
Agricultural Employee Housing Tools/Templates | ADU Forgivable Loan Template
This template provides materials for a jurisdiction to develop a forgivable loan program for the construction of Accessory Dwelling Units or ADUs. State legislation has made ADUs a category of housing that is exempt from many requirements and provides for ministerial approval, making them a cost-effective method to increase housing supply. A forgivable loan to cover construction costs can be an incentive for homeowners to construct an additional unit. If sponsored by a County, these loans can encourage ADU production in both the rural unincorporated county and in incorporated cities. Jurisdictions can set terms of the loan so that the loan is only forgiven if the ADU is rented out to a specific population (i.e., farmworkers) or at an affordable rent (i.e., tenants who make at or below a set income restriction). In this resource, we share template documents to create a forgivable loan program for ADUs and highlight opportunities to apply this solution for farmworkers.
Note: ADUs for farmworker populations may not be applicable for all jurisdictions. Therefore, this template may be modified for other types of forgivable loan programs for farmworker housing. Deed-restricted ADU programs are still relatively new, and the nuances of a successful program are still being studied.
Disclaimer: These documents are intended to provide general information and do not constitute legal advice. Additional facts, facts specific to a particular situation, or future developments may affect the subjects discussed in these documents. Seek the advice of your City/County attorney before acting or relying upon the following information.HOW & WHEN TO USE
The primary audiences for this template are City and County-level Housing Department Staff and officials who are considering developing a forgivable loan program. 
This resource may be relevant to your jurisdiction if you are looking to increase available housing supply for farmworkers and have homeowners that are interested in building ADUs.



Intended Outcomes
The below program documents: 
· Provide underwriting guidelines for a forgivable loan program to incentivize homeowners to build AADUs (Affordable ADUs) that are deed restricted to serve lower income households. Clarify eligible funding uses and other incentives
· Provide template document to verify eligible tenants
· Provide sample loan agreement and affordability restrictions to enforce the implementation of the forgivable loan program guidelines. 
Napa County Affordable ADU Loan Program 
Launched in 2023, Napa County launched a forgivable loan program to incentivize the creation of accessory dwelling units. This program was funded through $5 million in American Rescue Plan Act (ARPA) funds. Homeowners are eligible for their loan to be forgiven if they rent the unit to an individual or household earning at or below 80 percent Area Median Income for a period of not less than five years or 60 months. 
Farmworker Housing Spotlight: The County is also facilitating a farmworker matching program to encourage the placement of farmworkers in the newly constructed ADUs.
Cost Estimates:
The below estimates were determined by the Napa-Sonoma ADU Center for 2023. These costs will be updated annually by Napa County staff to adjust for inflation and other market factors. 
Projected Development Cost
Description
Projected Development Cost
Any studio ADU
$180,000
Any 1 Bedroom ADU
$265,000
Any 2 Bedroom ADU
$340,000

Cost estimates are based on the following assumptions: 
· Location: Unincorporated Napa County
· Type of Construction: New construction
· Quality Construction: Standard
· Site Condition/Construction Difficulty: Typical
· Septic system: Public Sewer
· Square footage, bedrooms, bathrooms: 400 sq. ft. studio for small ADU, 600 sq. ft.1 bed/1 bath for medium ADU, and 800 sq. ft. 2 bed/1 bath for large ADU

Base Loan + Incentive Structure
Unit Size
Base Loan Amount
Additional Maximum Incentive Amount
Total Maximum Forgivable Loan
Studio
$25,000
$20,000
$45,000
1 Bedroom
$60,000
$20,000
$80,000
2 Bedroom
$85,000
$20,000
$105,000


