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RCLCO (Robert Charles Lesser & Co., LLC)

RCLCO (Robert Charles Lesser & Co.) provides end-to-end solutions to clients in the real estate industry.
As the leading independent real estate advisory firm, we help real estate companies, financial institutions,
corporations, institutional investors, and public-sector entities make sound decisions about development,
management, investment, design, and corporate strategy issues. Our foremost goal is to add value to
our clients’ activities. We constantly refine our concepts and methods in order to identify the best means
for gaining a competitive advantage. We have extensive experience in virtually every type of real estate
product.

Our advice is market driven, analytically based, practical, and financially sound. We pride ourselves on
being environmentally conscious and socially responsible.

Assignments are handled with integrity, accuracy, and objectivity—by a high-performance team
composed of some of the best minds in the industry, all dedicated to adding value to your decision-
making process.
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EXECUTIVE SUMMARY

Demand and Forecast for Shared Equity

The demand pool for shared equity housing with perpetual affordability may be conservatively estimated
at approximately 61,060 units annually within the largest 20 metropolitan statistical areas (MSAs) of the
United States. This represents annual potential demand greater than 10% of the estimated total existing
stock of housing that involves shared equity. It is unknown what percentage of the existing stock
preserves affordability in perpetuity, but it is likely that this additional demand may represent far more
than 10% of this existing occupied stock.

Over the next five years, demand for permanently affordable shared equity housing emanating from the
20 largest MSAs alone could total approximately 297,455 units. The exact geographic nature of this
demand is likely to vary significantly with local market conditions, specifically: prevailing conditions of
housing affordability, job growth, conditions of undersupply vis-a-vis demand at price points attainable to
those most interested in shared equity products, and broader economic conditions that affect inflation and
home price appreciation. Notably the estimates above are conservative in nature, because the
geographical scope of the analysis conducted spanned only 20 of the largest MSAs in the United States.
If extrapolated beyond these MSAs to include the nation as a whole, it is conceivable that this demand
estimate would rise considerably.
Chart 1. Demand Summary and Forecast by Metropolitan Area (2007 and 2012)
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The estimate and forecast are based on recent consumer research into the potential consumer
preference for shared equity housing conducted in the fall of 2007. This consumer research probed
deeply into a subset of the general U.S. demographic that might potentially desire or be good candidates
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The survey data provided compelling evidence that many within the target market audience would be
willing to trade away appreciation and/or home equity in exchange for the opportunity to get onto the
homeownership ladder. In fact, 42.6% of those surveyed indicated they somewhat agreed (35.6%) or
strongly agreed (7.7%) that they would purchase a home even if they did not receive the full value of the
appreciation over time. Over 80% of respondents indicated favorability toward receiving some sort of
assistance in purchasing a home, and among them 4.4% strongly agreed and 39.6% somewhat agreed
that they would pursue this assistance, even if this meant not getting all of the appreciation when it came
time to sell their home. A similar proportion of respondents indicated that they would pursue this
assistance even if it meant forsaking their tax breaks that accrue to homeowners, not getting the type of
home they want, or not getting the location they prefer.

The survey revealed that the “education gap” with regard to shared equity housing is a significant barrier
to its acceptance, and that bridging this education gap could have a significant impact on acceptance and

NeighborWorks® Training Institute Symposium ¢ December 2007 Page 4



Taking Shared Equity to Scale: An Innovative Method to Grow and Preserve Affordable Homeownership

demand for shared equity housing. After receiving a tutorial on the concept and potential workings of
shared equity housing, 70.8% of those surveyed were somewhat (56%) or very (14.8%) interested in
purchasing a home under a shared equity scenario, as compared with only 3.5% before the tutorial.
Finally, the survey data indicates that, when faced with the financial implications of a hypothetical shared
equity purchase—including down payments, sales price and cash-out when the homeowner sold,
purchase price, and monthly payments—a large majority of respondents indicated a willingness to trade
away equity in exchange for more favorable purchase terms.

TABLE 1. Buyer Preference Summary

"l would be interested in purchasing a home today with

some level of assistance in order to put me on the path Somewhat Strongly

toward purchasing a home on my own in the future, even if Agree Agree
this meant...”

