Homebuyer’s Manual

Inside...

What isaCommunity Land Trust, Anyway?
Key Componentsof theLand L ease
IncomeGuiddines
New Construction
Features 4
Homebuyer Statistics
HOMELAND Program
Features
Homebuyer Statistics
Property Criteria
Homeowner Support
Application & Purchase Checklist
Land Trust vs. Conventiona Purchase 10

(63} A OWDN

©O© 0000 ~NO®



What isaCommunity Land Trust, Anyway?

The Community Land Trust (CLT) model
of affordable housing was created over 30yearsago
by theInstitutefor Community Economics(ICE) in
responseto therising costsof housing, limited space
for new construction, growing number of abandoned
buildingsand an aging housing stock ineastern U.S.
cities. Inlooking for acreative and innovative way
to addressthe housing problem at thetime, the CLT
model wasborn. Sincethat time, unfortunately, the
same housing problemsthat plagued the eastern
citieshave spread acrossthe country. Inresponse,
the CLT movement has spread aswell, and there
are now 120 communities across the U.S. that
currently operate or are forming CLTs. In
Minnesota, besides our own Land Trust herein
Duluth, the Rondo Community Land Trust operates
in St. Paul, and there are new Land Trustsforming
in Minnetonka, Northfield, Washington County,
Minneapolis, Woodbury, and Rochester.

The purposes of a Community Land Trust
areto provide accessto land and housing to people
who are otherwise denied access; to increaselong-
term community control of nelghborhood resources,
to empower residents through involvement and
participation in the organization; and to preserve
the affordability of housing permanently. Though
the program specificsvary among different CLTSs,
the basic model isthesame. CLTsoffer abalanced
approach to ownership: the nonprofit trust owns
theland and leasesit for anominal feetoindividuals
who ownthebuildingsontheland. Asthehomeis
truly their own, it providesthe homeownerswith
the same permanence and security asaconventiona
buyer, and they can usetheland inthe sameway as
any other homeowner.

In addition, CLTs are membership-based
nonprofit organizations that offer a balanced
approach to governance: membersincluderesidents
of CLT housing, small businesses, neighborhood
associations, corporations, and supportive
individuals and families. The Board of Directors
includes members from the above groupsaswell,
with a third of the Board required to be
representativesfrom CLT residentsand low income
areas. Thisensuresthat CLT homeownershavean

activevoiceinthework of the Land Trust, and thus
in their neighborhoods and cities. These
digtinguishing featuresaredesignedtoalow the CLT
to strike a balance between the interest of the
community and the needsof individual residents.

Community Land Trusts help low and
moderate income families benefit from the equity
built through homeownership, and at the sametime
preserve the affordability of these homes so that
future residents will have the same affordable
homeownership opportunities. How dowedo this?
First, by owning the land and obtaining grant
subsidies, CLTsareableto greatly reducetheinitia
housing cost to the potential buyer. Second, the
land |ease containsaresal e provision which ensures
that if the houseis sold, it goesto another low or
moderateincome person. Thisisoneof thereasons
why itiscalled acommunity land trust; the same
benefitsthat you received upon getting into your
house, you agreeto pass on to the next homeowner.
Thebuyer agreesto limit theamount of profit they
make on the house salein order to insure that the
property remains affordable for the next person.
The beauty of this is that CLT’s do not need
additional subsidieseachtimethehouseresdls; the
permanent affordability isbuilt into the lease for
perpetuity.

Currently thereare 107 Land Trust homes
in Duluth and over 6,000 acrossthe country, located
inlargecities, small townsand rural areas. While
the focus of our work in Duluth has been single-
family homes, CLTsnationwidea so providehousing
through affordablerental propertiesand housing co-
ops, while developing community facilities,
preserving open space and working with other
community groups to promote economic
opportunities. Additionally, becauseall land trusts
are locally operated, they provide greater local
control over land and housing ownership and build
|eadership among community residents. Asthe
number of CLTs nationwide has morethan doubled
inthelast ten years, and CLTsare now in 32 states,
thismodel iscreatively and cooperatively fulfilling
aneed for permanently affordable housing in this
country.