Policy Considerations
· Potential Funding Sources and Scale: Jurisdictions can explore different funding sources to fund a similar program. Jurisdictions have used American Rescue Plan Funds and local housing measure funds, as well as state-level funds. 
· Farmworker Homeowner-Renter Matching Program: For this solution to directly address farmworker housing needs, jurisdictions should consider creating an intentional matching program to place farmworkers and their families in constructed units. Jurisdictions can connect with employers and help facilitate interviews and a matching process between pre-income-qualified tenants and homeowners. Jurisdictions can also provide incentives for homeowners who rent to farmworkers and their families. 
· Success Factors: Successful implementation of this program will require political support from your respective County Board of Supervisors or City Council as well as coordination and leadership from different departments, especially the Housing Department. In addition to funding, jurisdictions can support the production of ADUs for farmworker housing by adopting supportive planning ordinances a, providing pre-approved plans, and adopting an ADU Amnesty program for illegal ADUs.
· Pilot Program: As a pilot, the program could start with just single-family homes that are owner-occupied. Depending on the results of the pilot, jurisdictions can consider expanding eligibility to multifamily units. 
· Financial Feasibility: It is recommended that jurisdictions conduct market and financial feasibility studies to determine the appropriate loan amount and affordability terms to ensure program attractiveness in the local context. The specific financial terms of each program will be determined by the housing needs and funds in each area. This estimation can also come from local data collection and sources. 
· Adaptability:  This forgivable loan agreement and underwriting criteria can be adapted to serve other program goals, including rehabilitating existing farmworker housing units. 
· Additional Incentives:  
· Exempt or reduce property taxes for homeowners that continue to meet affordability requirements.
· Provide additional financial incentives for homeowners to continue to use ADUs for farmworker housing after the minimum term period.
· Provide fee waivers or grants for building and impact fees, pre-approved standard plans, managed construction escrow administration costs, conventional loan closing costs and fees, and/or support for securing State and additional grants.
Sources
The below templates are based off Napa County’s Affordable ADU Forgivable Loan Program. See program guidelines here. 

TEMPLATE MATERIALS
	Template
	Description
	User

	Transaction Underwriting Guidelines

	Text that describes required steps for applicants seeking a loan for an affordable ADU. 
	
Describes process from pre-approval to final approval as well as eligibility criteria for applicants, uses of funding, future tenant households. 

Outlines loan terms and lists fee waivers that a jurisdiction could provide in order to incentivize homeowners to construct affordable ADUs.
	Jurisdiction

	Additional Materials 
(Not included in this document, access items via this link)

	Tenant Verification Process
	Text describing eligibility process for tenants, outlining paystub and tax return requirements to document that households meet the affordability requirement. 
	Tenant
Homeowner

	Accessory Dwelling Unit Loan Agreement
	Draft loan text that outlines the loan components and agreements. Includes information about eligible uses of funding and insurance requirements. 

	Jurisdiction
Homeowner

	Performance Deed of Trust
	Document executed by the homeowner as trustor and the jurisdiction as beneficiary, to be recorded against the unit to secure for compliance with the stated obligations and restrictions. 
	Jurisdiction
Homeowner

	Agreement Containing Covenants And Restrictions Governing Rental Of Affordable Accessory Dwelling Unit

	Draft text related to covenants and restrictions governing the affordable ADU. Agreement between the jurisdiction and the homeowner that the homeowner agrees to follow the program requirements and rent the unit for a set amount of time to a low-income tenant. 
	Jurisdiction
Homeowner

	Form of Owner Certification
	Agreement and documentation of tenant information for the ADU. Homeowner provides information regarding tenant annual income certification and date of occupancy to certify compliance with the loan agreement. 
	Tenant
Homeowner

	Tenant Lease Addendum
	Agreement between owner and tenant. Includes text for tenant occupancy, limitations on Airbnb, raising rent, and lease terms. 
	Tenant
Homeowner


TRANSACTION UNDERWRITING GUIDELINES

Description: The document below includes text that describes required steps for applicants seeking a loan to construct an affordable ADU. It describes process from pre-approval to final approval as well as eligibility criteria for applicants, uses of funding and future tenant households. This document also outlines loan terms and lists fee waivers that a jurisdiction could provide to incentivize homeowners to construct affordable ADUs.

