MAINE STATE LEGISLATURE

The following document is provided by the

LAW AND LEGISLATIVE DIGITAL LIBRARY

at the Maine State Law and Legislative Reference Library
http://legislature.maine.gov/lawlib

Reproduced from scanned originals with text recognition applied

(searchable text may contain some errors and/or omissions)




STATE OF MAINE

LEGISLATIVE RESEARCH COMMITTEE

SUMMARY REPORT
TO THE
ONE HUNDRED AND SIXTH LEGISLATURE

VOLUME TWO

JANUARY, 1973







STATE OF MAINE

THE LEGISLATIVE RESEARCH COMMITTEE

Senator Joseph Sewall, 01ld Town
Chairman

*Representative John E. Gill, So. Portland
Vice-Chairman

From the Senate

Richard N. Berry, Cape Elizabeth
Gerard P. Conley, Portland
Armand J. Fortier, Rumford

Edwin H. Greeley, Morrill

Harvey Johnson, Oakland

From the House

**Richard W. Stillings, Berwick
Ethel B. Baker, Orrington
Walter L. Bunker, Ashville
Albert E. Cote, Lewiston
John A. Donaghy, Lubec
Roland A. Gauthier, Sanford
Louis Jalbert, Lewiston

***Theodore E. Lewin, Augusta
John L. Martin, Eagle Lake
Ronald S. Wight, Presque Isle

Ex Officio

Kenneth P. MacLeod, Brewer
President of the Senate

David J. Kennedy, Milbridge
Speaker of the House

Director
Samuel H. Slosberg, Gardiner

Assistant Director

David S. Silsby, Augusta

*Deceased
**Vice-Chairman, August 18, 1972
***Replaced Representative Gill.




CONTENTS

Membershipo-..-0.5on.lic..Q...l......c....llu.l......l...
Table 0f Contents. .ccosocscoeocsosocosssssssscossssccsssesa
Legislative Proposals. 6 % 9 @ © 0 0 @ 0 0 6 & 6 ¢ 6 &0 &6 & © O 0 ¢ © 5 8 5 68 5 68 00 L]

Letter of Transmittal.....,,...,...............o.........

Research Reports:
Tax Relief for the Elderly...eceseceecosccacssssocsnsons

Nonrefundable ContainerS...cecceeseccccnconcsocsesscnon

County Governmentnoo'ooooooooooooCt.c-ooooonoo‘oooon'oooo

State Funding of the Court...ccceceerscscocsccasscscsnsscs
Intoxication and Treatment....ceeeeeesesosoncoceceaoseses
School District ReorganizatioN.ceeceeececcoocescsancssss
Eastport 0il Development.....ccececessecsscsssssscssccss
State Fire Marshal...ceeceooccescossocscscccsnonsssonsans
Governmental Operatiohs...............................o
General Information:
Committee Authority........;...........................

Comittee Rules..o..o-.ooooo.-o--oo.oooooo...-oooo

* 5 &6 e

CuMUlative INAeX..eeoeeeeseeeecosessassessansssessosesas

Comittee DireCtOry...-...........e.o..............-....

Page

iii

Iv

13
30
30
63
100
115
153
183

219
232
235

243




PROPOSED BILLS TO BE SUBMITTED TO THE 106th LEGISLATURE

Page
AN ACT Creating the Uniform Alcoholism and
Intoxication Treatment Act 73
AN ACT Establishing the Office of State Fire 171
Marshal
AN ACT to Abolish the Committee on Maine Public 188

Broadcasting







STATE OF MAINE
LEGISLATIVE RESEARCH COMMITTEE
STATE HOUSE
AUGUSTA. MAINE 04330

January 3, 1973

To the Members of the 1l06th Legislature:

The Legislative Research Committee hereby has
the pleasure of submitting to you Volume II of its
report on activities for the past two years.

This volume, designated as the second summary
volume, is a continuation of both, assigned and
unassigned matters undertaken by the Committee and
contains findings and recommendations pursuant
thereto.

Again, we of the Committee, gratefully acknowl-
edge our indebtedness to the many individuals, organi-
zations and agencies for their valuable contributions
to the work of the Committee and it is our hope that
the information contained in this report will be of
assistance to the members of the 106th Legislature
and the people of the State of Maine.

Respectfully submitted,
=Mt

JOSEPH SEWALL, Chairman
Legislative Research Committee
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GOVERNMENTAL OPERATIONS

Following, for general information and reference of the
Legislature, is a brief synopsis of activities assigned to the
Governmental Operations Subcommittee of the Legislative Research
Committee. Although considerable time and effort has been de-
voted in most every instance, for the purposes of this summary
it will perhaps suffice to set forth the general areas of con-
troversy and the results which have either been or expected to
be achieved. 1In each instance the Committee has developed a
rather extensive amount of testimony and information which can
be made available through the Committee should the occasion be

warranted.

MAINE INDUSTRIAL BUILDING AUTHORITY
The Committee hés examined in great detail the current
operation of the Maine Industrial Building Authority
with particular reference to the sugar beet industry.
After hearing the matter in full through the means of
public hearings, executive deliberations and plant
inspections, the Committee finds it in the best interests
of the State to prevent further abuse, to establish a
limit on the amount of money available for industrial
projects on a loan basis with the idea that the lending
institution guarantee a percentage of the loan and at
interest rates no more than one percent above the rate
the State is normally charged to borrow money. Thus,
the Committee recommends a maximum limit of 2 million

dollars be established by statute for any given in-

18
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dustrial building project.

MAINE RECREATION AUTHORITY
The Committee learned from its study of this admin-
istrative function that 6 out of 24 of the Authority's
projects are in default of payments or in the arrears.
Cbnsidering a 25% rate of failure, the Committee is
of the opinion this is not the type of activity the
State should be involved with by issuing guarantees.
Therefore, the Committee recommends this function be
abolished as expeditiously as possible and all col-
lections be turned over to a State agency such as
the State Treasurer or some other appropriate agency

which does collecting for the State.

MAINE HOUSING AUTHORITY

With the kind assistance of Mr. Thomas J. Hall and
staff of Eagleton Institute of Politics at Rutgers
University, a preliminary evaluation of housing in
Maine with special attention to the activities of
the Maine Housing Authority was made at the Com-
mittee's direction. Because of its impact, the
full text of this report which enumerates problems
facing the Maine Housing Authority is attached and

incorporated as part of this summary.




MAINE MUNICIPAL BOND BANK

The Maine Municipal Bond Bank Act was passed to be
enacted under chapter 558 bf the Public Laws of 1971

at the special session of the 105th Legislature and
became effective June 9, 1972. In the Bank's initial
proceedings, controversy arose over the manner of
selecting Bond Council which the Board of Commissioners
are entitled to do under the law. After several
hearings on the matter, the Committee reached the
conclusion that selection of Bond Council and issuance
of all bonds involving the State should be transacted
or negotiated in full public view in order to eliminate
possible doubt and suspicion. From the testimony re-
ceived by the Committee in respect to the Bank's
activities in seeking a bonding house, the Committee
found disturbing inferences of influence peddling which
have yet to be satisfactorily explained. Also, in some
areas the testimony appeared to conflict with earlier
assertions, leaving nothing but speculation as to what

the absolute truth may be.

In analyzing this situation and others involving bonding,

the Committee sees a pattern developing wherein the bond

council and houses who assist in drafting and securing

passage of bond legislation, ﬁsually obtain the business.

The Committee disfavors this procedure and recommends

in its place thal immediate steps be taken to isolate this
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phase of the bonding process so that the issuance of
bonds may be accomplished independently and without
obligation to the designers or draftsmen.

The Committee also recommends increasing the number of
commissioners on thé Municipal Bond Bank under R.S.

T. 30, §5164 from 5 to 7 and, as early as possible and
by letter of November 16, 1972, urged, the Bank member-
ship to make a greater effort to acquire some expertise

in the bonding process.

ADVISORY COMMITTEE ON E. T. V.
Mainly for reasons of inactivity and overall inadequacy
as a result of new federal requirements, the Committee
recommends that the Advisory Committee on Educational
Television to the University of Maine ttustees, now called
the Committee on Maine Public Broadcasting, be abolished.
Legislation was prepared for this purpose at the recent
special session but not being an emergency measure, was
deferred for consideration at the 106th regular legislative

session. The Committee again urges this legislation.,

COLT STAKE PROGRAM
The Committee has reviewed an earlier proposal considered
and defeated at the regular session of the 105th Legis-
lature, "BAn Act to Establish a Colt Stake Program for
Maine Standard Bred Horses" H.P. 476, L. D. 837. The
Committee found that the lack of a colt stake program in

Maine has caused a steady decline of the breeding industry




and birth of colts in our State. At the present time,
Maine owners are shipping brood mares out of stafe for
breeding in order that colts be eligible for colt stake
races in other states. In order to reverse this trend
it is essential that a colt stake stipend of $35,000 be
established. 1In view of this the Committee suggested
reintroduction of this measure which would establish,
under supervision of the Harness Racing Commission, a
program of 2 and 3-year old colt races to stimulate
efforts to maintain a breeding program in Maine at the
special session. Upon failure to be considered at the
special legislative session, the Committee makes no

further recommendation concerning this matter.

90-DAY WAGE~PRICE FREEZE
Puring the Wage-Price Freeze late in 1971, the Committee
played an instrumental role with the Governor of Maine
in hearing this matter publicly and obtaining retroactive
pay for state government employees in accordance to a
State Employees Pay Plan enacted under chapter 117 of the

Private and Special Laws of 1971.

NURSING HOMES
The Committee looked into the Nursing Home situation in
Maine in response to a published report that the Health
Education and Welfare Department had found "substantial
deficiencies" in Maine Nursing Homes. The Secretary of
HE&W announced in a speech that Maine had been put on
notice that they must correct "substantial deficiencies

in their nursing home certification process" under Medicaid,



190

and that his Department would begin procedures which could
withhold Medicaid funds -from those who fail to make cor-
rections.

Upon examination of this problem, the Committee found that
Nursing Homes are big business in Maine, employing six

to eight thousand people; that the complaint here was

not a case of standards but a matter of paper work which
had already been taken care of so that there would be

no loss of federal funds.

STATE-OWNED MOTOR VEHICLES
In response to the Committee's charge to make a biennial
study and review of state-owned motor vehicle needs and
uses, the Committee has completed its survey. From
guestionnaires circulated among the departments the Com-
mittee was furnished with first-hand information concern-
ing all aspects of the State fleet. As a result of
this process and tabulation of findings, the Committee
sees no necessity for any changes in the program at the

present time.