Key Componentsof NCLT’sLand L easefor Homeowners

Theground leaseisthelegdly-binding agree-
ment that givesthelesseelhomeowner theright touse
theland. Itdescribesinfull therightsand responsi-
bilitiesof thelessee/lhomeowner andthe Land Trugt,
aswdll astheredtrictionsthat governthereationship.
Theleaseisdesigned to balancetheinterestsof the
|lessee asahomeowner with thelong-terminterests
of theLand Trust and the community.

Thereareanumber of critical agreementsthat
aredefined by theground lease, including:

99-year term

The 99-year |ease provideslong-term secu-
rity and accessfor thehomeowner. Theleasecanbe
renewed by the homeowner (or by his/her heirs) for
an additional 99-year term.

Owner-occupancy

Thehomeowner (or his/her children, other
immediatefamily members, or dependents) must live
inthehomefor at |east eight monthsout of theyear.

L ease Fee

Thehomeowner paysamodest monthly land
leasefeeof $25 directly tothe Land Trustin exchange
for accessto and use of theleased premises.

Taxes and assessments

Thehomeowner isresponsiblefor the pay-
ment of al real estatetaxesonthehouseandland. In
addition, thehomeowner isresponsiblefor al main-
tenance of theland and the home, just like any other
homeowner.

Construction and alteration

The homeowner isallowed to make major
aterationsor improvementsto the house (defined as
any improvementsthat alter theexterior dimensions
of the home or that cost more than $10,000) only
with thewritten permission of theLand Trust. The
homeowner paysfor the costsof any improvements
he or she makes to the home, and the homeowner
receives 100% of the value of thoseimprovements
(asdetermined by an appraiser) when heor shesdlls
thehome.

Resale of the home

WhenalLand Trust homeowner wantsto sdl|
hisor her home, thereare several options. Thehome
canbesoldtotheLand Trust (which hasthefirg option
to purchase), it can be sold to an income-qualified
buyer, or it can be given to the homeowner’schildren
or heirs. No matter which course of actionistaken,
theLand Trust staff will help you through the process
of sellingyour home.

Since Land Trust homesare not bought and
sold on the open market, a formula is used to
determinethesdepricetothenext buyer. Thisresale
formulaguaranteesthe homeowner al of their equity
(the portion of the mortgage that has been paid off)
plus 30 percent of theincreasein market va ue of the
home. Essentidly, inexchangefor buyingthehomeat
an affordable price, thehomeowner must dso sdll the
home at an affordable price. In this way, the
affordability ispreserved for the next lower-income
family who buysthehome,

Independent appraisals of the homewill be
obtained at the time of purchase andin preparation
for theresale. Theresale formulawill be used to
determinethesalepriceasinthefollowing example:

Initial appraised value of home: $85,000

Initial purchase price of home: $70,000
Appraised value of homeat resale: $125,000
Increasein value of home (appreciation): $40,000
30% of appreciation: $12,000

Resale price of home: $82,000

In the above example, theresale priceistheinitial
price ($70,000) plus 30 percent of theincreaseinvaue
($12,000), which equals$82,000. Theseller receives
all of theequity plus$12,000 from the appreciation.

Northern Communities Land Trust
206 West Fourth Street, Suite 112
Duluth, MN 55806
(218) 727-5372
fax (218) 727-3646
www.landtrustdul uth.org




2005 Income Guiddlines

At thetimeof purchase, all Land Trust homebuyers
must be earning 80% or less of Duluth Median
Income. Thereisno pendty if ahomeowner’ sincome
rises after the purchase of the home. The current
incomelimitsareasfollows.

Householdsize [ncomelimit
$30,600
$34,950
$39,300
$43,700
$47,150
$50,650
$54,150
$57,650
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| nterested homebuyers must provide documentation
of income, indluding:

»  Last 3monthschecking and savingsaccount
satements.

» Last4 pay stubsfrom employer(s) showing
incomefor everyonein the household over
18 yearsof age.

» Documentation of any SSI, Disability, GA,
MSA, child support or dimony paymentsthat
any household membersreceive.

» Federal incometax forms (W-2sand 1040)
from the most recent year.

Land Trust homeowner TamaraL eeand her
son, Nathan, enjoying their new homein 2003.

ThreeWaysto Buy aHome
through theL and Trust

Therecurrently arethreedifferent pathsthat
you cantakeif youareinterestedin becomingaland
Trust homeowner.