...that | was not able to dec_juct the mortg?ge interest from my annual 39.0% 7 9%

Income taxes.
...not getting all of the apprematlon (increase |n"resale value) when it 39.6% 4.4%
came time to sell the home.
“...not getting the type of home | would ideally prefer.” 39.8% 7.3%
“...not getting a home in the location | would ideally prefer.” 28.5% 4.9%

Implications for the Development Community

RCLCO’s analysis shows that there is a market opportunity for the private development community to
harness this largely unmet potential demand for shared equity housing. According to RCLCO'’s analysis,
approximately 47% of the total demand for shared equity housing—a total of approximately 141,588 units
—falls within a range of equity-sharing scenarios that, assuming a modicum of public assistance, could
provide rates of return that are comparable to traditional rates of developer profit. Private sector players
that already find a market opportunity to take advantage of assistance measures, such as density
bonuses or entitlement covenants, may be similarly incentivized to produce shared equity housing and
meet desirable investment return rates.

RCLCO also finds an opportunity for the not-for-profit and public sectors to address segments of the
remaining 53% of potential demand for shared equity housing that indicate a preference for very large
amounts of equity sharing (as indicated by preferences for equity-sharing levels of 40% or higher).
Depending upon local market conditions, the public sector may be able to play a role in providing greater
levels of subsidy and helping to meet this potential demand. Other entities, such as not-for-profits and
even employers, that face an increasing amount of pressure in helping employees locate housing, may
also have a vested interest in providing the necessary subsidy for the 53% of demand that prefers an
equity-sharing scenario for which the private sector may find prohibitive.
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Implications for Affordable Housing Advocates

Shared equity is not a commonly understood housing type. Even within shared equity, there are a variety
of provision methods that may be confusing or unfamiliar at best to those who might be within the target
market audience for these products. RCLCO'’s analysis suggests that consumer education is critical in
expanding the demand pool for shared equity. During the course of this study, preference for shared
equity increased by approximately 400% after a brief tutorial explaining the concept, opportunities, and
constraints. When respondents were given numerous hypothetical financial scenarios from which to
choose, and actually had the opportunity to see in dollar terms the potential benefits of shared equity, its
favorability ratings increased even higher.

Clearly, consumer and industry education become critical prerogatives for advocates of permanently
affordable homeownership using shared equity. The nature and scope of this education can and should
be widespread and involve support from the federal, state, and local government, as well as from
nonprofit affordable housing advocates and housing developers. The opportunity herein is to seize upon
the existing market opportunity and to actually expand the size of the potential demand pool by educating
the target market audience about shared equity. RCLCO'’s analysis suggests that exposure to accurate
and trustworthy information about its opportunities and constraints increases its overall appeal within the
target market audience.
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BACKGROUND AND OBJECTIVES

Background

Community Solutions Group (the client and an affiliate of NCB Capital Impact) and NeighborWorks
America® are convening a symposium on December 12, 2007, in Portland, Oregon, in conjunction with
the NeighborWorks 2007 Training Institute. The symposium will focus on the potential realities and
nature of a shared housing sector in the United States. The goal of the symposium is to engage
stakeholders involved with this sector in a serious discourse and debate regarding the future of the
sector, opportunities for growth, strategies for achieving “scale” within the United States housing
development infrastructure, and the potential implications to the public policy and real estate development
realms.

As background for this symposium, the client required a greater understanding of the nature of the
consumer market for housing that employs a shared equity development paradigm, including depth of
market, target market audience characteristics, and economic rationales for seeking a shared equity
housing product. In the spring of 2007, Community Solutions Group, an affiliate of NCB Capital Impact,
retained RCLCO, formerly Robert Charles Lesser & Co., LLC, to conduct a market analysis to quantify
the potential market depth for such products within a select group of metropolitan regions within the
continental United States. A desired outcome of this exercise was the extrapolation of this market
demand estimate to understand the potential depth of demand within 20 of the largest MSAs within the
United States.
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Assignment Objective

The key objectives of this engagement were to:

< Understand the consumer preference motivations for seeking out a product of this nature,
especially vis-a-vis traditional product, and better characterize any unmet consumer demand for
this product type; and

e Quantify and qualify the nature and depth of the demand for this type of product on a larger—
perhaps nationwide—level by extrapolating this demand for the largest 20 MSAs in the United
States.
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CRITICAL ASSUMPTIONS

The conclusions and recommendations presented in this report are based on our analysis of the
information available to us from our own sources and from the client as of the date of this report. We
assume that the information is correct, complete, and reliable.

