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EXECUTIVE SUMMARY 
The Problem & Intervention 

Increased public investment in a given neighborhood is often 

accompanied by increased demand for land and the ensuing 

gentrification of households and businesses. The effect of unchecked 

gentrification on businesses often slips under the radar, yet the 

continued existence of culturally appropriate businesses in 

neighborhoods experiencing gentrification can have profound 

impacts on the character of a community. This report examines the 

provision of permanently affordable commercial space as a potential 

tool to prevent commercial displacement in communities 

experiencing gentrification. Our analysis focuses on land acquisition 

by mission-driven entities as a way to remove land from the free 

market, and ensure that low-wealth, culturally appropriate businesses 

are able to succeed and thrive in their communities. 

 

Entities through Which to Provide Commercial Space 

In this report, we survey three entities through which affordable commercial space could be provided:  

 

 Community Land Trusts 

 Community Development Corporations 

 Public Development Authorities  

 

The ability of these three entities to acquire the land is central to questions of permanency and 

affordability with regards to commercial space. Having scarce land held by mission-driven organizations 

achieves three things: it removes land from the free market, reserves it for community use, and ensures 

the land can stay affordable for an extended period of time, since the owning organizations are not profit-

driven.  

 

Models and Strategies for Leasing Commercial Space 

Once an organization finds and develops affordable commercial space it must answer the following 

questions: what will happen to the space, who will benefit from it, and for how long? This report suggests 

that organizations employ “community-based commercial leasing” to ensure maximum community 

benefit and stewardship of commercial spaces. Operating models and leasing strategies are important 

tools organizations must use to achieve the best use of its spaces. We will discuss the following operating 

models and the various leasing strategies they employ to provide affordable commercial space: 

 

 Shared Equity 

 Master Lessor 

 Business Incubator 

 Lease-to-Own 

 

For the various entities to succeed at effectively providing commercial space, they must base their 

operating models and leasing strategies upon their underlying mission and the needs of the community.  

Problem Definition:  
Unchecked gentrification will lead 

to involuntary displacement of 

critically important small businesses 

and will prevent future culturally 

relevant and community stabilizing 

entrepreneurship.  These outcomes 

will reduce cultural capital in 

communities, contribute to further 

community destabilization, 

negatively affect job prospects, and 

decrease the economic vitality of a 

community. 
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I.  INTRODUCTION: AFFORDABLE COMMERCIAL SPACE 

Gentrification is the process by which the essential character of a neighborhood is changed as higher 

income households displace lower income residents. i In many instances, increased public investment 

results in high demand for both commercial and residential space in those neighborhoods, such as in areas 

targeted for transit-oriented development (TOD) in Seattle. Although gentrification can have myriad 

positive effects, like increased housing supply and improved public space, it can also result in the 

displacement of culturally appropriate businesses. 

The projected adverse effects on businesses of increasing commercial space rents due to gentrification 

are twofold. First, increased rents may result in the involuntary displacement of independent or locally 

owned businesses that may provide culturally appropriate goods. Second, higher rents may act as a 

disincentive to future culturally appropriate, locally owned businesses. As a healthy community is a place 

where “economic benefits generated by public and private investments are shared with current residents, 

businesses and community institutions,” ii  this commercial displacement threatens the overall health, 

vibrancy, and strength of communities affected by gentrification. 

Commercial rent increases in Seattle’s Rainier Valley is one example of how public investment 

impacts community businesses. The “Retail Development Strategy For Rainier Valley,” a document 

prepared for the City of Seattle, reported that businesses in the area saw rents increase as much as 50% 

after TOD-related development, with some businesses spending 20-30% of their gross sales on rent. 

Some station areas in Rainier Valley have felt these pressures more than others due to factors like the 

level and stage of public investment and the existing local economy. As a result, there is an opportunity in 

areas where commercial rents and land values are still relatively low to ensure that local commercial 

vibrancy stays intact for years to come.  

Problem Definition  

Our analysis of the negative effects of unchecked gentrification on local communities results in the 

following problem definition, which guides our proposed solutions: 

 
Key Assumptions & Theory of Change  

Assumptions 

We make several assumptions in our identification of the problem and conceptualization of possible 

solutions. Among those assumptions are: 

Unchecked gentrification will lead to involuntary displacement of critically important small 

businesses and will prevent future culturally relevant and community stabilizing 

entrepreneurship.  These outcomes will reduce cultural capital in communities, contribute 

to further community destabilization, negatively affect job prospects, and decrease the 

economic vitality of a community. 
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 Gentrification causes property values to increase. 

 Increased property values may be passed on in the form of higher rents or the sale of the building 

to realize profit. 

 Many small and independent businesses rent commercial space rather than own. 

 Many local, culturally relevant businesses with strong community ties cannot afford significant 

and rapid rent increases. 

 High commercial rents are a barrier to new, small, independent businesses. 

 There are positive externalities related to locally owned, culturally appropriate businesses that are 

not realized in the functioning of an unregulated market. 

 The loss of such businesses has significant community impacts, including the involuntary 

displacement of existing customers of local businesses due to a higher cost of living in these 

neighborhoods. 

Theory of Change 

Our conceptualization of the problem and its impact on communities in the form of involuntary 

displacement of existing local businesses is presented in Figure 1. The intervention examined in this 

report is the creation of permanently affordable1 commercial space. This intervention takes place at 

the crucial point when increased demand leads to increased property values. By facilitating community 

action when land is still relatively inexpensive, the potential for acquiring commercial space is highest.2 

This particular intervention is primed for neighborhoods and communities that have not fully absorbed the 

negative effects of gentrification. 

 

Figure 1. Gentrification & Business Displacement Theory of Change 

                                                           
1 A general standard for most retail businesses is to spend between 6-12 percent of gross sales on rent.  
2 This intervention could take place before a community has seen an increased public investment, however we 

focused on communities that are facing gentrification which implies that public investment has already occurred. 
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Theoretical Support for Intervention  

Creating and maintaining permanently affordable retail space is one component of equitable 

development embodied in three core values of Seattle’s Comprehensive Plan: Community, Economic 

Opportunity and Security, and Social Equity.iii In addition to aligning with the stated values of both this 

Comprehensive Plan and the Seattle Economic Development Commission’s (EDC) goals, permanently 

affordable commercial space is a way to empower and encourage historically disadvantaged communities 

to maintain control of the direction community development goes in their neighborhood. Specifically, the 

motivations for intervention in the realm of commercial affordability are varied, and include: creating and 

retaining jobs in the community; exploiting current human capital and allowing for the development of 

future human capital; preserving cultural vitality and economic diversity; and maintaining community 

engagement and a sense of “place” for residents.  These motivations are briefly discussed below. 

Creating and Retaining Jobs  

There are two groups that will most directly reap the benefits of a program focused on permanent 

commercial affordability: those looking to start a business and existing business owners.  For both groups, 

retail affordability sustains small business ownership as an employment pathway – a pathway that for 

many provides flexibility and asset building opportunities. This approach embodies a main goal of 

Seattle’s EDC, which is to “preserve the entrepreneurial spirit and openness to new ideas that allows 

people to think and act in ways that challenge convention.”iv  

Exploiting Current and Future Human Capital in the Community  

By allowing those businesses that have been successful to remain in their communities, this strategy 

taps into the talent and expertise already present in the area.  In the same way, providing opportunities to 

become an entrepreneur allows those people well suited for this role to succeed and bring richness to the 

community.  Since a central objective of economic development is to “provide quality jobs for the current 

population,”v local policies should take advantage of existing knowledge and capacity in a community. 

Preserving Cultural Vitality and Economic Diversity  

As mentioned before, high rents prevent the entry of potential entrepreneurs into the market and force 

out existing businesses.  Especially concerning is the displacement of “anchor businesses” which can 

have meaningful ties to community residents and act as cultural centers.vi Supporting small businesses 

aligns with the Seattle EDC’s goal to strengthen a “diverse ecosystem of business and industries.”vii  

Further, cultural vitality and economic diversity, as well as equity and social justice, can be discussed 

as “public goods” that are under-produced in the market system. These public goods are valued by the 

residents of Seattle and are given attention in crucial planning documents. Using this framework, small 

businesses in culturally diverse areas that are facing gentrification can be seen as “producers” of two 

things: 1) the actual goods or services sold and 2) their contribution to the maintenance of a diverse and 
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culturally rich area that provides a sense of place to residents. As this second kind of good is not 

absorbed in the price of actual goods sold, the demand for these public goods is not fully accounted for. 

Diversity and equity can be public goods, especially when we consider the value placed on them by 

residents who may not shop in the gentrifying area.  Many of these people do still gain utility by knowing 

that such diversity and equality of opportunity exists in the city. Through intervention, we increase the 

viability of these businesses that have other, ancillary benefits to society, and ensure an efficient amount 

of these public goods are provided. 