MAINE LAW ENFORCEMENT AND CRIMINAL JUSTICE ACADEMY
As a result of the 1968 Omnibus Crime Control and Safe
Streets Act, financial assistance was made available to
the State for the prevention and reduction.of crime.
With such funds the office of the Attorney General pro-
posed to purchase Thomas College at Waterville as facil-
ities for a Maine Law Enforcement and Criminal Justice

Academy. After consultation with the Attorney General's




Office in the feasibility of such an undertaking, the
Committee found it could not endorse the proposal based
on other existing means of training and the following

financial information:

Federal Funds $§ 851,871
State Funds 130,900
In-Kind Services (Trainee Salaries) 326,329
Total Project Cost (2 years) $1,309,100
Estimated Annual Operating Costs 247,500

Along with its rejection, the Committee referred the entire
matter to the Subcommittee on Governmental Operations for
further determination. It was the Subcommittee's finding
after hearing more on the proposal, that everything was in
proper order under the law and financially acceptable for
the time being. However, the Subcommittee noted serious
objection to the proposal in the area of future funding

which will become a reality two years hence.

HOUSING fOR DEPAﬁTMENT OF TRANSPORTATION
The Committee heard requests from Commissioners Williams and
Stevens for a new State office building to house the Depart-
ment of Transportation, but makes no recommendation in this
regard at the present time.

DEPARTMENTAL PUBLICATIONS

Upon receiving several complaints, the Committee was directed
to look into the problem of departmental news letters which
are published by departments at State expense and carry

personal information concerning departmental employees
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which is not pertinent to business of the State.

After hearing Commissioner Stevens who explained the

value of such publications as."Transportation News"

as a morale booster, the Committee approved continuance

of such publications within reason.

The Subcommittee acknowledges the fact that a report is not
required in the absence of a legislative order but feels some
benefit may be realized through this summary or account of
Committee activities.

The members of this Subcommittee further felt privileged
to have had the opportunity to serve on the Governmental Operations
Committee and hope this work will continue. The greater latitude
experienced when working beyond the narrow confines of a
legislative order often -operates to the Subcommittee's advantage
and is of unquestionable value in resolving interim problems.
Hopefully, the full Legislative Research Committee will see fit
to continue this important function and the work performed will
continue to prove beneficial to the Legislature and to the citizens

of Maine.
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RUTGE RS UNIVERSITY  The State University of New Jersey

THE EAGLETON INSTITUTE OF POLITICS
Wood Lawn, Neilson Campus

New Brunswick, New Jersey 089or

Tel. 201-828-2210

May 17, 1972

TO: Senator Harvey Johnson, Chairman
Subcommittee on Governmental Operations
Legislative Research Committee

FROM: Thomas J. Hall _
Center for Legislative Research and Service
Eagleton Institute of Politics

RE: Housing in Maine, with special reference to the Maine Housing Authofity

At your request, Eagleton staff has conducted a preliminary
evaluation of housing problems in Maine, with special attentian to the
activities of the Maine Housing Authority (MHA). As part of this evaluation
process, extensive interviews were conducted with persons, both within
and outside of state government, and additional documentation in the area
of housing was obtained and reviewed.

This report is in four parts. The first is a general discussion
of the role of governmental agencies in housing, and outlines several options
open to state governments in this field. The second part concerns the actual
performance of MHA to date. The third consists of an indication of problems
which face the MHA, and the fourth suggests alternatives available to the
legislature.

Attached to this report is a copy of an article which appeared in
the January, 1972 issue of the Journal of Housing. This article summarizes
the experience of 15 housing finance agencies and should be considered part
of the overall report.

The Eagleton staff would like to express its appreciation to mem-
bers of the Maine State Legislature, state government personnel, and other
persons outside of state government who generously assisted in;this evaluation
with time, advice, suggestions and materials. Eagleton, of course, is solely
responsible for this report.

Finally, this should be considered only a preliminary report. While
it is possible for an outside observer, on the strength of several visits, to
suggest several areas which may present problems, or where some improvement
might be warranted, it is impossible for such an outsider to perform the necessary
function of continuous performance auditing. This is, on final balance, the
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job of the legislature, and we suggest particular attention be paid to the
recommendations for future legislative activities. However, even as a
preliminary evaluation, this report might serve to stimulate legislative thinking
in a critical area, and is offered with that hope.

I. GOVERNMENT AND THE HOUSING CRISIS*

Until quite recently, housing in the United States was considered
a private matter. Except for local codes, designed to meet geographically
limited health, sanitation, fire, nuisance and similar problems, there was
no substantial governmental role in housing until the late 1940's.!

‘With the passage of the Housing Act of 1949, the goal of a "decent
home and a suitable living environment for every American family" became
national policy, and the beginnings of the federal role in housing, which is
currently funded at over $2.1 billion per year and comprises literally hundreds
of different programs, came about.2

State governmental activities in the field of housing had their
beginnings about 1960: and increased measurably by 1966 .3

State agencies which have been established to date can be class-
ified into the following types:

1. "Departments of Community Affairs". (hereinafter, DCA) - which
have as their main role the coordinating, directing and assisting of efforts to
alleviate problems of urban expansion and loss of rural population. Generally
speaking, DCA's operate to gain a maximum amount of federal funds available
for a state, and act as a channel and conduit for federal funds to local govern-
'ment, act as a central source of information about available federal programs,
activities in other states, new technological developments, and other kinds of
information which ¢ould materially assist the state and its localities to cope
with problems of housing and community development. State DCA's also provide
technical assistance to local governments in order for them to qualify for federal
programs, generally assist local governments to package applications, e.g., to
combine a number of different gradual loan processes together, such as a water
and sewer grant, a housing subsidy grant, and a grant for improved transportatioi
facilitiés, so that the problems of a single community can be tackled all at once.
DCA's also act as a source of guidance to local governments and the adminis- |
tration of federal and local funds. State DCA's have played significantly differe
roles in different states, but the core of DCA operations is information, educatig
coordination, and gencral assistance to local governments. .

*Footnotes appear at the end of this report. They are used to:
(@) summarize and condense material which would be useful to the reader, but
which, in the body of the text, would unnecesarily hinder the flow of ideas;
(h) permit the brief expression of ideas which may be debatable;
(c) direct the reader's attention to sources which perhaps would be useful and

interesting for further reading;
(d) give appropriate credit for information used.
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2. "Housing Finance Agencies" (hereinafter, HFA) -~ which have
as their major role the provision of funds for low- and moderate-income housing
developments within the state. Generally speaking, the state-chartered HFA
is able to market revenue bonds at a favorable interest rate, for example, 5-1/2%
interest as opposed to a going bond rate of 7-1/2% or 8% for other types of bonds,
thereby providing money for builders of low- and moderate-income housing at a
“lesser rate of interest than they might be able to obtain on the private market,

In addition, many state HFA's grant or loan funds for pre-mortgage
purposes, such as land aquisition, architectural work, and overhead for non-
profi t and limited-dividend sponsors. HFA's also frequently provide counseling
services, both for g onsors and potential clients, and also participate in special
federal programs, such as "Operation Breakthrough," for industrialized housing.

3 . "Mortgage Insurance Agencies" - which are designed to provide
state backing for mortgages which private lending institutions are unwilling to
accept because of a potential high-risk factor. For example, the traditional
FHA mortgage insurance is not available to many potential home purchasers in
some neighborhoods which may need a large supply of decent housing but which
are, inthe minds of real estate people (and therefore to the FHA) marginal or
declining. Since insured mortgages are not available the housing stock continues
to deteriorate, and the end result is an expansion of the slum area. With state
insurance, however, low-income people desiring to purchase homes are able
to do so. Similar plans are offered for insurance, rehabilitation funds, and
home-improvement loans for declining areas in several states.

4. State Housing Authorities - which can act like local housing
authorities, and receive federal funding for the construction, operation and
management of housing units throughout a state, in the same manner in which

“a local housing authority can do in a restricted area. There are considerable ad-
vantages to this, particularly in siting housing in rural areas, where the pool

of talent necessary for the complex job of putting the paperwork together, building
and managing public housing is frequently absent,

5. Comprehensive development corporations - which are designed
to build or re-build whole neighborhoods. Based on the proposition that housing
alone is insufficient to stem neighborhood blight or to provide a stable economic
base, the housing development corporation, or the New York State version of it,
will build offices, factories, transportation systems and housing, using a blend
of state power and money and funds from the private sector and from the federal
government.,

In addition to these specialized housing agencies, state governments
have become increasingly aware of and active in a series of other housing related
activities. Some of this recognition has not been translated into action: for
example, there is an awareness of the substantial harm to proper development
and land use caused by property taxes, but there has not been much effective
action in this area yet. Though the impact of the Serrano case in California is
still unclear, it would appear that property tax reform will come, sooner or later,
and with it some effect on housing.




197
Page four Maine Housing Report 5/17/72 !
Other areas in which state government administrators or legis-

lators have expressed concern which has been translated into action, or will
be soon, include:

the impact of local zoning regulations on the availability of housing;

the impact of discriminatory housing patterns, and the need for "fair
housing" laws;

new housing technologies, such as factory-built (modular) housing
and mobile home regulations;

a concern with overall development - balancing urban and rural growth,
and providing mechanisms to encourage rural vitality and decrease
urban migration,

‘ In short, there has been an increase of activities, and an increase in
expenditures for housing and housing-related activities at the state level. At
the same time, there has been a considerable expansion of the federal govemmentl
spending for housing--as indicated earlier, about $2 billion per year will be spent
by the federal government for housing and for this and the next fiscal year, as
contrasted with an annual expenditure of less than $650 million a decade earlier. 4

However, at the same time, the cost of housing has escalated even more
rapidly. The New England Regional Commission (NERC) found that in New England
housing costs had increased 100% between 1960 and 1970%, and it has been es-~
timated that housing costs have been increasing at a rate of 8-12% @ year since 1

At the same time, incomeb have increased - but not nearly in the same
'magnitude of the housing cost increases. For example, Maine's 1960 per capita
income was $1,842; and had increased 77% to $3,257 by 1970.7

The net result has been - despite the enormous expansion of federal and
state activities - an increase in the number of people who cannot purchase
housing at current market prices.

Rather then speaking in percentages, what are the dollar co5ts of housing
and how have they increased in recent years? As testimony before Congress last
year indicated, "from 1950 to 1969, the average price for a (building) site rose
from $1,035 to $4,277...the average value of new homes financed with FHA in-
sured mortgages rose,..from $8,594 to $21,036."

