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Abstract

Despite the private for-profit sector’s importance in afford-
able housing development, there has been relatively little
research on the sector. This working paper explores one of
the country’s leading for-profit affordable housing develop-
ers, McCormack Baron Salazar (MBS) and provides some
insights into their successful business model.

The paper uses the “Quadruple Bottom Line,” to both review
the literature on for-profit affordable housing developers and
to assess the operation of MBS. With a strong commitment

to low-income housing and community revitalization, MBS
focuses on converting large, deteriorated housing develop-
ments into new mixed-income communities.

Also discussed are the “essential ingredients,” that need to
be in place for MBS to make a commitment to do a specific
project. Nevertheless, even a project that incorporates all of
these factors may still face significant challenges, largely due
to external constraints and the complexity of developing and
managing high quality affordable housing.
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The paper concludes with an overview of the components

of successful public-private affordable housing programs,
regardless of whether the developer is a for-profit or a
nonprofit. The recommendations also emphasize the impor-
tance of a strong and committed federal role in affordable
housing development, including the need for deeper housing
subsidies, with less reliance on multiple funders for putting
together affordable housing development deals. Even a large,
well-capitalized firm like MBS cannot develop affordable
housing without additional significant public and private
resources.
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Introduction

The question of how to build decent housing that is affordable to lower-income
households has challenged policy makers for decades. While it is widely acknowledged that
federal housing policies have attempted to meet a number of objectives in addition to housing
the poor, the challenge of how best to stimulate production has persisted. All the many efforts
that have been tried assume that the private for-profit housing sector is typically not on its own
able to produce housing affordable to low-income households while still realizing the desired
level of profit. Federal assistance in some form is essential in order to stimulate a large-scale
production effort.

For more than 50 years, the federal government has been providing various incentives
to encourage private for-profit housing developers to develop affordable rental housing. This
reliance on the private sector replaced the decades-old federal strategy of providing deep
subsidies to local housing authorities to produce public housing. Public-private partnerships for
affordable housing have the potential to increase the impact and even the amount of subsidies
available from government and private parties (Iglesias, 2013) while intensifying the “market
discipline” applied to affordable housing projects. However, a key challenge is how to provide
sufficient incentives to encourage private sector participation, while also safeguarding the public
purposes of the particular program—providing housing over the long-term, at prices that are
affordable to lower-income residents who are unable to compete in the private housing market.

From their perspective, for-profit affordable housing developers face the potential
dilemma of trying to generate the desired level of profit while providing housing for those with
very limited incomes. With reference to the major current public-private housing program
aimed at this group (the LIHTC program discussed below), one observer noted that it aims “to
house poor people, but not ones so poor that they cannot pay rents sufficient to preserve a
profit for the developers” (Ballard, 2003, p. 24).

In the 1960s, the federal government began providing below-market interest rate
(BMIR) loans to private nonprofit and for-profit developers for the construction of housing

targeted to low- and moderate-income households. These initiatives were followed by the









City). While any one of these companies would have been appropriate to study, a combination
of factors made MBS a particularly good choice. These included: a long history; a large portfolio
of projects in many locations across the U.S.; extensive involvement with federal housing and
community development policy and programs; and a gracious invitation from one of MBS’s
principals, Richard Baron.

This study addresses the following questions:

e What do we know about the record, based on a variety of diverse criteria, of for-profit
affordable housing developers and, in particular, how does it compare with that of
nonprofit organizations?

e How has one reportedly successful, prominent, and productive for-profit affordable
housing developer, MBS, gone about its business?

e What can be learned from its efforts and how might this be helpful to other for-profit
and nonprofit affordable housing developers?

e How could policy changes enhance the work of all affordable housing developers?

To explore these questions, relevant literature on the comparative experiences of for-
profit and nonprofit affordable housing developers was reviewed; existing articles about MBS
were compiled and assessed for relevancy to the current project; and interviews were
conducted with professionals either working for MBS (N = 7) or in the professional
housing/academic community, both within St. Louis and beyond (N=9). Most of these
interviews were done in-person and were held over a three-day trip to St. Louis, the home
office of MBS. During that visit, which took place in April 2015, a number of MBS properties

were visited. All quotations in this paper from those interviews have been approved.