Maintaining Community Engagement and a Sense of “Place”  

Encouraging the long-term stability of businesses results in a greater sense of community identity.  In 

addition to the actions taken by business owners that may support the community at large, they 

themselves benefit from being able to stay in their current community. Further, the loss of local 

businesses may actually hasten residential gentrification. As one’s ties to a neighborhood are further 

weakened, they may be more likely to move to another area, which has additional consequences. There 

may also be negative individual consequences in the form of health outcomesviii and emotional wellbeingix 

from people being uprooted. In other words, when people feel less connected to and supported in the 

place they live, there are real changes to the health of the person and the community. 

Ultimately, permanently affordable commercial space, together with community-based commercial 

leasing (discussed in Part V), is a way to empower historically disadvantaged communities. 

Contrasting Opinions & Risks of Intervention  

Addressing commercial affordability at a neighborhood level entails significant risks. The first risk is 

that the intervention prevents the land in question from being used for its highest and best use, as framed 

in an unregulated market context. Drawing from a basic interpretation of supply, demand, and consumer 

sovereignty, people get to vote with their dollars every day on which businesses survive and which do 

not. Allowing the market to work in this way ensures the survival of those businesses that are most 

efficient and best meet the demands of a community's residents. Any additional intervention is fraught 

with personal judgment and bias. However, applying the Quadruple Bottom Line (QBL) framework and 

viewing ancillary benefits as public goods informs the decision that intervention in the market is 

necessary to ensure equity in an area's development trajectory.  

A second risk is exerting too much control over the market, such that decision-makers influence the 

existence of businesses to the extent that market demand is being overlooked for the purpose of designing 

a community around one group’s idea of what should exist. There is a fine line between ensuring 

opportunity and diversity and a strict proscription of the types of businesses each neighborhood “should” 
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have.  As decision-making power is concentrated into fewer and fewer hands, fairness of implementation 

becomes a major concern. 

A related risk is supporting businesses that do not run effectively or no longer meet the demands of 

the population.  Put another way, this provision of affordable commercial space does not eclipse the need 

for current business owners to work towards greater profitability and resilience. 

A final concern is the ideological aversion some people have to using public funds to support 

individual, private companies. While this concern is important, we believe that if community values as 

reflected in a neighborhood plan place high importance on the public goods that are mentioned above, 

investment of public funds in may be warranted. Washington State’s restrictions on using public funds for 

private benefit are also a constraint. There is precedent, however, for providing public funds to private 

firms if the “poor or infirm” are the primary beneficiaries, or in cases where the public benefit is much 

larger than any to a private firm.x 

Analysis of Affordable Commercial Space  

The remainder of this report explores ways in which permanently affordable commercial space could 

be provided on the neighborhood level. First we survey three potential entities through which 

permanently affordable commercial space could be provided and the operating models these different 

entities employ. The survey of community land trusts, community development corporations, and 

public development authorities focuses on master lessor and shared equity operating models. 

Understanding these models is important as it impacts project finances and, thus, how the commercial 

space will be managed (See Appendix H for comparison of Operating Models). 

 Master Lessorxi: In this model, a non-profit entity retains ownership of a commercial structure 

and the land underneath. The entity then either manages individual leases with all businesses or 

partners with another non-profit to manage business leases. A common derivation of this model is 

an incubator, in which the entity provides additional business development support to many 

businesses that lease space from the entity with the intent of providing start-up support for many 

community residents, rather than providing long-term business space.xii 

 Shared Equity:  In this model, a non-profit entity retains ownership of the land but sells the 

building or spaces within the building to business owners. These business owners must agree to a 

resale formula that sets an annual equity limit so that when the owner resells the space, the price 

of the building or space is affordable. This is called shared-equity because the cost of the 

mortgage is shared between the business owner and the landowner.xiii A derivation of this model 

is lease-to-own in which a potential buyer leases the building for a specific amount of time with 

the intent to purchase at the end of the time period. Until then, the entity retains ownership of 
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both the land and building and sets aside a portion of the potential buyer’s monthly payment to be 

credited towards a downpayment. Credits will not apply if the resident does not uphold aspects of 

purchase agreement.xiv 

Next, we discuss community-based commercial leasing through organizational mission, community input 

and a Quadruple Bottom Line (QBL) framework and specific leasing strategies that could be employed by 

these different entities to provide commercial or retail space to culturally relevant, community-valued 

businesses in an effective way. Finally, we conclude with a discussion of areas for further research, which 

could help organizations and communities better orient themselves around issues of commercial 

gentrification. 
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II. LAND OWNERSHIP ENTITY: CLT 

What are CLTs? 

Land trusts are mission-driven non-profits that acquire land through either direct purchase or 

donation,3 and hold the land for the benefit of the current and future community.xv Historically, land trusts 

have been used to preserve sensitive natural lands, like lands that are home to endangered plants or 

animals.xvi A recent use of a land trust is in the form of a community land trust (CLT), most commonly 

used to serve community members who are not served by the market by preserving land for affordable 

housing.4 Modern CLTs were inspired from activist movements that focused on preserving access to land 

for people excluded due to social status or income.xvii CLTs acquire land, then sell or lease buildings to 

income-qualified renters or buyers at below-market rates (because the price of the land has been removed 

from the lease) while maintaining ownership of the land. Other CLTs buy vacant land and develop 

properties, or partner with developers to build structures, that they then lease at below-market rates. The 

lease terms to buyers includes a fixed resale formula, which allows the building to stay affordable in 

perpetuity. CLT actions of removing (a) land from the market in perpetuity, (b) the price of the land from 

the price of the building, and (c) market pressures to increase the price of the land, are generally seen as 

successful tools to combat involuntary displacement due to unchecked gentrification.xviii 

A key aspect of a CLT that differentiates them from general land trusts is that they are designed to 

ensure community stewardship of the land, meaning the responsible planning and management of land. 

Unlike other community-based buildings or projects, the mission of stewardship adds three distinct layers 

of responsibility upon the CLT: 

 To preserve affordability of its buildings, 

 To see that owners or renters of those buildings are financially secure, and 

 To see that the physical quality of the buildings is preserved.xix 

That means they "preserve affordability when economic times are good and protect [their] homes and 

owners when times are bad."xx It also means that both the individual renters or buyers and the community 

at-large benefit from land trusting: renters or buyers have exclusive use of the land, which secures their 

                                                           
3 Land trusts can also acquire land from municipalities’ land banks. Land banking, the practice of acquiring and 

improving land is a similar practice but generally differs in long-term application. Most commonly, municipalities 

acquire vacant or tax delinquent properties, make significant improvements, then sell to private owners often for the 

highest price the market will bear. A new movement, most notably occurring in Philadelphia, has emerged to legally 

change municipalities’ land bank practices so that they must turn over some land to CLTs or CDCs for community-

controlled development. 
4 Many community-based organizations and some government entities use land trusting as the mechanism for 

preserving affordable land. For simplicity’s sake, in this paper, CLT will refer to non-profits that have been 

incorporated solely as land trusts. 
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individual interests in the short-term, and CLTs ensure building maintenance and upkeep, which protects 

the interests of the larger community. 

Formation & Governance of CLTs5  

A variety of questions must be addressed early in the stages of forming a CLT, like whom will the 

organization serve and in what geographic area will it operate, because these decisions will affect the type 

of resources needed to pursue projects and the scope of work the CLT will engage in. For the purpose of 

this paper, we will assume that the CLT is forming as an independent non-profit to solely build and 

maintain affordable commercial space at a specific neighborhood level. Because so much capital is 

required to purchase land for the land trust and actually begin to pursue their intended mission, it is 

important for the formation group to build strong relationships with established non-profit and public 

sector economic development entities. 

Then, to incorporate as a non-profit entity, the formation group will need to draft and file articles for 

incorporation, draft and adopt bylaws, and prepare and submit an application for federal tax-exemption.6 

xxi It is in the very first stage of filing articles of formation where the CLT becomes distinguishable from 

other general community-development non-profits; whereas other non-profits have general articles that 

allow flexibility and latitude in governance and programmatic goals, CLTs have specific articles related 

to corporate structure, land stewardship, and resale restrictions.xxii Generally, CLT bylaws will provide 

more detail for all of the above, which will also have to be stipulated in the formation group’s application 

for 501(c)(3) tax-exempt status. 

Formation  

Groups hoping to incorporate as non-profit commercial CLTs may need to spend more time in 

crafting their application for 501(c)(3) tax-exemption status because the general definition of a “charitable 

organization” to qualify for this status requires the non-profit to provide relief for the poor or combat 

neighborhood deterioration. xxiii  Providing affordable commercial space in communities facing 

gentrification may not easily qualify for this status, so it may take longer for the formation group to find 

legal means to approaching this application, and may also take longer for the government to consider and 

grant status. For example, an attorney working for Japantown’s community preservation project in San 

                                                           
5 There are many variations of the structure of governance, but for the purpose of this paper we will focus on the 

traditional CLT governance model as defined in the Housing and Community Development Act of 1992. 
6 A non-profit does not have to achieve tax-exempt status, but 501(c)(3) status allows the non-profit to qualify for 

many different grants and subsidies. It seems unlikely that a CLT could pursue even land acquisition without the 

help of private and public funding of this sort. 
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Francisco had to conduct a viability analysis to determine whether cultural and historical preservation can 

support a 501(c)(3) tax-exempt CLT status, which has added extra time to the formation process.7 xxiv 

Governance 

The corporate structure for a CLT is a membership-based organization. All people who are CLT 

renters/owners are automatically members and additional people from defined geographic community 

who support the goals of the CLT may become members. Members elect two-thirds of the governing 

board of a CLT: (1) CLT renters/owners and (2) community members who reside in the CLT’s service 

area but are not CLT renters/owners. The final third of the governing board are public members, who can 

neither be CLT renters/owners nor live in the service area. xxv  Successful implementation of this 

governance structure requires extra effort and CLT staff capacity. Non-CLT members must be recruited 

and all members must be encouraged to attend membership meetings for the structure to be meaningful. 

