PART Il
THE CONVERSION AND MANAGEMENT OF A PARK

Converting a rental park to resident ownership is a logical process.T
At $ome Ftages Df The process, professional Hssistance hay beT
necessary.T

The conversion process can generally be divided into three phases.P

1.P In the first phase, the park purchase committee is rganized. TheP
committee Pests Phe Pevel Bf Pesident Pnterest Bnd FinancialP
capability Bnd Bonsiders Phe Brganizational Btructure PhostP
appropriate for Bwnership and management Bf the park.P

2.P The second phase is the actual purchase. After appraisal, an &fferP
is made and accepted (perhaps after Bne or more counteroffers),P
and financing is arranged.P

3.P The final phase is conveyance &f the park and commencement &fP
resident Bperation and management.P

What is a park purchase committee and how is it formed?

This committee &f park residents is elected by residents & appointedP
by Phe Pesidents’ Prganization Pif Rlready Pormed) Po Btudy PheP
possibility Bf a park purchase. While perhaps satisfying a need forP
representation, election may result in exclusion & many highly capableP
individuals who would have been chosen in an appointment process.P

There Bre Bdvantages Bnd Hisadvantages Po Parge Bnd BmallP
committees. A Professional Rired Po Bssist Pesidents Rvith PheP
conversion process may prefer working with a small committee whichP
makes decisions quickly. But a small committee may promote elitismP
and inhibit effective feedback Bf information to park residents. AP
large committee may mean a higher level Bf representation but itsP
members may debate continuously Bver details, losing sight Bf theP
larger goals and Bbjectives.P

A committee of five to seven members should be sufficient.P
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What is the role of the park purchase committee?

At first, the committee acts as a clearinghouse for information &n theP
proposed purchase and its effects &n the individual residents and theP
park as a whole. The committee educates residents as to the feasibilityP
of a purchase and the actual steps involved in converting the park. ItP
also solicits residents’ 8pinions and evaluates residents’ enthusiasmP
for the park purchase.P

Throughout the conversion process, the committee is responsible forP
consulting Bvith Rarious Professionals Plawyers, Pocal Bfficials,P
bankers, appraisers, surveyors, engineers, and title 8fficers) who areP
involved in different aspects ®f the conversion process. In some cases,P
the committee’s role is expanded to that Bf supervising the agent BfP
the residents in negotiations to purchase the park.P

The park purchase committee can also serve as the governing andP
managing body after conversion. Committee work is good trainingP
for park management, because it familiarizes members with the park’sP
operational needs.P

Effective Use of Resident Talent

Certain members &f the park purchase committee may be called uponP
to perform special tasks. It is very important that the committee matchP
the special talents and personalities 8f committee members with theP
types Bf jobs to be performed. For example, a committee memberP

supervising the parkurchase negotiations should be BnowledgeableP
and skilled in real estate. Likewise, members selected to meet withP
governmental agencies should be familiar with pertinent laws.P

Should specialized assistance be used?

As Park Purchases By Pesidents Become Phore Bommonplace PnP
California, professionals, including real estate brokers, are establishingP
themselves as specialists in park conversions. Some Bf the skillsP
offered include:P

* negotiating, and preparing legal documents related to the sale,P
financing and transfer 8f 8wnership Bf the property;P

» performing financial analyses and assisting with the completionP

10



of loan applications;P

= complying with local government land use and planningP
requirements;P

» conducting socioeconomic surveys 8f park residents;P
» forming subdivisions, corporations or partnerships;P

= creating the governing documents by which the Bwners’P
association will Bperate and manage the park; andP

* surveying and engineering.P

» Before hiring any specialist, the resident Brganization shouldP
make the appropriate inquiries and background checks.P

Entering Into a Contract For Services
There are two general types &f contracts a resident Brganization mightP
enter into with a conversion specialist:P

1.P A phased contract is like a series Bf single contracts for theP
various Bctivities Recessary Po Bomplete Phe Bonversion. TheP
specialist is paid at the completion 8f each phase &f the contract.P
A phased contract usually allows either party to terminate theP
agreement upon completion 8f any phase.P