F HA housing tends to be more moderate in cost than housing financed
otherwise. For all new single-family housing built in 1963, the average price pai
was $19,300. For all new single-family housing built in 1969, the average price
paid was $27,900.° ,

Prices in the Northeast were considerably above those of the national
average--the average price paid for a new single family home in the Northeast
in 1969 was $33,400.10
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If we assume that the traditional rule of thumb of mortgage lenders
is still valid-~that no one should spend more than 2-1/2 time his income for
housing, and if we assume that the average price paid for a new single family
house in the Northeast in 1972 is $30,000, then new home purchases would
have to have family incomes of $12,000 per year in order to acquire housing.
Less than 25% of all Americans would qualify.

Of course, not everyone needs new housing, and many people
prefer to rent, But "used housing” has been rising in cost along with new
housing, and rents are going up as well.

The inescapable conclusion is that standard, conventional housing
ls becoming increasingly expensive, and that, given the rate of new family
formation for the 1970's, will continue to escalate in cost.

Where do people live? In Maine, they tend to live in sub-standard
housing., The NERC report quoted above found that Maine had a deficit of
over 65,000 (either dilapidated or deterloratmg) housing units, the highest
absolute need in all of New England

They also live in mobile homes: Maine had a total of mobile
home units of 14,650 at the end of 1969, and had the highest rate o new mobile
home shipments in all of New England. It is estimated that by the end of 1972,
there will be over 25,000 mobile home units in Maine.

In summary it can be said that the nation as a whole is exper-
iencing a free market housing shortage which is more severe today than it
has been in previous years. The current housing shortage is due to the rapid
excalation of housing costs, but a huge increase in federal subsidies and an

_equally huge increase in mobile homes are two partial answers to the problem. 13

II. THE PERFORMANCE OF THE MAINE HOUSING AUTHORITY

The 104th Legislature, after reviewing extensive studies about
housing problems in Maine, 14 passed legislation creating the State Housing
Authority effective October 1, 1969. This legislation set up what is potentially
one of the most effective housmg agencies in the U,S.*°. The only more
powerful agency which comes to mind is the New York State Urban Development
Corporation. In essence, the legislature invested one state agency with the
powers of a Department of Community Affairs, the powers of a Housing Finance
Agency, and the powers of a local housing authority.

For the first year of the agency's existence, three major problems16
confronted the agency. The first was the need to establish legal identity. This
was done through a court suit before the Maine Supreme Court which, on June 23,
1971 held that the statute was constitutional and that the State of Maine Housing
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Authority could, indeed, operate as the Maine Legislature intended it to do.
The second major problem was obtaining recognition from the U.S. Department
of HUD as an agency to recelve and administer HUD funds. This, after some
complications was consummated on April 24, 1971. The third project which
occupled a substantial portion of MHA activities was the home demonstration
project in Augusta which was designed to demonstrate the viability of factory-
built housing.

. ~Since June, 1971, a considerable amount of necessary legal work
has been undertaken which has permitted the agency to market the $20,000,000
worth of revenue bonds authorized by the state legislature. This was done by
March 8, 1972. Thus, for all practical purposes, -start-up time consumed the

major portion of the agency's interest for two years. A two-year time span
between agency creation and the letting of the first agency bids for construction

is not at all unusual, as the attached article points out:

*States contemplating the establishment of
a housing agency should be aware that an
HFA is not a quick or easy solution to their
h ousing problems. Established agencies
have found that it takes two to three years
. to be able to finance 3-5,000 units per
year. In addition, state legislatures have
had to appropriate or lend from $175,000-
$1,000,000 to cover the initial expenses
of their agencies. These characteristics
reflect the difficulty of assembling a tal-
ented and effective staff at a time required
by the courts to determine the constitution-
ality of the basic legislation." 17

M HA has, to date, accomplished the following major projects:

. 1. It has established its identity. As indicated above, it has
completed all the work necessary to prove the validity of its legislation, it
has obtained recognition from the Department of Housing and Urban Develop-
ment, it has completed all the necessary work to establish itself in the financial
community as a viable state agency.

2. It has now marketed $20,000,000 in bonds at a relatively
favorable interest rate of 5.5% and thus will be able to enter directly into the
housing market beginning April, 1972.

3 . It has concluded a demonstration project using industrialized
housing techniques to build 16 houses, which were designed to demonstrate
the value of industrialized housing.
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4, It has informed me that it has firm committments from the
Federal Department of Housing and Urban Development for 110 units of Section
23 low-income housing, 138 units of Section 236 rental housing, and S00 units
of Section 235 home-ownership housing. In addition, MHA has applied to HUD
for an additional 1,450 units under various federal programs, of which 800
would be for low-income families.

5. It has published an industrialized building code which establishes
a standard procedure for the inspection and certification of industrialized housing
manufactured in the state, which will free industrialized housing from conven-
tional housing regulations and thus, may have the effect of easing production
of industrialized housing.

11I. PROBLEMS FACING THE MAINE HOUSING AUTHORITY

Eagleton staff was asked to review the operations of the Maine
Housing Authority because several people expressed deep reservations about
the way MHA was performing, or failing to perform, its job. Specifically,
it was charged:

1. MHA has failed to build any low=cost housing at all.

2. MHA has sguandered its resources on the elusive dream
_ of modular housing which, even if it can be made prac-
- tical, can only meet the needs of moderate income people
and never touch the needs of low-income people.
3. MHA has no clear sense of overall goals, and has not
_linked its planning, if any, with the needs of the entire
state.

4, MHA management has been timid and unaggressive and
has not availed itself of opportunities to participate in
innovative housing delivery:systems.

5. MHA, by its inaction and failure to produce what it has
promised to do, has forced other agencies of government
to provide at least partial responses to the housing need,
even though this leads to fragmentation of government,

6. MHA is run by an empire builder, who fails to cooperate
with other governmental agencies and who has interfered
with local building projects.

7. The executive director of MHA is inept and incompetent, and
refuses to delegate any authority whatsoever, Staff morale
is very low, turnover is very high, and nothing of substance
is accomplished. MHA is run as a closed shop, and there
is very little in the way of public information and participation.
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T he first charge 1s clearly true. There has been almast no low-cost
standard housing built anywhere in the United States. Given the rate of inflation
of land, building materials and labor, it seems clearly impossible to build decent
conventional standard housing inexpensively.

The term which is generally used today is "housing for people with
low incomes® or more concisely, "low-income housing”. This is not low~
cost housing, but it is subsidized by the federal government so that persons
of low income can afford to pay rent {or in some cases, buy) for the unit,
State and local governments wishing to build low-income housing are totally
dependent on federal government assistance, and for some reason, little fed-
eral) assistance was forthcoming for the Maine Housing Authority until this
year. The current Executive Director of the MHA has offered plausible reasons
for the failure to get funding from HUD prior to 1971, and has indicated that
the first 100 units of low~income public housing built by the MHA will be
constructed this year,

T hus, while the fact clearly support the charge, it is difficult to
assess the blame. The MHA suggests that the fault should be laid at HUD's
door; while others outside of MHA suggest that the agency itself must share
part of the responsibility.

A s to the second issue--squandering resources on modular housing--
it seems that the charge is overstated. Modular housing, two vears ago, was
widely seen as a key to breaking the pattern of rising housing costs. It seems,
ioday, that modular housing is not the answer which many people felt it would
be, 18 and that MHA's investment of time and money in the modular housing
field was--with the benefit of hindsight-~an error, but an error shared by many
people, including some of HUD's best minds.

MHA counters that the costs of the project was not borne by the
state: it received a special NERC grant for a demonstration of the utility of
modular housing. MHA also indicates that contrary to the national trends,
modular housing will be successful in Maine because of the locaion of the
factories, the prevalence of inclement weather which hampers conventional
builders but has little effect on factory-built housing. Modular housing, given
the same sort of subsidy that conventional housing gets, can be produced
faster and at a Jower total cost than conventional housing.

In regard to planning, it does not seem that MHA has made
either long range coordinated planning or shorter range program planning a high
priority item. Planning takes on critical importance when one is working with
very scarce resources, and, glven the interface of a series of critical problems--
underemployment and unemployment in many sections of Maine's environment,
the problem of continuing urbanization--can be a very useful way to tie a
number of programs together and to maximize scarce resources,

In defense, MIHA says that success in building housing depends
on two faclors--money from HUD and community acceptance of low-~moderate
income housing--which may or may not be realities. This degrades the value
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of long range planning, and does not make substantial investment in the
planning process worthwhile.

Charges four through six, which deal with three closely related
issues of lack of aggressiveness, empire-building, and fragmentation of ser-~
vices, are also partially true. A problem, which can be of major proporations,
is the possible fragmentation of services--so that one agency is stimulating
poor people to demand housing, while another agency is unable to deliver anything
approaching the quantity of housing necessary to meet the demand.

This set of problems is a result of two causes; one flowing from
the mandate given MHA by the Legislature, and the other derived from MHA's
interpretation of its role. .

As to the first, the Legislature set MHA up with a short-term
appropriation of under $75,000 for the biennium and the ability to market
$20 million in revenue bonds, This meant that every project sponsored by
MHA must be profitable--or at least, cannot run at a loss. MHA is able
to market its bonds at less than the going market. interest rate for profit-
making corporations (but a state general obligation bond, for example) has
to pay a higher interest rate and can loan out money at a lower rate than a
bank-~-but not much lower. To take a real example: MFHA marketed $20
million worth of bonds at 5.5% interest. It charges 1/2% interest to builders
in order to sustain itself, so the lowest possible loan it can make will be
for 6% interest, FHA mortgages are going for a total of 7-1/2% today, and
it is possible to find a conventional loan source making 7% loans,

So MHA has about 1% on $20,000,000-~or about $200,000--in
margin, hardly enough to embark on an ambitious low-income housing program.
And in order to induce bondbuyers to purchase bonds at a favorable market
-rate, MHA must convince potential purchasers of its essentially conservative,
low-risk operation. This does not lead to innovative, aggressive marketing
of mortgages. It does lead to the agency's unwillingness to build housing
without federal assistance.

The second cause is clearly condltloned by the first. MHA has
accepted its role as a provider of capital at shghtly below market rates, and
has conditioned its operations vis-a-vis other state agencies accordingly.