Developing and Leasing Commercial Space 

Using a land trust to preserve land for permanently affordable community-based commercial space is 

an emerging field. 8  As recently as 2012, at least twelve CLTs have supplemented their residential 

portfolio with commercial projects, though most of these CLTs focus their work in communities in need 

of revitalization (like New Orleans, Louisiana and Durham, North Carolina) and none have yet to develop 

a standalone commercial CLT.xxvi Similar to affordable housing, CLTs state specific criteria to assess 

potential community development commercial projects and only engage in projects that provide current 

and future benefits to the community.  

Land Acquisition 

CLTs acquire land in three ways: (1) purchase land at market price with private and public subsidies, 

(2) receive land as a gift from donation or public source, or (3) acquire land at below-market rate through 

a “bargain sale.”xxvii 9 CLTs may be able to utilize different land acquisition strategies depending on the 

local real estate market and neighborhood trends. Redeveloping or acquiring existing built space is an 

ideal strategy when there is some amount of vacancy, when rents are below-market relative to other areas 

in a city, and when there is some future risk of gentrification. Purchasing land and developing new space 

is a strategy that is well suited to areas with tight rental markets where local businesses are already 

struggling. 

                                                           
7 Nearly two years later, the Japantown CLT has not been formed, though it is unclear whether the tax exemption 

status is the primary factor for this delay. 
8 Land trusts to preserve space for community gardens, agricultural uses, or artistic live-work lofts will not be 

discussed because they fall outside the parameters of the authors’ definition of “commercial space.” 
9 It appears as though many CLTs purchase land at market rate in disinvested communities, but because there are no 

existing examples of commercial CLTs in gentrifying neighborhoods, it’s hard to tell which strategy of land 

acquisition would be employed. 
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Master Lessor  

Most commercial CLTs use the master lessor model, because it requires fewer financial risks and 

ownership is not uniformly a high priority for many business owners in underserved communities.xxviii It 

is also more common for CLTs to serve as property managers of the building or space and engage in 

individual short-term leases rather than lease to another non-profit who would then serve as property 

manager. An example of this is the Mountain View Service Center (MVSC) in Alaska, which was 

developed by the Anchorage Community Land Trust (ACLT).xxix The Mountain View neighborhood had 

experienced years of disinvestment, and a number of nonprofits had begun to build affordable housing in 

the community. ACLT bought an abandoned former furniture warehouse that was situated in the 

neighborhood’s main commercial corridor, developed the property, and began to lease out office space to 

community-oriented non-profits with short-term lease agreements at below market-rates. The MVSC 

houses seven non-profits, which cumulatively serve nearly 1,000 clients weekly, most of who live in the 

surrounding neighborhood. 

Shared Equity  

There are fewer examples of commercial CLTs using the traditional shared equity model.10 CLTs 

may use this model when their goal is to help community members build equity in addition to building 

their business, and generally because they want to provide a long-term physical space for businesses. 

Some shared equity commercial CLT models are condominiums, where ownership includes fractional 

ownership of common facilities and buyers pay monthly fees to maintain building and amenities.xxx Some 

shared equity commercial CLT models are stand-alone buildings, or a commercial space within a building 

that is not set up as a condominium. An example of the latter shared equity model is Champlain Housing 

Trust (CHT) in Burlington, Vermont’s community health center project.xxxi CHT acquired a parcel of land 

with existing buildings and leased one building to a non-profit community health center for a long-term 

99-year lease in exchange for a set resale formula. The health center chose to remodel and sell the 

building only after a few years of ownership. The building was appraised for less than the health center 

put into remodeling, but CHT promised it would pay a set resale formula plus credit when buying back 

the health center. CHT had to fundraise to repay the non-profit health center and struggled financially 

because of this experience. They have also since then needed to have staff capacity to find additional 

tenants to purchase the building, which has thus experienced instances of vacancy. 

 

                                                           
10 Lease-to-own, the newer spin-off of the shared-equity model, has gained traction in affordable housing and may 

lend itself to commercial CLTs. However, the authors could not find any existing CLT commercial projects using 

this model. 
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Strengths of CLTs 

Long-Term Community Control  

The primary strength for a commercial CLT is the true long-term ownership of land for specific 

community use. For a community facing gentrification, a land trust could provide long-term local control 

over the preservation, rehabilitation, and development of social heritage properties and assets. This also 

means that a commercial CLT can truly provide permanently affordable commercial space in perpetuity, 

because the commercial space or buildings have specific resale formulas that keep the price of the space 

low. 

Wealth Creation  

The shared equity model provides a predictable and stable cost structure, allowing business owners to 

build wealth. The ownership aspect means that the business can have a physical space for at least 99 

years, which can allow the community to be served by a critical community service, like a health center or 

grocery store. 

Flexible Role of CLT  

CLTs are flexible tools that can meet the needs of many different communities and entities, while 

employing a variety of property development and management tools. The membership and governance 

structure remains community-controlled, which means that any sort of significant details that may affect 

how businesses can gain access to a CLT are decided by the community-at-large instead of a subset of 

community members or a non-representative public entity.  

Mission of Stewardship 

CLTs mission of stewardship means that should economic downtimes occur even after gentrification, 

the CLT will work to ensure that its properties and property owners or renters survive. For instance, in the 

Great Recession, CLTs reported few home defaults and even fewer foreclosures.xxxii However, given that 

commercial CLTs are so new, there is less evidence of business survival in the face of economic 

challenges. 

Weaknesses of CLTs 

High Capital Cost  

The primary limitation is that the capital required to acquire, build, and maintain commercial 

properties is significantly greater for commercial spaces than for affordable housing. Acquisition of 

commercial land in strengthening markets requires staff capacity, real estate acumen and speed, and if 

capital isn’t raised quickly the land becomes too expensive to acquire.xxxiii This has big implications for 

communities facing gentrification where demand for land will increase the value and the price of the land. 

Currently, there are no funding sources designed to subsidize non-profits acquisition of commercial 
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properties and development financing is much more restrictive.  This issue is faced by CDCs and PDAs 

as well. 

Unpredictable Revenue Stream  

Unlike residential projects, shared-equity CLTs cannot rely on income from commercial space and 

should plan for long periods of vacancy. xxxiv  A developer for Champlain Housing Trust said that 

managing risk is a much greater responsibility for a commercial CLT. “You know that people can fill 

affordable housing. But you don’t know with commercial space. People need housing. They don’t need 

affordable space.”xxxv 

High Level of Organizational Capacity  

In the master lessor model, the CLT has to build the capacity to directly own and manage commercial 

real estate, which is generally outside the purview of traditional CLTs.  

Financial Risk of Shared Equity  

In the shared equity model, business owners have to finance a substantial up-front investment and 

may not qualify for big loans like potential homeowners. For instance, while a number of CDFIs do 

finance small business start-ups, loan amounts tend to be closer to $10,000 than $100,000, which is 

generally a loan amount a homebuyer might have access to.xxxvi While the lease-to-own subset of this 

model may help bridge financial gaps for community businesses, some businesses that require 

specialized, costly equipment may not ever have the capital to pursue this CLT model. Thus, the shared 

equity model may only be applicable to already capitalized businesses. This also could mean that the CLT 

bears more risk because there are more supportive financial programs for homeowners rather than small 

businesses.  
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III.  LAND OWNERSHIP ENTITY: CDC  

Community Development Corporations (CDCs) play important roles in community economic 

development through their affordable housing and economic development programs. In recent years, 

many CDCs have begun providing commercial space as one component of their mixed-use development 

projects. Here in Seattle, CDCs like South East Effective Development (SEED) lease commercial space to 

strengthen communities and provide stability for the future while helping to relieve pressure on 

businesses. This section explores how CDCs could be used as providers of affordable commercial space. 

(For a view of CDCs and how they compare with CLTs and PDA, please refer to Appendix G.) 

What Are CDCs? 

CDCs are defined as “nonprofit, community-controlled real estate development organizations 

dedicated to the revitalization of poor neighborhoods.”xxxvii CDCs traditionally provide affordable housing 

and promote economic development in low-income neighborhoods. However, in recent years, CDCs have 

increasingly trended toward commercial development. This may be taking place due to the fact that CDCs 

have “exhausted” housing in need of redevelopment xxxviii  or due to recognition among community 

development professionals that local retail, business development, and culturally relevant institutions are 

a crucial part of neighborhood stability. In some cases, CDCs have expanded their role in commercial 

development and leasing as a form of mission creep, and not as a deliberate, mission-driven choice. 

