The Business of Joint Ventures

Monte ErRnke

For NN DHCR/HIIFC

Eunded by FHIEC 8 HUD=NY-CDIA




@Dbjectives

116! el prAGRPLeTILS:

15 Makenniormed dEecisions abolt WhER toe
COnSIder a joint venture

. Understanartie strlictire ot joint VERtUres

. Developrskills terselect geod partners &
negouaterstccessitlNpIntVentunes
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Agenda

2 VaKIng therdecision te) joIntVentire
sHIhE strtictlrereiFarjoint Venture

s Selecting pParthers st negetiating arjoint
Venure
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VakiRg e IDECISIONILG
JOIMEVEnRtUre




Whv: Partner?

 RAlSE eduiLy,
= "Acquire” skills
s eVerageryeuiFCapaCity ~ OpporURI/ACost:
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When Should You: Partner?

s \WRER Project requires i
liax credits: equity (limited) parthers

sV REN ProjECE EXCEEUSHICNPIOLIE CAPaCILY,
SpEecific skillsjexpertise
EGUItY;
ACCESS e constlcton 8t etNEeans

sV RERFNGRPrelit NEEUSItONEVEragEe capPaGILY,
[F2ckeeiFstaliftoriakeronradaitional project
INew! kinal el housing Proeject
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Wiy INot Consultants?

s iRl VOUREEANS CErGAIRNFEAEVEIopmEnt
siillsyarconsuitEntimignt DErapPPIePHaIE

s BUarpartnermay beNmnore appreprate il
VOU HEEd:

RESEUIFCESE Partners! Cani NG FESOURCES U dCCESS
0! FESOUKCES

RISkiSHaring: partners shake! risks) (& SUCCESS)

Pest-development participation: partnersican
PHNG SENRVICE PrOVISION! St mManagementiskills
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Partnerings A Balancing Act:

May/ 2004

= The 3 Big Issues

x| COntrol

m| RISK/ NGy,

5 REWAIrES
srNEearterachieveN (@

maintain)ra balance ol
CHE three
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Control Issues

5 ContheINerparticipatioRNRrdEVEIOPMERL
GECISIONSE
s SCOPE O Proeject:
s BUGGEaRENINENEING
s Implementation
s Varketing e 0eeUpPaney Manadeement:
n DISpoesItion
a Controlfusually rerlectst oWRership Interest:;
OWRErSNIPIINtErest reflects equity:
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[rability: ISSUES

u [LiapIity REedsttorbe valancedWitnrcontio)
S0 COMPENSAUGN

s\ HGEVER taKkesS ORFHskImUSE e compeEnsated

s LAty Incilaes:
= EQUItY/ at] Fisk:
= Lo gUarantees G recolrSe dent
5 PErfermance guaantees
= Coliateral
=5 OhERcontingentiabilities
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REWards off Development

AlierdaplerFousing

[FEES -\/

(Eash filow

Tiax benefits EIEEeRIy,

Sales
PrOCEEeds/residuals
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[DEVEIOPEN FEES

=EE5 ale o SEVICES HENEEREd*
PrOfiIEIS rEttrn R equity Invested

u [FEES VENSUS COStS
x Consultant costs paic out O iees

5 ParthershipISSUES:
s FEersplits Dased On diVa Ol iESPORSIPIITES
a| DEfiertal el iees; EsCrowW o DUyeU
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Discussion

s\ et petentiaiNprojectSHnYoUFCommMURILY,
Mgt reduirerparthernng 2 \Vay2

s NoW, asfarsmallfgroup;, doJeintVentire
ACHIVIGY I
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The Structure of
a Joint Venture