The view of the Executlve Director of the MHA could be expressed, in summary
form, as follows: ‘

The process of producing housing is a complex,
time-consuming and expensive one, a fact which spokes-
men for low-income groups either have not lecarned or
ignore. Committments from IIUD are uncertain; and
without federal money, it is impossible to build housing
for low-income people. The best policy is to have a
single agency such as MHA, run the entire process as
far as possible, so-that fragmentation and unmecetable
demand are avoided. Fragmentation which has resulted
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so far is a result of federal funding requirements,
and are regrettable but apparently unavoidable.
MHA will participate in any housing delivery sys-
tem which can match performance with promise,
but will not get involved in something which holds
out housing which it cannot possibly deliver in a
reasonable time.

T he seventh charge also, has a certain amount of truth to it.
MHA2 had, until very recently, almost nothing in the way of a public education
program; and there was no real-effort to gain citizen participation and involve~
ment. Staff turnover has been high. The current Executive Director has the
reputation of being a very hard man to work with and to work for; who refuses
to delegate anything of substance. From what Eagleton staff was able to learn,
the charge of poor personnel management is quite possibly true. But insofar
as subject matter competence is concerned, it is apparent that the current
Executive Director has become well versed on housing problems and available
resources for solving them.

The Executive Director of MHA says that insofar as citizen par-
ticipation was concerned, he felt that stirring up people before he could deliver
any housing was unwise. Now that he has HUD committments, he will be
involving people at the local and regional level in the delivery of that housing.
He has begun a public information effort, which will be continued. Insofar
as staff turnover is concerned, he says that that was mainly due to lack of
funds, which prevented any kind of job security.

A fter reviewing all obtainable evidence, Eagleton staff has not
been able to discover incompetence, non-feasance or malfeasance on the part
~of MHA or its personnel.

MHA has seen its mandate as providing funding with the limits
of a fiscally proper, self-supporting housing finance agency system. Thus,
it has run a-tight, fiscally conservative operation, paying much more attention
to the advice of bond counsel and financial experts than to the demands for
housing voiced by low-income groups,

It is possible to disagree with this system: but if the Legislature
does not want to spend state money for housing for low-income groups, then
it would appear that MHA has done the right things.

Thus, from what Eagleton staff has been able to learn about MHA
operations, it would appear that, while there is truth to the charges listed above
most of the problems facing the agency are caused by two factors: first, the
unavoidable necessity to obtain federal funds for low-income housing and the
delay on HUD's part in granting those funds; and secondly, a policy decision,
required by the nature of the legislation, to run the operation in a fiscally
conservative fashion.
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- There has been no discoverable fraud, corruption, misuse of public
funds, malfeasance, misfeasance or nonfeasance of duty. It can be .said that
someone else would have run the agency differently, and, from the standpoint
of personnel relations, someone else could run the agency better; but it is not
possible to say that one more unit of housing could have been built with a
different set of people involved. Most of the problems MHA has experienced
~ are institutional, structural, and systemic in nature.

IV. POTENTIAL LEGISLATIVE ACTIVITIES

The state of Maine clearly has a substantial shortage of standard
housing for low- and moderate-income residents, and just as clearly should
be moving in the direction of alleviating that shortage. Passing the legislation
which created the MHA was a wise step in that direction, but there are several
additional things which need to be done. In the opinion of Eagleton staff, these
additional areas for legislative consideration would include.

1. Legislative Review and Evaluation

The Executive Director of the Maine Housing Authority has ex-
plained that the first two years of the agency's existence were consumed in
necessary "start-up" activities. These are now completed; the agency is
funded through the marketing of its bonds, and there would appear to be no
barrier to the agency fulfilling at lcast a major portion of these goals which
it has set for itself, which now include building at least 100 units of low-
income housing, 138 uhits of low-moderate rental housing and 500 units of
low-moderate homeownership housing. The legislature should find out, next
session, if all this has come about.

T he legislature, perhaps through the mechanism of its state
government committees, should review the cperations of the agency (and, for
that matter, other agencies of state government ). The legislature should raise
questions periodically, but at least once a year, such as, what are your goals?
What were thiey last year? Did you attain them and why? How do your goals
fit in with the needs of the state for this year? --next year? --five years from
now?

L egislative review and evaluation on a continuous basis permits
the identification of problems before they become unmanageable, permits the
re~-definition of agency goals and activities to meet overall state needs, and
encourages the open communication between program administrators and
-policy makers which enriches both.

2. The Legislature should recognize the limited nature of the Housing Finance
agency operations, and choose among several alternatives for additional

action.
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I{f the Legislature wants to accept the current operating strategy
of the MHA~--that is, that housing should be built at no cost to the state--then
it must also accept the essentially conservative set of results which will
emerge: no housing will be built unless it is subsidized by the Federal Gov-
ernment and can at least "break even" in terms of ¢osts, and therefore rel-
atively little low-income housing will be built. '

The legislature can, it seems, choose among three alternatives.

It can, essentially, do little. Outside of encouraging the MHA
to acgept a slightly greater load than it is now carrying--to perhaps take some-
what greater risks and incur some losses which the legislature would make
good, the option would be to say, essentially, that the state of Maine is
doing basically all it can do or should do jin the field of housing at this time,

It could, on the other.hand, recognize the very great need for
additional resources in the field of housing, and set up a state-subsidized
low~-moderate income housing program in frank recognition that the Federal
government, acting by itself, will never add enough housing units to meet
Maine's current housing needs, much less those of ten, twenty or more years
from now. The federal government is likely to fund the Maine Housing Authority
at the level of perhaps 100-200 units of low-income housing per year for the
forseeable future--and Maine has a shortage of thousands of low-income units.
An independent state housing program of major properticns weuld cost the tax-
payers substantially; but a long-term program funded, say, at the level of
$10 million per year would add approximately 750 housing units each year for
low-income residents of the state of Maine, which, together with the efforts
of the private sector, the MHA, and other sources of non-state money, would
substantially alleviate the problem of housing for Maine.

Or the legislature could seek to maximize the amount of federal
dollars flowing into the state, ease the problems of urbanizing areas in Maine,
and materially assist local governments in Maine by giving new funding and
a new focus to the Department of Community Affairs aspect of MHA, or by
‘spinning off the DCA aspect ;into a separate but closely related State depart-
ment.

In the opinion of Eagleton staff, having a vigorous DCA to
coordinate all housing activity in the state, to implement coordinated planning,
to assist local governments to understand federal requirements, to assist them
in applying for federal money, to package applications (for example, some
housing from HUD, some sewer and water system money from FHA, and some
open-space/recreation money from the Qutdoor Recreation Commission) and
to provide information and assistance to local governments generally, would
add substantially to the ability of governmental units to deliver housing at the
local level.
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One option would be to transform the Department of Commerce
and Industry into the Department of Economic and Community Development, and
use the Office of Municipal Coordinator and the Municipal Security Approvals
Board as core elements of the Community Affairs Department, MHA could be
attached to that department, either indirectly, by appointing as commissioners
members of relevant state agencies (e.g., having the commissioner of the
Department of Economic and Community Development serve as chairman, and
the head of the Department of Community Affairs serve as vice~-chairman, and
the state OEO director, commissioner of Environmental Protection and the
commissioner of the Department of Consumer Protection serve as members),
or directly, for example, by making the head of the Department of Community
Affairs the executive director of the MHA. 4

In any case, the course which the legislature chooses should
“be in the direction of more state involvement in hcusing problems rather than
less.

Eagleton staff stands ready to assist the legislature in any way,
and hopes that this report can serve as the basis for a thorough discussion
and review of the role of the state government,. and of the Maine Housing
Authority especially, in alleviating the problems of housing in Maine.
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ENDNOTES

This is not to ignore the federal role in, for example, providing housing
for defense workers and returning veterans in both world wars; the role of
the resettlement administration and the WPA in the depression years; and
the other "beginnings" of the federal governmental activities in the field
of housi ng. However, it is clear that the federal housing programs as we
know them today began in 1949 with the passage of the National Housing
Act. See Friedman, Government and Slum Housing (Rand McNally, 1963).

The quote is from the declaration of policy, section 2, P1 171, 81st Congress,
the National Housing Act of 1949. Federal programs in the field of housing
of special interest to the State of Maine can be summarized as follows:

a. "low-income" housing. The major form of housing assistance for truly
low income people (those with incomes under about $5,000 per year) is what
we know as "public housing". It can take a variety of forms, but is usually
built, owned and managed by a local public housing authority. In Maine,
the MHA can act as a local public authority, and therefore could build public
housing up to the limits of available federal resources. The program is
entirely dependent upon federal contributions, and the construction program
for the coming fiscal year is estimated at about 100,000 units for the nation
as a whole.

The demand for this form of housing remains, even given all of its problems,
quite high, and the backlog of applications is immense. The City of New
York alone could use up all of the authorized public housing units for the
coming fiscal year and still not "solve” its housing crisis.

b. "low- and moderate-income housing"., This takes a variety of forms,
ranging from direct rent supplements to low-income people to the financing
of low-moderate-income home-ownership through . the "Section 235"
below-market-interest rate subsidy, and the similar subsidy of rental housing
through the "Section 236" program. There is considerable dispute about the
merits of the federal role in this area, particularly with the last two mentioned
programs (see, for example, Gurney Breckenfeld, "Housing Subsidies are a
Grand Delusion," Fortune, February, 1972), but there is no dispute over the
magnitude of the effort. In 1967, less than 9% of all housing starts in the
country were federally subsidized. By 1971, more than 25% of all housing j
starts were federally subsidized. The irony of this is that while federal
contributions have risen remarkably, the "housing crisis" throughout the
U.S. has intensified and deepened.

c. rural housing assistance. This generally takes the form of long-term,
low-interest loans for low-moderate income rural residents., The program is

"administered by the Famers' Home Administration of the US Department of

Agriculture. In addition to the loans for construction of housing, there are
also FHA grants for sewer and water systems, grants for the construction of
facilities for agricultural laborers, and other special grants, loans, and loan
and grant combinations.

d. other housing-related activities. A wide range of activities, from com-
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munity master planning to the development of whole new communities can
be supported by federal loans, grants, or loan-grant combinations. Housing
officials should investigate any available source of outside assistance in
the housing field, although it is surely a matter of choice whether one would

to use any or all given programs.

3. Again, while state governments did offer housing services of sorts prior to
this date, it was not until 1960 til the first state houd ng finance agency,
in New York, was established. In 1966, a number of states established,
under one title or another, consolidated Departments of Community Affairs;
and at the present time, well over half the states have some state agency
dealing with housi ng, urban affairs, or community development .

