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Shared-Equity Homeownership

Section 1: What is Shared-Equity Homeownership?

Committed to expanding homeownership opportunibes constrained by the high price
of making homeownership a reality for low- and mmadie-income households, many
communities have instituted shared-equity provisiaocompanying their initiatives to
help households achieve homeownership. Instituyesl\mariety of means, shared-equity
homeownership ensures that homes made affordalde/t@nd moderate-income
households by public and private subsidies or ditke inclusionary housing remain
affordable long-term by restricting future appréicia.

Section 2: The Need for Shared-Equity Homeownerspi
Homeownership Out of Reach

The early years of this decade brought an impressiand alarming — increase in home
prices in Delaware. The state’s popularity as anesetirement, and in-migration
destination from neighboring states led to a pald@icboom in the high-income market.
Comparatively few new homes have been developeddadle to what are termed
Delaware’s “workforce households” — households witomes below 120% of the
median. By this definition, roughly 60% of Delawarbouseholds are workforce
households (2005 American Community Survey).

Homeownership opportunities for these householdsearce and expensive. Of 5,253
vacant for-sale units in the State in 2005, ovédfrhred a price set at over $200,000 and
are beyond the affordability range of householdkintaup to 120% of median income.
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The Growing Affordability Gap

Communities investing in affordable homeownershither through new development or
rehabilitation of existing units, know that makingmeownership affordable to
households with low incomes, while beneficial aedarding, is a challenging and
expensive task. In many areas of Delaware, theidybsquired to make a home
affordable to a household with income below 80%neflian is $50,000 or more.
Bringing homeownership within reach of low-incommukeholds — which is also often
supporting broader neighborhood revitalization emshmunity development goals -
requires significant investment of public and ptéevfunds. In communities where home
prices are appreciating rapidly, these investmenist be made again and again as homes
initially made affordable are sold at market prit@she next family. New subsidy is now
required; the home is no longer affordable to alowmoderate-income family.
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Some communities and funders have instituted sylisichpture provisions. In these
cases, when the homeowner sold their house at tanike (Figure 1, $225,000), they
would be required to pay back the initial $25,000s8dy they received from the funder.
The funder (city, state, county or otherwise) dantreinvest that $25,000 to help
another family purchase a home.

As seen in Figure 2, the problem arises that $2Z6i®@0 longer enough to make the
home affordable to a low-income household. Nowatierdability gap is $50,000, and
additional subsidy is needed again. Over time cassing prices increase faster than



incomes; more and more subsidies must still bestageto continue making the home
affordable to a low-income household. Either ewerater funds are required, or the
community can assist fewer and fewer families.
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Preserving Investments in Homeownership: Shared Eqty

Beyond subsidy loss and subsidy recapture, thexeather option. Through shared-
equity homeownership, subsidies carréained. By attaching contractual controls to the
future price of a home, the initial subsidy thatvimto making the home affordable
essentially remains with the home (Figure 3). Tomé is sold at an affordable price to
the next low- or moderate-income buyer. Traditianaldels of homeownership
assistance — simply providing a subsidy to helperakome affordable that the buyer is
not obligated to repay even a portion of upon eesahay be thought of as subsidizing
thebuyer; shared-equity homeownership, especially if ityites for perpetual

affordability, is subsidizing thieome.

In response to the increasing costs of providingémwynership assistance, many cities,
counties and states have implemented shared-gupoiysions in their homeownership
programs. As Jacobus and Lubell (2007) note,




Cities, counties and states are accustomed to cionemis of
affordability for up to fifty years or longer whehey invest in
affordable rental homes. Many programs designexssest first-time
homebuyers, however, have no provisions preveiltiegssisted
family from selling the unit and realizing a wintftne day after the
home is purchased. What naturally happens is théteaamount of
per-household subsidy rises, programs become nooieemed
about preserving the value of public subsidiestana from grants
to loans and then to shared equity approachesasushared
appreciation loans or resale price restrictionsgihesl to preserve
the buying power of the public investment. (p. 3)
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There is a delicate balance to be found betweelttiweailding for individuals and
families and preserving long-term affordability.r€fally crafted shared-equity
homeownership provisions will accomplish both goBkEmilies build assets by paying
down their mortgage and by sharing the benefith@f home’s appreciation with the
jurisdiction providing the subsidy, which ensureattthe home is again sold to another
low- to moderate-income household.