Our conclusions and recommendations are based on certain assumptions about the future performance
of the global, national, and/or local economy and real estate market, and on other factors similarly outside
either our control or that of the client. We analyzed trends and the information available to us in drawing
conclusions and making the appropriate recommendations. However, given the fluid and dynamic nature
of the economy and real estate markets, it is critical to monitor the economy and markets continuously
and to revisit the aforementioned conclusions and recommendations periodically to ensure that they
stand the test of time.

We assume that, in the future, the economy and real estate markets will grow at a stable and moderate
rate. However, history tells us that stable and moderate growth patterns are not predictable over
extended periods of time. Indeed, we find that the economy is cyclical and that the real estate markets
are typically highly sensitive to business cycles. Our analysis does not necessarily take into account the
potential impact of major economic "shocks" on the national and/or local economy and does not
necessarily account for the potential benefits from a major "boom." Similarly, the analysis does not
necessarily reflect the residual impact on the real estate market and the competitive environment of such
a shock or boom. The future is always difficult to predict, particularly given changing consumer and
market psychology. Therefore, we recommend the close monitoring of the economy and the
marketplace. The analysis and investment economics should be “stress tested” to ensure that potential
fluctuations in the economy and real estate market conditions will not cause failure.

In addition, we assume that economic, employment, and household growth will occur more or less in
accordance with current expectations, along with other forecasts of trends and demographic and
economic patterns. Along these lines, we are not taking into account any major shifts in the level of
consumer confidence; in the cost of development and construction; in tax laws (i.e., property and income
tax rates, deductibility of mortgage interest, and so forth); or in the availability and/or cost of capital and
mortgage financing for real estate developers, owners, and buyers. Should any of the above change, this
analysis should probably be updated, with the conclusions and recommendations summarized herein
reviewed accordingly (and possibly revised).

We also assume that competitive projects will be developed as planned (active and future) and that a
reasonable stream of supply offerings will satisfy real estate demand. Finally, we assume that major
public works projects occur and are completed as planned.
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Methodology

Overview

The task of estimating the market demand for shared equity housing within the 20 largest MSAs is one
that required original consumer preference testing. There are few standard demographic, economic, or
psychographic criteria on which to base assumptions of demand. Moreover, while there exist numerous
examples of shared equity housing types, their geographic distribution and significant variety with regard
to product type, method of equity sharing, target market audience, and other critical factors make
extrapolation from “comps” problematic from the standpoint of analytical rigor and general applicability.
Similarly, while there are some data on existing shared equity housing, there are no historical data
tracking the annual number of shared equity units delivered, and therefore no way in which to build
forecasts. Finally, while there are some existing data sources on which to base any estimates of
consumer preferences for shared equity, these data sources suffer from the aforementioned problems in
defining shared equity; address altogether different product types; or address the issue of shared equity
mortgages, but not consumer preferences for new housing developed under shared equity scenarios.

The necessary underpinning of this demand estimate, then, was the cultivation of data necessary to
understand range of consumer attitudes and potential preferences for products created with shared
equity. In order to create such a dataset, which does not currently exist, RCLCO formulated a consumer
research agenda to gauge consumer attitudes toward shared equity. The consumer research agenda
involved designing a web-based survey instrument, obtaining a statistically valid set of completed survey
responses from an appropriate geography, and ensuring that the deployment strategy for the survey
instrument yielded complete responses from a sample group that most closely represents the likely target
market audience for shared equity housing.

MSA Selection Process

It was the expressed purpose of the surveying to gather data from a representative sampling of MSAs
such that suitable extrapolation to national trends might be possible. Also, it was critical to ensure that
enough responses were gathered such as to provide sample data at the 95% confidence level at
approximately a 5% confidence interval, requiring at least 375 complete responses from any MSA
targeted.