I\VPES: 0 PartNErShIPS

sJoRtVentlre: developmeERt partnersnip
e ToCUS Bifthisi Seminal:

s ot Ventures thrmkey.
EMPNBSIS ISIORItHE CONAILIONS: OFF thE S anEofiF

s mied partherships: ax Credits

Limited Partnership

Limited Partner(s) General Partner(s)
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1.
7
3.
2,
5
.
7 s
5
9

| —
=

KeV: PaliaMeLers

SCOPE Ol Project
OWRErShIPNRGERESE
IDECISIGN-MBEKING

Equity calls
DIVISIORFOIRFESPORSIPIIHES
Split O dEVEIOPErEes
GlEraRtEEs

Dispute reselttion
lIEFMINELIGN

BUYoUE clatsesi—lirapplicaile
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I, Scoepe of Venture

5 PHNCIPaIFSCOPEISSUES:

NPE/MUMBER O URILS

langeted eUSENGIESs

Jierm Off Project

1 LOWINCOMENUISE ProVISIONS/ FEstHCtoNS

u [Essential Vi @aesiranle
s\ gt Can e CoMmPremised ceomw
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2. Ownersnip Interest

OWRErshiprentity;
Partnership) LLE IP) etc.

InItialfeWRERSHIP IREErEstS
OWnRErshiprInterest reflects equity (alt: equity) contributed

CHERCE IRFGWRErSHIPNRNLERESE dUEterequity calls

Sale Ol OWRErship nterest
Righttel 15t refiusal by, other partners

SUGEESSIoN INTEVEntelRdeatiy/demise el Pakther
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5. Decision-nMaking

5 \V/OINGHgNtS Dasedron oWnRErshipHRAtERESE

5 DECISIGNSI that mUsStE BE MadejeInbly:
InCUFdEDE O financialFepligations) INCI CONracts
(CH2NGESHNI ProjECt SCOPE

s DECISIGRSHNdIVIdUaINParthers Canfmaken
UliEliRGg developer ebligations
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4. Equity

N EQUIty calls

5 RELUReR EqUIGy,
Jlerms| o distributions o INCOME

a Retlrnr ol equity,
When/how:caplital aaVances arerepaid
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AGCHVILY,

IRtyeurrsmallgrelp) disclssipint VERtuRe
ACHIVIGY 2
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5. Division: off REspensidItiES

5 DIVISIORreiF project manadement responsivilitess

Jeintiventure manadement: N mat/accounting), eduity. calls
& disbursements) repotne (IRS/Partners)

Acquisition

FIREnCING: responsibility By tnCING SOUICE

[DESIgNE GVErSsIght eifarchitects

[\ecalfapproVals

(CoRstUCHoN: GVErsIgNt Off COMNLECLOL

Marketing et GCCUpPanEY.

Preperty/ management: GVersighit Off propesty mManagers

5 RIght torcompleie (8 process) i partner fialls te
Uil respensinity
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6. Spliti ol Developer Fees

5 Principles

[FEES alie] earned fior SEfVICES iendered
 Steps:

ldenuiy total iees

ldentin/allr developerttasks

ASSIgn Yo/ S VallUe tereach task
Divide Upifiees based on Whe dees tasks, (1tem! 5)
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AGCHVILY,

IRfyeurgdretp) derJoint Venttre AcCuVity s
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/. Guarantees

a1 [[OgRrdUarantees arhecolrse dent
5 PErfermance guarantees
2 Othergliarantees st contingentiabilities
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6. Dispute Resolution

5 [[Fagreement cannot bEmadertnder
GECISIoR-Mmaking guidelines
EESpEcialyAImpoitantii=50~50
x Opticns:
Vediation

ArDltration
Nbigatien
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9. Termination

 Prematlrertermination oif project:

5 ComplEtion//CloSEPUt Ol Project
gl acColNuNG S dISPOSILIONIOFaSSELS
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105 Buyout/Handefi;

5 BUyeULE
s [LIHEC partnerships 8t Oter nenprofit/ionprofiti VERtUres

s Nenprofitshould nEgoHateTor:
Right ofifirsti refitsal
BUyeUE fermula

Maximized residialinterest:
s [iade curent interests fox residiual interests
FIRENEING StrUctURe terminimize residualivalue:
u Grants/subsicies  converted tornonprefitIoans ter ProjECtS
a Ground leases/Ianartrlists
[DEdicated/EsCroWEd TEes & aIStrbUtions
s ESCrow! portions| off developer fees
= Managementiincentive payments & distributions
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IHandorT:

s [[iO-Profit partners Want O afite FEes)/ tiaX
PERENtSIEarned

s |7 SERVICE NORPKOHE IS taking OVER
OWRErShip/mdt

x Needk

Standanastior compleuen anc accEpiance
PrOCESS 101 N NGO
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NEgeliang ardeinEVeRLure




Selecting A Partner

s \What deryourleok o inia partner?

