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EXECUTIVE SUMMARY

This study examines the wider historical, political and secanomic contexts of community land trusts (CLT) in
order to analyze their effectiveness for use as a regional aral isban economic development tool in Council District 1, as
a model that can be applied Citywide in Los Angedesanalysis of the local housing market is made to contextualize the
role of CLTs and establish a purpose for a model. An overview of the ®&a$i model is then described with a look at the
mechanics of how resale formulas retain affordability for a community. A historical discussion of CLTs examines the original
intent and purpose within its roots and provides a framework for the model CCbumcil District 1. A comparative case
study analysis of commensurable community land trusts include the Champlain Housing Trust in, Vermont, the City of
Chicago CLT, lllinois, and the City of Irvine CLT, California. An overview of inclusionary zoSiBgl8t8 is made to
strategize how with a model CLT may fit given the existing and future state of local housing policies. Subsequently, the geo
political boundary of Council District 1 is examined in detail, using GIS maps to define the demograph@icegcbeomic
affordability index while projecting future changes in the affordable housing stock and analyzing relevant impacts. Finally,
judicious policy recommendations determine how best to implement a community land trust in Council District 1, as a

model for a citywide CLT.

. AFFORDABLE HOUSINR®BLEM IN CONTEXT

The fact that California is the least affordable state in the nation, and that in Los Angeles, increases in median
income fall far behind increases in median home prices is the recigiehtis wrought disaster for the City. In addition, the
City is quickly losing the subsidies it invested in affordable housing decades ago all at once because housing is being
removed from rent control at an alarmingly quick pace. The majority of affoedabdlising units lost by 2040 will be the
workforce housing stock, targeting 420% AMI. The current slow economy and high foreclosure rate are fluctuations in
GKS SO2y2ye GKIG NBE200dzNJ SGSNE FSg &SI NE dghs and[lotvsito dddliei S O

affordability and a reasonable return on investment despite these fluctuations while retaining subsidy over the long term.

I"I. THE CLASSIC COMMUNLRAND TRUST MODEL



This provides a CLT 101 overview of the basic model. Ihesitlhe trends in CLTs in order to know how to craft a
Municipal pilot in CD 1 to fit a more specific purpose and so that it is aware what it is deviating from. An overview of the
four most popular resale formulas is made, comparing the appraisal basgekdd, itemized, and mortgage formulas
together. The following graph compares the affordability across all four formulas in a market that is modeled after Los

Angeles using the online Rick Jacobas resale calculator.
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Initial Price 285,000 285,000 285,000 285,000
First Mortgage 282,150 282,150 282,150 282,150
Second Mortgage
Initial Affordability 160% 160% 160% 160%
Formula Resale Price 434,982 347,413 293,626 339,062
Homeowners Cash Out 187,087 101,269 49,684 93,085
Affordability at Resale 198% 164% 143% 160%
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V. HISTORICAL OVERVIEWTHE CLT

A CLT is an old idea legally incorporated to fit the real estate market of today. The idea stems from holding land for
communal purposes. Their origin lies in maonial countries of Latin America and Africa, and their revival is seen in the
revolutionizd postcolonial countries of Mexico, Tanzania, and India. The incorporation of CLTs in the U.S. market began
during the civil rights movement of the 1960s, inspired by the Ghandi land movement taking place at about the same time.

What is special about thhistorical origin of CLTs is not only that they preserve land for communal purposes, but that they



also empower an individual or community to elevate their social and political status in what is kn@varadan so as not
to be seen as mere recipient$ charity. In order to do so, a basic CLT is membership based, giving tenants a strong amount

of decision making power while earning a reasonable amount of equity on their return.

V. CASE STUDIES IN MOIRIALLY BASED CLTCBR®@SS THE U.S.

1. Burlington Commnity Land Trust
2. City of Chicago Community Land Trust
3. City of Irvine Community Land Trust

There are several relevant comparisons between the BCLT, CCLICLAndase studies, despite their unique
demographic, market qualities, and policy differences iatieh to Los Angeles. The basic fact is that housing has become
unaffordable across the country, but especially in large urban areas. While the BCLT s the oldest and most successful CLT in
GKS ' ®d{d AYAGAFIGSR 0@ GKS a lak feNively newr WastingtonADyC. andftyerCBy ofigars / /
Francisco are also in the developmental stages of forming a CLT, indicating that Big City municipalities are just starting to
look toward CLTs as an affordable housing alternative. It present®agstase for the City of Los Angeles to also look into
a CLT so that we do not fall farther behind, perhaps even redeem ourselves from being just about the most unaffordable
housing market in the nation. An overview of the Aminicipal CLTs in Los Arggls also made to identify partnerships

when modeling a CLT in CD 1 and to acknowledge the fledgling CLT movement locally.

