City of Charleston 

Homeownership Initiative Overview

Introduction

The Homeownership Initiative, as currently designed, will provide a combination of 152 newly constructed and rehabilitated housing for sale to low- and moderate-income families in five neighborhoods of the City.  This effort is designed to achieve three primary goals: (1) to provide affordable homeownership opportunities to low, moderate and middle income families, and (2) to increase homeownership and stimulate revitalization in the targeted areas; and (3) increase the capacity of nonprofit community development organizations to develop and market for-sale housing.  In addition, the Initiative aims to preserve the affordability of housing and character of these diverse neighborhoods on Charleston's peninsula that are blighted but under increasing pressure of gentrification.

Redevelopment Plan Overview

To address the blighted conditions that exist and to facilitate the purchase of homes by low- and moderate-income families in the targeted neighborhoods, the City plans to undertake the Homeownership Initiative.  The plan is to acquire properties through direct purchase and eminent domain pursuant to the Uniform Relocation Assistance and Real Property Acquisition Policies Act of 1970 (URA).  The properties will be transferred to nonprofit housing development organizations that will develop and sell the units to eligible low- and moderate-income homebuyers.  Financing for acquisition, development and purchase by homebuyers will be provided by a variety of local, state, federal and private sources.

Targeted Area

The Homeownership Initiative will be carried out in five peninsular neighborhoods: Cannonborough; Elliottborough; the West Side; H, F and I Streets; and the East Side.  All five neighborhoods are also part of the City’s HUD-designated Enterprise Community and Neighborhood Revitalization Strategy Area.  

· Area Description

The five targeted areas are located in the middle portion of Charleston’s peninsula.  The general boundaries of the Homeownership Initiative area are Bee, Morris and Mary Streets to the south;  Congress Street (west of Meeting Street) and the Crosstown Expressway (east of Meeting Street) to the north; Hagood Avenue to the west; and East Bay Street, Jackson Street and Meeting Street to the east. 

· Area Demographics

Basic data from the 1990 Census provides a picture of the Homeownership Initiative area.  According to the Census, the 1990 population of the area is 15,905.  The target area is comprised of 3,292 families.  In the target area, 45% of residents live in poverty and 52% of female-headed households live in poverty.  The median income in the area is $11,769, compared to $14,572 for the peninsula as a whole.

· The Challenge

The Homeownership Initiative target area presents unique problems and opportunities in term of housing redevelopment – a high percentage of vacant, dilapidated units combined with a very low homeownership rate and rapidly increasing housing costs.  The Homeownership Initiative area includes the highest percentage of vacant, dilapidated structures in the City.  Approximately 18% or 1,323 of the houses in the Homeownership Initiative target area are vacant compared to 4.4% throughout the City.  Secondly, homeownership rates in the target area are very low.  Only 29% of households own their homes, compared to 48% for the City of Charleston, 58% for Charleston County and 70% statewide.  Thirdly and most interestingly, the 1990 Census showed that the median value of a home on the peninsula was $119,560, a price that is almost double that of the state median of $61,100.  MLS data for February 2000 shows an average sales price of a home on the peninsula at $481,793, well above the means of low- to moderate-income families.  In addition, the 1999 fair market rent for a three-bedroom unit was $710, comparable to the mortgage for a similarly sized single family home.

Development

The Homeownership Initiative will entail five basic development types that will result in affordable homeownership opportunities in the targeted areas.  The chart below lists the five development types and the number of units currently proposed to be developed under each development type.  (Note that the current number is less than 200 given market conditions; however, the total may go up or down as these market conditions change.) 

Table 2: Number of Units by Development Type

	Development Type
	Estimated No. of Units 

To be Developed

	New construction on vacant lots
	 30

	Demolition and new construction
	 27

	City-developed new construction
	 23

	Moderate rehabilitation
	 26

	Substantial rehabilitation
	 46

	Total Units
	152


Participant Eligibility

The Homeownership Initiative will be targeted to first-time homebuyers.  First-time homebuyer means a household that has not owned a home during the three-year period immediately prior to purchase of a home under the Initiative.  However, there will be exceptions to the first-time homebuyer requirement for certain households who may have owned a home within the three-year period immediately prior to purchase.  These exceptions include:

· A displaced homemaker, which is defined as an adult individual who has not worked full-time in the labor force for a number of years but has, during such years, worked primarily without renumeration to care for the home and family, and is unemployed or underemployed and is experiencing difficulty in obtaining or upgrading employment;

· A single individual or parent, which is defined as an individual who is unmarried or divorced from a spouse; and

· An owner of a home that does not meet local codes and standards and cannot be brought into compliance with codes for less than the cost of new construction.