Study Limitations

This inquiry has some important limitations.

First, only one for-profit firm was selected for study and, in addition, only one city in
which that firm operates was visited. Since a study of the entire for-profit affordable housing
sector was beyond the scope of the present effort, through a close look at a single developer
this study aimed to raise key questions for further research and identify lessons for other
developers. Clearly, the single firm selected — one of the most acclaimed for-profit affordable

housing developers in the country — is not representative of the average firm in the sector.



Second, a relatively small number of professionals were interviewed. It was beyond the
scope of this effort to interview, for example: a range of St. Louis social service providers, public
school officials, neighborhood leaders, MBS on-site managers, or residents of MBS properties.
This constraint limited the study’s ability to form a more nuanced picture of MBS from the
perspectives of diverse stakeholders.

Third, this project did not include detailed analyses of development pro formas or
management budgets. Such analyses would have permitted a more in-depth understanding of
financial planning and trade-offs.

Fourth, this project did not explore the details of MBS’s screening procedures for prior
and new tenants or the outcomes for residents of pre-developed properties, including whether
they moved into the renovated buildings or were permanently relocated elsewhere. Therefore,
the types of outcomes for prior residents of properties re-developed by MBS cannot be
determined, whether or not they moved into the new MBS development.

Fifth, no information was collected on MBS’s management approach to dealing with
resident problems, including tenant association involvement, if any, with, for example, eviction
policies.

Sixth, given that there are many different types of for-profit developers, it is important
to underscore that only one type of for-profit entity was selected — a large, highly professional,
well-seasoned company, whose emphasis is on large-scale new affordable housing
development within mixed-income properties. Further explorations of this sector would benefit
from comparisons of such a company not only with other for-profit firms of different sizes and

with varying approaches, but also with large, high-performing nonprofit housing organizations.

This Working Paper consists of five main sections:

1) Review of relevant literature
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being eight (Bolton, Bravve and Crowley, 2014). Unfortunately, neither of these two studies
compared the number of additional funding sources used by nonprofit vs. for-profit developers.

Since nonprofits tend to rely more than for-profit developers on federal subsidies and
funding sources to cover development costs, some nonprofits may have to pay higher wages to
construction workers due to various requirements (e.g., prevailing wages) tied to federal
subsidies (Ballard, 2003). Consistent with this finding, one group of researchers concluded that
differentials in production costs may be attributable primarily to factors other than “systematic
differences in nonprofit versus for-profit comparative efficiencies” (Hebert et al., 1993, ES—20).

Smaller nonprofit developers also may be at a disadvantage in accessing tax credits
because many state Qualified Allocation Plans favor large-scale projects that small nonprofits
may have difficulty undertaking. In addition, this group may find it difficult to cover the costs
involved with financing the application for tax credits (particularly if an application does not
succeed) and, more generally, in navigating the many complexities of the application process
(Bolton, Bravve and Crowley, 2014).

A key question, only minimally addressed in the literature, relates to the quality of the
housing built by for-profit and nonprofit sponsors using various federal housing subsidy
programs. One recent evaluation in California found that “nonprofit developers may build
projects to a higher quality or durability standard relative to for-profit developers or may
choose to take on more difficult and expensive to develop projects” (California Department of
Housing and Community Development et al., 2014, p. 35). Another study suggests that local
competition for LIHTCs may also provide an incentive for both for-profit and nonprofit
developers to maintain the quality of their housing. According to this study, “strong
competition for LIHTC may also have helped ensure the quality of projects built by different
types of developers” since it is difficult to obtain allocations of tax credits in California without a
good track record (Deng, 2011, p. 160).

Researchers invariably note that if development by nonprofits is comparatively more
costly, this needs to be viewed in the context of the other benefits typically associated with this
housing, such as the nonprofits’ purportedly greater involvement with the community and their

focus on resident services (see for example, Bratt, 2008a and 2008b; O’Regan and Quigley, 2000).