Shared-equity homes are typically initially mad@afable by either 1) direct public
subsidy, often supplemented with private fundingvel}; or 2) inclusionary housing



programs that mandate or provide incentives forctkation of affordable and
moderately-priced homes in new developments.

Section 3: Benefits of Shared-Equity Homeownership

Benefits of shared-equity homeownership initiatigasompass all of the benefits of any
homeownership initiative. Some benefits specifishared-equity homeownership
programs include:

* Preservation of subsidies, ensuring that the contyigtruly building a stock
of affordable homes with scarce public and privatlesidy dollars.

* Expanding homeownership opportunities to familié®ware otherwise priced
out of the market and for whom homeownership inirtt@nmunity is otherwise
impossible, adding a “rung” on the ladder of hoggenure between rental and
traditional market-rate homeownership.

Shared-equity homeownership programs do more thsdrpjace households in homes;
they create support systems which can mitigateishe of homeownership and be a
lasting source of support, contact, and assistiordée owner.

Section 4: Components of Shared-Equity Homeownergh

Models for Shared-Equity Homeownership

Deed-restricted homes -Peed restrictions, also called covenants, are & common
method of enacting long-term affordability controls shared-equity homes. Depending
on state laws, these deed restrictions may be fuetpar for a set number of years.
National experts have suggested that for deedatestrhomes to be considered shared-
equity homeownership, affordability controls sholast at least 30 years.

Deed restrictions can be applied to most any tyge®me, including townhomes, single
family homes, duplexes and condominiums. The cibynty, town or entity sponsoring
the program identifies what restrictions will beluded. There are a few core features
typically included in all deed restrictions:

1. Obligation that the homeowner use the propastitheir primary residence;

2. Requirement that the home be resold to anbétidgiuyer for a specified, formula
determined price; and

3. Preemptive option for some specified partyiftgiby the program sponsor: the
town, city or county sponsoring the program) tourepase the home at the
formula-determined price.

There are many areas for variation within theseenbre features that jurisdictions can
decide based on their market, goals, and circurostan



The specific legal documents involved in restrigtaffordability via deed restrictions can
vary. The core document is typically a covenardagreement, recorded with the
homeowner’s deed, which details the resale, ocarypand other restrictions on the
property, including the sponsor’s right to repusshalrhese are also accompanied by
various disclosures. Developing the legal aspeshafed-equity homeownership
programs is an extremely important step and cae haserious impact on the program’s
future success in enforcing its requirements.

As many programs have found, it is a mistake torassthat deed restrictions alone will
be self-enforcing. Many assume that deed restnstiappended to the homeowner’s
deed, will be noticed if and when the owner triesell at market price (thus breaking the
restrictions imposed on the property). Theoretycdhis should be caught by title
research and the buyer’s lender and lawyer wowdkdhe sale. This is, however,
unfortunately not always the case. Examples of lmugead sellers finding ways to evade
the deed restrictions abound, and in some casgathesimply missed.

For additional protection, most programs supplentteatrecorded covenant or agreement
with a soft second or performance mortgage — agag# that, as long as the owner
adheres to the resale, occupancy and other restiscdoes not need to be paid. A new
mortgage is then issued to the new buyer every tiradome is resold. Many programs
make the mortgage amount the difference betweemérket price of the home and the
affordable price paid by the buyer.

Further, while adding a mortgage to the consteltatf legal documents protecting the
affordability of the property offers greater assiomthat resale restrictions will be
maintained, the restrictions on the use of the @ryp- particularly owner-occupancy —
are likely to be ignored when enforcement relieirelly on an outside party intervening
at the moment of sale, as Davis (2006) notes. Tograms most successful at enforcing
long-term affordability and other restrictions hasgme administrative capacity. This can
be either within the existing department of a spoing city, town or county, or many
jurisdictions contract with local nonprofit orgaations for administration: to manage
sales and resales, maintain contact with homeowaedsenforce affordability and use
restrictions.

