Frequently Asked Questions about the LCA Transformation

During the past few months, we have had a number of forums to discuss the proposed transition, and the questions (and answers) below are ones that have been brought up repeatedly—in the community meetings, board meetings, and personal conversations.

Q: Will the new LCA deal with the individual housemembers or with the houses as whole entities? 

A: The LCA will become a federation of coops, and it will deal with the member coops—not with the individuals who make up those coops per se. Each current house will create a legal nonprofit coop that will, for all practical purposes, buy the house from the LCA—either through a long-term lease or a “split deed.” It could hypothetically happen that a coop forms in the future to own and manage more than one house—for example, if a community has the option to purchase both sides of a twin. For now, though, it looks like each house will form one own coop. 

Q: If the member coops “buy” the houses, then what is the point of a central organization at all?

A: For all practical purposes, the member coops will purchase the houses. But the long-term legal ownership and equity of the houses will remain with the LCA. The LCA won’t sell the houses just like a real-estate agent would sell them—we will sell them on a limited basis, with a carefully worded contract that controls use, maintenance standards, and resale rights. To do this, we will use either a “split deed” agreement, or a “long-term lease”—two legal tools that have been developed to help organizations like ours do this sort of thing.

Q: How will this enable both what we currently like about the current structure and other options—ie. both long term and short term residents? What sort of flexibility exists for coops to treat members differently?

A: Each coop will be free to create their own systems of distributing equity, collecting money, and dealing with short-term verse long-term residents. The only time the LCA would step in was if the coop was involved in some sort of activities that were contrary to the LCA’s mission. During the next year, we can explore how to set up these different models according to the needs of the different communities.
Q: How will the LCA keep control over the houses? What "firewalls" would be in place to prevent (1) all the equity from ending up in an unaccountable individual or organization's hands, (2) the houses from being "resold" in a way that puts the cooperative structure in danger?
A: The legal format of how the LCA controls the properties after selling them to the coops depends on whether or not we use a split dead or a long-term lease. We will need to make this decision after having done more research on the details of property law and coop law. Regardless of which of these we choose, we must lay out very clear limitations on its resale, such as: 

· If the coop decides to sell their split-deed or long-term lease, then they will most likely responsible for finding a buyer.

· The Board will need to approve of the buyer before the house is sold.

· The sale price must not exceed the LCA’s valuation of the property.

· If the Board does not approve of the buyer then the LCA is responsible for finding a buyer.

Q: Does this mean that I can no longer afford to be part of the LCA? I don’t want to see us set up an organization that shuts people out.

A: This will raise real costs slightly on a month-to-month basis, but not much—our initial estimates are that it will be about $1,300 per month—$2,000 more per year per house than currently. This figure is actually a little bit less than the equity that you are getting back over time, though, so in the long run you will benefit.

Q: What expenses would a house have that it does not currently have? Can we break down the details and reasons for this?

A: Each coop will be responsible for insuring their own building, for accumulating their own emergency maintenance fund, for paying down on their loan, and for paying a basic fee to the LCA, will basically cover taxes. The Insurance and the LCA fee will be fixed and will vary from property to property.

It seems that our $4000 per year Maintenance is about right although with big projects it can go over. In the past 5 years the LCA has spent about $2000 per year per property. That leaves the Loan Payments. This is dependent on how we value the houses and what interest rate we charge. Below is a sketch of what an ideal-type house budget would probably look like.

	Insurance
	 $   2,857 
	Divided the Current LCA insurance costs ($20k) by 7

	Maintenance
	 $   6,000 
	Added $2000 so coops can accumulate their own emergency fund

	LCA Fee
	 $   1,571 
	This is an the city's property tax and might increase

	Payment loan Fee
	 $   5,090 
	$70k loan @ 4% for 20 years

	Total
	 $ 15,519 
	Houses are currently responsible for $13480.


Q: What would change in terms of the day-to-day lives of the housemembers?
A: Responsibility for insurance and maintenance will be shifted onto the house coops, and you will not have regular interaction (ie. reminders) from the board to be responsible for these things.

Q: How does this encourage the houses to keep up the houses? How will we make sure the houses don’t skimp on maintenance in order to reduce their costs?

A: One underlying goal here is to change the organization so that the board is not in the role of “dorm mom” for the houses. Too often this ends up feeling like an unofficial landlord relationship, even though the people on the board do not want to have this role. So part of the point is to make it so the houses are responsible for themselves.