For-profit and nonprofit sponsors have different costs and funding strategies likely
because they typically have different central goals and motivations. A study contracted by HUD,
which examined 39 LIHTC properties, found that nonprofit sponsors were most likely to cite
neighborhood improvement or affordable housing goals as their primary objectives. In contrast,
for-profit sponsors were, overall, “more likely to identify financial benefit as the primary goal”
(Buron et al., 2000, p. xv). Another study found that nonprofit sponsors were more likely to
locate their properties in poor and problem-laden neighborhoods than the total universe of
LIHTC properties, the bulk of which were developed by for-profit sponsors (Climaco et al., 2006;
see also CohnReznick LLP, 2015). Nonprofits also were more likely than for-profit developers to
build units larger than 1,000 square feet (U.S. General Accounting Office, 1999).

A case study of private for-profit developers and social service providers involved with
mixed-income housing in Chicago found that one for-profit developer knew that building this
type of housing was “the right thing to do.” However, the slow, costly, and highly bureaucratic
development process made it difficult to remain involved in such investments when greater and
quicker profits were available elsewhere: “We’ve had to carry [the project] out of our own
pockets for nearly five years at a great cost. No developer in their right mind would ever do
this...we ultimately think we’re going to make money or we wouldn’t be in it at all. But we can
make a lot more money elsewhere doing a lot of other things” (Joseph, 2010, p. 115).

There is limited information on differences in management practices among nonprofits,
for-profits, and government sponsors. However, a study of public housing and project-based
Section 8 housing in Virginia found that there were generally no significant differences.
Nevertheless, on a few criteria, nonprofit owners had a stronger record than for-profits: lower
vacancy and unit turnover rates; quicker turnaround times for routine maintenance; and
undertaking more initiatives to empower residents (Johnson, 1996).

In order to take advantage of the comparative assets of each type of developer, many
partnerships have formed between for-profits and nonprofits. For nonprofits, the motivation
likely relates to the in-house technical or financial expertise of the for-profits and their access
to ready capital. For-profits typically see a partnership with nonprofits as beneficial since the

latter are likely to have deep knowledge of and support from neighborhood residents. In
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addition, nonprofits may have: site control of a key property; improved access to potential sites
through the city or local redevelopment agency; the ability to attract philanthropic funds; and
easier access to public subsidies or financing such as HOME and CDBG (Chung, 2004, Jacobus
and Winning, 2006; Bratt, 2008a; Madden, 2012).

Mixed-Income Housing

What are the specific advantages of mixed-income housing developments? This
guestion, pertinent to the present study of MBS, has been explored by a number of
researchers. Citing the problems associated with concentrated poverty, William Julius Wilson
(1987) and others have criticized public housing developments devoted exclusively to very low-
income residents. Already in the late 1960s and 1970s, some housing professionals began
considering the benefits of mixed-income housing—housing that would be occupied by
households with a mix of income levels. Although concerns were raised about whether higher
income residents would want to live alongside households with lower incomes, this does not
appear to be a major problem (Myerson, 2003). Over the years, mixed-income housing has
become an attractive development approach for for-profit, as well as nonprofit, affordable
housing developers.

Advocates of mixed-income housing hoped to simultaneously address place-based and
people-based issues. There is an immediate appeal to creating visible, tangible signs of change
in @ community through a new attractive housing development. In contrast, strictly people-
based interventions likely take longer to achieve, are more difficult to measure, and are far less
visible. Indeed, in mixed-income projects, “external stakeholders may push for more quickly
attainable and visible place-based results...and de-emphasize the goals related to other people-
based benefits” (Fraser and Kick, 2007, p. 2358).

Among its purported benefits, mixed-income housing has been touted as far better than
traditional public housing and other older, project-based subsidy programs, since it provides a
non-stigmatizing environment and may even provide opportunities for lower-income
households to network with neighbors who may offer jobs or other advantageous connections

(Levy, McDade, and Bertumen, 2013).
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Despite these potential strengths, questions have been raised about the actual benefits
of mixed-income housing for low-income households (Schwartz and Tajbakhsh, 1997) and the
findings, to date, have not been encouraging. In one of the earliest studies exploring mixed-
income housing, researchers in Massachusetts concluded that “income mix as such does not
seem to be an important determinant of satisfaction and dissatisfaction” among residents. High
levels of satisfaction were principally due to the superior design, construction, and
management of the developments (Ryan et al., 1974, p. 24).