In the context of this report, many CDCs seek to provide affordable commercial space in response to 

gentrification that may be ongoing or may occur in the future. Existing CDCs that historically worked in 

poor neighborhoods may be underequipped to meet these new community needs. For instance, CDCs that 

began operation in communities that were economically underdeveloped would not have seen a need for 

affordable commercial space. Yet today, those same areas are at risk of residential and commercial 

gentrification. As such, the strategies of the CDCs serving those areas can change to provide affordable 

commercial space as a means of staving of commercial gentrification. Alternatively, a new CDC could be 

developed specifically to build, develop, or acquire affordable commercial space.  

CDC Rationales for Developing Commercial Space   

CDCs acquire and redevelop commercial space for a number of reasons that do not always include 

providing permanently affordable commercial space for local businesses. First, CDCs may pursue 

redevelopment of an area devoid of commerce in order to revitalize a neighborhood and provide jobs for 

its residents. For example, Seattle-based SEED developed Rainier Valley Square,xxxix a shopping center in 

the late 1980s in order to bring a grocery store and other businesses to the economically depressed area.xl  

Second, CDC’s may also use commercial space to subsidize other CDC activities.xli CDCs may begin 
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developing commercial spaces that are permanently affordable when there is an absence of affordable 

spaces in a community due to gentrification. Such a strategy provides space for local businesses as a 

means of neighborhood stabilization in gentrifying neighborhoods.xlii While some CDCs are explicit in 

their offerings of below-market rate rents for commercial spaces, research suggests below market-rate 

leasing to small businesses is an informal and non-explicit process for many CDCs.11  

Formation & Governance of CDCs 

Formation  

CDCs are typically formed by a group of community leaders in response to some perceived social or 

economic problem in the community. Historically, CDCs emerged in the 1960s and 1970s as part of the 

War on Poverty focusing on social issues and affordable housing.xliii Some CDCs have been formed with 

guidance from a public planning agency or specifically created by a government entity.  Many have 

emerged as the end result of neighborhood planning processes, including the Central Area Development 

Association.xliv 

Governance 

CDCs are non-profit organizations and as such are structured with board members and an executive 

director. The board of directors typically consists of a diverse group of community members or area 

residents, business leaders, and other civic stakeholders. xlv  In an ideal world, significant board 

membership and “control of a CDC should reside with the people who live in the neighborhood,”xlvi but 

often resident participation can be quite low. 

A CDC moving into the affordable commercial space realm should have a governance structure that 

balances the need for commercial real estate expertise and strong connections to the local residents. (Few, 

if any, CDCs focus solely on commercial space so there are no examples of suitable board makeup 

available.) A CDC specializing in commercial development might want a diverse board consisting of 

business community members, residents of CDC-provided affordable housing, and members of the 

broader community. Ultimately, members of the broader community are a major component of decision-

making regarding tenants and strategies for providing commercial space. Further, a diverse board 

containing local residents may help an existing CDC refocus its efforts on affordable commercial space. 

 

 

                                                           
11 In contrast to the SEED example, in Seattle’s Capitol Hill neighborhood, Capitol Hill Housing (a PDA which also 

calls itself a CDC, mostly focused on affordable housing) has developed an affordable housing project “12th Ave 

Arts” which also includes ground-floor retail “prioritized” for local businesses. See PDA section, below. 
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Developing and Leasing Commercial Space 

Land Acquisition 

Similar to CLTs, there are two main processes through which CDC’s would acquire commercial 

space to lease to local small businesses.12 Both involve acquiring ownership of the underlying land. Land 

acquisition for CDCs is a capital-intensive process that occurs by either purchasing vacant land or an 

existing building13 in the general real estate market or by working closely with a local government or 

other local partners. 

CDCs, also like CLTs, use different land acquisition strategies depending on the local real estate 

market and neighborhood trends. Land acquired by CDCs often is not used for commercial space, yet in 

recent years CDCs and other non-profit developers have included some amount of ground floor 

commercial space. CDCs may receive funds directly from a local government to purchase land. SEED 

received $2.5 million from the city of Seattle for land acquisition for Phase I of its Rainier Court Senior 

Apartments in the early 2000s, for example.xlvii 

Master Lessor Leasing Model 

While CDCs employ a variety of leasing strategies, the master lessor model described above is 

commonly used to retain ownership of the commercial space, while leasing the space to local businesses 

or non-profits. Often, CDCs will renovate or upgrade space before it is suitable for use by businesses. In 

this model, a mixed-use building would reserve the ground-floor space for commercial purposes. This 

model allows the affordable commercial space to potentially benefit many businesses overtime, but also 

entails more risk. A CDC can expect to have the space vacant for some period of time, either between 

leases or soon after construction. Locally, the commercial space component of SEED's Claremont 

Apartments was vacant for some time before the units were converted and sold as condominiums.xlviii 

Strengths of CDCs 

This underlying ownership of land allows CDCs to keep prices low indefinitely. Additionally, due to 

their community-driven mission and links to residents living in their community, CDCs are uniquely 

placed to develop or redevelop commercial spaces that respond to a community’s needs through their 

ability to influence key factors.  

                                                           
12 CDCs may provide affordable commercial space in other forms where they do not own the underlying land. Some 

CDCs instead choose to enter into agreements with private commercial property owners to lease space for an 

extended period, and subsequently sub-lease space to small, local businesses at affordable rates. This model removes 

the risk and potential turnover a private developer might experience. This model appears to be less commonly used 

because direct subsidization is not a financially sustainable long-term strategy for a CDC. 
13 See example of Hope Community, Inc. in Harlem, New York City in Appendix A. 
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Rent Stabilization  

CDC’s are not driven by an underlying profit motive and are less likely to incrementally or drastically 

raise rents for their commercial tenants. 

Linking other CDC Activities  

CDCs that have business technical assistance initiatives as part of the community development work 

are especially well placed to help local businesses grow. Leveraging these existing programmatic 

resources increases the odds businesses will be successful.  

Physical Dimensions of Commercial Space  

Affordability of commercial spaces depends on a number of variables, including unit size. xlix 

Optimizing space size for target businesses can make units more affordable for small businesses. 

Tenant Selection & Leasing Terms 

CDCs, like private property managers, can employ some amount of discretion in choosing to which 

businesses they lease affordable commercial space. A CDC’s mission also allows them some leeway in 

rent-setting and lease terms. This includes both the term of a lease and the rent.l 

Weaknesses of CDCs 

The CDC as a provider of affordable commercial space has considerable drawbacks. These originate 

mostly from the rapid pace of market forces and the inevitable capital constraints many CDCs would 

experience in accumulating large amounts of land or space. 

Slow Pace of Development  

Building new space or rehabilitating vacant space takes time. If a CDC’s short-term goal is to provide 

space to struggling businesses or other entities, the development of new space may come too late. 

Governance  

The composition of a CDC’s board of directors may determine the vision and practices of the 

organization. Further research is needed to determine whether a typical CDC board includes members 

associated with commercial development.  

Financing  

Actively subsidizing bottom-floor retail in a mixed-use building may make it difficult for a CDC 

project to prove financially sustainable over the long-term. Finally, some scholars have argued that 

because they operate within the confines of the market system and are in some sense at the mercy of 

many external (non-local) forces and funding streams, CDCs are not “community-driven” at all.li 
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IV.  LAND OWNERSHIP ENTITY: PDA 

Public Development Authorities and Preservation & Development Authorities (PDAs) are another 

policy entity that could be used to create and maintain permanently affordable commercial space in 

communities facing gentrification.  

What Are PDAs? 

PDAs are quasi-governmental corporations created by a city, town, or county ordinance to manage a 

special project or carry out a specific mission of public value.lii These public, not-for-profit organizations 

are legally separate from the municipality that created them, but their budgets and operations are still 

overseen by these entities.liii  

The ability to create PDAs in Washington State was established through the Revised Code of 

Washington (RCW) 35.21.730, et seq.14 A municipality might choose to create a PDA under the auspices 

of this RCW to oversee a specific federal program or grant, to receive and manage funds, goods, or 

services from private entities, liv to improve the efficiency of government services, or to improve the 

quality of life in urban areas for economic development purposes.lv Municipalities might also create a 

PDA to manage a project that is entrepreneurial in nature and could easily strain public resources if 

directly managed by the municipality itself. lvi  Examples include managing low-income housing and 

commercial properties, constructing and operating a public art museum, and encouraging the economic 

development and unique character of an historic neighborhood.lvii In 2013, there were 38 unique PDAs in 

Washington State; 12 of these were located in King County. lviii (For a view of PDAs and how they 

compare with CLTs and CDCs, please refer to Appendix G.) 

