LEVERAGING FBO-OWNED PROPERTY TO CREATE AFFORDABLE HOMES

ENTERING INTO A LONG-TERM GROUND LEASE

AGREEMENT REQUIRING THE DEVELOPMENT OF

AN AFFORDABLE HOUSING COMPONENT

FBOs who do not wish to enter into a JV agreement
to develop their property, but at the same time
would prefer to retain the long-term ownership of
their property, could consider a long-term lease
agreement. This path would allow the FBO to select
a developer who would create affordable housing
on the property, without yielding the site’s long-term
ownership and financial benefit. Entering into a
long-term ground lease agreement also offers the
FBO more flexibility in controlling and shaping the
future use and redevelopment of the site.

Offering the lease of the site usually starts with
releasing a request for proposals (RFPs)'® for the
development of the property, seeking submissions
from prospective developers that show their
capability to lease the property and accomplish the
FBO's desired development goals and objectives
on the property. The RFP also enables the property
owners to provide information on their property and
desired development outcome, including property
description, desired development goals (number of
housing units and level of affordability), guidelines,
requirements, evaluation criteria and solicitation
and development timeline. Once the submissions
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are received, the FBO can evaluate the received
information and listed qualifications to select the
applicant who is most qualified to accomplish their
desired development outcome.

It is important to highlight that pursuing an RFP

to solicit development proposals is not the only
approach for selecting a developer. Property
owners can pursue Request for Qualifications
(RFQs), seeking one round of submissions that
describes the prospective developers’ qualifications
and capabilities to accomplish the desired
development outcome. This step would be followed
by selecting the most qualified applicants from

the first round asking them to submit responses to
an RFP seeking proposals for the disposition and
development of the parcel. Also, if the property
owner does not have a specific vision for their
property development in mind, they can release a
Request for Ideas (RFI) seeking proposed ideas and
suggestions on how their property can be utilized
and developed.

Once the developer is selected, the two parties
start negotiations to enter into a long-term ground
lease agreement. The ground lease agreement
clarifies: the length of the agreement; any upfront
fees paid to the land owner; the monthly lease

fee that will be paid by the developer to the

land owner; the ownership of site improvements
(constructed portions of the project); if the developer
is required to pay any penalties to the site owner if
the developer fails to complete the development or
terminates the development project; the ownership
of site improvement upon the end of the lease; and
flexibility in extending the agreement upon the
expiration of the ground lease term.

The term of the ground lease agreement is typically
30 years beyond the term of the longest cash flow-
contingent loan — this term determination method
ensures that the ground lease term would not expire
before the developer pays the last mortgage loan
payment. If the property has a Land Use Restrictive
Agreement (LURA)'® or other regulatory agreement,
which would impose restrictions on the maximum
rent that can be charged and/or the income of the
tenants for a portion or all of the developed housing
units, then the ground lease term must be longer
than the term of the LURA or extended

use agreement.

Generally, the ownership of land improvements,
including the developed housing units, are
transferred to the land owner upon the expiration
of the lease term (unless the agreement includes
provisions that govern the ownership of
improvement upon lease term end). In addition,
when the lease term expires, the owner and
developer can negotiate extending the lease,

or in some cases the ground lease agreement
would regulate the extension of the agreement
upon expiration (for example, it would allow the
developer to extend the ground lease for another
15-30 years if they have successfully fulfilled the
agreement terms).
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FBO-owned vacant parcels that are not in line for
development in the near term can be utilized to
create temporary homes/shelter for individuals and
households at the risk of /experiencing homelessness
and housing instability. According to a report

from HUD, on a single night in 2018, roughly
553,000 people were experiencing homelessness
in the United States.'” It is widely recognized that
the nation’s homelessness challenge cannot be
easily fixed and requires collaborative solutions
implemented at different scales. The homelessness
challenge is more persistent in expensive markets
with limited supply of housing affordable and
available for extremely low-income renters as well
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A CLEAR DISPOSITION OR DEVELOPMENT TIMELINE

as high demand for permanent supportive housing
and shelter. Over the past decade, innovative
solutions to provide temporary shelter or relocatable
homes have gained more traction as transient
options that can provide shelter until individuals and
households experiencing homelessness are able to
access permanent affordable housing.

Vacant/underutilized sites and underused parking
spaces can be utilized to create shelter and
relocatable homes that would serve individuals and
households experiencing homelessness. Houses

of faith often provide social services to lower-
income households struggling to pay their rent
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and access other critical needs, such as healthy
food, job training and health care services. This
makes houses of faith well equipped to expand
upon their already offered services and provide
and also operate temporary shelter/affordable
homes. These strategies include tiny home
villages/communities, which offer individuals and
households experiencing homelessness access

to low-cost, small units and shared communal
areas. Designers and engineers have developed
prototypes for manufactured, smaller housing units
that can be easily disassembled and relocated from
one site to another. It is important to take a couple
of factors into consideration before pursuing this
strategy. The house of faith must ensure that state
and local laws authorize the creation of these
communities on privately owned land. In addition,
this solution requires ongoing financial resources
and adequate capacity to operate and maintain
the space and provide needed services.