There will be a minor degree of financial incentive to keep up the property, since you now have equity in the house—ie. you now “own” and how much equity you will get back when you leave is partially tied up in how well it is maintained while you are there.

However, this incentive is minor—especially when compared with what financial rewards similar energy toward maintenance would reap for someone who was engaged in a for-profit system during a period of real-estate speculation. So the primary motive here will still need to be mission and a sense of shared community values. We will need to think proactively about how to encourage the learning and development of these shared values among the house coops—and also as a service to the larger community. Perhaps we could hold forums on various house maintenance issues and other challenges of coop living, perhaps we could produce a newsletter, perhaps we could start a toolshare. All of these sort of things will be possible when the board’s responsibilities are no longer dominated by managing the houses.
Q: How will the outstanding mortgage on Percolator, or the annuity on Greyskull influence the amount that these coops will end up paying?

A: It won’t matter at all. Those are LCA debts and will remain burdens of the entire organization. Similarly, if the LCA decides in the future to take out a mortgage in order to purchase another building, this will be an organization-wide decision and the debt will be incurred by the organization as a whole.

Q: Will there continue to be Maintenance Grants available from the LCA?

A: This is a detail that we would work out in the year to come. However, the board’s preliminary research suggests that the most sustainable structure will be to eliminate Maintenance Grants made after the coops purchase the houses, and instead offer Maintenance Loans. An exception to this would be in the initial phase of house purchases if a serious maintenance issue is discovered that should have been considered when valuing the house. In terms of a house’s day to day reality, the Loans would not seem very different from the Grant system we now do—the house would apply for a loan, and as long as the request was legitimate and there was money, they would be approves. The LCA would give them the funds, and their outstanding loan would be increased by the amount of the loan.

Q: When we break up the insurance, is there a chance that the rates could go through the roof? What about houses that are “nontraditional” and might be considered a “greater liability”?

A: This is something we need to keep our eye out for. Currently, we have a pretty pricey insurance plan – we are already considered to be “off the map” and “a liability.” So, that makes us suspect that any plan we could get individually would not be a significant increase. But, this is a speculation. We need to keep this question in mind as we do our research.

Q: Can a house choose to repay their loan faster (bigger payments for a shorter period of time) or slower (smaller payments for a longer period of time)?

A: Yes, definitely. That is part of the point—to allow houses to invest as they are able into the long-term equity of the house. If a house wants to purchase their split deed or long-term lease outright, they may do this. If they want it to take thirty years and make sure that the real costs for the residents stay as low as possible, we will make every attempt arrange this. An idea has come up in the board, also, of setting different interest rates based on income. We will have to research this because it may raise all sorts of legal problems, but if its possible, we’d like to do it.

Q:  How exactly will turnover work—what if one year multiple people need to move out and want their equity?

A: Houses will be responsible for finding replacements—ie. buyers—if, either, an individual moves out or the entire coop disintegrates. In the case where they are unable to do this, we’d need to have some sort of clause that said if this situation ensued, these hypothetical people would be lending the land trust money. 

Q: Exactly how would an individual interact with one of the member co-ops? How would the amount of equity they'd accumulate be determined?
A: The table below illustrates the payments made by individuals in a hypothetical house over 10 years. The first two years there are only four housemates and the each own 25% of the coop and they have all paid $3875 their first year to the coop. Each year they have to pay a little more due to inflation. At the beginning of the third year Jan moves in. That year they all paid $3140 because costs were now divided between five people instead of four. By the end of the year Jan owns 8% of the coop (1/13th), where as the other owned 22% (3/13th). At the end of the fifth year Tim and Tom move out each getting $3392. In order to pay Tim and Tom the coop had to borrow money so the total value decreased by $6784. Jon moved in at the beginning of the 6th year….