Formation & Governance of PDAs 

Formation  

Though a municipality must approve the formation of a new PDA, government officials are not 

necessarily the driving force behind the formation of this quasi-governmental entity. According to Kenny 

Pittman, Senior Policy Advisor for the City of Seattle’s Office of Intergovernmental Relations, any group 

of organized, dedicated citizens can start a PDA as long as they can demonstrate that they have developed 

a concrete plan and have set aside enough revenue to cover the entity’s first year of operating costs. The 

group’s plan must outline projected future revenue sources and must be drafted into an official PDA 

                                                           
14 These statutes developed as a vehicle for carrying out the Model Cities’ Act Program of the late 1960s and early 

1970s. The aim of this federal program was to improve the quality of life in urban areas and was just one element of 

Lyndon Johnson’s War on Poverty. See http://nwda.orbiscascade.org/ark:/80444/xv22921 for more information 

http://nwda.orbiscascade.org/ark:/80444/xv22921
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charter. The creation of all new Seattle PDAs must be approved by the mayor and all PDA council 

members must be approved by the Seattle City Council.lix 

Members of the Seattle community have created PDAs in Seattle since the early 1970s, beginning 

with the Pike Place Market Preservation and Development Authority (PPMPDA) in 1971. Led by activist 

architect Victor Steinbrueck, Seattle voted against demolishing the unique public market and instead 

approved the establishment of a PDA to restore and care for the market’s buildings.lx Other successful 

Seattle PDAs created in that same era include the Seattle Chinatown International District Preservation 

and Development Authority (SCIDpda), established in 1974,lxi and Capitol Hill Housing Improvement 

Program, established in 1976 (for more information about some of the differences between several of 

these successful Seattle PDAs, see Appendix B).lxii 

Governance  

PDAs are supervised by an all-volunteer governing board tasked with supervising staff and 

programming, setting PDA policies, and ensuring that the public corporation is following its charter. Each 

PDA charter outlines the size of the governing council, council term-length, and how members will be 

selected. In Seattle, PDA councils are made up of between 5 and 12 individuals. Some of Seattle’s PDA 

councils are appointed entirely by the Mayor, but the majority of councils are composed of a mix of 

mayoral appointees, constituent-elected members, and PDA council appointees.lxiii Seattle City Council 

must approve all PDA council appointees.lxiv 

The extent of a PDA’s power and authority are outlined in its founding charter and, therefore, vary 

considerably depending on the purpose behind the PDA’s formation. As quasi-governmental 

corporations, PDAs are subject to the same laws regulating public officials and local governments as 

outlined in RCW 35.21.759 et seq. PDAs must therefore: 

 Publicize all council meetings and ensure they are open to the public 

 Make council meeting minutes and other documents accessible and open to the public 

 Participate in competitive bidding processes when undertaking projects 

 Remain in compliance with public works and accounting requirements as well as the prevailing 

wage laws 

 Prepare records for public audit 

 Ensure PDA facilities are not used for campaign purposes and that PDA officers follow the same 

ethical code as local government officialslxv  

While there are many similarities to government entities, PDAs are also quite different than the 

municipalities that created them. For example, PDAs cannot collect taxes and do not have the power to 

appropriate private property for broader public use through eminent domain. However, PDAs can accept 

funds that have been generated by taxation as well as property that has been acquired by a government 
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entity through the assertion of eminent domain. In addition to other unique powers that may be granted in 

their defining charter, PDAs can, in general: 

 Own, manage, and sell property; 

 Loan and borrow money; 

 Receive, administer, and transfer public and private money, property, and services; 

 Issue bonds backed by the government entity that created them; 

 Sue and be sued; and 

 Contract with other private, public, and non-profit agencies and individuals.lxvi 

Developing and Leasing Commercial Space 

Land Acquisition 

There are two general routes a PDA can take to acquire land or commercial space. First, the PDA can 

purchase vacant or previously developed land. As mentioned above, doing so is a capital intensive 

process. Second, PDAs can also receive land at below market rate from a government entity, as 

mentioned above. Such land could be excess government property,lxvii or it could be land acquired via the 

government’s eminent domain power. Because PDA’s are mission-driven organizations, they are well 

placed to acquire land with preferential rates from government entities with the understanding that they 

will be providing a benefit to the community. Such is the case for Capitol Hill Housing’s 12th Ave Arts 

development,lxviii which sits atop a Seattle Police Department-owned parking lot. 

Master Lessor Leasing Model 

Current examples of PDAs managing commercial space like the Pike Place Market PDA reveal that 

PDA’s will almost certainly manage their space using the master lessor model. While a PDA could in fact 

sell property, selling is likely not the purpose for which the PDA was formed; rather, the City and public 

see public value in the long term management of the space.  Under the master lessor model, PDAs outline 

specific goals for their commercial space, including who the ideal tenant is, lease duration and 

stipulations, and rent agreements. Please see Appendix D, “Type E” for further details regarding 

PPMPDA’s property management strategy. For more on the specifics of leasing strategy and policy, 

please visit the section titled “Models for Commercial Space and Leasing Strategies.”  

Strengths of PDAs  

Quasi-Governmental Management of a Public Good  

One of the primary advantages of PDAs is that these entities can administer a project or manage a 

public good that would be too difficult or risky for a municipality itself to undertake. The legal separation 

of a PDA from its sponsoring government entity reduces liability and financial risk for that municipality. 
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Entrepreneurial Management and Focus  

While a PDA’s operations and decisions must be made public, just as they would if the PDA’s project 

was run by a government department, routine administrative tasks and decision making processes, such as 

buying property or managing commercial space, can be carried out more swiftlylxix by professional 

managers rather than busy government officials lacking the experience or time necessary to conduct such 

complex operations.lxx In addition, many PDAs manage entrepreneurial projects that require specific 

skills15 more readily available in the private sector, such as the PPMPDA’s mandate to manage, preserve, 

and protect the community and properties in the Pike Place Market.lxxi  

Guaranteed Existence  

If a PDA becomes financially insolvent or experiences management difficulties, the municipality that 

created the entity will assume management responsibilities. Any property managed by the PDA is owned 

by the public and would not be sold to a private company in the case of bankruptcy. In addition, any of 

the PDAs' charter-driven duties, such as land stewardship, will be taken on by the municipality.lxxii 

Access to Private and Public Funding Sources  

PDAs can access both private and public funding sources, including tax-exempt bonds,lxxiii which the 

municipality that created the PDA could choose to guarantee.16 PDAs may have lower costs than other 

entities because they can access money more cheaply as a quasi-governmental entity that is not motivated 

by creating profit, which could translate to lower, more affordable rents for businesses accessing the 

affordable commercial space.lxxiv 

Weaknesses of PDAs 

A PDA Is Only as Strong as Its Citizen Involvement and Oversight  

PDAs are run by an all-volunteer governing council entrusted with ensuring the PDA is carrying out 

the mandates outlined in its charter. A PDA is only as strong as the abilities of the citizen volunteers 

serving on its governing council. While municipalities have the authority to intervene when a PDA is not 

carrying out its mandate or becomes financially insolvent, PDAs are legally separate entities that are 

                                                           
15 Examples: specialized real estate knowledge or prior experience navigating the intricacies of complex federal 

programs like the New Market Tax Credit Program. 
16 Before the Great Recession, the City of Seattle had backed the bonds of a large expansion project undertaken by 

the Museum Development Authority, a PDA whose mission is to support and manage the Seattle Art Museum. 

Washington Mutual had been identified as the primary lessee in the upper floors of the museum’s expanded 

building. The bank’s bankruptcy came as a surprise to city administrators and was an unanticipated temporary 

liability. In light of this bank failure and what it could have meant for the city, Seattle Office of Intergovernmental 

Affairs Senior Policy Advisor, Kenny Pittman, suggested that the City would be hesitant to guarantee bonds for any 

PDA going forward, especially for any newly formed, untested PDAs without a track record of success. 
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responsible for the day-to-day tasks associated with carrying out their mandate. Municipalities, therefore, 

have less oversight over PDAs than if its tasks were carried out by a government agency.    

Constrained by Weak Public Mandates  

A PDA's effectiveness is also determined by the strength of the specific mandate laid out in its 

charter. According to Maiko Winkler-Chen, Executive Director of SCIDpda, the amount of control a 

PDA has over land in the area in which it operates would likely directly impact how effectively a mandate 

to provide permanently affordable commercial space could be carried out.lxxv   

Questions of Financial Sustainability  

PDAs are created with the idea that they will be able to financially sustain themselves through the 

activities outlined in their charters. However, some PDAs may need continued public funding. The 

PPMPDA, for example, does not earn enough through its leasing agreements to make necessary 

infrastructure updates to maintain market buildings long-term.lxxvi Seattle voters approved a $73 million 

levy to pay for these updates as recently as 2008.lxxvii This lack of ability to be self-sustaining may 

especially be true if tax codes change at a state or federal level and certain types of funding sources are 

cut on which a PDA was reliant, as happened to the PPMPDA in the late 1980s, when the PDA had to 

fight a legal battle to maintain market property.lxxviii 

Ineffective Governing Structure, Municipal Oversight, and Funding  

According to a WA State Auditor's Office 2013 report, while many PDAs are in good health, less 

healthy PDAs are plagued by common issues: an insufficient and ineffective governing structure, a lack 

of effective municipal oversight, a lack of sufficient funds to carry out the activities outlined in the PDA's 

charter, and a lack of compliance with laws that regulate PDAs.lxxix Unless a PDA's charter and governing 

structure are strong enough to overcome these common issues, any new PDA created to provide long-

term affordable commercial space could experience these same problems. 