For one, byoperating on a large scale, there are some common deviations from the basic CLT model described in
section Ill. A largescale CLT is less likely to be membership based, and more likely to be representative of the membership
of a community. Most board members on municipal CLTs are all appointed by City Officials, and many include the Mayor on

the Board, which has yet to lileemed not in violation of the Brown Act.

Secondly, municipal CLTs tend to operate in conjunction with citywide inclusionary zoning ordinances and depend
on them for a steady supply of an affordable housing stock which can be preserved through a CicipaMDhTs tend to

work in stewarding Inclusionary zoning through the CLT. Third, they are usually strongly supported and initiated by their
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Municipal CLTs since they had a large part in pushing for one. This is important to keep in mind in the development of a

model CLT for CD 1 and the follow through trends that have been made to be successfully applied city wide.

VI. A LOOK AT LOCALFARDABLE HOUSING IRTES

The initial request from the Council Office was for this client project to look into how to best implement a citywide
inclusionary zoning (1Z) policy in the City. Given the historic dance between the City, especially CDsfialdistimg a
Citywide 1Z makes a case for looking into CLTs as the new alternative via a pilot project instead of replicating work and
revisiting a policy that the City has clearly demonstrated it is not ready for. While it would be ideal if there W&rpaicy
Ay LXIFTOS F2NJ/[¢a G2 LXdA Ayid2s AG Aa y2G ySoSaal Me o DA
IZ may become a reality sooner than we think, and CLTs need to be established enough to be incorporated into a new

citywide policy, whether it be 1Zs or not.
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Density Bonuses in general are great incentives for CLTs because they promote smart growth atsuradl key Transit
Oriented Development (TOD) areas that match permanent public transit with permanent affordability. CLTs are a perfect
way for striking a better jobs/housing across the urban landscape in our City, reducing gridlock by giving résédents
option to live closer to work, or by a public transit artery that takes them to work. Even though SB 1818 gives a greater
bonus in return for less affordable housing than before, CLTs can retain those subsidies better over the long term, to ease

the afordability over a longer amount of time.

VIl.  COUNCIL DISTRICTODAY AND TOMORROW

The case for a CLT in CD 1 is made most evident in this section. Using detailed tables, graphs, and GIS maps, it will
horrify the reader to know what will transpir@ affordable housing given a realistic 40 year trajectory from today. Within
one term of public office, CD 1 will lose 18%, or 1,758 affordable housing units. This amounts to a loss in 23% of the
affordable housing projects. Within 5 terms of Office, CWill lose 5,352 units of affordable housing, or 55.9% of the

affordable housing it has today, amounting to a loss of 67% of affordable housing projects. These are the harsh truths of

Vii



life without CLTs in L.A. CD 1 should not be losing more units thaim& at a steady rate. It also cannot afford to replicate
work in finding subsidies to reinvest in the same units to keep them affordable now that the community depends on them.
This trend merely encourages gentrification, a developer can take a tathle avhat affordable housing stock the City will

lose in the next few years like a land investment road map and cash in accordingly. CLTSs retain public subsidy wygile buildin

sociaeconomic wealth for a CLT owner, and preserve affordability over thetésng The time to act is now.

Legend

CD1

Affordable Housing
Loss by Year
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Council District PPercentage of AMI Affected biffordable Housing Loss Projectionto 2040

Affordability Level Projects Units
30% or below of AMI 97 3,454
35-50% AMI 62 2,522
60-120% AMI 111 3,567
Market Rate (LAHDatg) 4 39
Total 274 9,582
VIll.  POLICY RECOMMENDAN3O

%age of Units

36%

26.%

37.2%

0.4%

100%

1. 58FAYyS [2a !'y3aStSaQ FF2NRIo0tS K2dzaAy3d 20280010

2. KeyAreasforaCLTinCD1
a. L.A.River Corridor
b. Cornfields, LEED ND
c. Transit Oriented Development and futugentrified areas
i. Highland Park
ii. Lincoln Heights

iii. MacArthur Park

3. Choosing the right resale formula for CD 1 given the LA housing market and objectives

4. Plugging into existing affordable housing programs in the City of Los Angeles

5. Plugging into environmentgrograms

6. Plugging into federal funding streams

S
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Evenwhen you have an exceptionally intelligent and khesatking millionaire, the difference
between his intelligence, his enterprise, his hard work, and those of other members of society,
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Julius K. NyererePresident 19641985, United Republic of Tanzania, Africa

I. INTRODUCTION

la GKS OAdeQa LRLzZ IFGAz2zy adGdSIFRAt& OfAYoasz 2dzNJ O2YYdz
human and societal needs, shelter. The scarcity of land however, coupled with the disparityppétiading wagéto the
cost of living has caused a widespread affordable housing epidemic across the United States, which is especially
pronounced in the City of Los Angeles. Given the alternatives, an alarmingly growing sector of the pofhdati@mome
characterized byerennial renters, too often living in overcrowded conditions and spending a disproportionate amount of

their income on housing costs.