1. [bookmark: _TOC_250020]Loan program summary
0. The [Insert Jurisdiction] is offering Affordable Accessory Dwelling Unit (“AADU”) Forgivable Loans to homeowners who do the following:
0. Build a new ADU at their residence.
0. Commit to rent the unit to an individual or household earning up to [Insert income restriction] (ex. 80 percent of Area Median Income (AMI), and
0. Commit to a maximum monthly rental rate equal to or less than rent that is Affordable Rent for [Insert income restriction] households for a period of at least XX year(s).[footnoteRef:2] (recommended 5-10 years). [2:  The Napa County program requires participants to rent out ADUs at an affordable rent for five years. ] 

The loan proceeds will offset a portion of the homeowner’s cost of construction of the ADU.
0. Homeowners participating in the program are eligible for the following additional incentives: (see “Additional Incentives” below for further information)
1. For permit fees for homeowners building an ADU within the [Insert jurisdiction boundaries, i.e. unincorporated County area]. Value: up to $XXX
1. For the use of pre-reviewed plans. Value: up to $XXX
1. For closing costs and fees related to conventional loan financing. Value up to $XXX
1. For administrative costs of a managed construction escrow account. Value: up to $XXX
1. For securing State or additional grant funds for the project. Value: up to $XXX
Maximum possible Incentive Loan amounts above Base Loans: $XXX (actual additional amounts will vary by project size, financing, and design elements).
0. In exchange for the AADU Forgivable Loan, the homeowner agrees to rent the finished ADU at a maximum monthly rent that is affordable to households earning up to [Insert income restriction]. This amount is set by the California Department of Housing and Community Development (HCD) each year and is updated and published annually in April. Maximum rent refers to the full amount paid by the tenant for rent, including utilities, parking fees and other charges.
For [Insert year], maximum affordable rent is $XXX for a Studio ADU, $XXX for a 1- Bedroom ADU and $XXX for a 2-bedroom ADU. (These maximum rents will increase each year when new income limits are published. All homeowners participating in the program will receive notice of the new maximum rates each year they are participating in the program.)
0. The applicant agrees to a XX-year rental affordability covenant placed on the ADU and to rent the unit at an Affordable Rent for XX months (excluding periods of vacancy, for example after one tenant moves out and before a new one moves in).
0. The loan is available to homeowners anywhere within the geographic boundary of [Insert jurisdiction].
0. Applicants who meet program requirements will be awarded forgivable loan funds upon approval of application.
1. [bookmark: _TOC_250019]General information
1. [bookmark: _TOC_250018]Overview
0. To better address the need for housing that is affordable to low-income constituents in [Insert jurisdiction] (“the Jurisdiction”) seeks to encourage the production of housing that is affordable throughout the [Insert jurisdiction] by incentivizing the creation of accessory dwelling units (“ADUs”) through the Affordable ADU Forgivable Loan Program (the “Program”).
1. [bookmark: _TOC_250017]Key contact information
1. Homeowner(s) and/or potential borrowers under the Program are encouraged to consult with [Insert jurisdiction]. staff in the process via the contact information below: [Insert contact information].
1. [bookmark: _TOC_250016]Definition
2. Accessory Dwelling Unit (ADU): ADUs are defined as set forth in California Government Code Section 65852.2(j)(1) or successor provision; according to which, an ADU is a residential dwelling unit which provides complete independent living facilities for one or more persons, including permanent provisions for living, sleeping, eating, cooking and sanitation on the same parcel, or parcels, as a primary dwelling unit is situated. The ADU may be attached or detached. [Insert additional local definitions and regulations if appropriate]
2. Program Supported Unit: Refers to any ADU supported by the Affordable ADU Forgivable Loan Program.
2. Affordability Covenant: An agreement between [Insert jurisdiction] and a property owner to restrict the price of a housing unit, among other conditions, for a given period. Once the covenant is satisfied, the property owner may choose to rent the unit at any price otherwise allowed by law.
2. Affordable Rent: Affordable rent is generally defined as rent for housing on which the occupant is paying no more than 30 percent of gross household income for housing costs, including utilities, and adjusted for household size.
2. Forgivable Loan: A loan provided to a homeowner that is forgiven over time in exchange for compliance with provisions described elsewhere in this document.
2. Maximum Renter Household Income: The maximum household income of a household living in an ADU, determined based on reported income by the household upon applying to rent the unit. The Maximum Renter Household Income is XX% of Area Median Income (AMI) for [Insert jurisdiction], as defined by the California Department of Housing and Community Development (HCD). 