1. Purchase oneof our newly-constructed homes.

2. Purchaseany homethat isfor sdlein Duluth
using our HOMELAND Program.

3. Purchasean existing Land Trust homefromthe
homeowner when that homeowner decidesto
sell thehome (thistypeof transactioniscalled a
“resale”).

The benefitsof Land Trust homeownership
arethe sameregardless of which path istakento get
there. All Land Trust homeownersarebuilding equity,
and al homeownerssign the samebasic land lease
that will keep thehome permanently affordable. The
programsdo differ from oneanother inafew ways,
however. To helpyou determinewhich pathto Land
Trust homeownershipisright for you, wewill now
look at the optionsabovein detail, beginning with
new construction.

New Construction Features

Northern CommunitiesLand Trust’scurrent
Strategic Plan callsfor our organization to build 10-
15 new affordable homesper year through 2005.

* Large" Affordability Gap Grants’ (typicaly
$30,000-$50,000) to reduce the purchase price

* Buyersdo NOT need to befirst-time homebuyers

* Buyersneed only 1% of total purchasepricein
cash at closing

* Participating lenders. North ShoreBank (CASA),
WEellsFargo (CHAMP), or USBank (American
Dream)

* High-quality construction standards

» Homesaredesigned tofit into the neighborhoodsin
whichthey arelocated

* High-efficiency naturd gasfurnaces

» No-maintenance cement fiberboard siding



New Homes
Currently For Sale

Gary/New Duluth

12 W. House Streset:
$116,000-$136,000*

* Purchase price dependsonincomeand household size

**Up to $30,000 additional grant availablefor
American Indian households
Upcoming New Construction in
2005-2006:
L akeside/L ester Park

Hawk Ridge Estates :
7 single-family homes

Harbor View Redevel opment
2 townhomes

Lincoln Park & Observation Hill
5-7 single-family homes

Example Grant for
NCLT New Home Purchase

Initial Appraised Vaue of Home: $141,000
- Affordability Gap Grant: $49,000
Priceto Land Trust Homebuyer:  $92,000

NCLT Homebuyer Satistics:
New Construction Buyers
City Homes Proj ect
(2002-2003)

Aver age Household Size“ (3)
Aver age Income $28,052
Average % of Median Income 66%

City Homesl1 - 111 Project
(2003-2004)

Average Household Size (2)
Aver age Income $24,576
Average % of Median Income 58%

City Homes |V Project
(2004-2005)

Average Household Size (2)
Aver age Income $25,373
Average % of Median Income 59%



TheHOMELAND Program
(Home Ownership Means Equity, Legacy,
Affordability, Neighbors, & Dreams)

TheHOMELAND Programwas started in
1999to assist low and moderate income househol ds
in purchasing homesby providing resourcesto alow
themto competein Duluth’shousing market.

HOMELAND isabuyer-initiated, scattered-
site program, inwhich buyers choose from existing
homesthat arefor sdeinany neighborhood inthecity
of Duluth. OncealL and Trust homebuyer identifiesa
homethat he or shewould liketo purchase, theLand
Trust paysfor ahomeinspection.

If the home passestheinspection, theLand
Trust providesadownpayment grant tolower the pur-
chasepriceof thehome. After thehomeispurchased,
arehabilitation grant isused to correct deficiencies,
make energy efficiency improvements, and bringthe
home up to Duluth Housing Code Standards. The
rehabisoverseen by the Hous ng and Redevel opment
Authority of Duluth.

To date, 60 households have purchased
homesthrough the program, and the Land Trust will
help 10-20 additiona householdspurchasehomesin
2005-2006.

A Land Trust homein Lakeside, purchased
in 2001through the HOMELAND Program.

A Land Trust homeinWest Duluth, purchased
in 2002 through the HOMEL AND Program.

HOMELAND Program Features:

»  $15,000-$25,000 downpayment grant
»  Upto$22,000inrehab assistance

»  Buyersneed only 1% of total purchaseprice
incashat closing

» Participating lenders. North Shore Bank,
WEellsFargo, USBank or First Residentia
Mortgage

*  Freehomeinspections

»  Buyerschoosefrom quaity homescurrently
for sdeANY WHERE within Duluth city limits

»  Compatiblewith other homeownership
ass sance programs, including Minnesota
Housing FinanceAgency (HAF & ECHO),
Neighborhood Housing Services(HIP &
HOP).