2.P A through-to-completion contract calls for a variety &f servicesP
to be performed by the contractor. This “total package” contractP
is Bompleted, Bnd Phe Bontractor Paid, Bvhen BIl Phe BervicesP
contracted for have been performed. This type Bf contract mayP
have complex and costly provisions for amendment & terminationP
prior to completion, making it difficult to change contractors BrP
add additional services to the contract.P

Resident Experts

Park residents with backgrounds in business, finance, management,P
real estate and the law can Bften be called upon to provide skillsP
necessary Po Phe Bonversion. PJsing Pesidents’ BRills Ban Be BothP
economical and a way Bf gaining resident support for the project.
Potential leaders, ®fficers and possibly future park managers can alsoP
be identified through use Bf resident expertise.P
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The potential drawback to relying heavily Bn volunteer services byP
resident experts is the lack ®f control &ver the quality and performanceP
of the service. The park purchase committee must set standards BfP
performance and be ready to terminate a volunteer for inadequacyP
just as readily as they would a paid contractor. This can be difficultP
because &f the social environment 8f the park. A possible solution toP
the Problem Bf Rsing Pesident Bxperts Ps Por Phe Park PurchaseP
committee to enter into a paid contract with the resident expert. (AP
resident, Rvhether Rolunteer Br Paid Bontractor, Who PerformsP
professional services for the park should be aware that he/she mayP
assume considerable Personal liability Por Ris/her actions. BeforeP
entering into any arrangement with the park purchase committee, theP
resident should discuss the matter with his/her attorney and insuranceP
agent.)P

Is resident ownership feasible?

Once Phe Park Purchase Bommittee Ras Betermined Phat Phere BsP
sufficient interest, the next step is collecting financial informationP
on the residents’ ability to participate and the need for any specialP
financial arrangements.P

Assessing Financial Feasibility
The park purchase committee must gather financial data and compileP
a financial feasibility study which includes:P

* improvements which must be made to the park and an estimateP
of cost for the work;P

* maintenance costs for Bperating the park;P
» financing available for the park purchase;P

= approximate down payment necessary and whether 8r not it isP
affordable;P

» approximate monthly payment necessary and whether 8r not itP
is affordable; andP

= kinds 8f financial assistance needed for residents who could notP
otherwise participate in the purchase.P
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An important part &f the financial feasibility study is the developmentP
of a tentative Bperating budget for the park. The tentative budgetP
should be provided to residents as part Bf the feasibility survey andP
should include the following:P

* amount Bf mortgage payments 8n the park (if applicable);P
* required park repairs and improvements;P
» park Bperating and management costs;P

» reserve account required for future replacement 8f major parkP
components; andP

» inflationary factors for the various cost categories (to estimateP
future costs).P

The Pepartment Bf Real Estate’s Operating Tost WManual forT
Homeowner AssociationsTs B Belpful Pool Por Preparation Bf BP
homeowners’ association budget.P

The purchase agreement should require that the Bwner provide theP
park purchase committee with Bperating budgets (income/expenseP
statements) and rent rolls for the preceding three years.P

The feasibility study should also provide information Bn the cashP
flow the association can expect from the homeowners’ associationP
membership Bues. Hhis Bstimated Bash Plow Paust Bover Bll PheP
maintenance Bnd Bperating Bxpenses Bnd Bny Pequired ParkP
improvements Br Pepairs. Pf Pevenue Rvill Rot Be Bufficient, PheP
conversion is not feasible.P

Based &n the 8perating budget and the estimated cash flow, the parkP
purchase committee should also be able to determine the amount andP
type Bf financing required to purchase the park, and the amount BfP
down payment Br price Bf a share required 8f each resident.P

The Park Purchase Bommittee Paust Barefully Bnalyze Bll Bf PheP
information Bbtained h Phe Peasibility Btudy. RJsually, Pf Phe BataP
indicates that there are problems which cast serious doubt Bn theP
success 8f the park purchase, the committee must abandon efforts toP
purchase the park. Whether Br not the purchase effort proceeds, theP
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committee must communicate the contents 8f the feasibility study toP
the residents.P