A Community Land Trust (CL3)Yundamentally based on the egalitarian idea that propertied lartd lse shared
with the community.Using a combination of legal and innovative participatory membership structar€+,combats the
shortage of affordable housing in an increasingly overpriced market while keeping the land perpetually affordable dor futur
generations. The basis of putting land into a trust is to take it out of the speculative market. In doing so, one préserves t
current and future value of the land at a low price available for community members who meet certain income

requirements by renoving the cost of land from the cost of housing in the final purchase prit@rotects future home

! Prevailing Wage was first passed by congresstiysses S. Grant in 1868 and first signed into law as TheBeagsn Act by President
Herbert Hoover in 1931. In California, prevailing wages are the hourly work wages published quarterly by the CA Department on
Industrial Relations and are the medianges given to worker in a specific geographic jurisdiction. Usually the wages factor in benefits
and union wages. Despite the fact that prevailing wage is mandated for particular work such as Public Works projectsrithefrttze

private industry paysheir workers far below the standard of prevailing wages. Even if all workers were paid prevailing wages, this would
increase the average salary only b§®%, (Feldman and Young, 2008¢ Prevailing View on Prevailing Wagehich is insufficient to

close the 27% gap in median income vs. median housing affordability in California.

%Income requirements are generally set by board members and the advisory committee of the community land trust to enshey that
are inclusive and fair.



buyers from fluctuations in the market that abruptly send land prices skyrocketing. An affordable unit created under the
auspices of &£LTnot only ensues that the unit remains affordable for subsequent generations of CLT owners or renters,
but most often it makes it even more affordable for thewhile retaining public subsidies over the long tetnit promotes

smart growth opportunities for community embers by distributing the jobs housing balance across the city, making it
affordable for residents to live where they work, disincentivizing the need to live on the urban fringe, thereby reducing

gridlock.

This study examines the wider historical, poéitiand socieeconomic contexts of CLTs in order to analyze their
effectiveness for use as a regional and local urban economic development tool in Council Distritte1City of Los
Angelesand as a model that can be appliesh a citywide basis; Los Ageles.For the purposes of this study, community
land trusts refer to property acquired for the benefit of providing affordable home ownership in urban areas.

G/ 2YYdzyAGléeé Aa RSTFTAYSR a (K2&S 6K2 | NB tdngh@IhoseleRidingih (1 KS
the surrounding geographic area and as those who support the land trust or are invested in the CLT in an ideological sense.

Resident community is defined as those who are lessees of a CLT.

An overview of the basic CLT modelaisalyzed with a look at the mechanics of how resale formulas retain
affordability for a communityA historical discussion of the U.S. origins of a CLT contextualizes the intent and purpose
within its roots when modeling one in Council District 1. A corafpae case study analysis of commensurable community
land trusts include the Champlain Housing Trust in, Vermont, the City of Chicago CLT, lllinois, and the City of Irvine CLT,
California. Subsequently, the geelitical boundary of Council District 1 igaenined in detail, defining the demographic
and socieeconomic affordability index while projecting future changes in the affordable housing stock and analyzing
relevant impacts. Finally, judiciopsiblic policy recommendations determine how best to implent a community land

trust in Council District 1, as a model for a citywide CLT.

% Davis J.E., Dertiewitz, A. 2003.



. THE AFFORDABLE HONGSPROBLEM IN CONTEX

[2a ! y3StSa NBaARSyda I NE 20SNBNRdAAK{G o0& K2dzaiAy3d O2a
the least dfordable state in the nation; its homeownership rate is the fourth lowest in the country, with just 58 percent of
AlGa NBaARSY (& Betveey 197 HandIBIB Sstatewide rents rose 436% and sale prices rose 723%, whereas
median household incomes bynincreased by 3169Currently, many California cities have high housing costs and median
sale prices well over $500,008ccording toU. S. Department of Housing and Urban DevelopmEiti[) the Los Angeles
County median income is $56,500, far below $65,000 CA median income level (please refer to Table 7 & 8 in section X
for detailed information).Based on historical data from 19505 median home price inflation in Los Angeles County rose

10.51%, while from 1998004, the median income only rosg th.66%.

According to the National Laimcome Housing Coalition, the fair market rent for a thedroom apartment in Los
Angeles County is $1,189, which amounts to paying $14,268 per year on rent. To live affordably a household must earn at
least $47,560 gear, a disturbing statistic considering that the median income of area renters is only $34ma6dition,
low-cost rental housing is destroyed at an alarmingly fast pace: from 2001 to 2005, 9,240 apartments were removed from

rent control, 3,100 of with were approved for condo conversion.

In Council District 1, affordable housing that targets from below 20&& Median IncomeAMI) through 120%
laL gAft 0SS Ftf odzi O2YLIX SGSte& StAYAYlFGSR on fact hoNsing F N2 Y
stock, amounting to the loss of 3,567 units that target betweenl80% AMI, a reduction of 37.2% percent of the total

affordable housing stock in CD1 (please refer to Table 6, section VII).