RCLCO conducted comparisons of potential MSAs with regard to a variety of qualifying characteristics in
order to arrive at a recommendation for MSAs to be included within the consumer research effort.
According to the analyses, RCLCO recommended the following MSAs for targeting within the consumer
research and demand modeling engagement: Los Angeles-Long Beach-Santa Ana, CA, MSA;
Washington-Arlington-Alexandria, DC-VA-MD-WV, MSA; and Chicago-Naperville-Joliet, IL-IN-WI, MSA.
Because affordability is inextricably linked to local market conditions, this MSA-based methodological
approach was executed in order to obtain the highest quality and most relevant data, and then to
generate extrapolations of this data to other markets based on a variety of measurable factors.
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RCLCO believed that there were several factors that suggested that the above MSAs would yield optimal
results for the current efforts.

1. Affordability: The MSAs above, as shown in the accompanying Exhibit 6, all have Housing
Opportunity Indices of less than 50. This means that less than half of the homes in the market are
affordable to families earning the median income as reported by HUD. In the case of Washington,
D.C., that number is one in four, and in Los Angeles, it is a dramatic two percent. The affordability
issues facing potential buyers in these markets are critical to ensuring that the sample population
views the tradeoff scenarios in the survey instrument with both concern and interest, and that the
sample population does indeed face a general market scenario that makes shared equity likely as a
necessary tool for homeownership.

2. Market Stability: Given the current housing market environment, it was important that the sample
population be in a market that has moved beyond the immediate aftermath of bubble-burst and
shows at least some signs of stabilization. Chicago, while it is certainly no stranger to housing
affordability issues and foreclosure problems, has historically been insulated from macroeconomic
housing market shocks, while Los Angeles and Washington, D.C., had begun to show signs of
recovery and stabilization even as early as 1Q 2007. All markets, however, were affected by
additional factors in the subprime mortgage market and media coverage thereof by the middle of 3Q
2007.

3. Geographical Dispersion: By choosing one East Coast, one West Coast, and one Midwest market,
the data would lend itself to broad applicability and acceptance by the target audience for the
analysis.

4. Applicability of Data: This point pertains largely to the exclusion of New York. Because New York is
fundamentally different from other markets and rentership is not only more prevalent but in many
cases expected, RCLCO believed that data from this market might not be as applicable as the study
would demand.

5. Expected Deliverables: For many of the populations within the MSAs, a sample size of 375 would
ensure a 95% confidence level and a 5% confidence interval.

The confidence interval is the plus-or-minus figure usually reported in newspaper or television opinion
poll results. For example, if one used a confidence interval of four, and 47% percent of the sample
picks an answer, one could be "sure" that—if one had asked the question of the entire relevant
population—between 43% (47% minus 4%) and 51% (47% plus 4%) would have picked that answer.

The confidence level indicates how sure one can be in one’s results. It is expressed as a percentage
and represents how often the true percentage of the population that would pick an answer lies within
the confidence interval. The 95% confidence level means one can be 95% certain; the 99%
confidence level means you can be 99% certain. Most researchers use the 95% confidence level.
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Because the anticipated deliverables (complete surveys) in certain markets were very low—Ilargely
based on the tenure and income constraints that RCLCO anticipated for the deployment of the
survey—the MSAs were chosen to take into account their provision of an adequate sample size to
provide statistically robust results.

Target Market Audience Identification

Shared equity housing is not for everyone. As such, it was important in this research to avoid testing the
preferences of the public at large, but rather to deeply probe attitudes toward and potential preferences
for shared equity among a subset of the American demographic that might benefit from such a means to
homeownership. This subset could be defined by a variety of factors. Attitudes surrounding housing
affordability and desirability are directly related to a variety of personal finance issues, and affordable
homeownership advocates often use area median income (AMI) thresholds as proxies for personal
financial situations. All of these factors vary based upon metropolitan area, household size, income,
employment status, and a host of other factors.

Meanwhile, it was the prerogative of the client to focus the research around the potential demand for
shared equity housing from the renter population; the purpose of this slant was to truly understand the
potential impact of potential consumer demand upon increasing overall homeownership, not just lateral
moves from existing homeowners. Finally, householders could prefer to move to another metropolitan
area or leave their geography altogether in search of affordability rather than pursue an alternative means
to homeownership in their current environs.