	Year
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	

	Tim
	25%
	25%
	23%
	22%
	22%
	 $  3,392 
	
	
	
	
	

	Tom
	25%
	25%
	23%
	22%
	22%
	 $  3,392 
	
	
	
	
	

	Pam
	25%
	25%
	23%
	22%
	22%
	33%
	30%
	29%
	27%
	26%
	 $   7,489 

	Pat
	25%
	25%
	23%
	22%
	22%
	33%
	30%
	29%
	27%
	26%
	 $   7,489 

	Jan 
	
	
	8%
	11%
	13%
	22%
	22%
	21%
	21%
	21%
	 $   5,991 

	Jon
	
	
	
	
	
	6%
	9%
	11%
	12%
	13%
	 $   3,744 

	
	
	
	
	
	
	
	
	
	
	
	

	each paid per year*
	 $ 3,875 
	 $   3,900 
	 $ 3,140 
	 $ 3,161 
	 $  3,181 
	 $  4,003 
	 $  4,029 
	 $  4,055 
	 $  4,082 
	 $  4,109 
	

	Total value of Coop
	$2,300 
	$5,426 
	$8,686 
	$12,079 
	$15,605 
	$12,480 
	$16,274 
	$20,201 
	$24,262 
	$28,457 
	


The percentage owned by each person was calculated as the ratio of the amount of time they have lived in the house compared to the amount of time everyone has lived in the house. (eg at the end of the third year Jan had lived in the house 1year. Tim, Tom, Pam and Pat had each lived in the house for 3 years. The total amount of time that every one had lived in the house was 13 years (3+3+3+3+1). Therefore Jan owned 1/13th of the coop or a little less than 8%

Assumptions: Each coop member is paying the same amount (in reality, some houses might have more complex formulas depending if they value the rooms differently, or have income scaled fees). Inflation is 1% a year. Coop had an initial value of $70,000. The coop had a $70,000 loan from the LCA at 4% interest. When a housemate left the coop borrowed more money from the LCA but didn’t change the amount of their monthly of payments (ie they extended the period of their loan).

*Includes only the expenses listed in next question. Does not include utilities or food.

Q: How would we do the initial 'real value' assessment of the houses? How would we do subsequent reassessments and what criteria would we use for deciding when to do reassessments?
A:  These are good questions and they deserve a lot of thought and much more research during the next year. We would use a formula, something like the following:

West Philly housing values in 1990/West Philly housing values now = Value Modifier
Initial house value = Value Modifier * Market Value of House * inflation
This formula is based on an assumption that in the early ‘90s housing prices were pretty fair. It was after the bubble in the late ‘80s and before the most recent over inflated housing prices.

Future house value would be determined similarly:

West Philly housing values now/West Philly housing values in future = Value Modifier

Future house value = Value Modifier * Market Value of House * inflation
The only reason that we would want to consider looking at the future market value of the properties is to capture the level of maintenance that has been done to the house. Market Value will take into account if the maintenance has been effective.

Every time a member of the coop moves out, the coop should decide if it wants to reassess the value of the house. Because assessing the Market Value will probably involve averaging several assessors’ valuations it is not a trivial proposition. In most instances the coop will decide to assume that the maintenance has kept the house par and just index to inflation.

Q: What will happen if houses are not paying on their loans (now their “cost shares”) or coming to meetings?

A: The goal of the LCA is not to allow people to simply have free or cheap rent when others around us have to pay, but to encourage responsible, reciprocal relationships between the building, its residents, and the neighborhood that will be sustainable in the long run. The transformation will allow us to develop clear procedures that everyone understands for dealing with situations where people are neglecting their obligations—fiscally, in terms of maintenance, and in terms of extreme cases of building misuse. The goals of having these policies spelled out will be to provide due process to everyone, and also to enable the LCA to get out of a bad relationship if people simply are not taking their responsibilities seriously. Here are some preliminary thoughts on this, though this level of detail will need to be clarified in the year ahead.

( Fiscal Responsibility: Each coop will have a responsibility to contribute to the sustainability of the larger coop by making its loan payments on time. Clear processes will be developed for notifying coops when their payments are late and for taking action if the situation is not remedied.

( Maintenance: The property must be kept in reasonable condition. If the property’s condition worsens over time then the Board should attempt to work with the coop to put together a maintenance plan. If the coop is not cooperative then the last resort the board could take back the property.

( Use: Use of the property must be consistent with the LCA’s mission. If a property is consistently used for purposes contrary to the LCA’s mission, the matter should be brought to the attention of the Board. If the Board reaches consensus then it has the power to take the house back from the coop. This would be an extreme situation, though, and the structures that we put in place need to make sure that the burden of proof is on the Board, and that the resident coop has due process in this situation.

Q: What happens to the investment of all the previous LCA members? Do current LCA members benefit from this transition? What about other organizations?

A: This transition does not give any of the LCA’s equity away. Any equity that is accumulated by the coops is because they have paid for it. The way we have structured this proposal all the equity of the LCA stays with the organization. We would sell the houses to the coops at a less than market rate, but would still retain certain controls over the houses. The money that we get by selling the houses can then be used more directly to further our mission.