* Curtin, 2006, p 467.
® California Department of Housing and Community Development 1993.
6 Marroquin, 2006.

" Ibid, 2006.
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Figurel: Council Disict 1, Rent as a Percentage of Household Income by Block Group, (U.S. Census 2000 Data).

In Council District 1, a majority of residents spend between 20 and 40 percent of their income on rent. According
to HUD, a household that spends more than 30 patcof their income on rent is living in an unaffordable area
proportionate to their income. The relatively high percentage of income spent on rent depicted in thi§-mgape 1shows

the need to close the gap between median income and median home prices

The slump in the U.8conomyis particularly pronounceth Los Angeles CountyDespite recordhigh salespricesa
few years ago, the immediate drop in the median housing phiasalso been record breakingDataQuick, a mortgage

software program that hs tracked the housing market since 1988, reports that housing sales in Los Angeles are at their



lowest levels since they began collecting data 20 years afichin one month, from September 2007 to October 2007, Los

Angeles median sales prices droppesarly 4%. Within one year, from October 2006 to October 2007, the number of

homes sold in Los Angeles dropped 49%, which is above the 45% average yearly sales drop for Southern California.

AlthoughRiverside Gunty reports the sharpest drop in median safg&ce, declining 15.1 percertb $350,000 in one year,

[ 24 ! y3S5¢ @atlion hGudimgistands atb500,000, still unaffordable for most despite the housing decredses
One may argue that the current market fluctuation is merely a repercussidhe declining U.S. economy, mostly due in
part to the war in IragMore importantly, however it underscores the need for a community land trust in order to protect

the basic housing needs of a community from the volatile nature of the market economy.

Widespread foreclosures have also run rampant across the U.S., resulting in distressing effects for Los Angeles.

Olga Perez, home ownership coordinator and financial literacy instructor for H.&.8kfains that the reason for the high

foreclosure ratestems from the influx of aggressive predatory lending practicesde by major lenders. Syirime loans

8DataQuick October 2007 Sales Repdittp://www.dgnews.com/RRCA1107.shtrataQuick reports that it is the lowtedrop in
October sales since they started collecting data in 1988.

° DataQuick October 2007 Sales Repdittp://www.dgnews.com/RRCA1107.shtm

4 .0.M.E. (Home Ownership Made Easy), apfit housing organization that delivers services for the develeptally disable
consumers from the Westside Regional Center.

) Beginning in the early 2000s, lenders decided to offer a new product to the mass market of consumers that was presaovsty r

for only those with excellent credit and a very high im&o In order to create more loans, lenders relaxed underwriting requirements,
facilitating the erroneous inflation of reported income for consumers in order to qualify for a loan. This, coupled initrease in the
practice of lenders selling consumensiltiple loan products for a single mortgage, would consist of a much larger loan, borrowed at a
KAIKSNI AyiSNBad NIXdS (2 O020SN) (KS R2g4y LI eyYSyildo LYy SaakyoOSs
cobbled together at sulprimeinterest rates and sold with minimal explanation to the consumer. In addition, this interest rate was not
fixed, and was adjustable only upward. Lenders then offered consumers the ability to keep their payments down by lowgniammi
requirements thatbarely covered the cost of interest on the loan, albeit for a limited time, and not a cent on the premium, prohibiting
the consumer from earning equity.

In turn, the low monthly bill that many recent home purchasers were used to paying drasticallysiedneben provisions in loans finally
kicked in, mostly due to the change in the national interest rate as a reflection of the worsening economy, demandinghhgsepuo

pay a much higher interest rate along with a portion of their premium sometimeslofmubr tripling their monthly payment. Hence the
increase in foreclosures.
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to increase their irérnal rate of return'

The Los Angeles County default rate has thus increased 144% since last year, (October 2006) while overall the
Statewide default rate has increased 166%.DataQuick has determined that in California, most of the default loans
origy 1SR Ay ! dz3dzad 2F HnnpX YR $gSNB Yzalfeée aadzyozé Ay Yyl
amount Fannie Mae and Freddie Mac will provide. In order to assist with the defaults, lenders are scaling back from loaning
such high amounts of aney, as well as increasing underwriting verification to ensure that buyers are noirdlating
their actual income and affordability levefsUnfortunately, reactive measures do little to ameliorate what has perniciously

transpired.

This snapshot ahe housing crisis in California and Los Angeles is quite alarming, especially when comparing the
policy efforts of other localities in circumventing effects of deeply rooted housing problems. Community land trusts have
been used by a variety of commuieis as a smart alternative to create stability in a fluctuating economy, by locking in low

cost housing in urban regions, especially in portended gentrified areas.