Community Land Trusts — The Community Land Trust (CLT) model is a unique
structure for preserving affordability. The CLThanprofit organization, retains
ownership of land once affordable homes have beegaldped, and sells the homes — the
structures — to homebuyers at an affordable p8oésidies are used to help offset the
cost of the land and make the home affordable.dlbE and homeowner enter into a 99-
year ground lease. Through a resale formula inclui¢he ground lease, the future
resale price of the home is restricted. As the ggddease is very long term, perpetually
renewable and applies to all future owners of thheé as well, CLTs aim to keep homes
affordable in perpetuity. More detail about the Qinddel and CLT activity in Delaware
is included in thel'ool: Community Land Trust$LINK)




Components of Shared-Equity Homeownership

Nearly all forms of shared equity homeownershigude some basic features, listed
below with brief discussion. An excellent resoui@emore extensive discussion of these
features is included ighared Equity Homeowner ship: the Changing Landscape of
Resale-Restricted, Owner-Occupied Housing (Davis, 2006), from which this list was
excerpted.

Duration: The most important feature of shared-gguomeownership is its
preservation of affordability. A central first quies must be how long
this will last? Deed restrictions can be for anmygh of time, generally up
to 30 years or sometimes perpetual. The commuanity trust model is
built on permanent affordability.

Decontrol: Whether due to the end of the controigoeor homeowner default,
controls over the use and resale of shared-equaityels can end.
Documents should describe how and in what circumestathis can occur
and, most importantly, strategies for avoiding loEsontrols.

Eligibility:  All programs generally have some restions on eligibility. As the future
resale prices of shared-equity homes are restrietagbility criteria are
generally applied not only to initial buyers, batstubsequent buyers as
well. Income is the most obvious criteria, but conmities identify their
own factors, often including things like currenliljing in or working in
the community.

Disclosure:  Ensuring that homebuyers fully underdténe unique nature of the
homeownership situation they are entering is @iitio the legal and
political foundation of the model. Beyond orientaitj education and
plain-language descriptions of legal documents,trpasgrams also
require that prospective buyers meet with an inddpet attorney before
closing to review all legal documents.

Occupancy: Almost all programs require that homesnamccupy the home as their
primary residence. Absentee ownership is not ortaefoals of most
homeownership programs, and subletting is typica&gulated to various
extents.

Legacy: Programs must also decide what will hagpdromes upon the death of
the homeowner. Will owners be able to leave thedtmwhoever they
wish? Will eligibility requirements be applied teirs? Many programs
allow a spouse, child, or member of the homeowrtesissehold who had



occupied the home for at least a year prior tchitreeowner’s death to
inherit and occupy a shared-equity home withouttmgesligibility
criteria.

Maintenance: Controls on resale and occupancglaoeoften accompanied by
provisions to ensure proper maintenance. This gdgdakes the
form of requiring that the owner comply with mumpial codes and
enforcement and/or requiring maintenance sufficiemhaintain
insurance, although this can include further restms.

Improvements: As capital improvements can havejmneffect on future
affordability, improvements are another area comitresimust
consider. Will major improvements require approvaitier what
circumstances? And how will homeowners be compeddat
improvements at resale?

Financing: The contractual controls on occupankgibglity and resale
involved in shared-equity homeownership typicadguire
advance coordination with lenders. Programs musube that
their documents are developed in such a way thagrewill still
be able to access the mortgage financing they rg&mde
programs also impose restrictions requiring apdrofzenortgages
and liens to ensure that homeowners are not drai@rpredatory
loans or overextend the equity in their home.

Resale Formula: To preserve the affordabilitylared-equity homes, a resale
formula is used to establish the maximum — butguairanteed —
future resale price of the home. There are manywagtructure
resale formulas, but most rely on 1) professioeal estate
appraisals of the home, and award the homeownercamtage of
appreciation; 2) changes in indexes like the ComguPnice Index;
or 3) changes in the local median family incomesetdy a
national data source like the U.S. Census Bureau.&.
Department of Housing and Urban Development.

Resale Process As future purchasers of the home will be requietheet program
eligibility criteria, provisions must be made farvi the future
resale of the home will be handled. Key questiockide: 1) How
will eligible buyers be identified?; 2) How will ¢hproperty be
passed from seller to buyer?; and 3) What willgregram
sponsor’s role be in managing the resale process?

Enforcement: Enforcement of the long-term affortigband other restrictions is
a critical part of program development. Key question this area
include: 1) What contractual means will be useunipose and



enforce controls? (deed restriction, performancetgage, CLT
model); 2) What organizational entity will be regpible for
monitoring and enforcing compliance with the affabdity and
other controls?; and 3) How will the financial co$this
administration be covered, ensuring that admirtistnawill
continue for the length of the control period?