4. The $2 billion figure is from Special Analysis M, The U.S. Budget for 1973,
p.202. The figure from the 1963 fiscal year is the HHFA appropriation taken
from the Congressional Quarterly Almanac, 1962, p. 186.

5. New England Regional Commission, Program Potentials in Housing: A Regional
Housing Action Program (NERC, Boxton, 1971).

6. Breckenfield, Fortune, Op Cit.

7. Maine: The Income Gap 1860-1970 New England Learning & Research,
Augusta, Maine, Feb., 1972,

.

Some additional observations from the Report:

"1. Maine per capita income is the lowest in New England and is 36th
in the nation.

2. There has been no significant progress in ten years in the closing
the income gap between Maine and the other states. In terms of actual
dollars, the 'income gap' between Maine. and the other New England
states has substantially increased.

3. Maine's total personal income over the 1960-1970 decade increased
at a rate about 20% slower than the region and the nation, and as much
as 35% slower than Vermont, .

4, In dollar terms, the 1970 per capita income for the_New England re-
gion as a whole was $1,000 higher at $4,357." pp.6-8

8. Papers submitted to Subcommittee on Housing Panels on Housing Production,
Housing Demand, and Devel oping a Suitable Living Environment; Committee
on Banking and Currency, House of Representatives, 92nd Congress, 1st Session:

"Housing Needs and Housing Goals," H.B, Schecter and M ,B. Schlefer,
part II, "Current Housing Production; Characteristics and Location of Different

Types" p.43.

9. Ibid, p. 44
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10.

11.

12.

13.

14.

15.

16.

l7l

18.

Ibid, p. 45 There is some evidence that house prices are going down
somewhat, with square footage beind reduced considerably. However,
this is based on fragmentary evidence, and it is perhaps wiser to assume
that costs will remain high.

New England Regional Commission, op cit. p. 7 While it costs somewhat
less to build housing in non-urban areas in Maine than it does in other
locations, the per capita income in Maine is less than in other locations.

Maine's Highest Priority Needs, op.cit., p. 264, Later information added
by Eben Elwell, Executive Director, Maine Housing Authority.

The May 13, 1972 issue of Business Week indicated that: "one out of two
families that bought a single-unit dwelling last year chose a mobile home. ..

_ the industry has taken over a full 95% of the $15,000 and under market." p.1

For example, "Housing in Maine," a report prepared by the State Planning
Office in December, 1968,

NERC, op.cit., p.46.

The first two problems are vefy common 1n new state agencies dealing with
housing. See the Journal of Housing article, attached.

Journal of Housing: 1/72, p.13.

Business Week, May 13, 1972, p.148.
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FENANCE ACENCEES IN REVIETT

by Robert C. Alexander, Associate, McKinsey & Company, inc., New York City

When Mr. Alexander hegan to organize lis material for this
article in the sununer of 1971, there were only 15 state housing
finance agencies in active operation. Since then, three more such
agencies have heen established: the Alaska Houwsing Finance
Corporation, the Minnesota llousing Finance Agency, and the
Southt Carolina State Housing Authority. The Journat. reported
on the Minnesota ageney in the 1971 No. 7 issue, page 353; the
“State News” column of a later JOURNAL will report on the other
two agencies.

The introduction of housing finance agencies (HFAS) in state
governments marks a new phase of puhlic involvement in hous-
ing problems. The federal government has had a major impact
on housing financing for many years through the Federal Hous-
ing Administration and the Federal National Mortgage Associa-
tion. Direct stale gavernment involvement in housing financing
—-assisting private owners to build and manage housing that
serves public purposes through state finance agencies—is a re-
cent and important phenomenon. These agencies can become the
hasis of effective, wideranging state housing programs . . . if they
can find ways of circumventing their basic limitations.

As of the first of the year 1972, there were 15 states with
housing finance agencies: cight more states were actively con-
sidering similar organizations as of that date. The New York
State Housing Finance Agency is the oldest, having heen estab-
lished in 1960, It is not typical of agencies cstablished since
then, however, since its activities include financing a broad
range of public construction, such as statc university facilities
and health centers. The next four states to charter. finance
agencies were Massachusetts, Michigan, New Jersey, and [linois
in 1966 and 1967. To a great cxtent, these four agencies have
served as models for those that followed (sce table, page 12),

Reason for 1TIFFAs: One reason these states turncd to finance
agencies was that the private housing market has failed to mect
the nceds of low- and moderate-income families, The secretary of
the federal Department of Housing and Urbhan Devclopment,
George Romney. has noted that rising land and construction
costs have forced the median price of a new house beyond the
reach of 80 percent of the nation's households, while a study in
Michigan shows that 70 percent of the houscholds there cannot
aflord current market prices for new or existing housing.

In an eflort to reduce housing costs, private builders have
reduced overall finished floor space, especially in single-family
units. Average floor space declined from its 1968 high of 1605
square feet per unit to about 1400 square feet in 1970. Floor
space in single-family units financed by FHA fell 12 percent
over the samc period, to 1225 square fect. Apartment units,
however, remained about the same. But cven drastic measures
such as these, representing a significant change from the post
World War Il pattern of annual increases in floor space per
unit, achieved little reduction in overall costs, since the average
price per single-family unit fell only 5 percent.

Because lower-income families cannot pay market rates for
housing, they have had to scttle for helow-market housing yual-
ity. In Mirhigan, this means the 413,000 poor quality units
docur oot by the State Department of Social Services, Ohio's

low- and  maodeiate-income  housing gap of 487,000 units

prompted the governor to establish a special commission to rec-
ommend new housing initiatives, In New York City alone, an
estimated 488,000 housing units are recorded as unsound. most
of them occupied by the city's poor houscholds.

Rents below the minimum level required for good mainte-
nance have caused an acceleration of building detcrioration and
eventual building abandonment, especially in urban areas. New
York City officially reports an ahandonment rate of about 200
units per week, while Philadelphia and Detroit both suffer losses
of about 100 housing units per week. The fact that housing pro-
duction has not kept pace with deterioration and abandonment
only compounds the housing problems of lower-incame families.

State legislatures that have created HFAs intend that these
agencies shall deliver sound housing at below-market rents by
acting as mortgage bankers; by making and servicing low-interest
rate, long-term direct mortgage loans. They have complemented
this fundamental role by empowering the agencies to administer
and coordinate several related housing programs, such as FIIA
Section 236 mortgage interest subsidies. An emerging role based
upon the previous two, includes some developer functions, such
as site assembly and land development. Many states apparently
are coming to feel that an agency playing ali three of these roles
is their hest hope for attacking the housing problems they face.

Mortgage Lender—the Basic Role: The hasic powers a hous-
ing finance agency can exercise are sclling tax-cxempt revenue
bonds and making dircct mortgage loans. The total value of
bonds that an agency can issuc is usually limited by statute, al-
though some HFAs have no bonding limits and others are frec
to apply for increases in their authorized limits (sec page 12 for
the bonding limits for cach state agency). Qualified developers
whose projects mect agency criteria may borrow 90 percent or
more of the development costs at the interest rate on agency
bonds (plus a service fee) for periods up to 40 years.

The New York State Housing Finance Agency pioneered this
mortgage banking role in 1961 when it first issued bonds lo
finance developments approved by the New \{prk State Division
of Housing and Community Renewal. The HFA later expanded
its activitics by serving as mortgage banker to a number of other
state programs, including community mental health centers,
senior citizens centers, and the state university. Two other New
York agencies with mortgage banking functions, the state’s
Urban Development Corporation and New York City's Housing
Devclopment Corporation, have recently joined the state Housing
Finance Agency in an cflort to increase housing production for
low- and moderate-income families. (For information an special
powers and operations of New York State’s UDC. «cc 1970
JourNai. No. 11, page 584.)

In addition to making mortgage loans, most agencics have
heen empowered to sell short-term bond anticipation notes to
finance the construction and carrying costs of residential develop-
ments at low interest rates until the long-term mortgage loan is
made, Three state legislatures have been reluctant to grant this
power to their housing finance agencies, however. For example,
the agency in Connecticut cannot make construction loans at alf.
In Maine and Missouri, the finance agency can make construc-
tion loans only when the developer is unable to obtain construc-
tion financing from private lenders.
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An agency can help define a project’s characteristics when it
combines its ability to provide low-cost construction money and
low-interest, long-term mortgages. The housing finance agencies in
Massachusetts, Michigan, New Jersey, and Hlinois.all emphasize
an intensive applications review process, to the point where the
agency and the developer are virtually partners in site sclection,
market research, cconomic analysis, architectural design, and
project management. (The New York agency, by way of con-
trast, acts strictly as a source of funds; the Statc Division of
Housing and Community Renewal processes applications.)

articipation in defining project characteristics is an important
new dimension of state government involvement in housing,

The bonds that an agency sclls are revenue bonds: that is, the
principal and intcrest payments on the bonds are derived from
the revenues gencrated by the projects the bonds finance. The
intcrest a state agency must pay on its bonds and their market-
ability arc determined by technical provisions in the legislation
authorizing the agency to issue bonds, especially the commitment
the state makes to the bonds and the reserve account provisions,
In gencral, the more willing a state is to guarantee bonds issued
by its housing finance agency, the lower the interest the agency
must pay and the casicr it is to find buyers for these sccurities.

The faith and credit of the state whose HFA issucs bonds are
specifically not pledged; this means that the taxing power of the
state is not available to make up losses that may occur through
mortgage defaults, In place of this backstopping, however, most
states recognize a moral obligation to stand behind these securi-
ties. As a further security, in place of the state's credit, the
enabling legislation usually provides for a capital reserve account.
This account is usually required to be equal to the next year's
principal and interest payments and typically includes a make-up
provision from the state’s gencral revenues if the agency’s normal
operating revenues are not adequate to fund it,

The fact that the faith and credit of the state are not pledged
raiscs the interest rates on these bonds about 1.5 percentage
points over those bonds that do have the state’s backing. Until
now, bonds that arc not backed by a statement of moral obliga-

on and reasonable capital reserve account provisions have not
ocen marketable at all, cven at higher rates of interest, Fhe
agency in Missouri is attempting (o cstablish a market for such
bonds, however, by preparing an issue not backed by moral obli-
gation. Presumably, many more states will be interested in hous-
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Anove: Putnam Square Apartments, Y4-unit highrise apartment
house for elderly in Cambridee, Prefabricated components were
used to realize desion of the architects, Stull Associates, The
Masvachusetts Housing Finance Agency backed the project with
a 82720000 wortpoge loan, Birow: 100 Centre Plaza, another
hichrise clderly apartment building ~— this one in Brookline,
Again, prefabricated components were used and, again, Stull
Associates were the architects. The state mortgage loan came to
$3.652,900,
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designed by John G. qucl.son and Y. Kishimoto and was sponsored by Systems Housing, Inc.

ing finance agencics if a statement morally obligating the state’s
credit is not required.