Decades later, an analysis of six mixed-income developments in Massachusetts led
researchers to conclude that while the housing was high quality and well managed, “the extent
to which the growth of mixed-income housing in the suburbs has supported the
deconcentration of poverty and increased opportunities for very low-income urban families
with children is less clear” (Gornstein and Verrilli, 2006, p. 34). Yet another Massachusetts-
based research effort analyzed resident outcomes within a mixed-income development and
found that there was “no evidence that [market-rate residents] directed their disadvantaged
neighbors toward jobs,” and that households with higher incomes “rarely worked to improve
neighborhood services, except in the cases of policing and security” (Graves, 2011, p. 143).
Furthermore, a 2013 survey of 31 mixed-income developments found that social tensions do
exist and “lead to a sense of separation among residents of different subgroups,” with nearly 60
percent of respondents describing in follow-up interviews some form of “us vs. them”
dynamic...” (National Initiative on Mixed-Income Communities, 2013). Briefly, with reference to
mixed-income housing, “the benefits tied to economic desegregation and poverty alleviation
have not been realized” (Levy, McDade, and Bertumen, 2013, p. 18). In truth, the hope that the
socio-economic composition of a single development can serve as a “magic bullet” is likely
misplaced, since many forces and constraints conspire to thwart economic security for low-
income households.

In another study of seven mixed-income developments, including two in which MBS was
the lead developer, researchers concluded that key factors contributing to success went
beyond the mere fact of a development’s being “mixed-income.” Some important factors, like

good location and excellent design and management, were not directly related to resident
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income levels. Other important factors suggest that it matters not simply whether, but how
residents of varying incomes are mixed. These factors included: a critical mass of units aimed at
higher-income (market-rate) renters; no differences in the nature and quality of the units
available to lower-income and higher-income tenants; and additional activities for lower-
income residents to enhance opportunities for interaction (Brophy and Smith, 1997). On this
last point, Moore and Glassman (2007) further noted: “It appears by most accounts that
meaningful interaction between people in subsidized and unsubsidized units does not take
place unless management...encourages activities to bring diverse resident populations

together” (p. 8).

North Sarah, St. Louis, Missouri

The first phase of development has 120 mixed-income rental homes in garden apartments,
townhouses, and four mixed-use buildings with approximately 11,900 square feet of
commercial, retail, community and management space. The second phase has 103 mixed-
income rental homes and approximately 6,370 square feet of additional commercial and retail
space. A number of units have live-work space — space on the ground floor that can
accommodate in-home businesses.

Photo courtesy of McCormack Baron Salazar
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At the neighborhood level, a team of researchers observed that although mixed-income
housing can have “positive externalities for lower income residents,” and lead to crime
reduction and increased public and private investment, income mixing may also result in
harmful unintended consequences for low-income households such as displacement “when
their long-poor neighborhoods attract new middle- and upper-income residents” who “may
help tip many neighborhoods from affordable and low-income areas to expensive ones” (Tach,
Pendall, and Derian, 2014, p.8).

Despite the likelihood that income mixing alone is not likely responsible for the several
positive findings associated with mixed-income housing developments, there is continued
interest and support for this approach. Perhaps part of the rationale can be explained by Alan
Mallach’s observation: “While the advantages of integration are uncertain, the disadvantages
of residualization and poverty concentration, which are the inevitable by-product of the
absence of spatial integration in a market-oriented polity, are compelling” (quoted in U.S.
Department of Housing and Urban Development, 2013).

The remainder of this literature review explores what is known about the extent to

which private for-profit developers are fulfilling the “Quadruple Bottom Line.”

Financial Viability of Developments

The first component of the “Quadruple Bottom Line” pertains to the need for
developments to be financially viable, while also providing a high quality of housing over the life
of the project. What do we know about the long-term viability of projects developed by for-
profit sponsors, and how does this compare to the experience of nonprofits? As with other
comparative findings discussed above, the answers to this question are not conclusive.

