COMMUNITY LAND TRUSTS:
AN OVERVIEW

Since the Community Land Trust (CLT) model was d@wved in the 1960s, over 250 CLTs have been
established in 45 states across the United StResGrand Forks Community Land Trust (GFCLT) in
is the first CLT created in the state of North Diakd he 1992 Federal Housing and Community
Development Act defined the community land trusa agpe of Community Housing Development
Organization (CHDO) and provided specifically fantling for CLT/CHDOs under the HOME
program. The strategy is increasingly being wdizn communities across the country as a
mechanism to preserve long-term housing affordgiwhile supporting homeowners in their efforts
to become and remain successful in achieving fregsonal goals for self-sufficiency.

In brief, community land trusts are community-baseghnizations whose missions include permanent
stewardship of land for community benefit and parakpreservation of the affordability of housing

on that land. CLTs make it possible for limitedeme households to own homes on land that is
leased from the CLT through long-term (typically-@€ar), renewable ground leases. In a CLT
arrangement, the homeowner holds the deed to Hisrdiome but leases the land.

Key Components of the Grand Forks CLT Ground Lease

The ground lease is the legally binding agreentaattdives the lessee/homeowner the right to use the
land. It describes in full the rights and respoitisidss of the homeowner and of GFCLT, as well the
restrictions that govern the relationship. The déeaitempts to balance the interests of the homeowne
with the long-term interests of the CLT and the camity in which it operates.

There are a number of critical agreements define@BCLT’s ground lease. These include:

o 99-year term- The lease is valid for 99 years, providing loegat security and access for the
lessee. The lease is also renewable by the homeewarehis/her heirs — for an additional 99-
year term.

o Responsible Use The homeowner can only use the land for resideptirposes as permitted
by building and land use codes and regulations.idmeowner is responsible for responsible
use of the land and her home and all improvemexttéd thereon — and for responsible
behavior by anybody who uses the premises — inrdance with applicable laws, codes and
zoning regulations.

o Owner Occupancy- The homeowner must live in her home as her pymesidence and
occupy the home for a minimum of nine months ofrgwalendar year.

o Inspection— GFCLT reserves the right to inspect the leasethjzes (the land) as well as the
home, in a reasonable manner, with adequate ngitrea.

o Lease Fee- The homeowner pays a modest monthly ground leésethe first seven years at
the amount of $30 per month — to the CLT in exclediog access to and use of the leased
premises.

o Taxes and AssessmentsTHhe homeowner is responsible for the payment akall estate
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taxes on the land and on the Improvements.

Improvements - The homeowner owns her home and all buildingactures, fixtures and any
other improvements (such as landscaping) on the Hme CLT, however, controls the use and
sale of these Improvements.

Construction and Alteration — The homeowner is allowed to build or change the
Improvements only with the written permission aé tBLT and if it meets the following
conditions:

a) all costs are borne by the homeowner;

b) work must be done in a professional manner and owigh all applicable laws,

ordinances and regulations;
c) the work must be for a use consistent with thosmited by the lease; and
d) all plans and permits must be submitted to GFCL®ro initiating any construction.

Financing - There is a provision in the lease that descripesmitted mortgages”, which

include those from federally regulated institutibleaders. These provisions deal specifically
with foreclosure proceedings designed to protezinterest of the lender, the borrower and the
landowner.

No Subletting- Homeowners are not allowed to give the leasewirtheir home, except under
special circumstances with the prior written pesiais of GFCLT’s board of directors.

Transfer to Heirs - The homeowner may leave, give or sell their hoongesignated heirs,
including
a) spouse
b) child or children
c) member(s) of the homeowner’s household who havdegsipon the Premises for at
least one year prior to the homeowner’s death.

Transfer to Income-Qualified Buyers— The homeowner may sell or transfer their honte an
Improvements. However, the home (and all improveds)esan only be sold to the CLT or an
income-qualified buyer —defined as a household anthncome below a designated percentage
of the local median income — and not for more thgmice that is capped by a specified "Resale
Formula."

CLT’s Preemptive Option —GFCLT stipulates in the ground lease its preempijptgon to
purchase the property in the event that the homepelects to sell her home (rather than
transfer their leasehold interest to a designag#d.h

Resale Formula

The primary feature distinguishing community langsts from every other type of housing production
and subsidy program is the CLT’s effort to balatieeinterests of the lessee/homeowner with the
community’s goals of preserving long-term affordigypior future households. Each CLT designs its
own resale formula in an effort to strike a balafwihin the context of local circumstances) betwee
the goal of allowing a fair return for the selléraohome and the goal of limiting resale pricea tevel
that will assure continued affordability.
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There are a number of formulas used by CLTs torohete the resale price and the amount of
appreciation that is allowed to the CLT lessearsghis/her home. Like the majority of CLTs, GFCLT
determined to use appraisal-based resale formula. In GFCLT’s case, the maximum repate is
established by adding to the original purchaseeptla% of the homeowner’s share the appreciation in
the market value of the property (land and homealndhprovements) as measured by the difference
between appraised value of the property at the tihpeirchase and appraised value at the time of
resale. It is anticipated that this formula wilbpide a fair return to GFCLT’s homeowners at tineti

of resale, while assuring affordability for the safjuent buyer — without requiring any additional
affordability subsidy.

While most lenders take a particular interest @LA’s resale formula, it is important to note thia
specific nature of a resale formula has no beavmthe value of the mortgagee's collateral in a
foreclosure situation, since CLT ground leases ipes/for the removal of resale restrictions in the
event of foreclosure or the taking of a deed io.lie

Mortgage Financing for Grand Forks CLT Homebuyers
For mortgage lenders, financing for the purchasélof homes involves two factors that are not
present in the case of more conventional home ragetdpans:
1) the collateral for the loan consists of the h@nd improvement and the leasehold interest in
the land, not the fee interest in the land; and
2) the restrictions on resale and occupancy affecvalue of the collateral further.
These factors do not prohibit mortgage financingdaT homebuyers, but most residential mortgage
lenders have little experience in dealing withigseies involved. For this reason, GFCLT is
particularly committed to working with local lendetio arrange appropriate mortgage financing for
their homebuyers.

Like all other CLTs, Grand Forks CLT’s ground leasakes certain specific provisions for
mortgagees, including (1) assurances that the lsmw®ot be terminated during or subsequent to a
foreclosure process, and (2) provision for the resthof certain restrictions, including resale
restrictions, in the event of foreclosure or thHartg of a deed in lieu, so that the collateral ban

freely liquidated if necessary. These ground le@dso gives GFCLT opportunities to cure a mortgage
default by a lessee or otherwise work out a defatdation. In fact, the presence of the community
land trust/lessor as an interested third party¢olénder-borrower relationship gives most mortgage
lenders considerable comfort.

Many community land trusts, with the help of then@ounity Reinvestment Act, are able to find local
lenders that would work with their homeownershipgrams and would hold a certain number of CLT
home mortgages in portfolio. More recently, howelarger CLT initiatives have created a need for
larger volumes of homebuyer financing. To meet tiéed, community land trusts have turned to the
mortgage products of state housing finance ageaciégrivate secondary market institutions. Rural
CLTs have also gained access to financing througialRDevelopment's 502 program. To facilitate
this process, technical assistance organizatigasBurlington Associates have, over time, worked
directly with FHA, Fannie Mae, and Rural Developme&mong others, to gain approval of a “model”
ground lease (which forms the basis of most CLTsugd leases) and, when necessary, to develop
specialized ground lease riders that accommodatspécial concerns of these institutions.
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