Section 5: Community Concerns

A home purchase is primarily an investment. Shareaquity homeownership
programs will have difficulty attracting buyers, since buyers will not be able to
realize the full appreciation of their investment.

Response:
Thousands of homeowners own Homeowners in shared-equity models do build
shared-equity homes across the equity. In most shared equity models, they receive
country. Another reason that people a return keyed to the consumer price index or the

h h , itv. Wh increase in household incomes. While this is far
purchase nomes Is security. €N YQ  less than some homeowners may gain in rapidly
own your own home the monthly

appreciating markets, it is a fallacy to assume that
payments do not change on an annu4  rapid house price appreciation is either normal or
basis at an unknown rate, and you inevitable. It has only been in the past decade that
control the tenure of your stay. In people have started to assume that appreciation
Delaware, there are many families wl  well above increases in consumer prices in general
want to own a home, but because thg could be counted on, an assumption wildly at odds
are a single wage earner household, | With longer-term historic trends.

because of the work that they do they - Alan Mallach, Re§earch pirector, National
have an income less than what is Housing Institute

normal for the area, they are unable t

buy a home. These families generall
rent or live with family. Currently, options arexlited for these families - shared-equity
homeownership offers them a way to realize ther#goof home ownership and gain
some equity.

The comparison to other affordable housing iniediis an important one, however.
Cities, counties or states considering implemengimgyred-equity homeownership
programs should be uniform in their policies andding — if a public goal is to preserve
subsidies by investing in perpetually affordablenles, continuing to invest subsidies in
homes that will not remain perpetually affordald@é create a confusing and difficult
situation.

It seems unfair to deny people with low-and-modera incomes the full rights and
privileges of homeownership (referring mostly to tke ability to get the full value of
the home’s appreciation).

Response:



Shared-equity homeownership is not intended to demylies the full benefit of
homeownership — almost everyone will agree thaiticmal homeownership is the best
option. But the key is — it's the best optifan folks who can afford it, and are ready for

it. The reality is that countless households camdrdfit, and shared-equity
homeownership programs allow those households terap from renting into
homeownership — where they can take advantagesaohtirtgage interest deduction,
have control over their housing, and build equityg assets. It is important to remember
that shared-equity homeownership restrictions alralwgys accompany significant
investment of public and private subsidies — somesi over $50,000 or even close to
$100,000 per home in some areas.

Shared-equity homeownership doesn’t replace tawitihomeownership for all families
— it adds another rung in the ladder of housingomgt For many households, shared-
equity homeownership is a step-up to traditionahbownership, as they build equity in
their home, building assets (and excellent creththetter position them to purchase a
fee-simple home.

It's interfering with the market.

Response:

The market is always open to new products thatingllease the number of homeowners.
Shared-equity homeownership provides another hgustion which should improve

the operation of “the Market” by providing a prodémr families who want to buy

homes, are qualified to buy homes, have steadyematelincomes, and cannot afford
decent homes with the current products offerechiyntarket.

Section 6: Examples of Shared-Equity Homeownership

Shared-Equity Homeownership in Delaware

As noted above, shared-equity homeownership canrtelny forms. Various nonprofit
developers and funding sources apply principleshafed-equity homeownership to
homes they develop or fund. Typically these restms are placed by funders on homes
developed by nonprofit developers via a deed w&in and/or a mortgage. In Delaware,
a variety of structures are used, although subdgpture is most popular — requiring a
homeowner selling the home within the control petio repay all or a portion of the
initial subsidy back to the subsidy provider. Sames, this requirement is waived if the
home is sold to another low-income homebuyer.

However, the control period — the length of timewdich the home must stay affordable
and be sold to another low-income buyer — is typichort, generally from 5-10 years.
Also, as most require only subsidy recapture, ffer@ability of the home is often lost,
even though the subsidy itself may be recaptured.