The LIHTC industry typically uses three primary measures to evaluate the financial
viability/performance of LIHTC projects: occupancy rates, debt coverage ratio (DCR), and per-
unit cash flow (CohnReznick LLP, 2015). While data are not available from the HUD LIHTC
database on these three indicators or on default rates of LIHTC projects by owner type, the
cumulative foreclosure rate of LIHTC projects placed into service from 1997 through 2010 is less
than 1 percent (CohnReznick LLP, 2012). Additional data from 2013-2014 points out that

although for-profits and nonprofits have very similar experiences in terms of occupancy rates,
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In another study of FHA-insured multifamily properties, researchers found that
distressed and stressed properties were less likely to have for-profit than nonprofit owners
(Finkel et al., 1999, pp. 4-11). However, they added that because for-profit owners
predominate as sponsors of the less troubled, newer assisted properties, whereas nonprofits
are more prevalent as sponsors of more troubled, older assisted properties, these findings
would be expected.

Perhaps surprisingly in view of the above findings, one study found that nonprofits are
more likely than for-profit developers to maintain higher operating reserves to support the
ongoing affordability of the units and provision of tenant services (Ballard, 2003). Yet, Bratt et
al. (1994) found that these reserve funds were often inadequate, revealing concerns about the
long-term financial viability of housing owned by nonprofits. Specifically, seventeen of the
twenty-three developments examined were in a dangerous position because of inadequate
capital reserves. In terms of operating reserves, the situation was even worse, with only three
developments having reserves in excess of 20 percent of operating costs, the number that HUD
considers the minimum for public housing authorities. In view of this shaky financial situation, it
is perhaps not surprising that more than half of the developments in the sample reported that
expenditures exceeded revenues (Bratt et al., 1994).

While Bratt et al. 1994 made no effort to quantify how specific conditions contributed
to these types of difficulties, the study suggested a number of possible reasons. For example,
the quality of the initial rehabilitation was often found to be problematic because of
inadequate construction budgets or poor workmanship and dishonesty on the part of
contractors. In addition, small portfolios of properties made it difficult for organizations to
cover the full cost of operations from property management fees, and neighborhood factors
often created adverse conditions and increased management costs (Bratt et al., 1994).

The decision-making process leading to some of these poor-quality and ill-advised
projects was particularly noteworthy. Nonprofits reported that they sometimes undertook
projects for which they knew funding was inadequate primarily in response to local pressures to
improve a troubled property or to provide additional housing in the neighborhood (Bratt et al.,

1994).
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In short, nonprofits’ willingness to undertake projects in areas that other developers are
likely to bypass appeared to be a key factor underlying differences in the viability of their
developments. This is consistent with the earlier observation that nonprofits are more likely to

do affordable housing development in more distressed areas.

Social and Economic Needs of Residents

At the same time that developments are striving for financial viability, the Quadruple
Bottom Line also asks them to focus on the social and economic needs of residents. In my early
conceptualization of the Quadruple Bottom Line framework, the category: “social and
economic needs of residents” was limited to the level of services provided within the
developments. A number of researchers have underscored the importance of service-enriched
programs in affordable housing developments (see, for example, Newman and Schnare, 1992;
Kudlowitz and Pinder, 2006; Proscio, 2006; Bratt, 2008b) and some have found correlations
between providing resident services and significant cost savings in various aspects of property
management (Galpin-Platter and Meyer, 2007; Dunn, 2011).

There is only limited research that directly compares the extent or availability of
resident services provided by for-profit and nonprofit-owned developments, or that focuses on
just the former. One study noted that developers of mixed-income housing may perceive higher
costs and risk associated with the provision of on-site social services, with some developers and
property managers possibly “reluctant to offer some needed services on-site for fear of
advertising the low incomes of many tenants and alienating the higher-income tenants” (Smith,
2002, p. 25).

The availability of resources and funding is, obviously, a critical issue, with nearly half
(47 percent) of the respondents to a recent survey of 60 mixed-income developments (a group
that includes 23 private developers) reporting that this was the number one challenge to
offering resident services within their developments (National Initiative on Mixed-Income
Communities, 2015). Another study found that CDCs are more likely than for-profits to provide
social services such as job training programs to their tenants, especially as part of their

management activities. In addition, since many of these services are provided by nonprofits’
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staff members apart from their regular duties, “the costs in terms of time and money become
significant” (Leachman, 1997, p. 45).