Neighborhood Resident Priority Status

Current and former residents of the five identified neighborhoods will be given first priority to purchase homes rehabilitated or constructed under the Initiative.  This will be implemented on a first-come, first-serve basis by assigning priority ranking to applicants in the following order: 1) current residents of the target areas who meet the first-time homebuyer requirements; 2) former residents of the target areas (proof of residency will be required); and 3) those who wish to live in the target areas.  Where two or more applicants are equally qualified according to the program criteria and applied at the same time, the selection of the buyer will be made by lottery.
Income Level

Households with an annual income between 50 and 120% of the area median income (as determined by HUD) will be eligible to purchase homes under the Initiative.   The Charleston area median family income for the year 2002 is $49,200 for a family of four.  The Section 8 definition of annual (gross) income will be used to determine eligibility. 

Funding/Financing Sources

The total cost of the Homeownership Initiative is currently estimated at $22.5 million.  The total development cost for individual homes developed under the Initiative will range from a low of approximately $114,000 for the City-developed new construction units to $182,000 for substantially rehabilitated units. 

Interim Financing (for Acquisition and Construction)

As stated previously, the Homeownership Initiative involves the development of 150 units).  Some of the properties are vacant, while others will contain structures in varying states of disrepair.  Some of the existing structures will be demolished.  The average acquisition cost of all types of property is estimated at approximately $21,000.  

Property will be acquired and structures built or rehabilitated using three sources of funds – private loan funds, public loan funds and public subsidy funds.    The first source of financing for the Initiative is private financing.  It is estimated that approximately $4,000,000 in interim financing will be provided from conventional lenders for acquisition and construction.   Loans will be made directly to nonprofits based on the merits of each loan package.

The second source of financing is public loan funds.  These funds come from a public source, the Charleston Housing Trust, and must be repaid at permanent loan closing (sale to end buyer).

Public subsidy funds may stay in the project as a form of subsidy at permanent loan closing.  The actual amount per house will be determined based on the sales prices and the amount of the first mortgage that the eligible family is able to obtain from an appropriate first mortgage lender.  The proposed public subsidy funds include the following sources: South Carolina Housing Trust Fund; City of Charleston Parcel A Funds; and Community Development Block Grant (CDBG) Section 108 loan funds.  

Table 5: Planned Interim Financing Sources

	Interim Financing Source
	Income Limits

(if applicable)
	Terms
	Lending Entity
	Availability

	Private Financing
	None
	TBD
	Private Lenders
	Currently available 

	Public Loan Funds

	Charleston Housing Trust
	None
	0% construction loan repaid at permanent loan closing
	City
	Currently available

	Subsidy Funds (a portion of these funds will remain in the property at permanent loan closing)

	SC Housing Trust Fund 
	80% MFI ($35,680)
	20-year deferred loan; forgiven if the unit remains the principal residence of buyer
	SCSHFDA
	Requires an application on a house-by-house basis.  Considered on a monthly basis.

	City “Parcel A” Funds
	None
	Due on resale plus share of appreciation if sold within 20 years. Forgiven after 20 years.
	City
	Currently available

	Section 108 (CDBG)
	80% MFI  ($35,680) for at least 51% of units assisted in the area during the CDBG Program year
	None
	City
	Currently available


Permanent Financing (Sale to the Homebuyer)

Homebuyers participating in the Initiative will be required to obtain a first mortgage up to the maximum level affordable (as defined by the mortgage lender’s debt-to-income ratio).  First mortgages will be provided through conventional lenders using their mortgage products as well as the South Carolina State Housing Finance and Development Authority’s (SCSHFDA) Community Homeownership Opportunities Program (CHOP) and Mortgage Revenue Bond (MRB) Program.  Some borrowers will also obtain first mortgages through the Charleston Bank Consortium. The table below summarizes the terms of the various loan products expected to be used by homebuyers under the Initiative.  