CLTs have created an array of affordable housing units that range from rental, to owseralidusiness spaces,
and have worked in conjunction with a host of alternative affordable housing strategies such as inclusionary zoning, living
and estate trusts, housing trust funds, and holding funds. They have protected the investments made latiémsnand
government agencies in affordable housing by ensuring perpetual affordability, retaining subsidy investments, preventing
these dollars from being spent on the sameits in order to extend affordabilityvhen it could have been protected the

first time.

2| o0s Angeles Times, November 16, 2007 Paul Leonard. Many lenders place penalties on accelerated payment of a loan, and often
provide kickbacks to brokers who place borrowersighttost loans.

13 DataQuick October 2007 Foreclosure Repuaitp://www.dgnews.com/RRFor1007.shtm

% 1bid, 2007.



1. THE CLASSIC COMMUNLAND TRUST MODBUPLICATIONS, ASSUNM®GNS, AND BARRIERS

Since their U.S. inception in the 1960s, over 200 Gaves beeroperating across 39 statés.This inception relates
to the CLT as a legal incorporationaofold idea, further explained in the following sectionTWe backbone of a classic CLT
model relies on a few concepts that set them uniquely apart from most affordable housing policies and alternatives
currently in practiceThe main purposes of the biasCLT are to keep leeost housing perpetually affordable via a practical
resale formula, to be able to take land off the speculative market and steward that land for the benefit of the community,
and to ensure that the CLT is membership based, keepimgnumity assets with the community by ensuring for subsidy

retention, while empowering community members soeiconomically as well as providing an opportunity for leadership.

As the CLT movement continues to grow and develop, more and more municipai@i&soking to CLTs in order
to retain their affordable housing stodor long term preservation of subsidieMunicipalitiestend to designCLTs to
steward affordable housing ordinances currently in plasgch as with city wide inclusionary zoning, thancteate and
preserve affordable units with a CLT model alone. fldebility of aCLTallows for it to becrafted by smaller communities
to fit their niche market and address thainique localissuesand conditions or to be expanded to target a wider arket
and community. Regardless of thedivergent forms whicra CLT may take according to the scale, market, and purpose

which they serve, it is important to take a look at the tenants tmaidela basicCLT.

The classic CLT model typically containdetlewing features:

1. NONPROFIT, TAKXEMPT CORPORASTATUS:
A CLT usually has charitable goals and aims to preserve affordable housing-fecdove communities, now and

in the future. They usually have ngmofit 501 (c)(3) designation from the IRSder to become tax exempt.

2. TRIPARTITE GOVERNANC

'*Burlington Associates in Community Development, LLC. Community Land Trusts in the U.S. Interactive Map. 2007.



The governance structure of a CLT is the most important method to enforce the legality of a land trust and to
ensure that its members represent the local community. While each individual CLT strudteireswn board differently,
membership typically includes representatives from those who own buildings on CLT land, as well as members from the
community at large. This is to ensure that both localized and individual economic benefits fimctowe resiénts run
parallel to regional economic needs. It also serves as a check against the owners of a CLT, so that they will natelissolve t
CLT when land values increase. Havingmembers included in the governance structure enables those who do not profit

from a CLT but have a loterm stake in the community to continue upholding the values of the CLT.

CLTs set their own terms on who will live in the affordable homes but usually they are reserved for residents who
meet certain low and moderate income reigements. Some CLTs are also intentional communities, where residents live
together based on common values or missions. The ground lease typically requires that owners live in their homes as a
primary residence, to avoid the issues that often occur witlseattee ownership, where owners who are physically
removed from the homes they own are less likely to take an interest in their property. The primary residence provision aims

to assure that owners keep up with repairs, mingle with neighbors, and take a acte in the community.

3. COOPERATIVE FINANEIN

The most unique feature of a CLT is that it separates the cost of housing from the cost of land in order to increase
affordability by not bundling the two together in the purchase price. This is what asvikras cooperative financing,
because the owner of CLT housing enters into a ground lease with the CLT as land owner prior to puAcBageholds on
to the land with a ground lease, typically made for a 99 year term and renewable by heirs or lesge€4.TTthen leases
the land affordably to lowncome residents earning a certain percentage of the Area Median Incofe terms set in the

ground lease vary across CLTSs, but their common denominator is the ability to retain the housing subsidy foediden

16 Community Housing Cooperativ2007. http//www.chc.coop/chc/chcinfo.nsf/lwebguide/2.2

Y HUD defines CA median income as 65,000 as of 2007.



owners. Theoretically, the fact that land value is separated from the cost of housing increases its affordability when the

lease changes hands, because the unit remains available at a-bwoket price!®

4. RESALE FORMULASAINTAINING PERPETUXFORDABILITY

CLTs maintain affordability for future generations by establishing a lireitgity resale formula contained in a ground
lease. The resale formula determines what percentage of equity the ownegaiiliwhen investing in a CLT home, while
removing the land from the speculative market in ordemass on the affordability to future residents. It is usually
determined and agreed upon inclusively by residents, community members, and board members. The goal is to make a CLT
home affordable for thaext generation of owners, while providing the initial owner a fair return on their investment.
When an owner sells a CLT unit, the buyer and thetyiidallyrenew and reexecute the ground leasdn addition, most

CLTs retain the first right of purcbashould an owner default on mortgage payments, protecting against foreclosures.