Unclear Legality of Land Transfers  

While the City of Seattle has provided excess land at low or no-cost to PDAs to help them carry out 

their public mission in the past,lxxx the legality of such transfers could be called into question depending 

on how the “full value” of the property was determined.lxxxi  
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V.  TOWARDS COMMUNITY-BASED COMMERCIAL LEASING: 

ORGANIZATIONAL MISSION, COMMUNITY INPUT AND A 

QUADRUPLE BOTTOM LINE (QBL) FRAMEWORK 

The Importance of Determining Operating Standards 

While community economic development literature mostly focuses on the need for affordable 

commercial space, the following questions have received less attention: once the land has been acquired, 

what will happen to the space, who will benefit from it and for how long? The answer to these questions is 

ultimately a function of (1) organizational mission, (2) community needs and (3) public and private 

resources (not discussed here). The sections that follow briefly describe the importance of organizational 

mission and community input in determining project goals.  

To ensure maximum community benefit, this report suggests that organizations pursue “community-

based commercial leasing” – an approach to leasing that balances “financial and social goals in a way that 

leverages community assets and responds to community needs” by “incorporating community 

development and commercial property management fundamentals” in program design and operation.lxxxii 

The report then concludes with a list of broad “models” describing how the commercial space might be 

put to use and the leasing strategies for getting there.  

To What End? Defining Intention for Affordable Space  

The provision of affordable commercial space is not an end in itself; a wide array of goals can be 

accomplished with the space. However, goals and operating guidelines are dependent on three factors: (1) 

organizational mission and capacity; (2) community input and needs; (3) project finances (this topic is not 

discussed herein, however). Inclusive of these three factors, common goals for affordable commercial 

space include the following:lxxxiii  

 Community economic development 

o Job creation, retention and training 

o Business development, attraction and retention 

o Neighborhood stabilization 

 Neighborhood commercial revitalization 

 Community development and empowerment 

 Generating unrestricted income 

The degree to which organizational mission and community input impact the future use of the commercial 

space is outlined below.  
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Organizational Mission and Goals are Essential to Defining Goals for Commercial Space 

As CLTs, CDCs and PDAs are mission-driven organizations, organizational goals, along with 

community input, ultimately dictate how affordable commercial space will be used. Organizational goals 

include those outlined in the nonprofit’s mission and vision statements. CDCs, for instance, commonly 

focus on one or more of the following: community stabilization through affordable housing provision, 

business technical assistance, or art programs.lxxxiv CLTs often seek to generate wealth for low-income 

families by offering affordable homes for purchase. Organizational mission will thus act as the catalyst 

for community action and ultimate project strategy will likely be sculpted to broadly meet a goal like 

“community stabilization.” However, maximum impact and proper program design can only be achieved 

if the organization is responsive to the unique needs and conditions of the community.  

Necessity and Benefits of Community Feedback in Strategy Development  

Community feedback is a necessary ingredient in strategy formulation and goal development, and can 

greatly impact project direction. As organizations intend to stabilize distressed communities, knowing the 

specific needs of the community is imperative to designing an impactful intervention that serves 

community needs. A community-oriented intervention with goals like community stabilization and 

development necessarily requires community input and feedback (See Appendix C for mechanisms 

organizations can utilize to involve community input). 

Specific benefits of actively seeking and incorporating community input and feedback include:lxxxv 

 Better identifying “unmet needs for goods and services” and specific community conditions 

affecting the community.  

 Assisting with approval of future tenants. 

 Creating a sense of community ownership. 

 Providing a network to support struggling small businesses. 

 Determining what kind of business will be given priority or excluded. 

QBL Lens to Commercial Leasing - Balancing Financial and Community Imperatives 

It is likely that community needs and organizational mission will demand goals and strategies 

designed to maximize community benefit rather than economic profit. There will also be significant 

financial considerations impacting operating goals, although this topic is left undiscussed in this report 

because availability of resources differs in each community. To ensure that the project’s social and/or 

cultural goals remain in balance with financial considerations, an affordable commercial space project 

should adopt performance measures that capture the full value of the project beyond the financial bottom 

line.  
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Doing so is critical for measuring project success and maintaining project focus on the social goals 

outlined by the community that likely served as the impetus for the intervention. lxxxvi  Furthermore, 

demonstrating a social return on investment may open the project to additional investment while proving 

the concept for other social entrepreneurs interested in a similar intervention. (See Appendix F for 

examples of social objectives and metrics an affordable commercial space could use.) 
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VI.  MODELS FOR COMMERCIAL SPACE AND LEASING 

STRATEGIES 

Based on common community needs, organizational mission, and project finances, several general 

uses for the affordable commercial space are outlined below with further detail provided about each 

model in Appendix B. Discussion of how organizations can bring these models to fruition follows. 

Models for the Provision of Affordable Commercial Space  

Based on organizational mission and expertise, community needs, project finances, and market 

conditions needs the following models (or a combination of them) could be used to administer 

commercial space. (See Appendix D for further descriptions of each model.) 

 Model  Description  Community Benefit  

A: Critical Community 

Services  

Develop commercial spaces that 

will house tenants who provide 

critical community services  

Health, human, and culturally 

relevant services for community  

B: Commercial Corridors 

Redevelopment  

Redevelop blighted or vacant 

retail on commercial corridors  

Neighborhood revitalization  

C: Shared-Equity for Existing 

Businesses  

Help existing businesses 

purchase their building in a 

shared-equity ownership model 

Prevention of involuntary 

displacement  

D. Neighborhood Incubator 

Model 

Catalyze business development 

through incubation and low cost 

commercial space  

Support for low-wealth 

community members; job 

creation 

E. Ensuring Tenant Mix 

Diversity for Community 

Benefit 

Support marginal business for 

benefit of business owners and 

community vitality 

Neighborhood revitalization; 

support of marginal businesses 

providing culturally relevant 

services 

  

Bringing the Above Models to Fruition with Leasing Policies  

The above models are merely examples; organizations, with community input, can get creative with 

how they administer the space and make it available. Below are descriptions of mechanisms organizations 

can use to ensure that the commercial space is being put to use in such a way that social and financial 

goals are being met. 

Leasing Policy as Operating Strategy and Implementation Plan 

Generally speaking, organizations define a leasing policy or a leasing strategy as the tool used to 

ensure organizational and community goals are met. As long as the document’s stipulations do not 
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conflict with state law17lxxxvii and are consistent with local land use restrictions and regulationslxxxviii and 

the lease is signed by both parties, then the organization has nearly endless creative discretion in crafting 

a lease to fit community and organizational needs. 

Establishing Priority Uses & Excluded Uses in Leases 

 Priority Uses: the organization can determine its ‘ideal’ tenants that match the organization’s 

social and financial objectives. Priority uses can be enumerated in an internal strategic property 

plan, a neighborhood plan, a property-leasing policy, a city agreement or an agreement with an 

exclusive broker.lxxxix  

o Examples: priority given to locally owned businesses or nonprofits providing a needed 

social service. Art Space artist lofts gives precedence to artists.  

o Accomplishing this goal: organizations can target their outreach and promotions to 

specific organizations/businesses.  

 Excluded uses: Strategy documents can list uses deemed inappropriate for the space, more than 

likely to be outlined in the leasing policy.  

o  Examples of excluded uses: national franchises, gambling institutions. 

 Additional Use Restrictions: if the purpose of the project is to “create small business opportunities 

or jobs,” the organization “will probably not want to establish tight use restrictions.” To that end, 

the organization should work closely with the community, existing businesses, and even local 

universities to identify those uses most needed or most conducive to the project’s goal. If the 

project goal includes providing employment to local residents, then potential uses should include 

a wide range. 

Prospecting and Qualifying Tenants 

Once goals for the space have been defined with community input and feedback and general uses 

have been prioritized, organizations must prospect and qualify potential tenants or owners. 

 Prospecting: a strategy the organization might employ to recruit and identify prospective 

tenants.xc  This represents an opportunity for the organization to work closely with members of 

the community, local nonprofits, city officials and workforce development organizations to help 

identify tenants that support the organization’s goals and objectives.xci 

                                                           
17 Generally speaking, leases shall not discriminate on the basis of “race, creed, color, national origin, sex, marital 

status, age, or any sensory, mental or physical handicap.” Organizations seeking to offer space for minority business 

owners or for women, etc, will need to ensure doing so does not conflict with state law. This information was 

obtained from the following website: http://statelaws.findlaw.com/washington-law/washington-leases-and-rental-

agreements-laws.html   

http://statelaws.findlaw.com/washington-law/washington-leases-and-rental-agreements-laws.html
http://statelaws.findlaw.com/washington-law/washington-leases-and-rental-agreements-laws.html
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 Qualification includes the screening and selection of tenants based on performance on a pre-

determined set of criteria. A non-profit development with social goals should qualify tenants 

based on their performance against financial and social criteria within the neighborhood 

context.xcii (See Appendix E for financial and social criteria used to qualify potential tenants.) 

Defining the Lease Terms – Rent Structure and Additional Requirements 

Lease terms include rents paid, how tenants contribute to capital improvements, and what is to be 

done if a tenant’s financial position improves such that affordable rent is no longer a necessity. 