Community Land Trusts



Delaware is home to two CLTs. The West Rehoboth dadated in Sussex County, is a
neighborhood-based CLT working on revitalizing West Rehoboth neighborhood via
affordable homeownership. The Diamond State CLStatewide CLT is working with
partners in all three counties to create and pvesafifordable homes. More detail about
both organizations is included in theol: Community Land Trusts
(www.destatehousing.com)

Sussex County MPHU Program

The Sussex County Moderately-Priced Housing UnPNU) program takes a unique
approach, imposing a recurring 20-year affordabdantrol period on homes created
through its program. The MPHU program is a volupfamogram offering incentives to
developers to include moderately-priced homes w developments. Over 400 homes
are currently in development through the prograrmdtgage and deed restriction will
be used to encumber the homes. If the home isvatich the first twenty years of
ownership, the home must be sold to another mael@nabme buyer at a formula price
set annually by the County and a new 20-year cbp&aod begins with the new buyer.
If the home is sold after the first twenty yearowinership, the affordability and other
controls are dropped.

Shared-Equity Homeownership Program Successes Natially
Boulder, Colorado - HomeWorks

Boulder, Colorado implemented strong controls awgh to protect rural land uses and
sensitive environmental areas in its county ingady 1970s. Concerns about the
possible impact of these controls on the avaitghéind affordability of housing led the
city to include a housing component requiring satles of units affordable to moderate-
and low-income households in all new residentialettspment on land annexed to the
city. This program initially had short resale redtons of ten years for homes affordable
to moderate-income households and five years fordsoaffordable to low-income
households. In 2000, this program was supplemeniiackhe adoption of an inclusionary
zoning ordinance requiring 20% of the units, wheti@meownership or rental, in any
newly constructed development to be initially ardnpanently affordable to households
with incomes below 80% of the area median income.

Every home in the HomeWorks program is encumbei#ddav‘Permanently Affordable
Housing Covenant” requiring owner-occupancy anttictsg the future resale price of
the home. The city also files a deed of trustportgage, on the home to support this
restriction. The covenant gives the City the fogtion to purchase every HomeWorks
home for a formula-determined price or to assigit tlyht to someone else. If this option
is not exercised, the homeowner still must sellptmperty for the formula-determined
price to another low-income buyer. The resale psaetermined by adding 1) closing
costs and costs of sale; 2) an inflationary faafuplied to the original purchase price; and
3) credit for any approved capital improvementthprice initially paid by the
homeowner. As of December 2005, the City of Bouldas overseeing approximately



470 permanently affordable, owner-occupied homesaaliing about 50 new homes
each year.

Springfield, MA —Homes for Good, MA Nonprofit Housing Association

The Homes for Good program is a statewide initeat¥ nine regional organizations,
which make up the Massachusetts Nonprofit Housisgp&iation. The Association’s
members monitor and enforce the deed restrictionsver 3,000 owner-occupied homes
through a contract with the Massachusetts Depattofddousing and Community
Development (DHCD). The homes were developed artkragéordable through several
programs and a combination of grants, low-intelaets, case-by-case developers’
concessions, and statewide comprehensive permétidgnclusionary housing
requirements.

A 99-year affordability covenant encumbers the herde in Boulder, DHCD holds the
right to purchase the home at resale for a forndel@rmined price. The covenants also
require that the owner use the home as their pyimeidence and that the home be sold
to another low-income buyer. Originally, the regaliee was based on a “discount rate”
established at the time of initial sale as theorafithe property’s purchase price over the
property’s appraised value. As this was failingraintain affordability in some of the
state’s hottest real estate markets, a new formatainstituted, indexed to changes in
area median income. The Association has a multi-geatract with DHCD for its
services and also receives a fee for each resle{4he resale price, paid by DHCD).

Many more homes with shared-equity restrictionsehasen and continue to be
developed in Massachusetts. These restrictioneesethomes are, however, monitored
and enforced by a myriad of administrative bodiesuding the state’s housing finance
agency, local governments and nonprofit agencies.performance of the Homes for
Good program may lead to further centralizatiothee monitoring and enforcement
tasks in the state.

Vermont - Vermont Housing and Conservation Board (VHCB), HOMELAND Program

The Vermont Housing and Conservation Board, estaéd in 1987, manages and
distributes the state’s Housing Trust Fund. Theshrguand conservation board consists
of four officials from the state departments of simg, development, agriculture and
natural resources and five public members, appaibyethe governor, who are
"experienced in creating affordable housing or eoviag and protecting Vermont's
agricultural land, historic properties, importaatural areas or recreational lands.” In a
unique but highly successful combination, the VHI@Bds both affordable housing and
environmental conversation efforts.