2. Minimum Rental Period of Affordability: A homeowner must agree, by signing an Affordability Covenant, to renting an ADU at an affordable rent for at least XX months, meaning the unit is occupied by a resident paying an affordable rent for at least XX months.
2. Minimum Lease Term: The minimum commitment a homeowner may make with a tenant in a Program-supported ADU is XX months; this Minimum Lease Term is notwithstanding the Minimum Rental Period of Affordability, which requires the unit to be rented for XX months at an affordable rent.
2. Projected Total Development Cost: The estimated cost of all aspects of building an ADU, including design, engineering, local fees, construction materials, construction labor.
2. Managed Construction Escrow Account
9. A third-party holding account for funds for a construction project. This account holds funds for the project until specific terms are met, then releases those funds to the contractor. Having funds in escrow helps guarantee that funds will be available for the project and restricted funds are properly used. The financing company, the title company, project owner, and even the contractor may request an escrow account. This account is funded before the work begins based on the projected budget for the project. Managed Construction Escrow Accounts are also often used in new construction. For example, when building a new home, the lending institution will use a construction escrow account. When the project is completed and passes inspection, the funds are released to the contractor.
9. When the contractor is ready to receive funds for completed work, they submit a pay application or request a “draw” from the escrow company. Upon the managed construction escrow provider’s approval of each building phase, the contractor can request a draw of funds to pay off building costs such as contractor bids, excavation costs, and permit fees. This request is reviewed by the escrow company for the bank. Then, an onsite inspection may happen to ensure the amount requested matches the work completed.
9. A Managed Construction Escrow Account benefits the homeowner, lender(s) and the contractor. For the homeowner, the account provides certainty the contractor(s) will be paid without having to do a lot of legwork. For the lender(s), the account ensures checks- and-balances on funding being applied to specific approved funding uses. Finally, when working on a project with an escrow account, the contractor has certainty that the full project is funded.
1. [bookmark: _TOC_250015]Transaction Underwriting Guidelines
2. [bookmark: _TOC_250014] Pre-Application
0. An applicant seeking a Program loan from [Insert jurisdiction] must follow the steps listed below to submit a Pre-Application:
0. [Insert pre-application steps, if applicable]
Note: Pre-application steps may include recommendations for resources/cost estimates for ADUs in the area as well as an initial feasibility consultation with a ADU consultant/resource/City staff to determine eligibility and feasibility. This step is recommended to be provided at no-cost to the participating homeowner. 
2. [bookmark: _TOC_250013]Applicant Required Steps – Application: Pre-Approval
1. Upon completion of the pre-application, the homeowner will apply, including materials and information on: 
0. Request for funding based on ADU size
0. Additional loan incentives that are sought
0. Execute an intent to commit to a XX year affordability covenant on the AADU
0. Upload a project budget
1. [[Insert jurisdiction] staff will review and provide pre-approval authorization, reserving available Loan funds for the individual project for a period of XX days.
1. During the XX-day Pre-Approval period, homeowner shall [Insert requirements].
Note: 
2. [bookmark: _TOC_250012]Applicant Required Steps – Application: Final Approval
2. Once pre-approval requirements are completed, homeowner will submit evidence of all requirements.
2. [Insert jurisdiction] staff will review all documents and provide final approval on the AADU Forgivable Loan.
2. Homeowner will execute all loan documents and the Affordability Covenant.
2. [Insert jurisdiction] will release funds to the Managed Construction Escrow Account.
2. Homeowner will have XX years from release of funds to complete construction and initiate lease-up.
2. [bookmark: _TOC_250011]Eligibility
3. Eligible projects
0. Project must be on a property that is owned and occupied by the applicant as their primary residence. Properties cannot be used for any short or long-term rentals.
0. Project must be a new ADU created through one or more of the following development opportunities: construction of new ADUs or conversion of existing portions of non- residential structures on the property to an ADU.
0. Project types to be funded are ADUs built on a property with a single-family home, where the applicant is the homeowner(s), and the applicant commits to renting the unit at an affordable rent to a low-income household earning up to XX% of Area Median Income (AMI), as defined by the Federal Department of Housing and Urban Development (HUD), for at least XX years.
0. Projects funded by this loan program must have work completed by a construction contractor licensed by the California Contractors State License Board.