Figure2: Thisfigure illustrates howa CLT removes the cost of land from the cost of housing for qualifying homebuyers.righis to the use othe land
and resale criteria are@xecuted through the ground lease for a low monthly or yearly fee.

18| egal Aid Foundation Asset Building Workshop, 2006.



There are several types of resale formulas that can be used to preserve affordable housing, and depending upon
the housing market in their respective geaghic regions, will yield a variety of results. This is why it is important to
determine what resale formula works for Los Angeles, based on a defined set of goals and objectives (a comprehensive
sample of questions are provided in Recommendations sectitl). There are also secondary goals to consider
designing a resale formulsuch as operational goals that would deal with the ease of administration, and property tax

assessment goals

The most commonly used resale formulas used by CLTs are Apjassal and indexed based. Formulas used
occasionally by CLTs are the Itemized and mortgage based formulas. A formula that works in one market may not be able
to address the very same goals given the circumstances of another matefollowing examplesf resale formulas are
derived from the NeighborWorks Resale Formula Training workshop using the Rick Jacobas CLT Resale Calculator that is

available on the Burlington Associates website.

Assumption

It costs $200,000 to develop a house, this is the indjgpraised value. The subsidy available to that development is
$75,000, causing the purchase price of the house to decrease to $125,000.
$200,000 = cost to develop

- $75,000 = subsidy available
$125,000 = original purchase price

Appraisal Based Resatainula

An owner gains a limited amount of equity based on a percentage of the increase in value in the property and/or
land, depending on the CLT. Some CLTs determine the percentage of equity based solely on the increase in the price of the
physical unitg KAt S 20KSN&E FFOG2NJ Ay GKS NARAS Ay (GKS dMWhiezhis 2 F K
seems to be fair and tend to allow the owner to realize a greater share of equity in an area such as Los Angeles where
housing prices increasapidly, there are a few disadvantages. One is that appraisals are subjective and thus inconsistent,
so designing something that is equitable and fair to the community based on a large subjective factor is tricky. Another is

that it is difficult to explainto the owner what the CLT will do with the other 75% of the equity. While it may use it to
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reinvest in more property and to cover operational costs, it is too large of a sum that goes back to the CLT. It alsb does no
address interest rates, which canealthe affordability of the purchase option price.
Base Price

25% (Difference in Value)
= Purchase Option Price

+

Here is the appraisal scenario with the assumption numbers plugged in:

$358,170 (Current Appraisal)
$200,000 (OriginaAppraisa)
$158,1D (Difference irAppraisa)

X 25%
$39,542 pAppreciation
+ $125,000 (Base Price)

$164,542 (Purchase option price)
- $101,465 (Payoff)
$63,077 (Cash to the Seller)

Indexed Resale Formula

This formula is designed to account for steady econamanges related to the local market in the resale price. It
is easy to use and easy to understand, and also has the advantage of being able to continuously target a particular
demographic resale after resaldt adds the base price to a multiplier indexer time. This multiplier index can be the
I NBF YSRAILY AyO02YSz (GKS 02y &adzySNJ LINAOS AYyRSEZ 2NJ Iy | LIIN.

market fluctuations, or so that it becomes a hybrid appreciation factor accountingdory factors.
Here is the basic formula:

Base Price
X 1+ Index over time
Purchase Option Price

And here is the basic Index formula applied with our assumptions

$125,000 (Base Price)
X 1.22 (22% increase in CPI)
$152,500 PurchaseDption Pricg
- $101.469 (Payoff)

$51,031 (Cash to Seller)

11



ltemized Resale Formula

Theoretically this formula might prove to be fairer than other formulas, because it takes into account the cost of
each improvement the owner makes to the house before resale, but realistithat level of fairness is subjectively based
and complicated to keep up with. Depreciation factors are also difficult to consider with this type of formula. The
advantages are that it is easy to explaand an easy sell when pitching to the futurerms. The assumptions are as

follows.

Here is the basic itemized formula:

Base Price

Inflation Adjustment
Improvements
Purchase Option Price

|+ +

And here is the basic itemized formula assuming there it a 10 year retention rate:

$125,000 (Base Price)

$4,783 (3% per year)
+ $2,500 (Improvements)
= $132,283 PurchaseOption Price)
- $ 101,053 Payoff)

$31,230 (Cash to Seller)

Mortgage Based Resale Formula

TheMortgage based resale formula is not based on the initial price, instead it works based cgbthibat is
affordable to the CLT owner, and works in reverse from that point. It takes into account the maximum mortgage debt given
the interest rates. It is lauded for guaranteeing affordability more than any other version because it does not depend as
heavily upon the market. It also is easier to acquiesce to funder goals that often require affordability to remain at certain
levels over time, or if affordability is their priority. The disadvantage is that the owner earns less of a share afitiyuity
this model Since this formula is not based on the initial price, the owner will have an incentive to sell to the highest income

buyer, and there are difficulties in the loan to value financing.