Higher interest costs, however, limit an agency’s ability to
serve lowcer-income families because they are directly reflected
in rents. For example. a 1 point increase in the interest rate on
a state's honds raises the debt service cost by about 14 percent,
Thus a $25.000 mortgage financed over 40 years at 5 percent
implics a monthly debt service charge of $120.55, while the same
mortgage, financed at 6 percent would require $137.56 a month,
Whatever steps are required to provide effective guarantees to
bondholders that would result in lower interest costs, therefore,
would yield important benefits to an agency’s low-income housing
ciforts. The bonds of the Hawaii Housing Authority, for example,
are statc general obligation bonds: a recent bond offering was
marketed at 4.6 percent and the interest charged to developers
under this program, 5.6 percent, is substantially lower than
interest costs based on other states’ revenue bonds,

Agencies that successfully implement their mortgage banker
activities can finance their own operating costs from fees
charged to review a loan application and service the loan after
it is made. This is tvpically a feature that attracts budget con-
scious legislators, The table on page 13 shows the mortgage
discount and processing fees levied by four housing finance
agencics and demonstrates the different fee structures these
agencics usc. For cx‘umplc. Michigan's housing development
authority charges a 3.5 point discount; this is the only fee but it
is due in two installments, New Jersey, on the other hand,
charges scparately for site inspection, architectural review, and
land appraisal and, in addition, charges a 1 point mortgage dis-
count. In addition to processing fees, the agencies levy annual
servicing. fees to cover the costs of servicing the mortgage loan.
They are generally 0.5 percent of the mortgage amount,

These four agencies have succeeded in gencrating income in
excess of expenses, as the page 13 table shows, At this time, both
Massachusetts and New Jersey are self-suflicient, delivering their
services at no cost to their states. Michigan and Ilinois are
expected to achicve this status in the ncar future, Massachusetts
has already begun to repay an initial loan from the state, a ycar
ahead of the scheduled date.

Related HFA Role—Program Administration: State housing
Jdnance agencies piggy-back federal housing subsidy and assis-
tance programs on their .dircet mortgage and construction loan
programs—and also add on management training, open housing,
equal employment opportunity, housing demonstration, seed

The mortgage was $6,655,000.

moncey, technical assistance, secondary mortgage, and other pro-
grams. Federal housing assistance subsidics are the basis of a
state housing finance ageney's ability to serve lower-income fam-
ilics but state agencies arc shaping a new role for states in the
delivery of federal subsidies. Related programs, funded both by
the agencies themselves and other sources (e.g., foundations),
are further expanding the agencies’ range of influence.

Until recently, HUD set aside special allocations of Secction
236 subsidies for state housing agencies. Now, under a formula
called “adjusted fair share,” the needs of the state agencics are
taken into account in the allocation of subsidies to HUD areca
and insuring offices. State housing agencies then must negotiate
their share of these subsidies with the local HUD office. Several
states have commented that a direct relationship with the HUD
Washington oflice would be preferable to this new arrangement.
For example, the agencies in two states (Michigan and Maine)
have complete responsibility for the administration of Section
235 subsidies, which they received from Washington. (‘The chart
on page 12 shows the states that have sections 236 and 235
responsibilities.) A HUD guide, currently in final draft form, is
expected to clarify HUD/state agency relationships with respect
to all federal assistance programs. Under the title Interest Reduc-
tion Assistance and Rent Supplement Payments for the Projects
Developed under State and Local Programs, the HUD guide-
hook was expected to be ready for discussion at a meeting of
stute housing finance agencies late in January 1972,

To some extent, these cases presage the kind of program reform
envisioned in the Housing and Urban Development Act of 1971
(HRY688). This legislation would direct federal housing assistance
programs through state and local housing agencics. Although
there are serious problems involved in creating new agpencies at
many levels of government, the concept of interposing an agency
(particularly a state HFA) between local needs and federal re-
sources is, to this writer, an attractive one. In the past. federal
housing assistance programs have been used by private devel-|
opers on a first-come. first-serve basis. Distributing this 'nsmt'mcel
through a state housing agency would offer the opportunity to use |
programs such as Sections 235 and 236, rent supplements, and |
public housing leasing (Section 23) in a more coordinated and
flexible way, |

For example, housing finance agencies have an advantage over |
most FHA oflices in the administration of Section 236 SlleldICSJ»
because of their ability to utilize subsidies without requiring,
FHA mortgage insurance and their ability to subsidize fewer than |
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STATE HOUSING FINENCE AGENCIES: POWERS, FUNDING
December 1971
TUNDING POWERS *
Program
A dminis-
Mor{gage Lender trator Developer
Authorized
Date Bonding First First Loans Subsidics
FE'A Capacity Netes | Bonds Seed Mortgage | ———— - Land
State Started (Mitlions of $) 1 lssued | Issoed ® Morigage Construction RMoney | Insurance 236 235 |Acquisition
New York 1960 $2,000° 1961 | 1961 v Y Y
Massachusetts | 1966 1,000 1970 NI v \% v v
Michigan 1966 300 1970 | 1971 \Y% \Y% \Y% v Vv \%
New Jersey 1967 Unlimited 1968 | 1970° Y \Y \Y% \Y%
Hiinois 1967 500 1970 Ni v \% v \% Y
West Virginia | 1968 130 NI 1971 v v
Dclaware 1968 -1 N1 NI \Y% v % v
Varies by
Vermont 1968 program NI NI v .
Connecticut 1969 Unlimited 1971 NI v v v
North Carolina 1969 200 1970 NI v v v
Maine 1969 20 1971 NI \Y% \Y% v oV
Missouri 1969 100 Ni NI \' \Y4 v v v
Maryland 1970 Unlimited NI NI v v v v v
Hawaii 1970 Unlimited ' | NI NI v \% v v v
Pennsylvania | 1971 Unlimited NI NI v \'
* Checks indicate agencies have basic authority to exercise the designated power; blanks indicate no such powers.
NI—Not issued,
* As of June 30, 1971.
" For housing purposes; other limits set for other mortgage lending activities.
* Private placement,
Y Bonds not issued due to defect in legisiation,
* Other programs in operation from 1937,
‘ Bonds (o be issued as state general obligation bonds.

all the units in a development. By using the first provisions, the
agencies have streamlined the review process by utilizing the
uninsured provisions of Scction 236, essentially insuring the
mortgage themsclves. By subsidizing only a part of a develop-
ment under the second provision, agencies can provide housing
for familics with incomes ranging from over $16,000 per year
(for the unsubsidized, uninsuréd portion) to under $5000 (for
the portion assisted by Section 236 and rent supplements) in a
single development. Apencics have extensively used both of these
provisions to increasc housing production, spread subsidies more
broadly, and achieve economic integration.

Proper management of a housing development is of crucial
concern to the holder of its long-term mortgage, The Massa-
chusetts State Housing Finance Agency enters into legally bind-
ing agreements with the mortgagors covering the details of mar-
keting and maintenance, It has strictly enforced these agreements
and has already replaced several management teams The Michi-
gan- Housing Development Authority, in cooperation with the
University of Michigan, has arranged a required training seminar
for the management team of every authority-financed develop-
ment. As agencics become increasingly involved in housing man-
agement, they arc beginning to initiate programs, such as con-
ducting management audits and developing carcer paths for
capable housing managers, -

State and federal open housing and equal employment oppor-

12 JOH/1:72

tunity programs are likely to be better focused and have |
creased impact when a housing finance agency administers the
in conjunction with its other activities. For example, site selc
tion and the markcting of new housing are central points in
effective open housing program, An agency can easily ensure
sponsor's compliance with open housing goals relating to s
selection and marketing during the review of his mortgage lo
application. Opportunities like these for achieving open housi
goals are-being pursued aggressively by most agencics: in o
executive director’s words, open housing and aflirmative my
keting “arc enforced rules with us.” As a result. the record |
statc agencics in both open housing and equal emplovment §
generally been better than that of federal programs.
Another major program responsibility is providin- technil
assistance to nonprofit and local government housing grou
Such assistance may include administering seed money loan p)
grams and advising sponsors on housing programs and alter;
tives. In Michigan and Massachusctts, the agencies® stafls p
vide technical assistance as part of their regular duties.
THinois, these functions are performed by the Technical As
tance Corporation for Housing, a corporation formed w
special support from the Ford Foundation to offer nonprofit :
community groups access to housing expertise. The Ford Fo!
dation has also supported technical assistance programs in W,
Virginia through the West Virginia Housing Development Fu
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HOUSING PRODUCTEON RPERFORMANCE
: Fall of 1971

. START-UP HOUSING PRODUCTION : NET
STATE COSTS ACTIVITY ) ¢ AGENCY FEES INCORME
| ; | i Average Miorl;znp.c § :
initin MNunrher Discount y Fxcess of
Appropriation | Mortgage Iousing Total | at Morigage Oflier Charges Revenues
for Sturt-Up Commit- Units for Units Closing Site Architectural Service | Over Expenses
(Grants) ments Development | 6/30/71 {Points) Inspection Review " Other Fee 6/30/71
Massachusetts $ 300,000 37 155 5,738 1.0 v 4 0.25% | $1,914,000
Michigan '$ 500,000 22 132 2.909°¢ 3.5° 0.50% | $1,065,000
lew Jersey $ 175,000 20 244 4,877 1.0 v \% v 0.50% | $1,200,000
L 0 0
fHinois %32‘3 0 8 289 2,500° 1.5 0.50% | $ 57.817
* Subsequently appropriated an additional $457,000, " Year ending October 31, 1971,
" Grant and loan, “Year ending September 30, 1971—does not inciude 986 single

“In two instaliments; feasibility and mortgage closing. .
4 Estimaled to October 31, 197 1—actual was $928,000 on September
30, 1971, after 11 months,

family units.
* Year ending December 31, 1971,

HFAs as Developers—an Emerging Role: The enabling legis-
lation for most of the exisling state agencies suggests another
role beyond those of mortgage banker and program administrator
~—that of developer. Probably the best example of a state agency
functioning in this way is the New York State Urban Develop-
ment Corporation (see 1970 Journal, No. 11, page 584). Under
legislation recently enacted in Maryland, the State Department
of Economic and Community Development is authorized to par-
ticipate in land development, construction of community facili-
ties, and in rendering assistance to municipalities for infrastruc-
ture projects (such as sewers, water lines, roads, ctc.}, with such
activities related to the state's industrial development program.