3. Eligible homeowner applicants
1. Applications are accepted from homeowners occupying a single-family home in [Insert jurisdiction] that have met the applicant thresholds elsewhere in the guidelines.
1. Maximum of one Program loan per parcel.
3. Eligible uses of funding
2. Eligible uses of Program funding include normal and customary construction expenses, such as:
0. Construction materials and labor
0. General contractor fees and overhead, not to exceed 10% of the total project cost.
0. Demolition necessary for the construction of an ADU
0. Site work, such as water/sewer/septic connections, utility improvements, or site leveling as is necessary for the construction of an ADU
0. Permit costs beyond those that are waived through participation in this Program
0. Other hard or soft costs approved at the discretion of the [Insert jurisdiction].
3. Ineligible uses of funding: The [Insert jurisdiction] will determine, in its sole discretion, costs deemed excessive or unreasonable, or uses deemed ineligible. Ineligible uses of funding include, but are not limited to, costs associated with construction items or materials of a luxury nature or furnishings.
3. Eligible tenant households
4. Households to live in the AADU funded through this loan program earn up to XX percent of Area Median Income, as defined elsewhere in these guidelines.
4. Eligible tenant households need to certify their income upon applying for the unit. Recertification over the term of an individual tenant lease is not required.
4. [Insert jurisdiction] will provide homeowner with a list of documents needed to verify tenant’s income, included as Exhibit B. Homeowner will then provide those documents to the [Insert jurisdiction], which will verify eligibility.
4. Eligible households may be related to property owner.
4. Upon vacancy of the unit by certified tenant, a new eligible tenant household must be income certified.
4. Months during which a unit is vacant due to tenant turnover will not count toward the XX-month affordability requirement.
3. Title report requirement: The [Insert jurisdiction] will review a title report for the property.
2. [bookmark: _TOC_250010]Project priorities
4. [Insert project priorities. Examples below.]
4. Projects that prioritize farmworkers and their families.
4. Projects with applicant households presenting the greatest financial need who do not have financing options readily available from other sources.
4. Projects with larger ADUs that can accommodate larger households.
4. ADUs leveraging the California Housing Finance Agency’s (CalHFA’s) ADU Grant Program (see Appendix A for more information).
4. ADUs using a pre-reviewed design.
2. [bookmark: _TOC_250009]Project underwriting guidelines
5. Loan terms
0. Method of financial assistance: Forgivable construction loan
0. Loan sizing
1. The maximum Forgivable Loan shall be the lesser of:
0. The Projected Total Development Cost of the ADU, according to the specific prototype as defined below.
0. The actual development cost of the ADU
1. ADUs will be categorized as Studio, 1 Bedroom, or 2 Bedroom with the Projected Total Development Costs based on [Insert specific source]. These costs shall be updated annually by [Insert jurisdiction] staff to adjust for inflation and other market factors.
Table 1: Projected development costs for prototype ADUs 

	Description
	Projected development cost

	Any studio ADU
	$XXX

	Any 1-bedroom ADU
	$XXX

	Any 2-bedroom (or more) ADU
	$XXX



1. Any homeowner applicant who commits to renting the ADU funded by this loan is eligible for the following forgivable loan amounts, based on the prototypes described above.
Table 2: Forgivable loan offered to any homeowner in exchange for a XX-year affordability covenant

	
	Base Loan Amount
	Additional Maximum Incentive Amount
	Total Maximum Forgivable Loan