The second part of the Quadruple Bottom Line, the “social and economic needs of the
residents,” can be expanded to encompass several components beyond direct services. Further
comparative data was found for the following areas: targeting the lowest-income groups; size
of units; and the likelihood that the units produced will be preserved as affordable housing over
the long-term.

Targeting lowest-income groups

Developers applying for LIHTCs must agree either a) to dedicate at least 20 percent of the
rental units in their project to very low-income tenants, defined as those with incomes at or
below 50 percent of the area median income (AMI); or, b) to dedicate a larger share—40
percent—of units to somewhat higher-income tenants, with incomes at or below 60 percent of
AMI. The majority of developers (88 percent) have chosen the latter option (U.S. General
Accounting Office, 1997).

In a sample of 39 properties placed in service between 1992 and 1994, the only two
properties that chose to have the minimum number of units qualifying as affordable for
households below either 50 or 60 percent of AMI were owned by for-profits; the other
developments had 80-100 percent qualifying units. In addition, just 9 percent of units
developed by for-profits had rents below 70 percent of the HUD-designated local Fair Market
Rent (FMR). In contrast, 45 percent of the nonprofit-built units had rents below this amount
(Buron et al., 2000). Another analysis of HUD's LIHTC database revealed that less than one-half
of the low-income units placed in service by for-profits between 1987 and 2013 had rents lower
than the rent ceiling, compared to nearly three-quarters of low-income units (72 percent) with
a nonprofit sponsor (Lew, 2015a).

A comparative analysis of public funding for for-profit and nonprofit developers of
subsidized housing in Chicago found that for-profit developers sought more moderate-income
renters in more stable neighborhoods while nonprofits developed housing targeted at the
lowest-income renters. For the period studied (1994), 93 percent of units developed by

nonprofits were affordable to those with annual incomes of less than $15,000, in contrast to
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just 18 percent of those developed by for-profits (Leachman, 1997). In short, nonprofits are
more likely than for-profit developers to target their units to lower-income households
(McClure, 2000).

In allocating tax credits, state housing finance agencies are required to give preference
to proposals that serve the lowest-income tenants (Ballard, 2003). Developers are also eligible
to claim additional tax credits for building in areas where development costs are high relative to
income. Yet only 21 percent of units developed by for-profits qualify for these additional
credits, in comparison to 49 percent of those developed by nonprofits (U.S. General Accounting
Office, 1999). Aside from this incentive for additional credits, “there is no financial benefit to a
developer with an otherwise strong tax credit proposal to serve tenants earning less than 50

I”

percent of AMI” because tax benefits will not differ for the developer (Ballard, 2003, p. 231; see
also McClure, 2000).

In order for private developers to serve low-income households, they “must receive a
subsidy at least equal to, if not greater than, the revenue lost through the reduced rents for the
low-income units” (Smith, 2002, p. 32). The required rate of return among for-profit developers
is three times higher than the rate of return required by a nonprofit developer (Smith, 2002).
Consistent with this, a study of LIHTC developments in Richmond, Virginia revealed that
nonprofits are more likely to serve households with incomes at 50 percent of AMI or less, while
for-profit developers are more likely to serve households at 60 percent of AMI (Johnson, 2012).

Several researchers have also observed that partnerships brokered between for-profit
developers and nonprofits reflect the mismatch in priorities and organizational goals between
these two groups. Compared to their nonprofit partners, for-profit developers may prioritize
economic goals over charitable/social welfare goals. For-profit developers tend to be more
concerned with the financial feasibility of deals under existing local housing market conditions
and with the return that they can expect (under the programmatic guidelines of the LIHTC or
local affordable housing initiatives). Meanwhile, nonprofits may place a higher priority than
their for-profit partners on meeting charitable organizational goals and fulfilling a mission to
serve lower-income households (Lucio and Ramirez de la Cruz, 2012; Jacobus and Winning,

2006).
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Size of units

There is an incentive for developers to produce smaller units—studios and one-
bedroom apartments—since this increases the number of units that can be built in a given
development and, therefore, overall revenues (Graddy and Bostic, 2010). However, in areas
with a shortage of affordable housing, larger units to accommodate families with children are
typically needed. One study found that for-profit developers were likely to build smaller units
with subsidies compared to their nonprofit counterparts: only 31 percent of units created by
for-profits had two or more bedroomes, in contrast to 40 percent of units built by nonprofits
(Leachman, 1997). Other research revealed that nonprofits were more likely than for-profits to

sponsor less dense developments with fewer units (Johnson, 2012).