The survey screened its potential respondent pool based upon the above criteria in order to cultivate a
respondent pool whose preferences, interests, motivations, and constraints would most closely
approximate those of the national audience at large that might be interested in shared equity housing.
For the purposes of this analysis, this subset of the market at large is referred to as the “target market
audience” for shared equity.

This research cultivated a respondent pool consisting of a statistically robust target market audience
sampling in three MSAs as follows. The survey instrument was deployed to existing renters with incomes
between 60% and 150% of AMI in three MSAs. Within these parameters, a variety of screens were
implemented to exclude responses from those without motivations for homeownership, those who might
move to different metropolitan areas to find affordable housing, those who were not heads or co-heads of
households, and other factors. A subsequent set of screening questions, shown in the Appendix,
excluded the following respondents:

e Those who received the survey but who have since moved,

< Those whose age differed from the data in the respondent profile,

e Those for whom purchasing a home was not important or only somewhat important,

* Non-heads or co-heads of households,

e Those whose income and household sizes did not correspond to the targeted 60% to 150% AMI
spread in each of the metropolitan areas,
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e Those not interested in purchasing a home,

e Those for whom purchasing a home within the next three years was not a strong priority, and

e Those for whom moving to another metropolitan area in search of home affordability was a
potential option.

Defining Shared Equity

The models created around the country that define this “shared equity” approach vary; limited equity
cooperatives, community land trusts, deed-restricted homes, and shared appreciation mortgages are the
most common. In addition to enabling long-term affordability, these models could be designed to address
rising housing costs—such as insurance, heating fuel, and maintenance—by approaching them on a
“shared” basis that provides economies of scale. Many are also incorporating the “shared equity”
component within mixed-use and mixed-income communities.

For the purposes of this study, the team agreed to define shared equity broadly rather than narrowly.
Instead of attempting to dissect potential differences in preference and demand for limited equity
cooperatives versus community land trusts, etc., this demand analysis sought to quantify the size of the
“convincible” market within the study areas. In other words, the study sought to determine the size of the
demand pool that might be interested in trading off some portion of equity in a potential home purchase
and sale in exchange for the affordability benefits and opportunity to climb the homeownership ladder that
shared equity entails.

One important aspect of the type of structures that this study examined is that shared equity, according to
this study, implied some sort of resale restriction in order to preserve affordability. Within the survey
instrument, respondents were both informed in writing about the reasons for and implications of
preserving affordability through resale restrictions or appreciation caps, etc., and shown potential
purchase scenarios that indicated sales prices when the homeowner sells the house and implied equity
cash-out at time of sale under a range of shared equity scenarios with resale restrictions.

Survey Instrument

The survey instrument itself was designed to serve four functions. First and foremost, its ultimate goal
was to establish a baseline of consumer preferences for shared equity housing. Its second function was
to serve as an educational tool to bring respondents to a level of understanding regarding shared equity
before being asked to opine on their preferences. Third, it needed to provide the analysis with detailed
information regarding target market audience demographics suitable for demand modeling. Finally, it
needed to guide the respondent through a series of tradeoffs so that true preferences for various factors,
including shared equity, could be discerned within a context of their comparative importance to the
respondent.

RCLCO drafted a survey instrument and distributed it to the client first and team of consultants second for
review, commentary, and input. RCLCO also conferred with and shared the survey instrument with Dr.
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Arthur Caplin of NYU, who had conducted the most recent relevant consumer research on this topic, to
verify parameters and get general feedback. Finally, the survey instrument was sent to a third-party
vendor in order to execute deployment.

The sample partner that RCLCO uses when conducting consumer research engagements has a strong
capacity to garner quality data utilizing their online panel. This panel is recruited using a closed
enrollment approach as opposed to an open enroliment approach, allowing control of their panel
membership. This particular vendor maintains an extensive pool of approximately 3.6 million online
respondents. Unlike standard panels, their panel is screened thoroughly to exclude individuals who show
signs of poor respondent integrity through the thorough enrollment process. Their unmatched member
screening allows them to support research among low-incidence and hard-to-reach audiences, and their
industry-leading quality control metrics lend to their outstanding reputation as a quality leader in the
online space.