When houses of faith explore this use, it is vital to
proactively plan for future relocation of temporary
shelter/homes that were created as an interim

use. When the house of faith decides to dispose or
develop the site with a permanent use, relocating
the residents of the temporary shelter/homes will
become a challenging step that will require a
considerable amount of communication, planning
and resources. While this step might face opposition
from existing residents and the broader community
due to concerns about risks of displacement and
housing instability, the interim use can inspire

and shape the permanent development project.

For example, the house of faith can ensure that

the residents of temporary shelter/homes attain
access to shelter/housing while permanent
supportive housing is being constructed on the

site. Additionally, once the development process is
completed, those residents can be relocated to the
site to move into permanent affordable housing units
with necessary supportive services. Furthermore,
showing the pressing need for permanent supportive
housing might secure public and private approval,
assistance and financing for the development of the
site into permanent supportive housing.
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SELLING A PARCEL WlTH THE STIPULATION

RTINS

THAT THE DEVELOPER WILL CREATE AFFORDABLE

HOUSING AS PART OF THE DEVELOPMENT PROJECT

Under pressing financial challenges, some FBOs long-term ground lease generates recurring revenue
could lean toward selling their property to use the that can be used to cover capital, overhead and
generated revenue from the land disposition to social programming costs. Furthermore, these paths
cover major capital upgrades or overhead needs. would enable FBOs to attain/preserve a long-term
However, it is important to note that this path can legacy of being mission-driven, thoughtful and
cause long-term vulnerability as the FBO would engaged community members.

yield their control of the property’s future financial
benefit and use. While this strategy would provide
the FBO with one-time revenue, entering into a JV or



20

ENTERPRISE COMMUNITY PARTNERS, INC.

It is important to point out that affordable housing
has temporary affordability terms that typically
varies from 15-99 years. These terms require the
developer/new site owner to keep the developed
housing units affordable to households at a certain
income level (commonly calculated as household
income as a percentage of the project’s area
median income) for a certain period of time.
Once those affordability terms expire, the new
site owner could redevelop it into market-rate or
commercial development, leading to the loss of
affordable housing.

Therefore, if an FBO decides to enter into a land/
property sale agreement, they should consider
placing deed restrictions or covenants, which would
impose both maximum rents and tenant income /
eligibility requirements for a certain period of

time on the developed affordable rental housing
units.'® FBOs should then examine the possibility

of requiring longer affordability terms, such as
50-99 years. Furthermore, for for-sale units, a
shared equity model can be pursued to require the
homebuyer to pay a portion of the realized equity
gains when they decide to sell their home. Another
option is to place deed restrictions or covenants that
would require homeowners to resell their property
at an affordable price.



KEY TAKEAWAYS

, ) 7
«

v
L

L

-

!
:
!
{

.
!/

The use of underutilized or vacant property owned by FBOs has been gaining
more traction as an effective strategy that can help expand the supply of

affordable homes.

This white paper aims to assist FBOs and community
stakeholders interested in advancing this strategy
with understanding what it takes to successfully and
effectively implement this strategy and the different
implementation approaches that can be pursued.
However, this white paper does not capture every
single implementation approach, as the real estate
market is a dynamic, evolving field in which experts
continue fo identify and explore new innovative

approaches for creating and supporting affordability.

Every parcel/property has its own characteristics
and circumstances. Therefore, this white paper avoids
providing a specific path for property development
that could be deemed as a one-size-fits-all strategy
by stakeholders. This resource rather aims to highlight
considerations and some of the proven and available
paths for developing or repurposing property owned
by FBOs into affordable housing.
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Reflecting this reality, we offer the following high-
level takeaways:

* Crafting a clear, inclusive and comprehensive
vision with desired goals and objectives for
the development of the property can increase
the effectiveness of the process, avoiding
overburdening it with competing goals that can
inhibit the proposal’s feasibility

* Conducting upfront due diligence activities and
collecting needed information, including any
legal, technical and financial factors that
can have implications on the desired
development outcome, is essential to
making real estate decisions

* Navigating and establishing effective

partnerships is a vital step for accomplishing the
desired development outcomes when the existing

technical and financial capacity is limited

* Ensuring the availability of necessary financing
resources and public/private subsidies is
integral to determining whether any proposed
development project is financially feasible

Leveraging underutilized and vacant property

to create affordable homes through entering into
a long-term ground lease agreement or a joint
venture partnership can create affordability while
offering the FBO long-term control over the site’s
future use and financial benefit

Using undertutilized or vacant property on an
interim basis while the disposition/development
negotiation process is in the works provides
vulnerable populations with critical access to
temporary shelter

For additional resources and more information on the Enterprise Faith-Based Development
Initiative (FBDI), please visit bit.ly / EnterpriseFBDI.

For reports and policy briefs from the Enterprise Policy Development & Research team, please

visit bit.ly /PDR_Reports.

For continuous coverage of and updates on these efforts, sign up to receive our newsletters

at bit.ly /EnterpriseNewslettersSignUp.
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