Preserving affordability

The public-private partnership programs of the 1960s and the Section 8 NC/SR program
all encountered the “expiring use” problem. This refers to publicly assisted housing
developments ceasing to be affordable to lower-income households as regulatory agreements
with HUD expire. Hundreds of thousands of affordable units have been lost due to
developments reverting to market-rate housing, with hundreds of thousands of additional units
still at risk (Schwartz, 2015). Multifamily properties with project-based subsidies can also leave
the assisted stock through repayment of mortgages or through opting-out of expiring contracts.

A recent study compared the characteristics of properties with project-based assistance
that have left the affordable rental stock (due to mortgage prepayment or through opt-outs) to
those that have remained in the HUD programs. Researchers found that assisted properties
owned by for-profits, and properties located in areas where the rents charged in the assisted
properties are significantly below market rents, are more likely to opt out (Ray et al., 2015; the
same trend was found by Finkel et al., 2006, for an earlier period).

A further analysis found that for-profit owners were less likely than their nonprofit
counterparts to own assisted properties that had low rent-to-FMR ratios. Among for-profit-
owned units expiring over the coming decade, only 10 percent had average rents of less than

80 percent of the local FMR. In contrast, nearly one-third (31 percent) of those units owned by

20






Due to these extended affordable-use requirement, properties built more recently are
at a lower risk of being converted to market-rate housing (Khadduri et al., 2012). However, the
same report also found that most early LIHTC properties are not at risk of losing affordability,
with the exception of properties owned by for-profits located in strong market areas that could
support rents higher than LIHTC rents. On the other hand, Khadduri et al. (2012) further note
that while it is the mission of nonprofits to operate properties as affordable housing beyond the
term of any regulatory requirements, some for-profits also see their work as providing high-

quality affordable housing over the long term, thereby serving needy households.

Neighborhood Context

The third component of the Quadruple Bottom Line refers to the way the housing fits
into the larger fabric of the neighborhood and contributes to neighborhood viability. To what
extent is the development located in an area where people want to live and, in turn, is the
development viewed as a positive addition to that environment?

With regard to siting, nonprofits are more likely than for-profit developers to build units
in economically distressed/extremely low-income areas (Leachman, 1997; Buron et al., 2000;
Dillman, 2007; Fyall, 2012). Yet another study found that for-profit developments were more
likely to be located in neighborhoods with high concentrations of black residents (Dillman,
2007).

In an analysis of external neighborhood effects of LIHTC projects built in Santa Clara
County, California from 1987 to 2000, researchers found that projects owned by for-profits
delivered benefits similar to those sponsored by the area’s nonprofits. Projects built by large
nonprofits that were members of the Housing Partnership Network and those built by the
county housing authority generated the greatest amount of neighborhood impact in
comparison to for-profit developers and nonprofits that were not members of the Housing
Partnership Network (Deng, 2011).

A study of Centennial Place in Atlanta, Georgia, provides an example of a HOPE VI
project, built by MBS in partnership with another for-profit partner, the Integral Group, where
neighborhood conditions were reported to have improved dramatically within a ten-year

period after redevelopment. The crime rate in the area surrounding Centennial Place fell by 93
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percent between 1993 and 2004, market-rate rents increased, and the improvements in the
neighborhood also attracted significant private investment to the area, including condominium
conversions and other new housing. It was also estimated that at least three-quarters of the
new housing would not have been developed if the prior public housing developments had

remained (Turbov and Piper, 2005).

Centennial Place, Atlanta, Georgia

Photo courtesy of McCormack Baron Salazar

Ellen and Voicu (2006) concluded that developments built by both for-profit and
nonprofit developers contributed to an increase in neighboring property values. In smaller
projects, however, nonprofits delivered less benefit to the neighborhood than for-profit
developers. On the other hand, the impact of the nonprofit developments remained stable over

time, while the impact of the for-profit developments declined slightly over time.
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