 Length of lease term: the term of the lease will depend on community needs, financial 

considerations, type of tenant, and tenant performance. For example, the owner of the space can 

choose to establish long term leases for tenants providing crucial human services like the one 

negotiated between Champlain Housing Trust and a nonprofit community health center.xciii Or, if 

the organization is interested in ‘incubating’ businesses, retail businesses could be granted low-

rent leases to enable start-up development. But, the businesses could be required to undergo 

regular rent reviews to ascertain whether the business is capable of paying at or near market rate 

values. In other cases, the lessor may want to ensure that high performing tenants are benefits 

from the commercial space. Following the lead of Pike Place Market Preservation and 

Development Authority, the lessor can stipulate short term leases with scheduled performance 

reviews. If the tenant is underperforming, then the lessor can terminate the relationship in favor of 

a higher performing tenant.xciv Conditional on tenant performance, the lessor can also offer the 

first right of refusal to the existing tenant so avoid succumbing to the ‘highest bidder.’ 

 Alternative rent structures: Organizations can decide to set rents below market rate, or build in 

other subsidies like “reduced utilities costs, rent freezes, or lower base rents to compensate for 

higher CAM costs for security.”xcv  

 Job creation and reporting requirements: it can be required of the business to report job openings 

so they might be filled by local community residents. The lease can make specific stipulations 

requiring the lessee to work with other organization to hire local workers.xcvi 

 Job training requirements: it can be required of businesses to receive technical service or attend 

business support classes.18  

  

                                                           
18 Further research must be performed to confirm the legality of this assumption.  
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VII.  NEXT STEPS: AREAS FOR FURTHER RESEARCH 

Gentrification is a complex process with varying impacts across communities. Involuntary 

displacement of critically important small businesses and the prevention of future culturally relevant and 

community stabilizing entrepreneurship are adverse outcomes of gentrification that can have profound 

impacts on the character of a community. Provision of permanently affordable commercial space through 

land acquisition and leasing by CLTs, CDCs, and PDAs is one tool for communities that have not fully 

absorbed the negative effects of unchecked gentrification. As stated many times, an analysis of 

community needs, assets, and private and public resources will help organizations develop a policy tool 

that will best fit their community.19 Further research on this tool and its components, assumptions, and 

impacts as well as greater study of gentrification and related key topics will provide greater evidence for 

workable solutions for communities facing gentrification. Several topics are outlined below. 

 Financing strategies and funding sources for land acquisition and commercial space leasing by 

CLTs, CDCs, and PDAs including how project financing will impact leasing strategies. Current 

research points to low profit limited liability corporations (L3Cs) and their relationship to 

commercial land trusts are a promising avenue for further research. Specifically, future research 

should identify when and why a CLT, CDC or PDA would be the mechanism used to purchase 

the land while a L3C would be established to develop and operating the land.xcvii 

 The long-term gentrification impacts on local entrepreneurship.  

 Legal limitations on leasing policies.  

 Effects of this strategy to provide permanently affordable commercial space on other businesses 

within the community, the market, and neighboring communities. 

 

 

 

  

                                                           
19 For a great example of this type of analysis, see the City & County of San Francisco's Planning Department's 

"Japantown Cultural Heritage and Economic Sustainability Strategy." This recent strategy, aimed at preserving 

existing cultural assets including small businesses, was adopted in 2013 and uses a framework to map different tools 

to the Japantown’s community goals and objectives: http://www.sf-planning.org/ftp/files/plans-and-programs/in-

your-neighborhood/japantown/JCHESS_FinalDraft_07-10-13.pdf 
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APPENDIX A: ALTERNATIVE PROBLEM DEFINITION & ANALYSIS 
Alternatives Analysis 

The problem statement points toward the specific solution of perpetually affordable commercial 

space. This solution addresses both the monetary and temporal components of the problem. The report 

proposes that community land trusts, public development agencies, and community development 

corporations are the best-suited vehicles for provision of permanently affordable commercial space. 

However, this solution and its mechanisms for delivery are all predicated on the same key assumptions. 

Alternative problem definitions may be more accurate and would necessarily produce alternative 

solutions. Therefore, an analysis is a necessary complement to this report.  

Alternative Problem Definitions 

There is a lack of strong research and evidence to support a single theory of how gentrification affects 

neighborhood residents and businesses. Depending on the structure of the study, the size of the effect of 

gentrification varies. Also, competing studies have demonstrated support for both supply side and demand 

side explanations. xcviii  Given the lack of consensus, a number of problem definitions describing 

gentrification effects on small and independently owned businesses may all have merit. For the purposes 

of this analysis, the following problem definitions will be considered: 

(A) Insufficient access to capital to grow or adapt a business restricts small and independently 

owned businesses’ abilities to negate any adverse effects of gentrification.    

(B) Small and independent business owners lack control over rents and other protections from 

the adverse effects of gentrification.  

Access to Capital 

A problem definition based on access to capital assumes that small and independent businesses are 

undercapitalized, impairing their ability to stay current on bills and making it extremely difficult to 

develop and implement new business plans to address the effects of gentrification.xcix It further assumes 

that businesses would not have ready access to capital. The solution would thus be to provide business 

owners with access to capital. See Figure 1 for the mechanisms for delivering this solution, which can be 

categorized based on the type of capital (i.e. debt capital, grants, or equity) they provide. 

 

 

 

 

Figure 1. Potential sources of capital for small and independently owned businesses.  
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Debt Capital Grants Equity 

Community Development 

Finance Institutions 

• Lines of Credit 

• Microloan Funds 

• For-profit pre-development 

loan funds 

Community Development Block 

Grant 

Empowerment Zone Program 

tax credits 

Revolving Loan Funds Local or state grants  

Microenterprise Finance 

programs 

• Peer group lending 

• Individual lending 

• Training-led programs 

Land donations from public 

agencies 

 

 

Business Protections 

A problem definition based on protections for businesses assumes that small and independently 

owned businesses do not own the commercial space in which they operate and that interventions are 

necessary to correct the private market. The former calls for solutions that provide a pathway to owner 

occupied commercial space and assumes that owning the space in which their businesses operate, will 

stabilize costs for business owners and protect them from rapid rent increases. Interventions to the private 

market calls for government regulations and assumes that they will provide an appropriate mix of 

incentives and restrictions to protect target businesses. See Figure 2 for the mechanisms for delivering 

these solutions.  

 

Figure 2. Potential pathways to owner occupied commercial space and regulations.  

Property Ownership  Regulations 

Commercial condominiums Code overlays 

Shop-steading Prohibition of certain businesses (e.g. chain 

stores) 

Municipal-owned commercial space20  Development incentives 

 

                                                           
20 This solution proposes municipal ownership with the intention of keeping commercial space affordable without 

passing on the liability of property ownership to the business owner.  
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APPENDIX B: EXAMPLE PDAS 
 

Local PDA Examples & Application to Affordable Commercial Space 

Of the eight PDAs that currently exist in Seattle, the Pike Place Market Preservation and 

Development Authority (PPMPDA) could be described as the leader in terms of its experience providing 

affordable commercial space to marginal businesses that have been and continue to be impacted by 

gentrification.c As outlined in its strong charter, the PPMPDA “is required to preserve, rehabilitate and 

protect the Market's buildings; increase opportunities for farm and food retailing in the Market; incubate 

and support small and marginal businesses; and provide services for low-income people.”ci One unique 

characteristic of the PPMPDA is that it owns and manages 80% of the buildings in the Pike Place Market 

Historic District in which it operates. In contrast, the Seattle Chinatown International District Preservation 

and Development Authority (SCIDpda) owns less than 10% of the buildings in the International Special 

Review District in which it operates. The SCIDpda Executive Director believes that this additional 

control over most market properties bestowed upon the PPMPDA is key to its ability to provide 

affordable commercial space to some marginal businesses.cii 

According to PPMPDA Director of Asset Management & Operations, John Turnbull, one of the ways 

the PDA has been so successful at retaining the Pike Place Market’s character is because the groups that 

agitated to save the market when it was slated for demolition and urban renewal during the early 1970s 

focused on preserving the market’s community (i.e. the people who lived in and frequented the market). 

Though preserving the historic buildings has also been important, Turnbull believes that the PPMPDA’s 

decision to prioritize preserving the unique essence of a community primarily made up of low-income 

farmers, artists, and small local businesses has made it easier to make decisions about what affordable 

commercial space looks like in the Market. 
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APPENDIX C: INVOLVING COMMUNITY INPUT IN LEASING 
POLICY DEVELOPMENT 

 

Property management committee – board and community members come together to approve (major) 

decisions relating to the property in question. The committee is comprised of board and community 

members. The committee can approve leases, review property budgets and oversee property management 

staff activities. The committee’s overall responsibility is to ensure the long term sustainability of all 

projects managed by the organization. 