Appraisal of the Park

It is important to recognize that an appraisal is an &pinion & estimateP
of value based &n an analysis &f relevant information about a property.P
The park purchase committee and the park Bwner may each BbtainP
appraisals, and those appraisals may vary as to a value conclusion.P
While an appraisal will not necessarily give the residents bargainingP
power, it will serve as a starting point for negotiating a fair price andP
as a basis for making various ®ther decisions concerning the purchase.P
Indeed, the park purchase committee may deem it prudent to insistP
on a contract provision specifying that the purchase is contingent &nP
the (residents’) appraised value equaling Br exceeding the purchaseP
price.P

What sources of financing are available?

Before drafting an Bffer to purchase, the committee should identifyP
sources Bf loans for the different types 8f financing needed:P

» short term - to pay costs associated with the conversion and, ifP
necessary, the down payment 8n the purchase;P

* Jong term - to finance the purchase Bf the park; andP

» for individual residents to purchase shares in the residentP
corporation Br individual spaces in the park.P

Conventional Lending Institutions

There appears to be a growing awareness &n the part &f conventionalP
lenders (insurance companies, mortgage bankers, savings and loans,P
etc.) Bf the financial needs Bf residents desiring Bwnership Bf theirP
parks, so that park financing guidelines are being developed.P

Residents Fvho Bhoose Po Bubdivide Pheir Park Bhould Pind BP
conventional lender who is willing to treat their mobilehome parkP
subdivision as they would a conventional residential subdivision. OnP
the Bther hand, residents choosing to take title to the park in the nameP
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of a corporation may find that there are more financing &pportunitiesP
open to them. The fact that title to the park is held by &ne corporationP
as Bpposed to many individuals can make the loan more secure fromP
the lender’s perspective.P

Seller Financing

Seller financing is frequently used because Bf the large amount BfP
money required and difficulty in Bbtaining conventional financing.P
Seller financing may include a lower interest rate and more favorableP
terms and conditions.P

Clues as to the seller’s financial position should be gained during theP
early stages &f negotiations and seller financing should be pursued ifP
there are indications that this would be agreeable.P

Some Possible Loan Terms and Conditions

If the park purchase committee is considering financing for the parkP
purchase, it must review and understand all the terms and conditionsP
in Brder Po Bxplain Phe Financing Po Phe Pesidents. Mere Bre PourP
provisions with which the committee should be familiar.P

* A balloon payment. When installment payments do not payP
off a loan, a significantly larger payment than the regularP
installment payment is required. This is usually a final paymentP
for payoft.P

* An Receleration clause gives the lender the right to demandP
full payment Bf a loan upon delinquency in loan payments, saleP
of the property, failure to maintain the property, 8r borrower’sP
violation of some other term of the loan.P

* A subordination clause provides that present Br future liensP
take precedence 8ver an earlier lien recorded against theP
property.P

* A blanket encumbrance is a lien covering more than 8neP
parcel Bf real property. If the loan does not contain provisionsP
so that individual parcels can be released upon purchase, it mayP
be extremely difficult to convert the park to a subdivision.P
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Public Financing

Public financing may be available for the purchase 8f a mobilehomeP
park and for loans to individual residents.P

Many residents in mobilehome parks under conversion are in needP
of financial assistance to make down payments, finance the purchaseP
of a space, Br pay their share Bf conversion costs. Certain Bf theseP
residents bhay Bualify Por Bovernment Bponsored Bubsidies. TheP
California Department Bf Housing and Community DevelopmentP
(HCD) Provides Pechnical Bnd Pinancial Bssistance Por PheseP
mobilehome Park Pesidents. PICD Boordinates Pinancial BubsidyP
programs for residents who have varying financial needs. HCD alsoP
makes Peferrals Po Bther Public Bgencies Berving Phe Reeds BfP
mobilehome park residents.P