The basic devclopment power, although few agencies have it,
is that of acquiring and disposing of rcal property. The table
on page 12 shows that six state agencies have land acquisition
powers written into their enabling legisiation although, among
the HFAs, only Michigan has provided funds for this purpose.
Related development powers of eminent domain and zoning
overrides have been cven more difficult to obtain from state
legislatures. For example, the Maryland agency can cxercise
eminent domain over a particular picce of property only on
rcquest of the local government. New York's Urban Develop-
ment Corporation is the only state agency to date that can over-
rule local zoning decisions. Ncvertheless, state agencies are
pressing their legislatures for expanded development powers.

Although powers of eminent domain and zoning override
would remove important constraints on agency performance, some
limited development programs are still possible without them. An
agency could assist in assembling parcels for development, pur-
chasing siics over time, managing them until the assembly was
complete, providing rclocation services, and then selling or leas-
ing the package to a qualificd developer. This would be especially
important in urban areas where assembly costs are ncarly pro-
hibitive due to the high prolit potentials of holding parcels until
the assembly is complete. An HFA’s advantage in this activity
is the lower price it pays for its money, both short- and long-
term.

Development powers for state housing finance agencies do not
imply their use only for new housing construction; they may also
be used to improve the management and maintenance of the
existing housing stock, For example, the use of acquisition
powers could be especially important in efforts to strengthen
ownership and management of residential housing in urban areas.

In New York City, more than half of the rent controlled build-
ings are held by people who tend to own three or fewer build-
ings and secure little of their income from their properties. Their
buildings tend to be in poor condition, requiring better mainte-
nance and often minimum-to-moderate amounts of rehabilitation.
Typically, these are the buildings that are eventually abandoned.

To place such buildings in financially stronger, managerially
more expert hands, an agency could initiate an “ownership
change” program. Current owners could sell or deed their build-
ings to the agency instcad of abandoning them. The agency
would then repair and manage the buildings or dispose of them.
If it chose to manage the properties, it would rely on its own in-
house management capability, developed for agency-financed
projects, If it chose to dispose of them, it could sell or lease the
buildings to qualified investors or management companies.

HFA Start-up Characteristics: States contemplating the estab-
lishment of a housing agency should be aware that an HFA is
not a quick or easy solution to their housing problems. Estab-
lished agencies have found that it takes two to thrce years to be’
able to finance 3000 to 5000 units per year. In addition, state
legislatures have had to appropriate or lend from 175 thousand
to t million dollars to cover the initial expenses of their agencies.
These characteristics reflect the difficulty of assembling a tal-
ented and effective staff and the time required by the courts to
determine the constitutionality of the basic legislation.

The state agencics surveyed here have required two years or
more to put together a significant production progrum. T'or ex-
ample, although Michigan’s Housing Development Authority was
established in 1966, the first offering of notes for interim financ-
ing was not until the spring of 1970. In Maryland, although the
legislation was written and passed in 1970, operating rules and
regulations were reviewed this fall, with actual opcrations not
scheduled to begin until carly 1972. The table on puage 12 sum-
marizes the start-up times (founding to initial financing) for the
15 state agencies. Note, however, that delays between the first
note offering and the first bond offering may also be affected by
money market conditions,

The legislation establishing a state housing finance agency will
usuafly be tested in the courts to determine its constitutionality.
This is the major contribution to the start-up times recorded on
page 12, The provisions of the enabling legislation must be con-
stitutional for the bonds to be marketed. In those cases where
the legislation it not the object of a suit (as in Maryland), the

JOH/1:72 13




agency itself will usually ask the courts {or an advisory opinion
(as in Massachusetts).

In many casces, the initial legislation establishing housing agen-
cies has defects that hinder bond offerings. 1llinois and Missouri
faced thesc problems, for examplc. The legislation in Delaware,
passed in 1968, failed to make provision for a “capital reserve
fund.” Without this fund, the agency has been unable to market
its bonds. This defect, however, has not prevented the agency
from undertaking significant cfforts to increase housing produc-
tion therc. Working from a sced money fund of 8 million dol-
lars that can finance both front-cnd and construction costs for
nonprofit sponsors, the Delaware agency has assisted 28 projects,
totalling over 1600 units, More than 7.8 million dollars in loans
and advances arc currently outstanding. Legislation being sub-
mitted this yenr is expected to correct the eartier defect,

The activitics of housing finance agencies must be adequately

funded from the state budget until the agency is self-supporting..

Although the initial appropriations from state legislatures for the
four older agencics varied considerably, as the page 13 table
shows, the experiences of those states suggests that the start-up
cost today of a housing agency might range from $125,000 to
$500,000, depending on the population characteristics of the state
and the scope of the state’s contemplated housing programs,
Annual appropriations in addition to that amount would be re-
quired if the agency did not carn enough fees after the first two
years to pay for its operation,

Limitations on Performance: The financial and organizational
characteristics of HFAs impose two fundamental constraints on
their performance, The financial characteristics of tax exempt
bonds establish the lowest rents that the agency can deliver, thus
tying the agency to the federal government'’s subsidy programs
for resources to serve low-income families. In addition. the com-
plexity of the development process and the need to ensure that
public funds are carcfully used require much management at-
tention, cflectively constraining an agency's annual production
rate. Housing finance agencies will have to circumvent both of
these performance limitations if they are to have a significant
impact on their state’s housing problems,

Limitations on Serving Low-income Families: Even with low-
interest, long-term mortgages, housing finance agencies cannot
deliver low-rent housing to low-income familics. Additional
subsidies, generally from the federal government, are required.
In the past, an average of 40 percent of agency production has
been available to modcerate-income families and about 10 percent
to low-income houscholds, but only because the federal govern-
ment made available interest subsidies and rent supplements
through the Scction 236 program, These subsidies are both ex-
pensive on a per unit basis and in limited supply.

A review of the impact of an agency’s lending rates suggests
the limits of its ability to serve low-income houscholds. The
monthly carrying costs on a $25,000 mortgage at market rates
(7.5 percent interest and a 25-year term) for principal and inter-
est payments are $185: for the same size mortgage at agency rates
(6 percent interest and a 40-year term), the carrying costs are
$138. The ability to extend the mortgage from 25 to 40 years
accounts for about $20 of the $47 reduction: reducing interest
rates from 7.5 percent to 6 pereent accounts for the remaining
$27. Although these reductions are substantial, the monthly rent
(including debt service, operating and maintenance costs, taxes,
and limited profits) for this unit would still be about $230.
With the restriction that a family of four should not aliocate
more than 25 percent of its gross income for housing, the lowest
income group that could be served by this unit would be four-
person houscholds carning $11,000 a year or more, Without
additional subsidies, a state agency cannot begin to penetrate
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Tov: Eastside Court, a 50-unit townhouse development in M
kegon Heiglts took full advantage of pleasant site. The s
mortgage loan came to $961,300. ‘
Mipbre: the 3 million dollar contract for Ridgecrest 7ownhox
in Flint was the largest ever awarded a black contractor in M
iean. The project is a 163-unit development, sponsored by

Genesce Community Development Conference.

BorroMm: first modular housing development to be fmmcod
the Michigzan State Housing Development Authority- ~Bar
Downs Apartments, a 180-unit Townhouse development m

City, built with a 2.9 million dollar mortgage loan, ‘




he low-income housing problem.

Federal housing programs used in conjunction with an
gency’s mortgage loans Jower rents further and make it possible
o serve lower-income houscholds in limited numbers. As noted
:arlier, seven states now negotiate with the FHA to obtain fed-
-ral Section 236 mortgage interest subsidies. The application of
“ection 236 subsidies would reduce the monthly rent in the above
xample by about $80, making it possible for a family of four,
-arning about $7200 a year, to live there. Two other programs
n combination with the statc agency mortgage loans and federal
section 236 subsidies arc available to bring the cost of this
wusing down to the level that Jow-income familics (as defined

1y public housing income limits) can afford: through public hous- '

ng leasing, units in a development assisted by a state housing
inance agency may be leased by a local public housing authority
«ith assistance from the federal government; with rent supple-
nents, tenants at public housing income levels reccive federal
cnt supplement payments, enabiing them to live in decent hus-
ng when public housing is not available. Housing assistance
r1om the federal government through public housing leasing and
cnt supplement programs, however, are in very short supply,
has limiting the numbcer of families that can be served.

The combination of direct and indirect subsidy support re-
juired for low-income tenants assisted through Section 236 and
he rent supplement program is in excess of $2000 a ycar per
nit. For example, a family whose adjusted income is $5300
wr year would be expected to pay 25 percent of that amount,
w 1325, in rent. The $230 per month apartment, which al-
cady received about $560 per year of indirect subsidics due to
ax-exempt bhond financing, would require $2760 per year in
vit, The diflerence between the family's ability to pay and the
cat required. or about $1440, would have to be made up
firough the subsidy programs. Section 236 would provide about
160 per year, leaving $480 per year to be provided through
2 rent supplement program. Thus the total direct and indircct
uhsidies for this family would be $2000 per year. Since the
ent supplement program assists families with incomes as low as
1000 per year. the total direct and indirect subsidies might well
veeed $2300 per unit,

If all of an agency's housing production were direcied toward
w-income families and if the state paid the full subsidy cost,
t o annual subsidy appropriation required would start at 10 mil-
a0 dollars for the first 5000 units and climb by 10 million
olars for every added 5000 units. At the end of a decade dur-
s which 50,000 units of housing were produced for low-income
cnilies, a total of 500 million dolfars would have been paid
ut in subsidies and the annual subsidy cost at the end of the
- ade would be 100 million dollars. Such annual expenditures
v clearly beyond the present ability of state governments,

wining that, without massive federal support, they can do little
. serve low-income families. Federal appropriations have been
vall, however, so that this scale of low-income housing pro-
~tion would rapidly exhaust the resources currently available.

"hus state agencies must begin to target their subsidy resotirces

provide housing in arcas where as many secondary benefits

* ., the filtering down of lower-rent units in the existing hous-
- stock) as possible can be captured. The need for additional
dts for tower-income families is so pgreat that it may scem
al, as onc executive dircetor put it, “building just about any-

vere serves a useful purpose.” But distributing subsidized units

wund a state without targeting them misses the opportunity to
diply an agency's impact on housing needs by leaving tmpor-

t location decisions to the accident of developer participation

an agency's programs.