Strategic property plan – traditionally a private sector tool, the plan sets financial and social goals and 

priorities. The plan can be updated regularly once completed to reflect shifting leasing priorities or 

concerns. The plan includes a leasing strategy – i.e. what types of businesses will be granted leases – and 

market and property analyses that help inform leasing strategy. Sections of a strategic property plan 

include: 

 Property social and financial goals 

 Property analysis 

 Market analysis and strategy 

 Leasing strategy 

 Tenant relations strategy 

 Capital improvement strategy 

Community advisory council – the organization (most likely a CDC) forms a council comprised of local 

residents, stakeholders and/or shareholders to oversee management and leasing of the project. This 

council can help develop a leasing policy that reflects community needs and concerns. 
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APPENDIX D: MODELS FOR PROVISION OF AFFORDABLE 
COMMERCIAL SPACE 

 

Type A: Critical Community Services, Mountain View Service Center (MVSC): Anchorage 

Community Land Trust (ACLT) in Anchorage, Alaskaciii 

Description  

The Mountain View neighborhood had experienced years of disinvestment, and a number of 

nonprofits had begun to build affordable housing the community. ACLT bought an abandoned former 

furniture warehouse that was situated on the main commercial corridor in the neighborhood, developed 

the property, and began to lease out office space to community-oriented non-profits. ACLT serves as a 

Master Lessor in this example. The MVSC houses seven non-profits, all of which in total serve nearly 

1,000 clients weekly.   

Challenges  

For the first year and a half after the property had been redeveloped, ACLT experience financial 

difficulties because initial tenants decided to not sign short-team lease agreements. 

Type B: Commercial Corridors Redevelopment, The Pythian: Crescent City Community Land Trust 

(CCCLT) in New Orleans, Louisianaciv 

Description  

CCCLT is renovating a historic building in the heart downtown New Orleans just a few blocks from a 

new streetcar line. The building named the Pythian will offer five floors of residential units, one floor of 

community-oriented office spaces, a health clinic and two floors of commercial retail space. The 

community-oriented office spaces and a portion of the residential units will remain affordable. It appears 

as though in order to subsidize the affordable commercial and residential units, the development includes 

market-rate commercial and residential units. 

Challenges  

This development will open in 2015, so it is too early to see the long-term effects on the community 

or on community-oriented businesses. It is also unclear by what criteria CCCLT will use to assess which 

community-oriented non-profits to house in the Pythian. 

Type C: Shared-Equity for Existing Businesses, A Community Health Center: Champlain Housing 

Trust (CHT) in Burlington, Vermontcv 

Description  
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This was CHT’s first commercial project. CHT bought a parcel of land that already had existing 

commercial buildings on it. CHT, acting in the Shared Equity model, leased one of the buildings to a non-

profit community health center for a long-term 99-year lease in exchange for a set resale formula. Rather 

than manage transfer of ownership to another buyer, CHT agreed to buy back the building from the health 

center when they prepared to move with a credit for improvements made. 

Challenges  

The community health center added an entire second story to the building and moved shortly after 

remodeling. The building was appraised for less than the health center put into remodeling, but CHT 

promised it would pay a set resale formula plus credit. CHT had to fundraise to repay the non-profit. A 

continued challenge is that its required staff time and capacity to keep the building occupied.cvi  

Type D: Neighborhood Business Incubator, La Cocina Incubator Kitchen (“La Cocina”) in San 

Francisco, Californiacvii 

Description  

The organization owning the space decides on a target market to assist. La Cocina, for example, seeks 

to assist “low income entrepreneurs” that are primarily women from communities of color and immigrant 

communities to. A recent report prepared for the Urban Land Institute found that neighborhood business 

incubators are a “possible solution to combat the competitive advantage of lower rate commercial space” 

that may antagonize observers while “promoting entrepreneurship and community engagement.”cviii  

Common incubator goals include creating community jobs, “enhancing a community’s entrepreneurial 

climate, retaining businesses in a community, building or accelerating growth in a local industry, and 

diversifying local economies.” 

La Cocina is a real world example. La Cocina offers affordable commercial space and industry 

specific business technical assistance that helps entrepreneurs “launching, growing and formalizing food 

businesses.” La Cocina pairs affordable kitchen space with technical service to develop financially stable 

enterprises.  

Challenges  

A key challenge is determining when a business is stable enough to graduate and enter the market at 

market rates. The organization must specifically outline qualification standards for enrolling in the 

program, must likely done through an application process. 

 

Type E: Ensuring Tenant Mix Diversity for Community Benefit, Pike Place Market Public 

Development Authority (PPMPDA) in Seattle, Washingtoncix 

Description  
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A charter purpose of PPMPDA is to “promote the survival of small shops, marginal businesses, thrift 

shops, arts and crafts and other enterprises, activities and services which are essential to the functioning of 

the market.” Governing documents state “the Market shall be a venue for incubating small business, while 

at the same [time] be an economically viable marketplace.”  

PPMPDA officials incubate and work closely with tenants to ensure “business success and the 

success of the market as a whole.” Notably, PPMPDA gives priority to businesses contributing to the 

overall vitality of the Market, stating specifically that those businesses not expanding their sales volume 

or reinvesting in their business “should not be allowed to continue to do business in the market.” The 

PDA also allows time for businesses to develop: “after the initial lease term, or 2-3 years, the tenant 

should expect to have development a customer base large enough to support the target rent for the 

location and to contribute to the Market as a whole.” 

Challenges  

PPMPDA must continually work to ensure the proper “mix” of tenants that maximizes the vitality of 

the Market. An additional challenge lies in incubating marginal businesses through provision of business 

support services. 
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APPENDIX E: FINANCIAL AND SOCIAL CRITERIA USED TO 
QUALIFY POTENTIAL TENANTScx 

 

Common Financial Criteria    

 Business history 

 Financial strength 

 Credit rating 

 Reputation 

 Sales performance  

 Tenant mix 

Social Criteria 

 Opportunity: Under what circumstance would the organization take a calculated risk, based on the 

unique situation of the tenant? For example, are there reasons to offer a lease to a tenant with 

poor credit or limited experience? 

 Job creation opportunities: What kind of job will be created and for whom? This may be 

especially important if city or Federal funding conditions for commercial development projects 

require that new created be targeted to specific populations.  

 Support social objectives: Will this business contribute to overall goals and objectives of the 

project? Will it serve the intended target population of the project? Will it directly compete or 

displace other local businesses? Will it put the project or organization at financial risk in order to 

achieve these social objectives?  

 Providing technical assistance: How much assistance will the CDC provide prospects preparing a 

lease application? Will they refer prospects to small business assistance centers, or does the CDC 

staff have the competency and capacity to directly assist business owners with their financial, 

marketing and business plan? 

 Stakeholder approval: Will the city, community groups, and other merchants support this use 

and/or business? Is it in alignment with the previously identified community needs? Will it 

negatively or adversely affect residents living directly above or adjacent to the property? 

 Generating internal subsides: Can this tenant allow the CDC to support other desired uses in the 

project at a reduced rate? Or, does this business or service need to be subsidized at below market 

rents in order to be financially viable in this location? 
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 Long-term view: Will tenant support long term financial stability of the project and economic 

growth of neighborhood? To what extent are less desirable tenants acceptable to justify the long 

term gains?  
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APPENDIX F: Tracking Social Objectives for Commercial Real 
Estate 
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APPENDIX G: COMPARISON OF ENTITIES21 
 

 
Community 

Land Trust 

(CLT) 

Community 

Development 

Corporation 

(CDC) 

Public 

Development 

Authority 

(PDA) 
Formation  

  
Amount of government involvement 

required 
LOW LOW MED 

Amount of capital required at startup LOW LOW LOW 

Ongoing financing efforts required HIGH HIGH HIGH 

Length of time needed for startup 
MEDIUM - 

HIGH 

MEDIUM  

6 Months - 1 

YEAR 

LOW - 

MEDIUM 

Ability to use public funds MEDIUM HIGH HIGH 

Effort required to attain tax exempt status HIGH MEDIUM LOW 

Governance structure  
  

Ongoing community engagement required HIGH MEDIUM HIGH 

Level at which community acts as decision 

makers 
HIGH  

Two-Thirds of 

Board 

MEDIUM 
On Board 

MEDIUM  
On Board 

Amount of ongoing need to partner with 

community agencies 
HIGH HIGH HIGH 

Mission  
  

Priority given to additional CED activities LOW HIGH MEDIUM 
 

 

 

 

 

 

 

                                                           
21 This comparison assumes each entity forms to acquire land solely for the purpose of providing permanently 

affordable commercial space. 
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APPENDIX H: COMPARISON OF OPERATING MODELS 
 

 
 

Master 

Lessor 
Incubator 

Shared 

Equity 
Lease to 

Own 

Leasing Implementation     

Offers flexibility in leasing options Yes Yes No Yes 

Requires an initial capital 

investment by businesses 
No No Yes No 

Requires business owners to take 

out bank loans 
No No Yes No 

Discretion over business selection Yes 
Depends on 

Leasing Policy 
Yes Yes 

Outcomes 
    

Provides long-term physical 

location for businesses 

Depends on 

Leasing 

Policy 
No Yes Yes 

Offers support to many community 

businesses 

Depends on 

Leasing 

Policy 
Yes No 

Likely 

No 

Allows business equity building 

through ownership 
No No Yes Yes 

Ensures perpetual affordability No No Yes Yes 
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