Table 6: Planned Permanent Financing Sources

	Source
	Terms

	
	Current Interest Rate
	Max Sales Price
	Income Limit (Family of 4)
	Minimum Downpayment

	SCSHFDA CHOP
	4% or 5.5% depending upon income
	$90,000 
	80% of the state median income, or $38,100
	$500

	SCSHFDA Mortgage Revenue Bond
	6.15%
	$90,000
	100% MFI, or $44,600
	$500

	Bank Consortium
	½% below market rate
	$150,000
	100% MFI, or $44,600
	$0 up to 2% of sales price, depending upon income and credit history

	Conventional (various lenders)
	½% below market to market rate
	Determined by lender
	None
	Typically 2-3% but may be less under special programs


Downpayment Assistance

Some homebuyers participating under the Initiative will require assistance with downpayment and closing costs.  Purchasers that qualify for SCSHFDA mortgages may be eligible for a deferred second mortgage to assist with the downpayment.  The maximum amount is $2,000 under the CHOP and $3,000 under the MRB Program.  The downpayment loans carry a 4% interest rate and has a term of 10 years with payments due beginning in the fourth year of ownership.  This results in a payment of about $30.00 per month, requiring a $1,200 to 1,300 increase in annual income to maintain the same level of affordability of the first and second mortgage payment.  The Charleston Bank Consortium also provides downpayment assistance along with its loans. The assistance provided is equal to the difference between the minimum downpayment ($500 for those below 50% MFI, and two percent for those above 50% MFI) and the lender-required downpayment.  This assistance is provided as a deferred, forgivable loan.

Permanent Subsidy Funding

Given the total development costs and the income levels targeted for this program, a subsidy will be necessary in most cases to fill the gap between what a household can afford in terms of a first mortgage and what the house actually costs.  This gap will be filled with what is referred to as subsidy funds.   The subsidy sources are: State Housing Trust Fund (up to $20,000 for each family under 80% of median), Section 108 (CDBG) funds; and City “Parcel A” funds (each described previously).  The actual subsidy source for each buyer may be one of the three or a combination of several sources, depending upon how much is needed and the program requirements associated with each source. 

Based on an initial analysis of the development costs and projected income of participants in the Initiative, subsidies will range from $13,200 to $49,500.  The average subsidy amount will be $25,000.  The actual amount will be determined prior to closing and will fully depend on the difference between the total development cost of the unit and the amount the borrower is able to obtain from an appropriate first mortgage lender plus downpayment. 

Long Term affordability requirements

The City’s primary goal is to maintain affordability of the homes developed under the Initiative over the long term.  To ensure that this occurs, certain restrictions will be placed on the properties assisted through the Initiative.  

Implementation Roles

The Homeownership Initiative will be a collaborative effort involving a number of different entities from the public and private sector.  Some entities will provide funding or financing while others will be involved in the development of housing or the provision of services that support the project.

· City of Charleston

The City will serve as the overall project sponsor.  The Charleston Homeownership Center has been selected to administer the Charleston Homeownership Initiative.

· Nonprofit Development Organizations

As properties are acquired, nonprofit housing developers will be allowed and encouraged to submit requests to the City to develop the sites under the Initiative guidelines.  The City and the nonprofit will enter into a Transfer Agreement to and a Development Agreement.  This process serves to commit each parcel to the nonprofit and provides that each parcel will be transferred to the nonprofit provided that the certain required information is provided to the City in a completed Developer Application Package.  

Once this information is provided and found acceptable by City staff and approved by the City’s Homeownership Initiative Commission, each property will be transferred to the nonprofit developer at the time of the construction loan closing.  It is envisioned that nonprofits will “package” developments in groups of five to ten to achieve maximum cost effectiveness and impact.  Upon transfer, the City will record the previously executed Development Agreement and will take a note and mortgage equal to the City’s actual cost of acquisition and legal fees plus any construction loan funds that are needed from the City.  Upon completion of the house and subsequent sale to the homeowner, the City will assume an equitable position equal to the amount of permanent subsidy provided by the City to the homebuyer to purchase the property.  

The nonprofit housing development organizations will manage the construction or rehabilitation of the properties and sell them to qualified  homebuyers.  This process includes the responsibility for selection and oversight of the general contractor.  City staff or third party inspectors hired by the City will conduct progress inspections and perform other construction management duties.  Private lenders will also perform periodic progress inspections as construction draws are requested.

· Nonprofit Support Organizations

It is the City’s intention that marketing and outreach as well as homebuyer education and counseling will be coordinated through a third party nonprofit organization to be selected by the City.  The selected organization will also take applications from potential buyers and refer families to the appropriate mortgage lenders for qualification.  In addition, the Trident Urban League, through the Charleston Bank Consortium, will provide Homeownership Counseling services to prospective homebuyers when receiving loans provided through the Charleston Bank Consortium.  The City and the Charleston Bank Consortium will also provide some marketing of Initiative properties and outreach to prospective homebuyers.  
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