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502 Direct Loans and Community Land Trusts
USDA Rural Development provides Single Family Housing loans to eligible moderate, low, and very low income applicants who are unable to obtain credit elsewhere. The 502 Direct Program offers 100% Loan to Value ratios for financing the construction, purchase and/or repair of a home in rural areas. Based on income, payment assistance is offered to reduce the monthly mortgage payment for the household.  Owner occupancy is a requirement.  The following site can assist with income and rural area determinations: http://eligibility.sc.egov.usda.gov/eligibility/. 

Because of increasing land costs in the state and the inability of low income applicants to qualify, even with subsidy, Community Land Trusts (CLT) are becoming more of an option, to assist with affordability.  Rural Development financing can be used with CLTs, as outlined in Rural Development HandBook -1-3550, 9.14:
A community land trust is defined as a private nonprofit community housing

development organization that:

• Is organized under State or local laws and complies financial accountability standards;

• Has no part of its net earnings benefiting any member, founder, contributor, or individual;

• Has among its purposes significant activities related to the provision of decent housing that is affordable to low- and moderate-income people;

• Maintains…accountability to low-income community residents with regard to decisions on the design, development, and management of affordable housing;

• Has its corporate membership open to any adult resident of a particular geographic area specified by the by-laws of the organization; and

• Is established to carry out all of the following activities:

· Acquire parcels of land, held in perpetuity, primarily for conveyance under long term ground leases;
·  Transfer ownership of any structural improvements located on such leased parcels to the lessees; and
· Retain a pre-emptive option to purchase any such structural improvements at a price determined by a formula that is designed to ensure that the improvement remains affordable to low- and moderate-income people in perpetuity.

Preservation of Agency Rights and Lien Position

The relevant legal documents must contain language that ensures that all restrictions

relating to community land trusts will automatically and permanently terminate upon foreclosure

or Agency acceptance of a deed in lieu of foreclosure. Language that merely subordinates the

restrictions to the mortgage is not sufficient -- the restrictions also cannot be forced upon

subsequent purchasers following resale by the Agency.

Restrictions on Resale Price

Restrictions on the limits to the resale price of the property or recapture of equity are

permitted. A maximum sales price may be imposed or the sales proceeds due the borrower may

be limited, with any excess payable to a governmental body or nonprofit organization for reuse

in the community land trust. When such restrictions apply, the requirements listed below must

be met.

• The borrower must be permitted to recover at least the original purchase price, sales

commission and cost of capital improvements when the borrower sells the property.

• The borrower must be permitted to recover a reasonable amount of appreciation as

determined by the Agency. Appreciation is measured by the difference between the

original purchase price and the actual price at which the property is resold.

• If the program permits the borrower to sell the property at market value but

recaptures part of the equity, the Agency considers a reasonable share of appreciation

to be at least 50 percent. The Agency does not object to situations whereby the

borrower’s share of appreciation is on a sliding scale beginning at 0, provided that

within 2 years the homeowner would be permitted to retain 50 percent of the

appreciation.

• If the program sets a maximum sales price restriction, the borrower must be permitted

to retain 100 percent of the appreciation.

Other arrangements for sharing appreciation may be approved by the State Director.

Right of First Refusal

One method commonly used to ensure that housing remains part of an affordable housing

program is for the community land trust to hold a right of first refusal or an option right that can

be exercised when the borrower proposes to sell the home to a purchaser not eligible for the

program benefits. Such a provision is permitted if all of the requirements listed below are met.

• The rights must be held only by a governmental body or eligible nonprofit organization and exercised by them or someone they have identified as an eligible purchaser.

• Any right must be exercised within 45 days after the holder of these rights may

exercise them (for example, the rights are often triggered by a notice of sale from the

borrower).

• Any option price must allow the borrower to recover the borrower’s investment plus

a reasonable share of appreciation.

Payment Subsidy Recapture

The borrower’s ability to repay payment subsidies may be affected by the resale

restrictions of the community land trust. Case-by-case exceptions to Agency recapture

requirements may be approved by the Administrator if necessary to accommodate the restrictions

imposed by the land trust.

Appraisals

A property located on a site owned by a community land trust must be appraised as a

leasehold interest.
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