Two Pinancing Programs Pn Bvhich PICD Ps Pnvolved Bre PheP
Mobilehome Park Resident Ownership Program (MPROP) and theP
Home Investment Partnerships Program (HOME).P

The MPROP provides financial and technical assistance for a parkP
conversion if there is at least Bne low-income (i.e., at 8r below 80%P
of the county median income) household involved and the convertedP
project will meet the minimum standards Bf the Mobilehome ParksP
Act. At least 2/3 f the residents must participate in the park purchaseP
and Phe Pesident Brganization, Pepresenting Bt Peast /3 Bf PheP
households in the park, must, for the Ponversion and blanket loansP
described below, apply as co-applicant with a local public entity (city,P
county, Rousing Buthority, Pedevelopment Bgency, Br BommunityP
development commission). There are three types of MPROP loans:P

* A conversion loan to the resident organization as interimP
financing covers costs such as acquisition Bf the park; loanP
origination fees and Bther financing costs; legal andP
professional fees; and rehabilitation expenses. Payments areP
interest-only, with repayment required upon completion 8f theP
conversion.P

= A blanket loan to the resident organization is long-termP
(usually 30-year) financing for conversion costs (rent subsidiesP
for residents whose income is at 8r below 80% 8f the countyP
median; internal loans; etc.) attributable to low-income spaces.P
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* A 30-year individual loan will enable a low-income (i.e., at 8rP
below 80% Bf the county median income and unable to qualifyP
for a conventional 8r Bther private sector mortgage) resident toP
purchase a lot Br Bther individual interest in the park.P
Alternative repayment schedules can include interest-onlyP
payments 8r deferral 8f all principal and interest payments forP
the full term of the loan. The loan is also due upon sale,P
transfer, 8r non-occupancy 8f the lot by the Bwner/borrower.P

Through the HOME program, HCD acts as a conduit for federal fundsP
used by cities and counties to provide direct loans & grants to persons/
families Br Blanket Poans Br Brants Po Phobilehome Park PesidentP
organizations. HOME funds must be used to help make affordableP
the housing costs of low-income persons/families.P

Information &n current mobilehome park programs may be &btainedP
by contacting:P

Department of Housing and Community Development
P.O. Box 952054, MS - 390 - 5P
Sacramento, CA 94252-2054P

The park purchase committee should also contact the local housingP
authority and redevelopment agency.P

How To Make An Offer To Purchase

After determining that the park purchase is feasible and &f interest toP
the residents, the park purchase committee must put together an &fferP
to purchase. A real estate broker Br attorney will usually be engagedP
under Bontract Po Pepresent Phe Park Pesidents Pn Phe PurchaseP
negotiations. It is important that the representative be given specificP
written instructions in &rder to conduct the negotiations in the mannerP
desired by the residents.P

Dealing with the Owner

After years of tenancy, residents’ perceptions Bf the “landlord” mayP
pose problems in dealing with the Bwner. Some Bther factors thatP
may hinder attempts to approach an Bwner with an Bffer include:P

= Residents see the park as their home; the Bwner sees it as anP
investment.P
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An Bwner Bf a profitable park may have no interest in selling.P
The Bwner is firm in his price and will not bargain.P

Residents, ®ut &f touch with real estate values, may find it hard toP
equate the value Bf their space with the price they received forP
their home 15 8r 20 years ago.P

Throughout Regotiations, Phe park Purchase committee Bnd/or PtsP
representative must be prepared to react positively and make the bestP
of Wvhat Bometimes Bppears Po Be Bn Bnfavorable Bituation. ForP
example, if the ®wner refuses to bargain &n price, the committee mayP
be able to obtain more favorable terms.P

Enhancing Negotiations
The negotiating agent may find the following tactics useful:P

Presenting a well prepared and reasonable Bffer to the seller inP
order to assess the seller’s priorities.P

Offering terms Bf sale to the seller which assure ease and speedP
of transfer 8f the property.P

Determining whether the 8wner will carry the financing,P
eliminating the need to approach Bther sources 8f capital.P

Attempting to negotiate a discounted purchase price with theP
seller in exchange for immediate participation by the residents.P
(However, although the possibility 8f a discount may stimulateP
resident interest in participation, the “immediate participation”P
aspect may put extreme pressure 8n residents struggling withP
the uncertainties Bf their personal finances.)P

What are the principal factors impacting the length of time
it takes to complete a conversion?