In addition to its dual focus on affordable housamgl environmental conservation,
VHCB also took a leadership position in the arealafred-equity housing. From its
creation, the Vermont Housing Trust Fund and VHE&uired that all housing funded



remain affordable to lower-income households impptiity. In the case of for-sale
homes, this has taken the form of shared-equisgleerestricted homeownership. Homes
receiving VHCB funds must remain affordable pernmdlye and this is implemented
through either the CLT model, or deed restrictiditee majority of funds for shared-
equity homeownership are through VHCB’'s HOMELAND»gram, which provides
purchase subsidies and assistance with downpayandrttlosing costs to make
homeownership more affordable. Applicants for HOMEID funds are pre-qualified to
purchase a home within a given price range basebednincome. Depending on income
level, need, and other factors, homeowners maywegeants (generally 20% of the
purchase price, up to $40,000) towards the purchase of a home. In addition to the
HOMELAND grant, buyers obtain mortgage loan finaxgcand contribute their own
cash resources (at least $1,000) toward the pughéase of the home.

Homeland grant funds are administered by nonprtditubsidize the cost of single-
family homes, increasing affordability and guaraing perpetual affordability upon
resale. Appreciation is limited by an agreemeniveen the nonprofit and the
homeowner. In return, the purchase price of thedhmmeduced by the amount of the
grant.

Section 7: Implementing Shared-Equity Homeownership

Shared-equity homeownership is often a featureaanamunity’s other homeownership
programs. Shared-equity models offer the strucacemethod to preserve affordable
homes — other means are required to create affierth@nes in the first place. If your
community already has affordable homeownershiisiess, a shared-equity component
could likely be added without significant challesg®r, alternately, if your community

in considering developing affordable homeownerginggrams, that is the perfect time to
make sure that the homes to be created stay alffierdg including shared-equity
provisions.

Your community may wish to begin with an analydig®goals as related to
homeownership and evaluate whether shared-equitygions might be a useful tool.
Examples of goals with which shared-equity homeaskmp can be particularly useful
include:

» Developing a stock of affordable homes

* Maximizing investment of public subsidies

* Neighborhood revitalization but avoiding displacemand gentrification

* Increasing homeownership rates and owner-occupancy

* Ensuring that homeowners have long-term supportlatcthe program sponsor
has a means of formal, long-term contact with thea&owner

DSHA'’s Planning and Community Development Secti@ff £an provide some
assistance with research, identifying and evalgattions, education, and connecting
your community with other resources for assistaBegond what is included in this
Tool, you may also find some of the websites amuepmreferenced in Section 8 helpful



for additional information as well as tAéfordable Housing Resource Center
(www.destatehousing.com

Section 8: References
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Websites and Resources

Shared Equity, Powerful Results: Helping One Generation of Homeowners After
Another. A multi-media suite of resources on shared-eduityeownership, including a
tutorial, an overview of strategies and approacaed,an interactive spreadsheet.
(http://www.nhc.org/housing/sharedequity

Shared Equity Homeownership: the Changing Landscape of Resale-Restricted, Owner-
Occupied Housing. National Housing Institute. The report examiresrationale for
shared equity homeownership (Chapter One), therlisind prevalence of the models
that make up this sector (Chapter Two), the desfghe use and resale controls that lie
at the heart of these models (Chapter Three),tte and municipal policies that either
support or impede the expansion of this sector p€&hdour), and the performance of
this sector in delivering — and balancing — a \graé benefits accruing to individual
homeowners and the larger community (Chapter FResented here as well are profiles
of nine local organizations that have made shagetyehomeownership a reality in their



own communities, including three CLTs: the Sawi@ilT (Albuquerque, NM), Time of
Jubilee (Syracuse, NY); and the Burlington CLT (Bwgton, VT). Available online at
http://www.nhi.org/policy/SharedEquity.html

Ensuring Continued Affordability in Homeownership Programs. Institute for Local
Government, 2006. This report gives a summary gbmegal issues and documents
encountered in the shared-equity homeownershiprgnogWhile the focus is on and
many examples come from California, the main paanésapplicable nationwide.

Available online at:
http://www.cacities.org/resource_files/24714.Ensg?20Continued%20Affordability.pdf




