


A Primer for Local Officials

According to the U.S. Census, from 1990 to 2000 the median value of owner-
occupied homes increased by 97% in the State of Michigan. While housing prices
have escalated, government funding for affordable housing has decreased, and private
funders are unable to subsidize these projects at the level previously supported by
the government. While CLTs do not build equity for low-income communities as fast
as conventional homeownership would, CLTs are designed to serve a population that
otherwise would not have homeownership opportunities in the current conventional
market. In addition, the initial investment in the affordability of the housing is preserved
for future owners, thereby maximizing the utility of that investment.

CLTs are being developed in a growing number of communities — in expanding
metropolitan areas from Cleveland, Ohio to Portland, Oregon; in university communities
from State College, Pennsylvania, to Boulder, Colorado; and in expensive resort
communities from the Florida Keys to the San Juan Islands of Washington State. In
Michigan, CLTs have been formed in Traverse City, Boyne City, and Oceana County,
among others.

B. The “Basics” of the Community Land Trust Transaction

The deal that a CLT homeowner makes with the Community Land Trust is the
ability to purchase an affordable house now in exchange for giving up a portion of the
future appreciation of the home when the CLT homeowner sells the home later. Here is a
brief outline of the typical terms of a CLT purchase:

*The Homeowner purchases the house but not the land (which lowers the
purchase price).

°The Homeowner leases the land from the CLT.

*The term of the lease is usually 89 years; the lease can be renewed once for
another 89 years.

*When the Homeowner sells his/her house, a portion of the appreciated value
stays with the land under the ground lease, so the home price is more
affordable for the next buyer.

*The CLT home can be inherited.
1. The Ground Lease

An outline of a standard community land trust ground lease is provided at
www.clronline.org/clt. Although each local CLT may modify the standard CLT ground
lease to meet its needs and to best serve the community and the CLT homebuyers, the
basic components of the CLT ground lease remain the same. Note that in some cases
the overall CLT development may be organized as a condominium, and both land and
homes may be owned and leased as condominium units.

2. The “Resale Formula”

The basic element of a Community Land Trust’'s mechanism for preserving the
affordability of a CLT home is the Resale Formula. Typically, the Resale Formula limits
the CLT homeowner to some percent of the gain in value of the CLT home. When the
CLT homeowner wants to sell their home they are limited by the Resale Formula in their
ground lease which determines the Purchase Option Price. The Resale Formula typically
provides that the Purchase Option Price is equal to:
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(a) What the CLT homeowner paid for the CLT home when s/he first bought it;
plus:

(b) Some portion (often between 20 — 35%) of the appreciation in value of the
CLT home, as determined by subtracting the appraised value when the
CLT homeowner originally purchased the CLT home from the current
appraised value of the CLT home at the time the CLT homeowner seeks
to resell.

EXAMPLE (Assuming CLT homeowner retains 25% of the appreciation in value of the
CLT home):

*CLT homeowner paid CLT $90,000 when it purchased the CLT home.
At the time of purchase the CLT home was appraised at $105,000.

*At the time CLT homeowner seeks to resell the CLT home, the appraised value
is $125,000 — an appreciation in value of $20,000.

*Twenty-five percent (25%) of $20,000 is $5,000.

*The Purchase Option Price equals what the CLT homeowner originally paid
($90,000) plus twenty-five percent of the appreciation in value ($5,000).

*Therefore, the CLT homeowner can resell their CLT home (to either the CLT or
another low-income purchase) for the Purchase Option Price of $95,000.

C. Making Homeownership Affordable

CLTs have no magic method of creating the initial affordability in housing. The
greatest advantage of a CLT is its ability to preserve affordability for future generations.
Nonetheless, a CLT can use a variety of tools to make housing affordable. CLTs have
arranged financing for people who cannot qualify for home mortgages from conventional
sources. Other CLTs have worked to minimize the hurdle of large down payments
for first-time homebuyers by creating a down payment loan pool. CLT homeowners
generally must be able to handle monthly mortgage payments and other costs (including
the ground lease fee for use of the land). However, the “standard permitted mortgage”
for a CLT homeowner will also give the CLT the ability to step in and “cure” homeowner
mortgage defaults or otherwise maintain control of the property for CLT purposes in face
of a potential foreclosure.

D. Transferring Ownership Between CLT Homeowners

After giving the CLT adequate notice, a CLT homeowner can sell the CLT home
to an eligible buyer (i.e., someone who meets the income qualifications), transfer the
lease, and move away. Since CLTs commonly retain an option to buy the CLT home, a
CLT homeowner who wishes to leave may sell his/her house to the CLT. The CLT will, in
turn, sell the CLT home and lease the land to a new CLT homeowner.
