Tradeoff Scenarios

One common critique of survey response data is that respondents’ data may not reflect actual decision-
making as accurately as data analysts would desire. This potential dilemma is particularly pronounced
with regard to testing preferences for shared equity, as potential respondents would be asked to indicate
preferences toward a range of issues surrounding homeownership—including the appeal of a relatively
new concept—that are inextricably linked to a host of other issues related to individual financial positions
and competing desires. In this case, preferences for shared equity alone might not be as telling as
preferences for shared equity when other considerations—such as down payment amounts, purchase
prices, and an estimate of monthly payments and equity recapture when the home is sold—are taken into
account and weighed against the option of shared equity.

To address this issue, the survey incorporated a unique technology developed by Sawtooth Software
called Maximum Difference Scaling (Max Diff). Similar to a conjoint analysis, Max Diff is an antidote to
standard rating scales or importance scales. Respondents find standard importance scales very easy,
but they do tend to deliver results that indicate everything as being "quite important,” making the data not
especially actionable. Max Diff, on the other hand, forces respondents to make choices between options
whilst still, at the end of the day, delivering rankings showing the relative importance of the items being
rated. This technology, when incorporated into a survey, guides respondents through a series of tradeoff
scenarios that ultimately force respondents to progressively narrow their preferences based upon relative
preferences to other factors.

The survey instrument used this technology twice in the course of the survey. First, this method was
used to evaluate the importance and unimportance of a variety of motivating factors for homeownership—
including the importance of capturing increased equity—against one another. The purpose of this
process was to understand the relative importance of a host of benefits that accrue to homeowners and
determine the extent to which increased equity and other financial benefits are truly important or
unimportant in the context of the greater benefits of homeownership.
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The second use was to dig deeper into the mindsets of consumers beyond a simple reaction to a
preference question. It was the working hypothesis of RCLCO that respondents’ initial reaction to the
concept of shared equity itself would be less useful than their reaction to a variety of scenarios in which
the amount of equity varied in proportion to variations in purchase price, sale price, down payment
amounts, monthly payments, and total home value.

RCLCO created a hypothetical equity-sharing scenario that involved the following parameters: a home
with a purchase price equal to the median home price in that particular MSA; a range of home subsidies
from 20% to 85%; allowable home appreciation adjusted downward from market appreciation by the
amount of subsidy (i.e., the higher the subsidy the lower the appreciation); prevailing mortgage rates as
of 3Q 2007; a 30-year mortgage and a unit sale in year eight; average insurance rates; and an equity-
sharing formula that split equity proportionate to the level of subsidy. This hypothetical equity-sharing
scenario was created for testing purposes only; it was designed to give survey respondents potential
financial scenarios to react to when asked about their willingness to trade off a portion of the equity in
their homes (when it comes time to sell) in exchange for more favorable purchase and payment terms.

From this model, RCLCO modeled a variety of potential home purchase scenarios where affordability
was preserved beyond initial occupancy by restricting the allowable appreciation on the homes. The
allowable appreciation was inversely related to the amount of subsidy provided in the home, using market
appreciation as the ceiling and income appreciation as the floor. Respondents were shown the financial
terms of 15 scenarios that differed in the amount of subsidy (and therefore payment terms and amount of
equity build-up) and asked to select a subset of these scenarios as their “preferred” options. From this
subset, respondents were asked to progressively select subsets of increasingly preferred options until
they arrived at their single, “most preferred” option.

The impact of the above technique with regard to this survey is twofold. First, it allows comparison of
unvarnished response data pertaining to general preferences about the shared equity concept alone with
response data in reaction to the impact shared equity may have upon the multiple financial aspects of
homeownership, such as impact upon home price, monthly payment, down payment, etc., in concert.
Second, it allows for analysis of the preferred options to determine what patterns, if any, emerge
regarding expressed willingness to trade away equity in exchange for more favorable purchasing and
payment terms. It should be noted that the results of this technique are illustrative but not prescriptive in
nature; they allow the policy maker and developer to understand that there is a large segment of the
target market audience that would be willing to trade away equity in exchange

Deployment

The survey instrument was initially deployed in a “soft launch” on Friday, September 21, 2007. After
several hundred complete responses were obtained and analyzed, the “full launch” was initiated on
September 24, 2007. The survey was deployed only to renters between the ages of 25 and 45 within the
metropolitan areas targeted. A subsequent set of screening questions, shown in the Appendix, excluded
the following respondents:
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e T