	Studio
	$XXX
	$XXX
	$XXX

	1 Bedroom
	$XXX
	$XXX
	$XXX

	2 Bedroom
	$XXX
	$XXX
	$XXX



0. Interest rate: XX percent simple interest, deferred. See below regarding Loan forgiveness.
0. Loan term: The loan term will coincide with the duration of the affordability commitment (XX years). If the affordability covenant is extended, the loan term will extend commensurately.
0. Loan forgiveness
4. For each XX-month period in which the borrower is compliant, XX percent of the Forgivable Loan (Base Loan + Incentive Loan amounts) will be forgiven, including interest. Upon certification of XX months of program compliance, the full loan shall be forgiven.
4. A homeowner who has received a forgivable loan may “opt out” of the program at any time by reimbursing the [Insert jurisdiction] for the remaining portion of the forgivable loan including interest due. At that time, the [Insert jurisdiction] will remove the affordability covenant recorded on the homeowner’s property.
5. Affordable housing provisions
1. Term of deed restrictions: All units assisted by the ADU Loan Program will be subject to affordability covenants of XX years.
1. The affordability covenant and loan term can be extended to account for periods of vacancy, meaning for each month the unit is vacant, the affordability covenant can be extended for one month.
1. The affordability covenant will require that the unit be rented at an affordable price for XX months to complete loan and interest forgiveness
1. Eligible households: See eligibility section above
2. [bookmark: _TOC_250008]Termination of loan requirements
6. The remaining loan balance and accrued unforgiven interest will be immediately due and payable upon:
0. The sale of the property or change in title/ownership,
0. Borrower’s failure to occupy the primary home,
0. Borrower’s failure to rent to an income certified tenant and affordable rent level; and
0. Borrower’s breach of any other provisions of the Loan Documents that remains uncured.
6. The remaining loan balance and accumulated unforgiven interest shall also be due and payable within XX days if Borrower notifies [Insert jurisdiction] that Borrower has decided to no longer rent the unit as an affordable unit and participate in the program.
2. [bookmark: _TOC_250007]Insurance requirements
7. Evidence of hazard insurance must be provided by the borrower that names [Insert jurisdiction] as loss payee annually for the term of the loan.
7. Evidence of flood insurance must be provided, if applicable, annually for the term of the loan.
7. Borrower shall keep all buildings located on the Property insured against loss by fire, vandalism, and malicious mischief by a policy of standard fire and extended all-risk insurance annually for the term of the loan. The policy shall be written on a full replacement value basis and shall name Beneficiary as loss payee as its interest may appear. The full replacement value of the Accessory Dwelling Unit to be insured shall be determined by the company issuing the policy at the time the policy is initially obtained. Not more frequently than once every XX years, the [Insert jurisdiction] shall have the right to notify the other borrower that it elects to have the replacement value redetermined by the insurance company. Subject to the rights of any senior lienholder, the proceeds collected under any insurance policy may be applied by Beneficiary to any indebtedness secured hereby and in such order as Beneficiary may determine, or at the option of Beneficiary, the entire amount so collected or any part thereof may be released to Borrower; provided however, if Borrower is not in default under the Loan Documents, the proceeds shall be released to Borrower to repair or rebuild the Improvements provided that sufficient additional sources of financing to complete such repair or rebuilding are available to complete such work. Such application or release shall not cure or waive any default or notice of default hereunder or invalidate any act done pursuant to such notice.
2. Relocation laws: A [Insert jurisdiction] -supported ADU cannot result in displacing any tenant currently residing on the property.
2. [bookmark: _TOC_250006]Lease requirements
9. Leases must clearly state that the amount of rent to be charged shall be set at an amount that is affordable to a household at XX percent of Area Median Income (AMI) based on the number of bedrooms and occupancy, including utilities, parking fees and other charges. (These maximum rents are determined by HCD. They will increase each year when new income limits are published. All homeowners participating in the program will receive notice of the new maximum rates each year they are participating in the program.)
9. Rental of units is subject to all federal, state and local fair housing laws and regulations.
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