12



Here isthe basic assumption using the Mortgage resale foanul

$41,689 = 62% AMI
$1,146 = Maxnonthly Housing Cost @ 33% of income
$866= Available for mortgage

And here is the Mortgage based formula in action:

$120,768 (Max mortgage)
+ $3,735 (3% down payment)
$124,503 (Purchase Option Price)
- $101,469 (Payoff giurchase price)
$23,034 Cash to seller at resale

Los Angeles Region Scenario

The following figure, made possible by the Rick Jacobas resale formula caladatpares the affordability
retained using the appraisal model, the mortgage model and theximdedel against the regular market. They are based
on an affordability ratio of 30%, a 1% down payment, and at the initial AMI averaging $53,500. The purchase subsidy
assumed is $65,000The appraisal based model is assuming a return on both the inciredise value of the land and

improvements.

13



Holding period
L
e ——— 10

Median home price inflation

7 10.50% B House Prices

Median income inflation W Incomes

—— G 1.75%

Initial mortgage interest rate

— O 6.5%

Interest rate at resale Help:
== 6.5% Heip:

I 4 B ey iy W

r—— Coverview)
?ppraisal-uv CPI Index b—v] Itemized m Mortgage vv’

Initial Price 285,000 285,000 285,000 285,000
First Mortgage 282,150 282,150 282,150 282,150
Second Mortgage
Initial Affordability 160% 160% 160% 160%
Formula Resale Price 434,982 347,413 293,626 339,062
Homeowners Cash Out 187,087 101,269 49,684 93,085
Affordability at Resale 198% 164% 143% 160%
' Outcomes ( petails ) ( Dpetails ) ( Details ( Dpetails )

Figure3: A Los AngeleRegion scenario is made acrogsale formulas using the Rick Jacobas calculator.

Market q

Initial Price 350,000
First Mortgage 346,500
Second Mortgage

Initial Affordability 191%
Formula Resale Price 949,928
Homeowners Cash Out 589,684
Affordability at Resale 401%

Figure4: Market rate resale scenario for Los Arigs. Rick Jacobas calculator

As we can se¢he Initial price of the unit is lowered for tHeur CLT scenarios because there is an assumed
amount of subsidy that lowers the purchase option price for the buysrnormal resale thenarket rate units beome
grossly unaffordabl@01%) The appraisal based formula loses affordability faster than the other resale models, but it is still

kept far below the market rate levelds noted in the example above, the mortgage unit retains affordability but the cash
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out to the homeowner remains with the unit and is why it is only $ 93@8%pared almost double the cash out in the
appraisal based formula, $187,087. The index formula also retains affordability nicely, just above the mortgage formula,
while allowing he homeowner to earn slightly more equifjhe itemized formula also tends to retain affordability better
than the mortgage formula, increasing to only 143% compared to 160% which is the next lowest affordabiltheate.

decision on what resale formula best suited for Los Angeles depends on the objectives of the CLT.

CHALLENGES

In general a CLT organization acquires land either by donation, with assistance from a public subsidy, or by
purchasing it outright. CLTs face numerous financial barriers viihancing the acquisition of land for the creation of new
CLT affordable housing units. Part of the reason is because acquiring land on the open market is very expensive, especially
in the City of Los Angeles, and especially in key areas where a CldTbeddkeal but rendered nearly infeasible due to
expense of land after the onset of gentrification. A CLT should be extremely organized and proactive in their choices of
acquiring key parcels of land if they want resident community members to take fudingatye of living in an area they
would previously be unable to afford in the regular housing market. Aéswlers often have little or no incentive to lend

money to CLTs because the lenders can get a much greater return on their investment on the operimar

Another part of the reason for the financial acquisition challenge stems from the fact that the City does not
currently have any housing programs that would otherwise work in cooperation with CLTs. For example, if a citywide
inclusionary zoning pragm were put into place, these acquired units can be preserved in CLTs, which will be discussed in
detail in Section V. As the fledgling CLT movement is underway in Los Angeles, opportunities to create partnerships and

leverage the creation of more unitf affordable housing can be easily facilitated.