DEVeloperskills —mgt skills
liechnical skills

EXPERIENCEWORKING WItHNPartners, especially
NONPIOftS

AIFUSEWOrtAY,
5 HOWEE O OUNIRG N ar PaRtHER?
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NEegetiating INpr L

I SEekingrthe Win=Win, of the 3@
diternative

a \WRatshmportant to meZliorthem 2
5 CanRpwe aehievelsotn®
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Howr Are \We: Different?

s IIngs NeRProfits s IIREs Ter-Phoefits
LENd 10 EMPRESIZE: CENd 1o EMPRESIZE:
n Alieraability, s imely,completion

s CommUmGy IRput s Payofii off COnstrICHon
m| OcCUPaNEY 108115 &L GLAER FECOUISE
GEent:

s Egiinaritli developer
fee

x MiRimize Iong-term
esponsibility/iianity

s LONg-termIcentiol
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How! Are Wer Alike?

2 QU eng-termISUCCESS and sUVIVaINS
GEtermined By guality pPrejEcisICOmPIEIEa
I e tmEly manmeren BuEget
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Negebiating INprZ

2 Bl aRcESkreward iorallFpartiers

s RISkamanagement
s \Whats myrexposure?
s oW can [ reduce riske?
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WhattNerprefits Bring

5 Site control

5 INEIghboerheed sSUpPRolit:

s [Local gevernment stppert

5 GoVernment arfielRdation tnding
5 EXPERERCE Wit OCal PrOCESS
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Negoetiating prs

s PUBIIRNWENRG
= St bt doctment: it!

5 DocUmMERt the BUSIRESS CEalENoRE
ARGt OVER e tHENaWYETS

5 DonRitsignrtiiyourtnaerstanad!

Viay: 2004 Eranke Consulting Greup




JomEVentlrer Agreements

x MOU: the busihess deal
s P TelewW the LONEIEmENtS

sJontVentire Adreement: thelegal deal
x Syndication agreement: o diax Credits
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legall Protectionsiint Adreement

JeinappreVal N WHERNG O Maje ECISIONS
REJUIBIMEELINGS

RIGHE terEXamine DBOKS/ FECOrds

REceIpPt el moenthly/annuaiNEporits
DISCIOSUIE rEgUIREMERLS

PUalSIgnaturES ORFCHECKS S EOCUENLS
BoRdING

Prenibitonradainstseli=aealing
Arbitration/mediation
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AGCHVILY,

IRVeurrarelp) develop nEgetiation
Stdbegy usingieinEVenRture ACHVIu 4
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IINIRgs te; REMEMIDER

IiRVeUrREEd spECiiilc tasky skl hikérar consultant;
PV OU REEM FESOUICES, Sk sharing &yer mat,
JEL a PAtNEN

Balancercenthel iabilit/ e rewards

. Controlf = eWRership Interest = equity,
 Splittdeviieerby tasks, thenl among partnenrs
~ Planiier thie end(s) el theventure
 SEekicompatiblerpartneERYeurCan st

~INegouatewitnNitldiselosUFEN(NBRENETGLEIIES))
SEEkSWIREWIR

> DocUMERE WUSInEss deal > thenrlegal deal
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Wiraprup

x| Plegse complete the Evallation

5 EUtUrErSEeminarss
x JUnes Homepuyer Projects
x JUIVE Property Management
s AUgust: Designing Eneray. Eficient Heusing Projects
m SEptember: Acquisition, RERaL, Resale o CHIDOS

Satetiauelsys Se et montty
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