NCLT Homebuyer Satistics:. theHOMEL AND Program

HOM EL AND Round One (1999-2000)

Average Income $18,275
Average % of Median Income 53%
Average Home Mortgage $45,842

HOM EL AND Round Two (2001)

Average Income $25,870
Average % of Median Income 64%
Average Home Mortgage $56,750

HOMELAND Round Three (2002)

Average Income $22,344
Average % of Median Income 53%
Average Home Mortgage $64,700

HOMELAND Round Four (2003-2004)

Average Income $21,450
Average % of Median Income 58%
Average HomeMortgage $55,475

HOMEL AND Round Five (2004-2005)

Average Income $24,800
Average % of Median Income 56%
Average Home Mortgage $69,500




Property Criteriafor the
HOMELAND Program

L ot Requirements:

Q

a
]
]

Adequate space between homesfor
mantenance

Sidelotlinesat least 1 foot from house
Rear lot linesat least 5 feet from house
Front of home cannot abut sidewalk

Foundation/Sructural I ntegrity:

Q

000D

No evidenceof substantial settlement

No excessive dampness

Concretefloor in basement

Concreteor treated wood perimeter foundation
No magjor structural defects

Exterior:

]
]
]

Minimum of 5yearslife expectancy of roof
Searviceablesding
Serviceablewindowswith screens

Interior:

]
]
]

O

Separate cooking facilities

Separatebathing facilities

No excessivepeeling of potentialy |ead-based
paint

Ventilated atticsand crawl spaces

Ventilated bathrooms (operablewindow or
exhaust fan)

Minimum of 6 squarefeet of kitchen countertop
Adeqguate smoke detectors

Bathroom & kitchenfloorsimperviousto water

M echanical:

Q

]
]

00D

000D

Operating central heat capable of heating
dwdling

Permanent wallsand floor in utility rooms
All wellsand private sewage system approved
by government authority

Adequately functioning plumbing
Minimum of 5yearslifeexpectancy for hot
water heater and furnace

Reasonably insulated

Minimum of 100 amp service

Grounded circuitsfor al appliances

No hazardouswiring or fixtures

Support for Homeowners

The Land Trust makes along-term com-
mitment to our homeowners. NCLT’sHomeowner
Support Committee--which consistsof Land Trust
homeowners, staff, Board members, and general
community members--meets quarterly to address
theLand Trust’sresponsibilitiesand relationship to
itshomeowners.

Homeownersareautomatically membersof
the Land Trust, which meansthey areinvolvedin
the decision-making processfor the organization,
including eecting theBoard of Directorsand voting
onLand Trust policiesat theAnnua Mesting.

In the past, the Land Trust has helped
severa homeownerswith foreclosure preventionand
re-financing options. Inaddition, theorganization
hosts occasional social events for interested
homeowners. TheLand Trust staff also servesasa
resource for homeowners, providing them with
information about homemaintenanceand referrals
to other agencies and community resources as
needed.

TheGroundsfamily: Alexis, Storm, David,
andVan. TheGroundspurchasedtheir home
throughthe Land Trustin 2001.



Purchasing Your HomeThrough theLand Trust

Buying ahomethroughtheLand Trustisvery
smilar to buying any other home. Severa aspectsof
the Land Trust application and purchase processare
uniqueto our organization, however.

The checklist below providesalist of all of
the Land Trust’s application requirements, and is
designed to help interested homebuyers keep track
of their progress.

Of course, Land Trust gaff membersareavall-
ableto guide you through the process. Pleasefeel
freetocall our officeat any timeif you haveany ques-
tionsor if youwould liketo set up an appointment to
discussyour application.

TheAppllcatlon Process

Land Trust Application & Purchase Checklist

Land Trust Orientation: Applicant attends one session, led monthly by Land Trust staff.
Land Trust Application: Fill out a paper application to help the Land Trust staff evaluate
potential buyers. Applicant must attach income verification as specified on page4 .
Homebuyer Education Class. Applicant must enroll inthe Neighborhood Housing Services
“Homestretch” class(727-8604). Applicantswith credit scoresbelow 620 must also takethe
Savation Army “Homebuyers Club” money management course (722-7934 ext. 111).
Mortgage Approval: Applicant submitsto NCLT acopy of anapprova letter fromaparticipating
lender, currently North Shore Bank of Commerce (Jll Winkler 733-5526), WellsFargo (Andrew
Slack 723-2724), USBank ( Troy Deadrick 723-2820), or First Residentail Mortgage (Alec
Grebis 952-736-5599).