91bid, 2006.
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V. AN INSPIRED HISTORY THE COMMUNITY IANRUST

The original idea behind a community land trust is hardly new. Segal accordances designed to make land
available for communal purposes have wedwhemselves through various historical landscapes. They can be seen as far
back as precolonial Latin America and palonial Africa, making a cortmck in the revolutionized postolonial countries
of Mexico, Tanzania, and India. What is groundbrealdgntpe introduction of this idea into the real estate market in the
U.S., a historically speculative free market system deeply rooted in colonialism and inherently designed to benefit the
wealthy and upwardly mobile. The traditional U.S. real estate mbeeltaken its toll on the average citizen and it is time
for change. Contextualizing the CLT from a historical foundation provides a framework for crafting one in Los Angeles that

keeps close to its fundamental roots and intents.

In ancient Aztec culter, anEjidowas a communal swath of land used for farming by the general public. Ejidos
were banished during the colonization period, and subsequently reinstated during the Mexican Revol#itiolen270of
the 1917 Constitution Ejido lands are genehalgranted by the federal government to villagers who petition for them, and
once granted must be fully utilized or else it reverts back to the general community, and can even be passed oR’tm heirs.
a regressive step in 1991, President Carlos SalieaGattari amendedirticle 27to encourage the sale of communally
inalienable ejido land® In addition, the introduction of the North American Free Trade Agreement into Mexico has
loosened the power ejidos once had to preserve land for the rural commumitking it easier for U.S. corporations to
cease Mexican community land, utilized mainly for subsistence, in the interest of seeking profit on the globalhidriset.
has had devastating effects on the ejido farmer, causing them to drift further fronsg#i€iency and closer to poverty as
they increase dependence upon the market for basic food and housing necessities while being stripped of their only source

of income.

2 swann, R. 1972. The Community Land Trust: A guide for a new model efrarelin America.
% Cornelius and Myhre, 1998.

2 bid, 1998.
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Traditionally, in Tanzania, Africa, tribal communities allocated land
to individualsbased on the right to cultivate it for sustenance. This practice is

known asUjamaa Vijijini2 NJ & T I YA & K 2 tnihe fage 1a60sf £ | 905 &2 NI 0 KSy |

R § . i . .. soorganized thatit.
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cares about its

and not based on the agreement that lamdll be allocated based on use. In individuals, then,
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concept ofUjamaavijiiniA y 2NRSNJ G2 Foz2tArak 0kS oWOKsngindividual | 5 5 Ny
_ , o within that society

that stems from classic ownershipHe underscoresd C2 NJ ¢ Ki&yis | a2 O
should worry abou

what will happen to
work, no individual within that society should worry about what will happen them tomorrow if he

G2 GKSY G2Y2NNRs AF KS RoBa Uanhd quoﬂﬁzvnoé Roard wealth | & o¢
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so organized that it cares about its individuals, then, provided he is willing to

movement led by Presidentlyerere led this region to become one of the
most radical postcolonial nation states in all of Africa in its mission to rid itself

of neoliberal colonialism®

It was howeverthe IndianGramdanmovement of the 1960s which is attributed for popularizthg community
land trust model most widely used in the present day U.S. The histanckdrpinningsof the Gramdanmovement stem
FNRY al KIGYlF Y® DIFEYRKAQ&a 321t 27F FNBSAY 3swarg]@lyrselfFeNaaty . NA
political and economic independenc®)in keeping with this goal, Gandhi advocated for the advancement of the landless

dzy G 2 dzOKIF 6t S OFadtdsS sAGKAY LYRAIFIQ& KASNI NOKAOIt &a20AFf &aea

% swann, R. 1972. The Community Land Trust: a guide for a new model of land tenure in America
2 Nyerere, Julius K. Communitarian Socialism
= Heath, Elizabeth, 2007. Africana: Oxford for Affidmerican Studies.

28 |bid, 2007.
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I ¥4 SNJ D latif iR KOASQaigroRpSf spiritual heirs continued his mission of creatBareodaygThe Welfare
of All) Society! They created an organization called Sarva Seva Sang (Association for the Welfare of All), led by Vinoba

Bhave and spearheaded a serieo2 Yy FSNBEy O0Sa (G2 1SSL) DIYRKAQA YAaarzy I OGAC[L

One of these conferences was held in the village of Andrha Pradesh, where a violent struggle was taking place
between landless peasants and feudal landlords. The peasants approached Bhave to help thenaotaiHd then
asked the landed villagers if anyone would offer up a parcel of land so that their fellow villagers would cease from starving
hyS Yiy OFYS F2NBIFINR FyR 31 3S wmnn | ONBa 2F fFyRX gKAOK
However, he wanted the peasants to receive more than an act of charity from others, he wanted them to also receive an
equal political and socieconomic standing amongst the landed villagers. In doing so, the Bhoodan would not merely be a
gift of property, butalso a grant to the peasants of property rights and the social respect that came with this. This

revolutionary movement is what is known as the first wave of Granfélan.

' Rigby, 1985
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Figure5: Vinoba Bhave is pictured aboven a Padayatravith community members. Year and location unknowfReprinted with permission from the
International Institute of Social History, AmsterdarNetherlands
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