a long term lease or split deeds?

5. What to do about the mortgage and annuity.

6. Will this effect our 501(c)(3) status?

What the Coops would do:





Keep track of ownership in the coop. Create a process for leaving members to get their equity.


Arrange and pay for the insurance and maintenance of the property.


Pay LCA fee and loan payments (if any)


Collect fee from members to cover expenses.





What the LCA would do:





Oversee the individual Housing Coops, make sure they maintain the properties and keep to the limited equity agreements. (Quite possibly with a split deed or a long term lease)


Offer Coops loans: initial purchase loans, maintenance loans, and departing member loans


Offer the Coops resources to enable them to find insurance, contractors, etc 


Buy more property and set up more Coops


Collect fees from Coops that covers operating expenses and property taxes.


Manage loans and collect loan payments from coops.