Limitations on Production Acceleration: Production limitations
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are a function of developer interest, bonding regulations, and
management capabilities. At current production velumes, no
agency has experienced problems in attracting developers to its
door and, as noted earlier, authorized bonding limits can be and
have been raised. Thus, an HFA's ability to control a broadening
range and increasing number of activities, while maintaining in-
vestor confidence and responsiveness to developers, effectively
determines potential housing production.

Current HFA production rates have not produced the number
of units required to meet total housing nced—or even to match
the rate of abandonment. The page 13 table shows that no
agency has completed more than 40 multifamily mortgage com-

mitments or financed more than 5700 units in a single year. In .

Detroit, 5000 units a year would barely match the rate of hous-
ing abandonment of about 100 units a week. At a production

rate of about 5000 units a year, it would take almost 98 years |

to replace the unsound housing in New York City today, let
alone that which would deteriorate over the period,

Against this backdrop of housing need, agencies have set rela-
tively modest goals for themseclves. Three of the four older
agencies have set production targets of 10,000 units per year,
requiring 50 to 100 mortgage commitments. Their annual pro-
duction volume has falien short of even this goal, however, sug-
gesting the difficulties that agencies have experienced in manag-
ing the mortgage lending process,

Improving an agency's production capacity is not simply a
matter of adding more staff. The first few additions to the stafl
may, in fact, enable the agency to review more project applica-
tions. As the agency's workload increases, however, the span of
activities that must be directed and controlled increases until it
involves projects at all stages from proposal formulation through
construciion to occupancy and management. The limit on ex-

" pansion, thercfore, is the agency’s ability to control the review
process as more applications are processed and its activities be-
come increasingly diverse.

The pressure on agency management stems more from the
number of developments than from the total number of units
financed. If a state financed 5000 units a ycar, for example, a
figure representative of current agency activity, it might have to
review 50 developments of 100 units each, or an average of one
development a week. This level of activity represents about 100
preconstruction site inspections; at least 50 market studies; the
review of marketing plans, management programs, and archi-
tectural designs; and innumerable meetings, ictters, and phone
calls. In addition, since 5000 units a year represents an annual
mortgage-lending rate of about 125 million dollars, this level of
activity would probably require two or three long-term bond of-
ferings and the sale of cight to ten short-term notes each year.

State housing finance agencies are taking two approaches to
improving their ability to deliver more housing units, One ap-
proach is to streamline the applications review process and im-
prove the agency’s ability to control it, The process can be
streamlined by routinizing many of the analyses and computer-
izing them where possible (e.g,, cconomic feasibility analysis),
The agency’s control over the process can be strengthened by
developing a number of management systems., including pro-
cedures manuals and computer-based information and schedul-
ing systems. All of the four senior agencics are emgaged in
these efforts.

A second approach, increasing the number of units per devel-
opment, is likely to cause some problems. Since only slightly
more staff time is required to review the application for a large
developmeni as a smaller one, an increase in the number of
units per development leads to gains in total production without
significantly greater effort. For example, New Jersey's approach
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to higher volume production has been to finance developmt
significanfly larger on average than those undertaken in of
states, as the page 13 table shows. The rate at which the. he
ing market will absorb units is limited, however, thus limiting
extent to which development size can be increased. In additi
the nced to match the new development to the existing neighl
hood also constrains the size of a feasible project.

In spite of these cfforts, it is clear that marginal increase:
production will not significantly dent the great shortage of so
housing for low- and moderate-income families. In the fact
the treinendous demand, state housing finance agencies will t
to target their production so that as many secondary benefit
possible, such as attracting complementary private investn
are captured,

Further Actions Required: Several housing agencies
achicved encouraging initial results that demonstrate their ab
to assist in the production of new housing units. Yet, as t
capability grows and they become more successful, they
become more politically visible. With this increased visib
comes expectations of improved future performance an
broadening of their role in housing. At one time, the basic ot
tive of housing finance agencies was simply housing prodiic!
Today, rehabilitation, maintenance, and management are inct
ingly thought to be equally important and valid activities. M
over, units financed today must be of higher quality, pro
residences for a broad mix of income groups in a racially
grated setting, and be built by local labor offering opportun
for significant minority group participation,

Housing finance agencies cannot satisfy increasingly se
performance standards by simply doing more of what they
doing now. Sufficient subsidies arc not available to lower 1
even on all of the units currently being built and margina
creases in production obviously cannot mect the whole dem
Attempts to achicve massive increases in new construction
run aground on such problems as the availability of federal
sidies, a community's willingness to grant zoning and other
provals, and the agency's capacity to ensure sound manager
of the development after it has been built.

Some wholly new initiatives are required that will enhanct
ability of the agencies to circumvent rent and production
tations. One way to achieve increased impact is through the «
ful targeting of agency-financed housing units. The ag
would focus production on key areas and population gr
where additional benefits, such as stimulating private invest,
or reinforcing a desirable migration trend, can be capturec
second means of increasing impact is to expand the influen
a varicty of related but nonproduction-oriented programs.. 1
programs, such as management training or enforcement of
housing, when applied to non-agency financed deveclopm
would improve housing opportunities for many morc lc‘l
income families than could be served through production a

Housing production is an agency’s fundamental activity. |
ing demonstrated the ability to produce short-term results—
building housing—finance agencies must now show that they
put those results into a pattern of achievement that will |
in a long-term impact on their state’s housing needs. ’l'hcj’
for this longer-term program would be an agency's produy
plan. |

This production plan would be a schedule of develop
prioritics by locality, based in part on an examination of po
tion characieristics, such as income and family size, ho
quantity and quality, and housing costs. Development prig
would identify target population groups, target focations,
housing delivery means, including the type of building, ty
construction, and rclevant design criteria. This plan wou



ranslated into action terms by giving high priority developments,
ceelerated processing and preferential access to an agency’s sub-
idy funds, encouraging development applications to serve higher
riority areas, and acquiring potential building sites in important
neales. Two agencies, those in Michigan and Tllinois, have just
egun to develop the basic housing and demographical analyses
it the level of detail necessary to lead to this kind of a pro-
action plan,

Housing and demographic data alone arc not a sufficient base
or determining production prioritics, however. The plan must
iIso be founded on a sensitive analysis of cconomic factors, such
5 trends in industrial location, job ecreation, and private invest-
nent, to identify trends in housing markets by focalities. In the
‘ontext of present zoning and land use paticrns, the plan wonld
‘nable an apency Lo use its housing resuiices beer, given e
iwipated public and private seclor investments. 1t would also
dghlight communities where zoning changes in a few parcels of
and might have great impact by identifying arcas where housing
#ill be needed but where zoning is racially or econonically
estrictive or otherwise not compatible with orderly growth.

Alternatively, the economic analysis could be performed within
he framework of a state land use and cconomic development
dan. In this case, present land use patterns would not neces-
arily be constraints on future development. The housing pro-
fuction effort would be one component of a broader program
if industrial development, transportation planning, and invest-
aents in services and facilitics. A finance agency's participation
it this level of planning would be limited to the housing com-
onent, unless it were also designated as the state’s compre-
wnsive planning and development agency. No state housing
igency has such responsibilitics now, although the new Maryland
department of Economic and Conununity Development, which
acludes the state’s housing financing operation, and New York's
"DC, has the legal basis for wssisting and coordinating many

these activitics,

To the busy executive director, a production planning exercise
nay seem to he a lot of troubie that does not build a single addi-
ional unit. Yet to continue to assist housing production without
nooverall plan might lead to the neglect of the central city,
ecause builders and developers are not interested-—or it might
:ad to over-building in some suburban arcas, because zoning
hanges are casy to oblain—or to the neglect of some rural
reas, because demand for housing is presumed to be weak. In
hort, allowing the most available, though perhaps not the most
mportant, sites (o be developed undermines the agency's ability
5 provide decent housing. achieve cconomic aml racial integra-
ion, and create job opportunitics.

There are two additional activities that would increase an
geney's impact on the housing needs in its state. Programs Je.
igned 1o support and enforce open housing laws would mprove
awer houscholds’ access to better housing. In addition, efforts
‘0 prevent deterioration and upgrade marginal units would im-

prove housing quality for the familics not served by new units,

Stale agencies are now attempting to encourage a mix of
families to locale in their developments. These cfforts focus on
site selection, to find locations for developments that appeal to
a wide range of income and racial groups, and on affirmative
marketing, to ensure that many groups know of the development
and have the opportunity to settlc there. As agencies become
more expert in site selection and affirmative marketing in their
own developments, they will be able to render similar services to
other housing developments not financed by them. Onc target
would be FliA-assisted housing, which, under new HUD regu-
lations, must stress its open housing clements. For example, in
Michican in 1970, FHA assisted almost 14,000 units through its
four main programs (Scctions 236, 235, 221(d)3, and 202),
Allowing for units that received both HFA financing and the
FHA assistance, the number of FHA-assisted units is about twice
the number of units the Michigan State Housing Development
Authority funded. Thus a state agency could multiply its impact
scveral times simply by finding ways to use the skills it has
devetoped for its own projects to improve site selection and
afirmative marketing on Il A-assisted developments.

Improving the prescrvation of the existing stock of housing
requires better management and maintenance services. As agen-
cies build competence in the delivery of improved housing man-
agement and maintenance, they can provide selection and irain-
ing services (o other developments in their states. In addition,
they could expand their carcer path information scrvice to in-
clude resident managers of cxisting, federally-assisted housing,

Conclusion: Althouph state housing finance agencics can per-
form several valuabie roles in helping alleviate the shortage of
adequate housing for low- and moderate-income familics, they
are by no means a simple answer to a state’s problems. The
basic limitations on their performance to date have been two-
fold: the need to rely on the federal government for subsidies in
order to serve families at public housing income levels and the
lack of a systematic approach to managing the progress of a
development from its formulation through to its management. A
production plan that will capture as many secondary bcncﬁ(s‘of
ageney-financed housing as possible is one approach to increasing
an ageney's impact in spite of its Hmitations. Agencies could also
increase their impact by providing site selection and affirmative
marketing services to other developments,

From the states' point-of-view, trends toward broader finance
agency involvement in housing and development problems make
good sense. Vhe expertise that finance agencies have accumulated
is too valuable not o be employed to the fullest cxtent possible
by states in need of cllective housing programs. At the same
tme, as state agencies demonstrate their capability to deliver
housing to low- and moderate-income families, to plan their
production effectively, and to increase their impact by managing
related programs, they will strengthen their claim as o key in-
strument of state policy.
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