The fastest way for park residents to gain ®wnership is purchase by aP
nonprofit Borporation Bf Rvhich Phe Pesidents Bre Phembers BrP
shareholders. Remember, Phis Phethod Bf Bwnership Boes RotP
necessarily Pnclude Phe Pormation Bf B Bubdivision. Bubdividing,P
obtaining a public report, and conveying separate interests is a processP
independent Bf Pncorporation Bnd Ban Be Bndertaken Bfter PheP
corporation purchases the park.P
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If creation of a subdivision prior to transfer of title is a condition ofP
the park purchase contract, the conversion process will usually takeP
considerably longer. The condition and size Bf the park, as well asP
the percentage Bf residents required to participate are major factorsP
in determining the time required to complete the subdivision process.P
The competency &f consultants and professionals doing the conversionP
and local government agencies’ familiarity with mobilehome parkP
conversions also have a direct bearing &n the time needed to completeP
the conversion process.P

How do we manage the park after conversion?

Resident Bwners hust Becide Ff Phey Rvill Bmploy ProfessionalP
management, manage the park themselves, Br some combination BfP
the two.P

Professional Management

Professional management companies generally provide a full rangeP
of services, from collection of homeowners’ fees to disbursal of theP
funds to ®perate and maintain common areas in the park. ProfessionalP
management is usually an expensive &ption. A management contractP
must provide for a level of management suitable to residents’ needsP
and ability to pay.P

Many lenders will require, prior to funding, approval authority BverP
the Phanagement Bgent Bnd Bontract. Bhis s Pntended Po BnsureP
accountability and successful 8peration.P

The Phanagement Bompany s Bn Bmployee Bf Phe Pesidents’P
organization and should submit Bperating budgets to the residents’P
organization and, if required, to the lender. The final decision regardingP
major expenditures must rest with the residents’ organization.P

Resident Management

Management by the residents can be an economically attractive &ption.P
It encourages residents to get involved and gives them an Butlet toP
express interest and pride in the park. However, disputes can ariseP
about the amount Bf work required from each resident and servicesP
can suffer from a lack Bf professional expertise.P
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Combination

A good compromise between professional and resident managementP
is a professional Bnsite manager responsible to the homeowners’P
association for Bverall park Bperation, assisted by residents Br parkP
employees hired to perform certain jobs at the park.P

Do | have long-term security in my purchase?

If the park is converted to a common interest development and theP
purchaser continues to pay the mortgage payment, park assessments,P
and taxes &n the individual interest, he/she is assured &f remaining inP
the park.P

If Bwnership Bf the park is through a corporation, the security Bf aP
purchaser’s Pnvestment Ps Breatly Pnfluenced By Phe PinancialP
performance &f the corporation and its members. If the corporation isP
not able to make its payments &n the purchase money loan, foreclosureP
of the entire mobilehome park is possible. TP prevent foreclosure, aP
reserve fund may be established by the homeowners’ association. AlIP
shareholders Pay Pnto Phis Peserve Bccount, n Part Po Bover BnyP
nonpayment 8f dues by corporation members 8r shareholders.P

Before entering into any contract to purchase, residents should beP
knowledgeable Bf exactly what they are purchasing and the possibleP
risks involved. In parks where a subdivision is formed, purchasersP
must receive a copy &f the public report before committing themselvesP
to a purchase. As discussed earlier, a public report discloses consumerP
information and alerts prospective purchasers to significant aspectsP
and Possible Pisks Pnvolved Pn Phe Purchase. Pn Parks Rvhere BRP
subdivision Bs Bot Pormed, Prospective Purchasers Phust BatherP
sufficient information to make an informed decision, perhaps withP
the help of the park purchase committee.P
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