Current LCA members will benefit by being offered the opportunity of joining one of these relatively low cost housing coops. The equity that they will be accumulating they have to purchase either outright or through a loan from the LCA. This benefit is not that different from the old system of below market rate rentals with the exception of now members can start owning equity in the building and have a greater responsibility in running their house.

Q: What about a hypothetical scenario whereby Ms. Landowning Ally decides she wants to "land trust" the house she currently owns. What would such a transaction look like? What about a common house that is owned by an individual?
A: The numbers would look identical in both situations. The Market Value of the house would be assessed.

Market Value of House:
$250,000

LCA Value of House:

$70,000

LCA would purchase the house for $250,000 and would sell the house to a coop for $70,000. Some options are available to the LCA to make this more affordable:

· Owner could lend the money to coop instead of the LCA having to lend the money. (We only have to pay owner $180,000.)

· Owner could donate some money to the LCA. Say the owner only wants $150,000 for the house they could get a $100,000 tax-deductible donation.

· If the owner wanted to remain being the sole owner we might consider treating her like a coop, though this might raise ethical questions. If it were a group house, we probably would not want do this. If we did treat her as the sole owner then we would have to pay her $180,000 (unless she donated some portion of that to the LCA).

If it were a group house that was previously owned by an individual, then the coop that buys the house from the LCA would most likely be made up of all the housemates—in other words, the process of land trusting the house would facilitate its becoming a formal coop.

Q: What does this proposal mean? How fast are we going to do this? Is everything going to change very quickly?
A: We are at a very early stage in this discussion. The proposal before the membership right now is not intended to be focused on financial or legal details, but rather on coming to consensus on direction. We will spend the next year—and longer if necessary—researching these details, and a high priority will be put on making sure that this process is clear and involves all the houses and their residents to the extent that they desire to participate in it.

Q: What will happen if we don’t like the things we learn in the research efforts?
A: The LCA is a cooperative, consensus-based organization. If we learn that something we are doing will endanger the core of our organization, then we will have to get together and reassess our situation. Researching legal and financial details will require creativity and flexible thinking, since these systems are, to a large degree, based on values that we are trying to subvert! It will be a challenging process. Because of this, we all need to be careful in the next stage to communicate concerns, questions, and information clearly.  

Q: Will someone hold our hands?
A: We will all hold each other’s hands! Seriously—the next year will be a process of lots of collective learning. No house is going to be expected to do this on their own.
Q: Why is the transformation necessary or helpful?
A: The transformation will do a bunch of good things. It will:

· Give us the autonomy to make the decisions we want to make about our houses

· Give us equity so (1) we have a stake in those decisions, and therefore will be motivated to make them with care, and (2) we’ll be more likely to stay for longer since when we leave we’ll get something back for the work we put in.

· Promote the land-trusting of property which will reduce turnover rate, one cause of gentrification, and preserve the properties for the use of future activists.

Q: But there are parts of gentrification that are not directly tied to the economic turnover—such as race and class politics. Are we ignoring these issues?

A: This structure will also free up energy in the organization so that more attention can be paid to building a board that is more diverse and more representative of the neighborhood in terms of class and race background. As is, no one who does not live in our houses would want to sit on our board—because almost all of our energy is being put toward managing the houses. This is why the LCA is an insular, introverted organization—because the responsibility is centralized, so the core group is burdened by management and disempowered from doing the sort of creative work that would attract others to want to be involved. 

The future of the LCA is full of possibility. There are many directions we could focus our energy and use our substantial equity. This transformation proposal is attempting to stay neutral about what the LCA should do next. However, one part of the proposal is that the membership form a committee to advise the board on the complex political issues of gentrification, race, class, and neighborhood politics during the next year. This committee could conduct research into how other organizations like ours have dealt with these issues, hold focus group meetings with neighborhood activist and community groups, and solicit the involvement and input of the broader community.

This is a great opportunity for us to do some really innovative and important work. Though we have many models to go on, we do not have good examples of groups that are quite like us. Most land trusts are rural, not urban, and most mutual housing associations are continuous, not decentralized. So we are an anomaly. And, our activist roots make us even more so. How will we take all these variables and make this organization into a dynamic one that is accountable to our politics? This is a challenge that we should welcome. 