Final Interview: A staff member and aBoard member fromtheLand Trust will interview
potential buyersat thebuyers homeor at the Land Trust office. Thisisanother opportunity for
applicantsto ask questionsand get clarification regarding the purchase of ahomewiththeLand
Trust. Land Trust staff will then recommend the buyer for final Board approval beforeclosing.

After acceptanceintotheL and Trust program of your choice:

HOMELAND buyersmay begintolook for homesfor sdleanywhereinthecity limitsof Duluth.

Land Lease Review: Buyersarerequiredto review the Land Leasewith an attorney prior to

closing. Buyersmay want to obtainlega counsel prior to the signing of apurchase agreement.

Purchase agreement signed. Pleaseallow at |east 45 days between purchase agreement and

closing. $500in earnest money isrequired for buyersof Land Trust new construction.

a Financing Contingency: Mortgagefinancing from North ShoreMortgage (CASA),
WEellsFargo Bank (CHAMP), or US Bank (American Dream), plusdownpayment
grantfinancing fromNCLT.

b. HOMELAND Inspection contingency: Property CriteriaEva uation &

RehabA ssessment compl eted by the Land Trust and the City of Duluth, indicating that
lessthan $20,000in estimated repairsare necessary.

Appraisal which findsthe property equal or greater in valuethan the purchaseprice.

Homeowner sinsurance secured by the homebuyer in accordancewith lease.

HOMELAND buyerssign up for rehab with the Housing and Redevel opment Authority of

Duluth (HRA). Incomedocumentation must be submitted to HRA at thistime.

Closing and move-in.

HOMELAND Rehab completed and inspected.




How a Purchasewith NCLT Comparesafter 10 Years
for aHomeOriginally Worth $75,000*

Purchase Conventional
WithNCLT Purchase

Approx. I ncomeNeed to Buy $19,827 (6.5% interest) $27,985 (8% interest)

Origina PurchasePrice $60,000 (homeonly) $75,000

Vaueat Salel $66,000 (homeonly) $75,000

Vaueat Resde $126,237 (homeonly) $143,451

Amount of Appreciation $60,237 (homeonly) $68,451

Owner’sShareof Appreciation $18,071 (30%) $68,451 (100%)

Amount Originally Borrowed $60,000 $71,750

Amount Still Owed $50,247 $62,525

SalePriceof Home $78,071 $143,451

Pay Remaining LoanAmount $50,247 $62,525

Owner endsup with $27,824 $80,926

Interest Paid $35,756 $53,534

Principa Paid $9,752 $9,244

Approx. Income of Next Buyer $24,911 (6.5% interest) $48,143 (8% interest)
$28,097 (8% interest)

* Assumptions:

1) Thehomeisownedfor 10 years.

2 Property values appreciate.

3) Taxesand insurance do not appreciate.

4) Initial HOMELAND Grant of $15,000
tofirst buyer.

5) Interest rates of resaleareidentical to
origind sde.

A Land Trust homein Gary/
New Duluth, purchased in
2002 through HOMELAND.

Additional Notes:

1) If property valuesgo down or remain constant, NCLT L easeholdersare not guaranteed a
profit, and could takealoss, just likenon-NCLT Leaseholders.

2) Thisexampleassumesno capita improvementstake place.

3) Whilethereturnin cashfrom asaeafter 10 yearsismuch lower withthe NCLT purchase, itis
important to remember the NCLT buyer paid $166/month lessfor ahouse payment during the
10years. $166 x 12 monthsx 10 years= $19,920. $19,920 (without figuring possibleinterest
if the money wasinvested) added to the $27,824 isatotal of $47,744—abit closer to the
return of $80,926 of the conventional dedl.

4) Itisalsoimportant to remember that $3750 of the $80,054 return on the conventiona sideis
money paid asdownpayment at the beginning of the 10 years, whiletherewas
no downpayment needed for the NCLT transaction.
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